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JOINT APPLICATION
The Empire District Electric Company ("Empire"), Liberty Sub Corp. ("LSC") and Liberty
Utilities (Central) Co. ("LU Central") (collectively, "Joint Applicants"), pursuant to K.S.A. 66-101,
et seq., 66-104, 66-117, 66-131, 66-136 and other applicable statutes and orders issued by the Kansas
Corporation Commission ("Commission") seek an order authorizing LU Central to acquire all of the
common stock of Empire and for other related relief. In support of their application, the Joint
Applicants respectfully state as follows:
I.

THE APPLICANTS
1.

Empire is a Kansas Corporation with its principal office and place of business at 602

South Joplin Avenue, Joplin, Missouri 64801. Empire is qualified to conduct business and is
conducting business in Kansas as well as in the states of Missouri, Arkansas and Oklahoma. Empire
is engaged generally in the business of generating, purchasing, transmitting, distributing and selling
electric energy in portions of said states. Empire also provides water utility service in Missouri.
Through a wholly owned subsidiary, The Empire District Gas Company, Empire provides natural gas
utility service in Missouri. Empire's Kansas electric utility operations are subject to the jurisdiction
of the Commission as provided by law. A map showing the service area of Empire and a list of
Kansas communities served by Empire is attached as Appendix A and incorporated herein by

reference.
2.

A certified copy of Empire's restated Articles of Incorporation, as amended, has been

previously filed with the Commission and is incorporated herein by reference. A certificate from the
Kansas Secretary of State showing Empire is a Kansas corporation and is authorized to do business
in Kansas, has been previously filed with the Commission and is incorporated herein by reference.
3.

LU Central is a Delaware Corporation and was formed for the purpose of acquiring the

capital stock of Empire as described herein. A Certificate of Good Standing from the office of the
Delaware Secretary of State is attached hereto as Appendix B and incorporated herein by reference.
LU Central is a wholly owned subsidiary of Liberty Utilities Co. ("Liberty Utilities") and is an indirect
subsidiary of Algonquin Power & Utilities Corp. ("Algonquin"). LU Central is not a "public utility"
as defined by K.S.A. 66-104 and will not become a public utility if this application is granted,
although certain of its activities and transactions may be subject to K.S.A. 66-1401, et seq. governing
affiliate transactions. A copy of LU Central's Bylaws is attached hereto as Appendix C and
incorporated herein by reference. A copy of LU Central's Articles of Incorporation is attached hereto
as Appendix D and incorporated herein by reference.
4.

Liberty Sub Corp. ("LSC") is a Kansas corporation that is a wholly owned subsidiary

of LU Central. LSC is a special purpose corporation formed for the sole purpose of merging with and
into Empire as hereinafter described. A copy of LSC's Bylaws is attached hereto as Appendix E and
incorporated herein by reference. A copy of LSC's Articles of Incorporation is attached hereto as
Appendix F and incorporated herein by reference.
5.

LU Central does not transact business in the State of Kansas. Consequently, it has not

registered with the Secretary of State's office to do business in the State of Kansas as a foreign
2

corporation.
6.

Pleadings, notices, orders, and other correspondence and communications concerning

this Joint Application and proceeding should be addressed to the undersigned counsel as well as to:
Kelly Walters
VP-COO Electric
The Empire District Electric Company
602 South Joplin
Joplin, Missouri 64801
Scott Keith
Director, Planning and Regulatory
The Empire District Electric Company
602 South Joplin
Joplin, Missouri 64801
Christopher D. Krygier
Director, Regulatory and Government Affairs
Liberty Utilities
2751 N. High Street
Jackson, Missouri 63755
Sarah B. Knowlton
Senior Director, Regulatory Counsel
Liberty Utilities
15 Buttrick Road
Londonderry, NH 03053
II.

ASSOCIATED ENTITIES
7.

Algonquin is a publicly traded corporation registered on the Toronto Stock Exchange

and is incorporated under the laws of Canada, with a principal place of business in Oakville, Ontario.
Algonquin has three business units: (i) a power generation unit, Algonquin Power Co., that includes
345 renewable power generating facilities representing over 1,150 MW of installed generating
capacity, (ii) a utility service unit, Liberty Utilities (Canada) Corp., that owns and operates regulated
utilities located in eleven states that provide retail water, sewer, electric and natural gas utility service

3

to approximately 560,000 customers, and (iii) a recently formed transmission group responsible for
evaluating and capitalizing upon natural gas pipeline and electric transmission asset opportunities in
North America. Algonquin is not a "public utility" as defined in K.S.A. 66-104, and will not become
a public utility if this application is granted. A copy of Algonquin's 2014 Annual Report is attached
hereto as Appendix G and is incorporated herein by reference. A copy of the current Liberty Utilities
(Canada) Corp. corporate organizational chart is attached as Appendix H and is incorporated herein
by reference.
III.

THE TRANSACTION
8.

Empire, LU Central and LSC have entered into an Agreement and Plan of Merger dated

February 9, 2016, ("Agreement"), a copy of which is attached hereto as Appendix I and incorporated
herein by reference. Pursuant to the Agreement, LSC will be merged with and into Empire under the
terms and provisions described in the Agreement, with Empire emerging as the surviving corporation.
Immediately following the merger LSC will cease to exist. As a consequence of the merger, Algonquin
will acquire, indirectly through its subsidiary LU Central all of the capital stock of Empire. Empire's
outstanding debt and related obligations will remain with Empire.
9.

The aggregate purchase price of the transaction is $2.4 billion dollars, including $.9

billion of existing Empire indebtedness. Empire's shareholders will receive $34 per common share
in cash. A copy of the confidential letter of commitment from the banks involved in the transaction
is attached as Appendix J and incorporated herein by reference. On March 2, 2016, an offering by
Algonquin of mandatorily convertible debentures associated with this transaction was successfully
completed and reflected robust demand for the securities comprising the offering.
10.

Closing of the transaction is subject to customary conditions, including the approval
4

of Empire's common shareholders and the receipt of certain state and federal regulatory and
governmental approvals, including the approval of this Commission.
11.

At the closing of the transaction, Empire will become a wholly owned subsidiary of

LU Central and will cease to be a publicly held corporation. A copy of the Liberty Utilities (Canada)
Corp. organizational chart post Empire merger is attached as Appendix K and incorporated herein
by reference.
12.

A certified copy of the Resolutions of the Board of Directors of Empire authorizing the

transaction and related matters contemplated by the Agreement is marked Appendix L, attached
hereto and made a part hereof for all purposes.
13.

Certified copies of the Resolutions of the Board of Directors of LSC and LU Central

authorizing the transaction and related matters contemplated by the Agreement are marked Appendix
M, attached hereto and made a part hereof for all purposes.
IV.

JURISDICTION OF THE COMMISSION
14.

Joint Applicants seek approval pursuant to K.S.A. 66-131 and 66-136, of the

acquisition by LU Central of Empire's capital stock pursuant to the terms of the Agreement.
15.

The certificates of convenience and authority, rates and tariffs will be held in the name

of Empire, a wholly owned subsidiary of LU Central, and Empire will continue doing business under
the Empire name.
V.

THE PROPOSED TRANSACTION WILL PROMOTE THE PUBLIC INTEREST
16.

LU Central's acquisition of Empire's utility operations in Kansas, Missouri, Oklahoma

and Arkansas, and the combination of those operations with Liberty Utilities' existing utility
operations, is a logical extension of Liberty Utilities' business and will result in many benefits that will
5

inure to the customers, employees, regulators, and shareholders of both Empire and Liberty Utilities.
Empire's utility operations and Liberty Utilities' utility operations have similar customer profiles,
community demographics, cultures and business relationships. A map showing the location of Liberty
Utilities' utility operations in Missouri, Arkansas, Iowa, Illinois, and Texas and Empire's utility
operations in Kansas, Missouri, Oklahoma and Arkansas is attached as Appendix N and incorporated
herein by reference.
17.

LU Central's acquisition of Empire is in the public interest and meets or surpasses the

criteria established by this Commission to determine if a merger or acquisition is in the public
interest.1
18.

The proposed acquisition of the capital stock of Empire by LU Central is in and will

promote the public interest in the following respects:
a.

The electric utility assets of Empire will remain subject to the jurisdiction of

the Commission and the transaction will not impair or impede the nature or scope of the
Commission's supervision of Empire's operations.
b.

Empire will continue to comply with any ongoing regulatory commitments as

are currently in place with respect to its electric operations.
c.

This transaction represents an opportunity to increase the size of the respective

organizations to nearly 800,000 combined customers providing service across thirteen states
with expertise in water, gas, and electric utilities. This scale is expected to result in greater
management expertise, access to broader management capabilities, and an ability to capitalize

1

KPL/KGE Merger Order dated November 15, 1991, Docket Nos. 172,745-U and 174,155-U (pages 35-36 list
factors that will be considered by the Commission to determine whether the proposed transaction will promote the public
interest ("KPL/KGE Merger Case").
6

on greater opportunities for future efficiencies. In addition, by combining the expertise of both
companies, a joint entity will now enjoy expertise in electric utility operations of over 270,000
customers including vertical integration with utility owned and developed renewable energy
and conventional generation fleet.
d.

Empire will have access to renewable energy development expertise that has

already proven to be beneficial to Liberty Utilities' electric utilities it owns in other
jurisdictions with investments in utility owned solar generation that is expected to reduce
overall customer energy costs.
e.

Empire will maintain its headquarters in Joplin, Missouri after the transaction

is closed and its employees and experienced management team will remain in place evidencing
Liberty Utilities' commitment that Empire will continue to provide customers with safe,
reliable and cost-effective utility service.
f.

Empire and several of Liberty Utilities' existing utilities will operate within a

new region ("Liberty Central"), with Bradley Beecher, the current CEO of Empire assuming
the role of the CEO of LU Central. The entities within Liberty Central will be Empire, Liberty
Utilities' natural gas utilities located in Missouri, Illinois and Iowa, and Liberty Utilities' water
and wastewater utilities located in Arkansas, Missouri and Texas. Combined, approximately
340,000 customers will be served by LU Central.
g.

A regional board of directors will be established consisting of senior business

and community leaders. This board is expected to provide guidance and counsel on local
issues to ensure that the combined entity will enhance its understanding of local operating
conditions and be able to better serve the needs of customers. The board will have

7

commensurate fiduciary duties, and all existing board members of Empire will be offered a
position on the board.
h.

Empire will continue to utilize the rates, rules, regulations and other tariff

provisions on file with and approved by the Commission, and will continue to provide service
to its customers under those rates, rules and regulations, and other tariff provisions until such
time as they may be modified according to applicable law. As a consequence, the transaction
will have no discernable effect on existing Empire customers, all of whom will continue to
experience quality day to day service at just and reasonable rates without incident or
interruption and LU Central and Empire expect a seamless transition. The Joint Applicants
will mail notice to all of Empire's Kansas customers advising them of the proposed transaction
and this Joint Application. A copy of the proposed notice to be sent to all customers will be
submitted to the Commission Staff for its review and approval. Once the notice is approved
by the Commission Staff, it will be mailed to all Kansas customers.
i.

Liberty Utilities and its subsidiaries operate under a shared services model

pursuant to which certain corporate and business services are provided to the operating
businesses from affiliates and charged to these utilities based on either a direct charge or
defined cost allocation methodology. A copy of Algonquin's current cost allocation manual
is attached hereto as Appendix O and is incorporated herein by reference. As detailed in the
testimony of LU Central witness Eichler, Liberty Utilities' cost allocation process is based on
the framework established by the National Association of Regulatory Utility Commissioners
on affiliate transactions, and this process is used by all of Algonquin's regulated and
non-regulated companies. The cost allocation manual explains how all costs are direct charged
8

where possible which provides for transparency, and where allocated, the cost in question is
linked to drivers of the cost to ensure fairness, equity and no cross-subsidization among
regulated utility affiliates and non-regulated affiliates. The cost allocation manual and the
underlying principles, procedures, controls and safeguards protect regulated utility customers
so that they only receive their fair share of costs. Algonquin will revise or modify its current
cost allocation manual to reflect the acquisition of Empire within six (6) months following the
closing of the transaction. As part of this Joint Application, Liberty Utilities agrees to comply
with the Standards for Affiliate Transactions set forth in K.S.A. 66-1213a, 66-1401, 66-1402
and any Commission order, rule or regulation addressing affiliate transactions and the recovery
of costs from affiliates.
j.

The Joint Applicants anticipate that LU Central's parent, Liberty Utilities Co.,

will maintain a strong investment grade credit rating, and that it therefore will be able to access
the capital markets on reasonable terms for the benefit of its regulated operations, including
those of Empire. A balance sheet and income statement for the 12 months ending December
31, 2015, of Empire is attached hereto as Appendix P and is incorporated herein by reference.
A proforma balance sheet and income statement of the merged entity is attached as
Appendix Q to this Application and is incorporated herein by reference.
k.

The transaction will have no impact on the property tax revenues of any

political subdivision in which any of the structures, facilities, or equipment of Empire are
located.
l.

LU Central will not seek any recovery of the transaction costs or premium paid

over the net book value of the utility assets in future rate cases.
9

m.

Liberty Utilities has a demonstrated record of continuing to make investments

in utility infrastructure to ensure reliability; maintaining high levels of service; and taking a
proactive approach to managing the supply requirements of its customer base. Liberty Utilities
has maintained an active partnership with and dedication to the communities it serves. Liberty
Utilities has also demonstrated a respectful and open relationship with regulators.
n.

The transaction is expected to be beneficial to the shareholders of both

companies. The transaction will forge financially stronger utility operations and provide a
solid foundation for future growth in earnings per share and increased shareholder value.
o.

The transaction will not result in increased costs to Empire's cost of service.

As LU Central witnesses Pasieka and Eichler explain, there are opportunities for savings as
a result of the merger due to elimination of redundant costs between the organizations such
as SEC registration fees and other public listing costs, as well as increased scale that may be
achieved across the Liberty Utilities organization.
VI.

IDENTIFICATION OF WITNESSES THAT HAVE DIRECT TESTIMONY IN SUPPORT OF THE JOINT
APPLICATION
19.

In support of this Joint Application, the following witnesses have prepared and prefiled

direct testimony and exhibits on behalf of Empire and LU Central:
a.

Brad Beecher, President of Empire provides testimony on behalf of Empire.

Mr. Beecher describes Empire's current operations and affirms that they will continue to be
conducted under new ownership just as they have in the past and that the transaction will have
a positive long term impact on Empire's customers and employees.
b.

The following witnesses provide testimony and exhibits on behalf of LU

Central: David Pasieka, Peter Eichler, and Christopher D. Krygier. Their direct testimony and
10

exhibits include information about Algonquin, Liberty Utilities and their utility and non utility
businesses and their experience in operating those companies and serving their customers and
describe the transaction and transition plan. They explain how the transaction will promote
the public interest based upon the factors or criteria adopted by the Commission in the
KPL/KGE Merger Case, which are applicable to the present transaction, and explain how
Algonquin and Liberty Utilities are qualified to own and operate Empire's utility business.
They sponsor the financial information filed with this Joint Application, which demonstrates
that Algonquin and Liberty Utilities have the financial capability to operate Empire's utility
business. They explain how Liberty Utilities plans to operate Empire's utility business. Their
testimony includes a discussion of how Liberty Utilities intends to retain the Empire
employees and to adopt Empire's tariff rates, rules and regulations.
WHEREFORE, Joint Applicants request that the Commission issue an order:
(a)

authorizing, consenting to and approving Empire and LU Central to

consummate the transaction in accordance with the terms and conditions of the Agreement and
Plan of Merger and all other transaction related instruments, and to take any and all other
actions as may be reasonably necessary and incidental to the performance of the transaction;
(b)

authorizing LU Central, pursuant to the terms of the Agreement and Plan of

Merger, to acquire all of the stock of Empire all as more particularly described in the
Agreement;
(c)

authorizing Empire to merge with LSC with Empire being the surviving

corporation, all as more particularly described in the Agreement and Plan of Merger;
(d)

authorizing the post-merger Empire to retain Empire's current tariff rates, rules

11

and regulations, including Empire's ECA and ACA tariffs, AVTS tariff, AECR rider, and
remaining under recovered/over recovered balances, if any, under those tariffs, and franchises,
certificates, consents and permits relating to the operation of the electric utility's plant and
facilities;
(e)

finding that the transaction and other relief sought in this Joint Application is

in the public interest; and
(f)

granting such other relief deemed by the Commission to be just and proper to

accomplish the purpose of this Joint Application and to consummate the transaction described
herein.

___________________________________________
James G. Flaherty, #11177
ANDERSON & BYRD, LLP
216 S. Hickory • P. O. Box 17
Ottawa, Kansas 66067
(785) 242-1234, telephone
(785) 242-1279, facsimile
jflaherty@andersonbyrd.com
Attorneys for Joint Applicants
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VERIFICATION
STATE OF KANSAS, COUNTY OF FRANKLIN, ss:
James G. Flaherty, of lawful age, being first duly sworn on oath, states:
That he is the attorney for Joint Applicants named in the foregoing Joint Application, and is
duly authorized to make this affidavit; that he has read the foregoing Joint Application and knows the
contents thereof; and that the facts set forth therein are true and correct.

___________________________________________
James G. Flaherty
SUBSCRIBED AND SWORN to before me this 15th day of March, 2016.

___________________________________________
Notary Public
Appointment/Commission Expires:
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DIRECT TESTIMONY OF BRAD P. BEECHER
1

I.

INTRODUCTION

2

Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3

A.

My name is Brad P. Beecher, and my business address is 602 S. Joplin Avenue, Joplin,

4

Missouri, 64801.

5

Q.

WHO IS YOUR EMPLOYER AND WHAT POSITION DO YOU HOLD?

6

A.

The Empire District Electric Company ("Empire" or "Company") is my employer. I hold the

7

position of President and Chief Executive Officer.

8

Q.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

9

A.

I graduated from Kansas State University in 1988 and hold a Bachelor of Science Degree in

10

Chemical Engineering.

11

Q.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

12

A.

I was first employed by Empire in May 1988 through August 1999. During that time, I held

13

roles as a Staff Engineer at Empire's Riverton power plant, and in budgeting and fuel

14

procurement in Empire's Energy Supply Department. In 1995, I became Director of Strategic

15

Planning. I held that position until I left Empire in August 1999. Between August 1999 and

16

February 2001, I was employed at Black & Veatch in various roles including, Service Area
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1

Leader for the Strategic Planning Group and as Associate Director of Marketing and Strategic

2

Planning. I rejoined Empire as General Manager-Energy Supply in February 2001. I was

3

elected Vice President-Energy Supply in April 2001. In this position, I was responsible for

4

Empire's energy supply function including power plant construction, operation and

5

maintenance and fuel procurement. In April 2006, I became the Electric Chief Operating

6

Officer, and, in February 2010, I was named Executive Vice President. I assumed my current

7

position in June 2011.

8

Q.

9

HAVE

YOU

PREVIOUSLY

PRESENTED

TESTIMONY

BEFORE

THIS

COMMISSION?

10

A.

Yes, I have presented testimony before the Kansas Corporation Commission ("Commission").

11

Q.

PLEASE DESCRIBE EMPIRE.

12

A.

Empire is a Kansas corporation with its principal office and place of business at 602 S. Joplin

13

Avenue, Joplin, Missouri 64801. Empire is engaged in the business of providing electric

14

utility services in Missouri, Kansas, Arkansas and Oklahoma: water utility service in

15

Missouri; and, through a wholly-owned subsidiary, certain telecommunications services. In

16

addition, through a wholly-owned subsidiary, The Empire District Gas Company, Empire

17

operates a natural gas distribution business in northwest, north central and west central

18

Missouri, providing regulated natural gas service in 48 communities.

19

Q.

PLEASE DESCRIBE THE AREA SERVED BY EMPIRE.

20

A.

Empire provides electric service in an area of approximately 10,000 square miles in the

21

southwest corner of Missouri and reaches into adjacent corners of the states of Kansas,

22

Oklahoma, and Arkansas. Empire's operations are regulated by the utility regulatory
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1

commissions of these four states as well as the Federal Energy Regulatory Commission

2

("FERC"). The area embraces 119 incorporated communities in 21 counties in the four-state

3

area. Most of the communities in Empire's service area are small, with only 32 containing a

4

population in excess of 1,500. Only ten (10) communities have a population in excess of

5

5,000, and the largest city, Joplin, Missouri, has a population of approximately 50,000. The

6

economy in our service area is diversified, featuring small to medium manufacturing

7

operations, agricultural, entertainment, tourism and retail interests.

8

Q.

HOW MANY ELECTRIC CUSTOMERS DOES EMPIRE CURRENTLY SERVE?

9

A.

At December 31, 2015, Company-wide, Empire served approximately 143,271 residential

10

customers, 24,405 commercial customers, 353 industrial customers, 2,080 public authority and

11

street and highway customers, and four wholesale customers. As of December 31, 2015, in

12

Kansas, Empire served approximately 8,231 residential customers, 1,212 commercial

13

customers, 49 industrial customers, 174 public authority and street and highway customers,

14

and one wholesale customers.

15

II.

EXECUTIVE SUMMARY

16

Q.

WHAT IS THE PURPOSE OF THIS TESTIMONY?

17

A.

The purpose of my testimony is to provide support for the Joint Application ("Joint

18

Application") filed by Empire and Liberty Utilities (Central) Corp. ("LU Central"). The Joint

19

Application seeks an order authorizing the applicants to take certain actions, the results of

20

which will, among other things, permit the acquisition by Algonquin Power & Utilities Corp.

21

("Algonquin") (through its wholly-owned subsidiary, LU Central, of all of the capital stock

22

of Empire, all as more detailed in the Agreement and Plan of Merger (the "Agreement")
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1

executed on February 9, 2016. A copy of the Agreement is attached to the Joint Application

2

as Appendix I. In that regard, I will provide certain information about Empire's operations and

3

other information as is pertinent to the transaction. Among other things, I will provide an

4

explanation as to why the transaction will promote the public interest and, consequently, why

5

it should be approved by the Commission subject to the conditions proposed in the Joint

6

Application.

7

Q.

WHY HAVE EMPIRE AND LU CENTRAL FILED THE JOINT APPLICATION?

8

A.

As noted above, the Transaction involves the acquisition by LU Central of Empire, with

9

Empire becoming a subsidiary of LU Central. Because the Transaction involves a merger by

10

Empire, it must be submitted for the Commission's consideration and approval as

11

contemplated by Kansas law (K.S.A. 66-136). The Joint Application has been filed to comply

12

with this requirement.

13

Q.

PLEASE PROVIDE THE BACKGROUND FOR THE TRANSACTION.

14

A.

On December 13, 2015, the Board announced it had engaged a financial advisor to explore

15

strategic alternatives for the Company. As a result of those efforts the Board announced on

16

February 9, 2016, it had approved an agreement and plan of merger whereby LU Central

17

would acquire Empire and its subsidiaries. The transaction benefits Empire's stakeholders by

18

providing benefits to customers, shareholders, and employees alike. Specifically, the

19

transaction benefits Empire and its customers by providing increased corporate capability and

20

scale by making Empire part of the Algonquin family of utility companies. Following the

21

transaction, Empire will maintain the strong, investment-grade credit rating it will need to

22

address future industry risks and trends. This is addressed further in the testimony of David
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2

Pasieka.
Q.

3
4

PLEASE EXPLAIN THE NATURE OF THE TRANSACTION THAT IS THE
SUBJECT OF THE APPLICATION IN THIS CASE.

A.

Algonquin operates a U.S.-based subsidiary known as Liberty Utilities Co. ("Liberty

5

Utilities"). Liberty Utilities owns regulated electric, natural gas, and water utilities serving

6

approximately 560,000 customers across the U.S. In the central part of the country, Liberty

7

Utilities owns natural gas local distribution properties in Missouri, Iowa and Illinois that serve

8

about 83,000 customers. Liberty Utilities also owns regulated water distribution utilities in

9

Missouri, Arkansas and Texas that serve a total of 43,000 customers. Assuming the

10

Commission approves the transaction, Empire will become an indirect subsidiary of Liberty

11

Utilities. As part of the transaction, Liberty Utilities has committed to maintaining Joplin,

12

Missouri, as the regional headquarters for all regulated utilities owned by Liberty Utilities in

13

the mid-western states of Missouri, Iowa, Illinois, Arkansas, Oklahoma, Kansas, and Texas.

14

A description of the transaction as contemplated by the Agreement and a further description

15

of how Empire's operations will fit into Liberty Utilities' business is more fully addressed by

16

witnesses David Pasieka, Peter Eichler and Christopher Krygier.

17

Q.

PLEASE DESCRIBE YOUR UNDERSTANDING OF THE ISSUE THAT IS

18

PRESENTED FOR THE COMMISSION'S DETERMINATION CONCERNING THE

19

TRANSACTION DESCRIBED IN AND PRESENTED IN THE JOINT APPLICATION.

20

A.

21
22

Although I am not an attorney, as I understand it the Commission must approve the Joint
Application so long as the transaction will promote the public interest.

Q.

WILL THE PROPOSED TRANSACTION PROMOTE THE PUBLIC INTEREST?
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A.

Yes. There will be no impact on customers with respect to rates or service as a result of the

2

transaction, and as described below as well in the testimony of Mr. Pasieka, there will be a

3

positive long term impact on Empire's customers and employees as a result of the transaction.

4

Liberty Utilities has committed to make Joplin the regional headquarters for all regulated

5

utilities owned by Liberty Utilities in the central states. Liberty Utilities also has committed

6

to retain all of Empire's management team, its workforce following closing of the transaction,

7

and will continue to operate Empire's business under the Empire brand for at least five years.

8

Q.

WILL THE BOARD OF DIRECTORS BE RETAINED?

9

A.

A regional board of directors will be established to provide guidance and counsel on local

10

issues and enhanced customer service. All existing board members of Empire will be offered

11

a position on the board.

12

Q.

PLEASE ELABORATE ON THE IMPACT ON EMPIRE'S EMPLOYEES.

13

A.

Empire has a dedicated and skilled workforce of managers, administrators and professional

14

and field staff with expertise in regulated utility operations that has a strong reputation for

15

delivering excellent customer service. The transaction will not result in any involuntary

16

reductions in Empire's current administrative, professional, and field workforce and its

17

existing management team will be retained. In fact, the transaction likely will lead to an

18

expansion of employment opportunities as Empire's management team continues to oversee

19

Empire's ongoing operations and assumes additional responsibility for the oversight

20

management of Liberty Utilities other operations in the central United States. Through the

21

expertise of the employees at Empire and Liberty Utilities, the capabilities of both

22

organizations will be enhanced.
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1

Q.

PLEASE DISCUSS THE IMPACT ON CUSTOMERS.

2

A.

Empire's customers will see no change in their day-to-day utility service or rates and they will

3

continue to be served safely, effectively, and efficiently without interruption by the same

4

employees who serve them today. The day-to-day operations of Empire in Kansas will

5

continue as they have in the past, and continue to be regulated by and be subjected to review

6

by the Commission. As a result of the transaction, Empire customers will be served by a

7

larger, more capable organization. Our customers will also see Empire continue its current

8

level of involvement and charitable support for our local communities.

9

We believe the merger will provide opportunities for our customers, employees, and

10

shareholders to achieve benefits that would not be available if Empire were to remain an

11

independent company, and that the merger will result in a combined company that will be well

12

positioned to succeed going forward. The merger adds scale for both Empire and LU Central,

13

thus providing opportunities to pursue efficiencies, share costs across a larger customer base,

14

leverage best practices, and enhance service offerings. The inherent increase in scale and

15

market diversification will also provide increased financial stability and strength, which could

16

not be achieved without the combination of the companies. The increased geographic

17

footprint will also diversify risk surrounding weather events.

18

Q.

19
20

WILL THE PROPOSED TRANSACTION CHANGE EMPIRE'S STATUS AS A
REGULATED ELECTRIC UTILITY IN KANSAS?

A.

No. As a subsidiary of LU Central, Empire's utility operations will continue to be regulated

21

by each of the five regulatory commissions that currently regulate Empire, including this

22

Commission.
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1

Q.

2
3

HAS THE AGREEMENT BEEN APPROVED BY THE BOARD OF DIRECTORS OF
EMPIRE?

A.

Yes. A copy of the resolutions of the Board of Directors of Empire approving the Agreement

4

and the transaction and authorizing the execution of the Agreement is attached to the Joint

5

Application as Appendix L.

6

Q.

PLEASE CHARACTERIZE LIBERTY UTILITIES AS A MERGER PARTNER.

7

A.

We are confident that LU Central is the right merger partner.

8

Q.

WHY?

9

A.

It has been Empire's opinion that for a utility merger to be truly beneficial certain consistent

10

core values must exist in the merger partner. Certainly, financial parameters must be achieved

11

in the merger for the company giving up control, but if the resulting entity is not committed

12

to the core values of providing a positive customer experience, continuous improvement,

13

regulatory compliance, commitment to our community and focus on safety, the long-term

14

effects of the merger will not be maximized. We believe that Liberty Utilities has exhibited

15

these core values in its proposal by establishing Joplin as the regional headquarters for LU

16

Central, retaining all employees, demonstrating a history of providing safe, reliable service

17

to customers and committing to continue to operate the existing businesses under the Empire

18

brand. The merger provides an opportunity to form an outstanding utility, including the

19

Liberty Utilities' current central United States operations. These factors coupled with Liberty

20

Utilities' experience in its other markets, investment grade financial strength, and its affiliate's

21

expertise in the renewable energy market led us to the conclusion that LU Central is the right

22

merger partner for all concerned, including customers, employees, regulators and
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2

shareholders.
Q.

3
4

SHAREHOLDERS?
A.

5
6

Yes. A simple majority of the outstanding shares of common stock must vote in favor of the
merger for it to be approved.

Q.

7
8

DOES THE TRANSACTION NEED TO BE APPROVED BY EMPIRE'S

PLEASE DESCRIBE HOW THE SHAREHOLDER VOTE ON THE TRANSACTION
WILL BE STRUCTURED.

A.

Each share of common stock will be entitled to one vote that may be voted for or against the

9

Agreement as presented. We estimate that a proxy containing detailed information about the

10

Agreement will be mailed to each stockholder this spring. The proxy will announce a meeting

11

of the stockholders to be held sometime this summer.

12

Q.

EMPIRE HAS COMMITTED TO FILING A GENERAL RATE CASE NO LATER

13

THAN SEPTEMBER 30, 2016, AS PART OF AN AGREEMENT APPROVED BY THE

14

COMMISSION IN DOCKET NO. 15-EPDE-233-TAR. DOES EMPIRE STILL PLAN

15

TO FILE A RATE CASE UNDER THAT AGREEMENT?

16

A.

17
18

Yes. The transaction will have no impact on Empire's agreement to file a general rate case no
later than September 30, 2016.

Q.

WILL THE TRANSACTION HAVE ANY IMPACT ON THE TAX REVENUES OF

19

THE POLITICAL SUBDIVISIONS IN WHICH ANY OF THE STRUCTURES,

20

FACILITIES OR EQUIPMENT OF EMPIRE IS LOCATED?

21
22

A.

No. Empire will continue to be the owner of network and properties after the close of the
transaction and all of Empire's structures, facilities and equipment will remain in place upon
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1
2

closing. Thus, there is no impact upon the tax base in any of the political subdivisions.
Q.

3
4

WILL THE TRANSACTION HAVE ANY EFFECT ON THE COMMISSION'S
AUTHORITY TO REGULATE EMPIRE'S OPERATIONS?

A.

No. The Commission's jurisdiction over Empire will not be reduced or impaired. The

5

Commission will retain full regulatory supervision of Empire after the transaction is

6

completed. In addition, the transaction will not restrict the Commission's access to Empire's

7

books and records as is reasonably necessary to carry out the Commission's responsibilities

8

with respect to Empire's operations, including proper audits.

9

Q.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

10

A.

Yes it does.
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AFFIDAVIT OF BRAD P. BEECHER

STATE OF MISSOURI )
) SS

COUNTY OF JASPER )

On the ;.t/r4 day of March, 2016, before me appeared Brad P. Beecher, to me
personally known, who, being by me first duly sworn, states that he is the President and
CEO of The Empire District Electric Company and acknowledged that he has read the
above and foregoing document and believes that the statements therein are true and
correct to the best of his information, knowledge and belief.

Brad P. Beecher

Subscribed and sworn to before me this

!L/1"

day of March, 2016

ANGELA M. CLOVEN

Notary Public - Notary Seal
State of Missouri
Commissioned for Jasper County
My Commission Expires: November 01 , 2019
Commission Number: 15262659

My commission expires:

C]

Notary Public

20160316155955
Filed Date: 03/16/2016
State Corporation Commission
of Kansas

BEFORE THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

In the Matter of the Joint Application of The
Empire District Electric Company, Liberty Sub
Corp. and Liberty Utilities (Central) Co. for
Approval of an Agreement and Plan of Merger
and for Other Related Relief

)
)
)
)
)

Docket No. 16-EPDE-_____-ACQ

DIRECT TESTIMONY OF PETER EICHLER
1

I.

INTRODUCTION

2

Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3

A.

My name is Peter Eichler. My business address is 354 Davis Road, Oakville, Ontario Canada

4

L6J 2X1.

5

Q.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6

A.

I am employed by Liberty Utilities (Canada) Corp. ("Liberty Utilities Canada"), which is the

7

parent company for Liberty Utilities Co. ("Liberty Utilities"), a Delaware corporation. Liberty

8

Utilities is a holding company that owns corporations, which own and operate regulated gas,

9

water, sewer and electric utilities in eleven states-Arizona, Arkansas, California, Iowa, Illinois,

10

Missouri, Georgia, Massachusetts, Montana, New Hampshire and Texas. I am employed as

11

Vice President of Strategic Planning. Liberty Utilities is the parent of Liberty Utilities

12

(Central) Co. ("LU Central"), the organization formed to complete the acquisition of the shares

13

of The Empire District Electric Company ("Empire"). LU Central will be a holding company

14

and it is expected that all of the shares of the Liberty Utilities' subsidiaries, which own and

15

operate regulated utility operations in the central and mid-western United States, will
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1
2

ultimately be transferred to LU Central.
Q.

3
4

PLEASE DESCRIBE YOUR DUTIES AND RESPONSIBILITIES AS VICE
PRESIDENT OF STRATEGIC PLANNING.

A.

My responsibilities include oversight for Regulatory Strategy, Customer Experience Strategy,

5

and Operations Strategy. As part of my role, I regularly evaluate the regulatory environments

6

within which Liberty Utilities' businesses operate and provide advice to Liberty Utilities'

7

management teams about investment decisions.

8

Q.

HAVE YOU HELD OTHER POSITIONS WITH LIBERTY UTILITIES?

9

A.

Yes. I was previously Manager of Financial Planning & Analysis. In that role I was in charge

10

of financial planning, including ensuring overall accountability for rate cases. I was also

11

responsible for analyzing regulatory related accounting and finance issues and responding to

12

related discovery issues. I have also held the positions of Director of Regulatory Strategy, in

13

which my responsibilities included crafting strategies to enhance relationships with state

14

regulatory agencies and developing mechanisms by which customers and utility owners alike

15

can benefit. I have also been involved in the management of certain unregulated affiliates of

16

Liberty Utilities focused on providing hot water heater rentals, rooftop solar leases, and

17

compressed natural gas initiatives.

18

Q.

19
20

PLEASE

DESCRIBE

YOUR

PROFESSIONAL

AND

EDUCATIONAL

BACKGROUND.
A.

Before joining Liberty Utilities, I spent four years at regulated electric utilities in Ontario,

21

Canada, working in the areas of Corporate Finance, Ratemaking and Regulatory Affairs.

22

I am a designated accountant, having received the Certified Management Accountant (CMA)
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1

designation in Canada, which is now referred to as a Chartered Professional Accountant

2

("CPA, CMA"). That designation is similar to a Certified Public Accountant designation in

3

the United States. In addition, I have completed a Masters of Business Administration degree

4

from the University of Windsor in Ontario, Canada, and I have a Bachelor of Commerce

5

degree with a specialization in Finance from Ryerson University in Toronto, Canada.

6

Q.

7

DO YOU HAVE ANY SPECIALIZED TRAINING RELATED TO UTILITY
RATEMAKING?

8

A.

In addition to my work experience, I completed NARUC's Utility School in November 2009.

9

Q.

HAVE YOU TESTIFIED BEFORE THE KANSAS CORPORATION COMMISSION

10

("COMMISSION") OR OTHER STATE PUBLIC UTILITY REGULATORY

11

COMMISSIONS?

12

A.

13

While I have not testified before the Kansas Commission, I have testified previously before
many other commissions. Please see Exhibit PE-1 for a complete list of prior testimony.

14

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

15

A.

The purpose of my testimony is to discuss four matters associated with the proposed

16

acquisition by LU Central of all of Empire's capital stock. I will describe the principal legal

17

entities involved directly in the transaction, financing for the transaction, the financial strength

18

of Liberty Utilities post-closing and the implications of the transaction as they may bear on

19

affiliate transactions and corporate cost allocations. I will also explain how these matters

20

inform the Commission's consideration of the question of whether the proposed transaction

21

is in the public interest.

22

Q.

ARE YOU SPONSORING ANY EXHIBITS?
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1

A.

2

Yes. I am sponsoring Exhibit PE-2 which shows some of the estimated savings in regulated
administration costs of the combined entities.

3

II.

THE TRANSACTION

4

Q.

PLEASE SUMMARIZE THE PROPOSED TRANSACTION THAT WILL

5

CULMINATE IN THE ACQUISITION BY LU CENTRAL OF THE STOCK OF

6

EMPIRE.

7

A.

LU Central witness David Pasieka will address in more detail the features of, and rationale for,

8

the acquisition of Empire. Generally, however, LU Central, which is a Delaware Corporation

9

and a subsidiary of Liberty Utilities, proposes to acquire all of Empire's capital stock in an

10

all-cash transaction through a merger of a wholly owned subsidiary, Liberty Utilities Sub Corp.

11

("LSC") and Empire. After the completion of the merger, LSC will cease to exist and LU

12

Central will be the immediate parent of Empire. Empire's shareholders will receive $34 per

13

common share. Additionally, Empire will maintain $900 million dollars of debt currently on

14

its balance sheet for a total purchase price of $2.4 billion dollars. At the close of the

15

transaction, Empire will become a wholly-owned subsidiary of LU Central.

16

Q.

17
18

WILL EMPIRE'S STOCK CONTINUE TO BE TRADED ON THE NEW YORK
STOCK EXCHANGE?

A.

No. Following closing of the transaction, Empire will cease to be a publicly traded

19

corporation under the new corporate structure. All of its shares of common equity will be held

20

by LU Central.

21
22

Q.

WHAT WILL BECOME OF THE REGULATED AND OTHER OPERATIONS OF
EMPIRE?
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1

A.

Following the completion of the acquisition of the shares of Empire, all of Empire's assets

2

utilized for the provision of electric, water and natural gas utility operations, as well as its fiber

3

optic line of business, will continue to be owned by Empire and these services will continue

4

to be provided by Empire and its existing subsidiary companies, The Empire District Gas

5

Company ("EDG") and Empire District Industries ("EDI").

6

III.

FINANCIAL CONDITION OF LIBERTY AFTER CLOSING

7

Q.

WHAT IMPACT DO YOU ANTICIPATE THE TRANSACTION TO HAVE ON

8
9

LIBERTY UTILITIES?
A.

The transaction is expected to significantly strengthen Liberty Utilities' financial profile by

10

creating a consolidated entity with combined utility rate base of approximately $2.9 billion

11

serving nearly 800,000 gas, electric and water customers. Nearly 100% of Liberty Utilities'

12

income will be earned from regulated utility operations. All of these factors are expected to

13

contribute to continued strength in Liberty Utilities' investment grade credit rating, financial

14

profile, and overall business operating environment.

15

Q.

16
17

HOW DOES LIBERTY UTILITIES' INVESTMENT GRADE CREDIT RATING
RELATE TO EMPIRE?

A.

Under our operating model, all debt for regulated utilities is raised at the Liberty Utilities level.

18

This debt is then mirrored to the individual regulated utility for which it is required. While

19

Empire will maintain the debt currently on its books, future financing is expected to occur at

20

the Liberty Utilities level and will be mirrored to Empire. For this reason, strength in Liberty

21

Utilities credit rating will provide prudent access to capital.

22

Q.

WHAT IMPACT WILL THE TRANSACTION HAVE ON THE CREDIT RATING OF
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1
2

LIBERTY UTILITIES?
A.

The financing plan for the acquisition of the shares of Empire is designed to maintain a strong

3

investment grade rating. Based on discussions with Standard & Poor's undertaken prior to

4

announcement of the Empire transaction, we do not anticipate any changes to Liberty Utilities'

5

current BBB credit rating and believe that the Empire acquisition will be supportive of

6

maintaining the rating.

7

IV.

TRANSACTION RELATED FINANCING

8

Q.

WHAT IS THE OVERALL VALUE OF THE TRANSACTION TO LIBERTY

9

UTILITIES?

10

A.

$2.4 billion in US dollars.

11

Q.

FROM

12
13

WHERE

WILL

THE

CASH

CONSIDERATION

TO

EMPIRE'S

SHAREHOLDERS COME?
A.

The total cash consideration required to purchase the shares of Empire from its shareholders

14

is approximately $1.6 billion. Such amount shall be funded by a combination of equity

15

sourced by Liberty Utilities' ultimate parent, Algonquin Power & Utilities Corp. ("Algonquin")

16

and debt sourced by Liberty Utilities and contributed to LU Central to complete the acquisition

17

of the Empire shares.

18

Q.

HOW DOES LIBERTY UTILITIES SOURCE EQUITY FINANCING?

19

A.

Liberty Utilities is the subsidiary of Algonquin, which is a publicly traded company on the

20

Toronto Stock Exchange. Algonquin enjoys robust access to the capital markets and regularly

21

raises equity that it in turn invests in its subsidiaries. Algonquin intends to raise the equity

22

necessary to complete the transaction.
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1

Q.

HOW DOES LIBERTY UTILITIES SOURCE DEBT FINANCING?

2

A.

Under our operating model, all debt for regulated utilities is raised at the Liberty Utilities level.

3

Specific amounts of this debt are then mirrored to the individual regulated utility for which it

4

is required. There is no cross collateralization, cross default or debt guarantees between the

5

individual regulated utilities. While Empire will maintain the debt which is currently on its

6

books, future financing is expected to occur at the Liberty Utilities level and then only that

7

portion required by Empire will be mirrored to Empire. For this reason, the strength in Liberty

8

Utilities credit rating will provide prudent access to capital.

9

Q.

10
11

HOW

IS

THE

PERMANENT

FINANCING

ASSOCIATED

WITH

THE

TRANSACTION GOING TO BE STRUCTURED?
A.

Permanent financing in the approximate amount of $ 2.4 billion for the acquisition of Empire

12

is expected to be comprised of $0.9 billion in debt currently on the books of Empire and

13

approximately $1.5 billion in debt obtained by Liberty Utilities and equity obtained by

14

Algonquin and subsequently invested in Liberty Utilities. Contemporaneously with the

15

announcement of the Empire transaction, Algonquin completed a $ 0.8 billion equity issuance

16

in the form of mandatorily convertible debentures. The timing of additional debt and equity

17

financing activities by Algonquin and Liberty Utilities will be influenced by the regulatory

18

approvals process and is subject to prevailing market conditions.

19

Q.

20
21
22

YOU MENTIONED THE MANDATORILY CONVERTIBLE DEBENTURE
ISSUANCE HAS ALREADY BEEN COMPLETED. PLEASE ELABORATE.

A.

On March 2, 2016, an offering by Algonquin of mandatorily convertible debentures was
successfully completed. Demand in the capital markets for the securities comprising the
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2

offering was robust signaling a high level of enthusiasm for the Empire transaction.
Q.

3
4

WILL LU CENTRAL HAVE ON-GOING ACCESS TO SUFFICIENT REASONABLY
PRICED CAPITAL TO BE CONTRIBUTED TO ITS OPERATING SUBSIDIARIES?

A.

Yes. Liberty Utilities and LU Central plan to use a reasonable and prudent investment grade

5

capital structure comprised, initially of 55% equity and 45% debt. LU Central will be

6

provided with appropriate amounts of debt and equity from Liberty Utilities to maintain such

7

a capital structure. As discussed above Algonquin and Liberty Utilities both enjoy ready

8

access to the public capital markets and have been able to source any required funding on

9

reasonable terms. LU Central will, in turn, use the capital provided by Liberty Utilities to

10
11

contribute the necessary capital to its utility subsidiaries, including Empire.
Q.

12
13

HOW DOES THE PROPOSED DEBT TO EQUITY RATIO COMPARE TO
EMPIRE'S CURRENT RATIO?

A.

LU Central's debt to equity ratio contains slightly more equity than Empire's debt to equity

14

ratio. This higher level of equity is intended to demonstrate Algonquin and Liberty Utilities'

15

commitment to the Empire transaction and its intention to readily provide capitalization to the

16

utility in the form of equity. Liberty Utilities and Empire are not seeking any approval of this

17

higher level of equity for ratemaking purposes and intend to propose an appropriate capital

18

structure for approval in the context of future rate cases. As such, the additional equity

19

investment should be seen only for what it is; a demonstration of enthusiasm and commitment,

20

and not a request for any increase to rates.

21
22

Q.

IS THE COMPANY EXPECTING THE COMMISSION TO APPROVE THE
CAPITAL STRUCTURES OF LU CENTRAL OR EMPIRE AS PART OF THIS
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1
2

DOCKET?
A.

No. As discussed above, LU Central expects that the appropriate capital structure along with

3

associated components like return on equity and return on debt will be determined in a

4

post-acquisition rate case.

5

Q.

6
7

PREMIUM OVER THE MARKET PRICE FOR SHARES OF COMMON STOCK?
A.

8
9

DOES THE PURCHASE PRICE TO BE PAID FOR EMPIRE REPRESENT A

Yes. The price of $34 per common share represents a 21% premium to the closing price of
Empire's stock on February 8, 2016.

Q.

DOES LU CENTRAL INTEND TO SEEK RECOVERY IN RATES OF ANY OF THE

10

PREMIUM PAID OVER MARKET TO ACQUIRE THE COMMON SHARES OF

11

EMPIRE?

12

A.

No. Neither LU Central nor Empire will in any future rate proceedings seek to recover any of

13

the premium over the net book value of the assets associated with LU Central's acquisition of

14

Empire's common shares. This topic is further discussed in the testimony of LU Central

15

witness Christopher Krygier.

16

Q.

HOW WILL LU CENTRAL ACCOUNT FOR THE PREMIUM?

17

A.

At the time of closing, the acquisition premium will be accounted for as goodwill in the

18
19

accounting records of LU Central.
Q.

WILL LU CENTRAL'S COMMITMENT NOT TO SEEK RECOVERY IN RATES OF

20

THE PREMIUM PAID IN THE ACQUISITION OF EMPIRE SHARES IMPAIR LU

21

CENTRAL'S ABILITY TO FUND ITS SUBSIDIARY KANSAS UTILITY

22

OPERATIONS OR DEGRADE ITS FINANCIAL CONDITION OF GOING
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FORWARD?
A.

Absolutely not. Liberty Utilities has a history of successfully acquiring utilities and, in each

3

case, has ensured that such utilities were provided with on-going access to attractively priced

4

capital following the acquisition. It would be antithetical to Liberty Utilities' operating

5

philosophy to prevent its utilities from accessing the necessary capital and other resources

6

required to prudently operate the utilities it owns. Further, Liberty Utilities' long history of

7

successful acquisitions, the robust capital market demand for the recent equity issuance by

8

Algonquin related to the Empire transaction and continued investment grade credit ratings

9

gives confidence that it will be "business as usual" for all Liberty Utilities' subsidiary

10

operations, both before and after the acquisition of Empire.

11

V.

CORPORATE COST ALLOCATIONS AND AFFILIATE TRANSACTIONS

12

Q.

PLEASE DISCUSS GENERALLY THE PROCESS LIBERTY UTILITIES USES TO

13
14

ALLOCATE COSTS.
A.

Liberty Utilities and its subsidiaries operate under a shared services model pursuant to which

15

certain services are provided to the operating businesses from affiliates and charged to these

16

utilities based on either a direct charge or defined cost allocation methodology (which

17

methodology is structured pursuant to guidelines set by the National Association of Regulated

18

Utility Commissioners). The majority of operating costs incurred by Liberty Utilities'

19

regulated utilities are direct charges since such costs can be directly attributed to a particular

20

business. In the case of labor costs, time sheets are maintained by all employees and the costs

21

for each employee are charged to the business to which such employee is providing services.

22

By utilizing direct charges whenever feasible, the shared services model has a significant level
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1

of transparency and simplicity that enables regulators to readily determine the costs

2

attributable to parent level or affiliate services and whether those costs are appropriate. Costs

3

that cannot be specifically attributed to a particular utility business are allocated across all

4

businesses in proportions determined by a defined cost allocation methodology (again, based

5

on guidelines set by the National Association of Regulated Utility Commissioners).

6

Q.

7
8
9

CAN YOU PROVIDE A HIGH LEVEL OVERVIEW OF WHAT COSTS WILL BE
ALLOCATED?

A.

Yes. The cost allocations can be categorized into three distinct areas:
•

Corporate Costs - These costs relate to the strategic management, capital markets

10

costs, financial control costs, and head office administrative (rent, general office costs,

11

etc.) which benefit all of Algonquin's subsidiaries including Liberty Utilities business.

12

These costs are allocated based on a formulaic methodology that considers Net Plant,

13

Number of Employees, Revenue and other factors depending on the type of cost.

14

•

Business Services Costs - These costs relate to the overall administration of the

15

business including regulated utilities owned by Liberty Utilities and are charged to the

16

various Liberty Utilities subsidiaries using (a) direct charges or (b) allocated charges

17

using a formulaic model. Business Services Costs include: labor for services such as

18

accounting, administration, corporate finance, human resources, information

19

technology, rates and regulatory affairs, environment health, safety, and security,

20

customer service, procurement, risk management, legal and utility planning. The

21

allocation methodology is similar to Corporate Costs, a driver based methodology that

22

focuses on factors such as employees, square footage, capital expenditures and revenue
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among others.

2

•

Labor Charges: Liberty Utilities Service Corp. is the legal employer of all U.S. based

3

utility employees. The costs of these employees are charged to each of the operating

4

utilities based on time sheets. As an example, Mr. Krygier charges the vast majority

5

of his time to Missouri, Iowa or Illinois utilities and there are only charges made to

6

other utilities based on his time sheet entries reflecting support for a specific project.

7

Costs other than labor based time sheet costs are allocated to the various Liberty

8

Utilities subsidiary businesses based on a formulaic allocation methodology similar to

9

that used for allocating Corporate Costs and Business Services Costs.

10

Q.

11
12

WILL THE EMPIRE ACQUISITION RESULT IN ANY REDUNDANT LABOR OR
DUPLICATION OF EFFORTS?

A.

No. As discussed in the testimony of David Pasieka, we are currently beginning the transition

13

planning process; however, one primary goal and objective is to ensure that there is no

14

duplication of functions across Algonquin, Liberty Utilities, LU Central or each of the

15

individual regulated utilities including Empire. Under the Liberty Utilities model, Empire will

16

be charged for its fair share of the costs incurred by Algonquin, Liberty Utilities and LU

17

Central. The structure of where services are performed (Algonquin, Liberty Utilities or

18

regional entities such as LU Central) is still being determined but there will be no duplication

19

of efforts.

20

Q.

OVERALL, DO YOU ANTICIPATE THAT THE COMBINATION OF CORPORATE

21

COSTS, BUSINESS SERVICES COSTS AND LABOR COSTS ATTRIBUTED TO

22

EMPIRE FOLLOWING THE TRANSACTION WILL BE LESS THAN THE COSTS
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1

CURRENTLY INCURRED BY EMPIRE TODAY?

2

A.

Yes.

3

Q.

PLEASE EXPLAIN.

4

A.

There are several reasons why the costs borne by Empire will be lower under the Liberty

5

Utilities allocation methodology. The reasons include:

6

1)

As discussed previously, one of the prevailing strategic rationales for the

7

transaction is gaining efficacy of scale. In LU Central, there will be approximately 120,000

8

more customers than Empire serves today, allowing for the distribution of costs over a larger

9

number of customers.

10

2)

Certain costs will be saved by the business combination, such as the costs

11

Empire currently incurs to remain a public reporting issuer. We anticipate there are

12

approximately $2.3 million in costs saved by not requiring Empire to comply with all the

13

requirements of being a public reporting issuer.

14

3)

While there will be no involuntary job losses within the Empire group, it is

15

anticipated that, through natural attrition, an additional $2.2 million in labor savings will

16

emerge. This is supported by Empire's 2-6% rate of annual attrition through employee turnover

17

and retirements.

18

When reflected in the Liberty Utilities allocation model, these savings are expected to reduce

19

the total costs borne by Empire's ratepayers.

20

Q.

HOW MUCH IS THE SAVINGS EXPECTED TO BE?

21

A.

Administration cost to serve Empire's customers are estimated to be reduced by $704,000, a

22

decrease of 1.4%. Of this decrease, approximately $35,000 is attributable to Kansas customers.
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1

Please see Exhibit PE-2. The reduced levels of allocations will be reflected in future rate

2

cases.

3

Q.

4

HAS THE COST ALLOCATION METHODOLOGY UTILIZED BY LIBERTY
UTILITIES BEEN PREVIOUSLY FILED WITH THE COMMISSION?

5

A.

No.

6

Q.

WILL A REVISED CAM BE FILED WITH THE COMMISSION TO REFLECT THE

7
8

EMPIRE TRANSACTION?
A.

9
10

transaction.
Q.

11
12

Yes, the Company will provide the revised CAM within six months of closing the Empire

WHAT WILL BE DONE BY EMPIRE AND LU CENTRAL WITH REGARD TO THE
COMMISSION'S SUPERVISION OF AFFILIATE TRANSACTIONS?

A.

The utility business operated by Empire will continue to be under the direct regulation of the

13

Commission. LU Central will commit to comply with the Commission's affiliated transactions

14

and cost allocation statutes, rules and orders, by keeping such records and making such reports

15

as are required by those statutes, rules and orders. Moreover, LU Central shall make records

16

of its affiliated entities available to the Commission's staff and the Citizens' Utility Ratepayer

17

Board ("CURB") for review.

18

Q.

WHAT STEPS WILL BE TAKEN TO INSULATE EMPIRE FROM THE FINANCIAL

19

RISKS ASSOCIATED WITH LIBERTY UTILITIES AND THE BUSINESSES OF ITS

20

OTHER SUBSIDIARIES.

21
22

A.

The businesses undertaken by Liberty Utilities are 'ring-fenced' separately and each operating
entity is solely and only responsible for that portion of Liberty Utilities' debt specifically
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1

related to such business. As a result, there is no cross subsidization, cross collateralization

2

between any business, regulated or unregulated.

3

VI.

PUBLIC INTEREST CONSIDERATIONS

4

Q.

DO YOU BELIEVE THAT THE PROPOSED TRANSACTION WILL BE PROMOTE

5

THE PUBLIC INTEREST BASED ON THE COMMISSION'S EIGHT FACTOR

6

TEST?

7

A.

Yes. I believe the transaction will be beneficial to Empire's customers. From a purely

8

financial perspective, Empire will become a part of a larger and more diversified utility

9

business group. Empire will have the support of a larger balance sheet to meet the capital

10

demands of its customers and it will benefit from the diversification of risk resulting from the

11

geographic breadth of its North American operations. LU Central witnesses David Pasieka

12

and Christopher Krygier will address other features and consequences of the proposed

13

transaction that will demonstrate that it promotes the public interest .

14

Q.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

15

A.

Yes.
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VERIFICATION
PROVINCE ONTRAIO
CANADA

)
) ss:
)

I, Peter Eichler, being first duly sworn on oath, depose and state that I am the
witness identified in the foregoing Direct Testimony of Peter Eichler; that I have read the
testimony and am familiar with its contents; and that the facts set forth therein are true and
correct.

SUBSCRIBED AND SWORN to before me this / {J day of

!foJ c b ,2016.
Notary Public

:ommission/Appointment Expires: .[{;es

t1Jt exp re_
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Less: Inter‐Mid States Allocations post acquisition USD
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$

40,667,940 $
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$
$

15,026,357 $
1.4
10,733,112 $
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1.4
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1.4
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704,103 $
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91%
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$
$
$
$
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‐

$
$
$
$
$
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‐
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$
$
$
$
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$
$
$
$
$
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$
$
$
$
$
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$
$
$
$
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Allocs in USD
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USD

3
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3/4=5
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USD

1‐2‐5=6
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FERC
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DIRECT TESTIMONY OF CHRISTOPHER D. KRYGIER
1

I.

INTRODUCTION

2

Q.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND BUSINESS

3
4

AFFILIATION.
A.

My name is Christopher D. Krygier, my business address is 2751 North High Street, Jackson,

5

Missouri 63755. I am testifying on behalf of the applicants, Liberty Utilities (Central) Co.

6

("LU Central" or "Company") and Liberty Sub Corp ("LSC"), wholly owned subsidiaries of

7

Liberty Utilities Co. ("Liberty Utilities").

8

Q.

PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL EXPERIENCE.

9

A.

In 2006, I completed my Bachelor of Science in Economics from the W.P. Carey School of

10

Business at Arizona State University.

In 2010, I completed my Master of Business

11

Administration with an emphasis in Finance also from Arizona State University. Finally, I am

12

a Certified Management Accountant as designated by the Institute of Management

13

Accountants.

14

I am employed by Liberty Utilities Services Corp. as its Director of Regulatory and

15

Government Affairs for its natural gas, water and wastewater utilities in Missouri, Iowa and
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1

Illinois. I have been employed with Liberty Utilities since March 2012. Before working for

2

Liberty Utilities, I was employed by American Water Works, Inc. for approximately six years

3

in a variety of capacities, including Financial Planning and Analysis, Rates, Regulatory

4

Compliance and Capital Programs.

5

Q.

6
7

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KANSAS CORPORATION
COMMISSION ("COMMISSION")?

A.

No, I have filed testimony in Missouri, provided written and live testimony before the Arizona

8

Corporation Commission, written testimony before the Hawaii Public Utilities Commission

9

and the Illinois Commerce Commission.

10

II.

PURPOSE OF TESTIMONY

11

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

12

A.

The purpose of my testimony is to address certain aspects of this Commission's regulatory

13

responsibilities regarding the proposed transaction between LU Central and The Empire

14

District Electric Company ("Empire"), to provide some background regarding Liberty Utilities

15

existing regulated utility operations in neighboring states and to discuss key features of the

16

proposed transaction that should be considered by the Commission as it reviews the Joint

17

Application, including the benefits of the transaction for customers.

18

III.

COMMISSION JURISDICTION AND STANDARD OF APPROVAL

19

Q.

ARE YOU FAMILIAR WITH THE TRANSACTION THAT IS THE SUBJECT OF

20
21
22

THE JOINT APPLICATION FILED BY THE JOINT APPLICANTS IN THIS CASE?
A.

Yes. Specifics of the transaction will be addressed in more detail by Company witnesses
David Pasieka and Peter Eichler; but, generally, LU Central has entered into an Agreement and
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1

Plan of Merger whereby LU Central will acquire all of the capital stock of Empire through a

2

merger of LSC and Empire. After the merger, LSC will cease to exist. At the close of the

3

all-cash transaction, Empire will become a wholly-owned subsidiary of LU Central and

4

Empire will continue to be regulated by this Commission. Mr. Pasieka's testimony includes

5

an organization chart that depicts the relationship among LU Central and Empire.

6

Q.

7
8

WHAT IS THE BASIS OF THE COMMISSION'S JURISDICTION OVER THE
PROPOSED TRANSACTION?

A.

My understanding is that the Commission has the authority to review and approve the

9

proposed transaction because the acquisition by LU Central of the capital stock of Empire

10

involves a merger of Empire and another corporation, LSC which has been formed for the sole

11

purpose of this transaction.

12

Q.

13
14

ARE YOU FAMILIAR WITH THE STANDARD FOR APPROVAL OF THE
PROPOSED TRANSACTION?

A.

It is my understanding that applicants seeking approval of a utility merger or acquisition in

15

Kansas must show that the acquisition will "promote the public interest" based on the

16

Commission's consideration of eight factors.

17

Q.

DOES THE TRANSACTION DESCRIBED IN THE JOINT APPLICATION AND IN

18

THE TESTIMONY OF THE SUPPORTING WITNESSES SATISFY THIS

19

STANDARD?

20

A.

21
22

Yes it does. As explained further below, the transaction will promote the public interest in a
number of ways.

IV.

LIBERTY UTILITIES' OPERATIONS IN NEIGHBORING STATES
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1

Q.

2
3

PLEASE PROVIDE THE COMMISSION WITH INFORMATION ON EXISTING
LIBERTY UTILITIES' OPERATIONS IN NEIGHBORING STATES.

A.

Liberty Utilities (Midstates Natural Gas) Corp. provides natural gas services to an average of

4

approximately 55,000 customers in its West, Northeast, and Southeast service territories in

5

Missouri, which includes Pemiscot, Dunklin, New Madrid, Bates, Iron, Cape Girardeau, Clark,

6

Adair, Know, Lewis, Schuyler, Macon, Scotland, Henry, Stoddard, Ripley, Butler, Wayne, and

7

Marion Counties. Liberty Utilities (Missouri Water), LLC provides water service to

8

approximately 1,994 connections in Jefferson, Stone, Taney, McDonald, and Franklin

9

Counties, Missouri. Liberty Utilities provides sewer service to approximately 451 connections

10

in Jefferson, Stone, and Cape Girardeau Counties, Missouri. Liberty Utilities (Pine Bluff

11

Water), Inc. provides water and wastewater services to 17,000 customers in Pine Bluff,

12

Arkansas. Liberty Utilities has offices in Jackson, Missouri and Pine Bluff, Arkansas, with

13

approximately 85 employees in these locations. The company has successfully operated these

14

utilities since their acquisition. In that time, the company has demonstrated that it has the

15

managerial, operational and financial wherewithal to provide safe, affordable and reliable

16

service to its customers, all in compliance with applicable rules and regulations of the

17

regulatory commissions which have jurisdiction over its operations. We believe we have

18

developed a positive, constructive relationship with our state regulators, and are proud of the

19

successes of our Missouri and Arkansas businesses and in the positive experience those

20

successes have meant for our customers.

21

V.

BENEFITS OF THE TRANSACTION

22

Q.

DO YOU BELIEVE THAT THE PROPOSED TRANSACTION WILL PROVIDE
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1
2

BENEFITS TO THE CUSTOMERS OF EMPIRE?
A.

3

Yes. I believe that the proposed transaction will positively benefit Empire's customers in
Kansas.

4

Q.

PLEASE EXPLAIN THE BENEFITS OF THE TRANSACTION.

5

A.

This transaction has many benefits, which include:

6

1)

Efficacy of scale - This transaction represents an opportunity to increase the size of the

7

respective organizations to nearly 800,000 combined customers providing service

8

across 13 states with expertise in water, gas, and electric distribution utilities. This

9

scale is expected to result in greater management expertise, access to broader

10

management capabilities, and an ability to capitalize on greater opportunities for future

11

efficiencies.

12

2)

Increased Management Capability - By combining the expertise of both companies, a

13

joint entity will now enjoy expertise in:

14

a.

Electric utility operations of over 270,000 customers including vertical

15

integration with utility owned and developed renewable energy and

16

conventional generation fleet.

17

b.

Gas utility operations of over 330,000 customers with expertise in the

18

development of distribution utility best practices, service territory expansion,

19

alternate fuel procurement, and investment in gas transmission infrastructure.

20

c.

21
22

Distribution utility expertise of running large water operations in excess of
175,000 customers, including in drought prone areas.

d.

Access to renewable energy development expertise that has already proven to
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1

be beneficial to Liberty's electric utilities it owns in other jurisdictions with

2

investments in utility owned solar generation that is expected to reduce overall

3

customer energy costs.

4

3)

Enhanced regional senior leadership support - By reorganizing Liberty Utilities'

5

operations under East, Central, and West regional divisions, each utility will now have

6

closer access to senior level leadership. Through the Empire acquisition, Liberty's

7

operations in Missouri, Arkansas, Illinois, Iowa, and Texas will now have access to the

8

diverse and talented management team based in Joplin, Missouri. This means that

9

senior management of the utilities will be even closer to the service territory, ensuring

10

responsiveness to the local community and expeditious responsiveness to emerging

11

issues within each community.

12

4)

Board of Directors for LU Central - A regional board of directors will be established

13

consisting of senior business and community leaders. This board is expected to provide

14

governance and guidance on local issues to ensure that the combined entity will

15

enhance its understanding of local operating conditions and be able to better serve the

16

needs of customers. The board will have commensurate fiduciary duties, and all

17

existing board members of Empire will be offered a position on the board.

18

5)

Enhanced financial capabilities - Combining the financial strength of two

19

organizations with a BBB credit rating will ensure stronger access to financial markets

20

and provide enhanced momentum to work towards enhancing the credit rating in the

21

future by providing increased diversification of modality, geography, and ultimately

22

further diversifying the risks of both organizations.
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1

6)

Maintains jobs - This transaction is not about cutting jobs. Rather, the rationale of the

2

transaction is to enhance the capabilities of both organizations and as such, there will

3

be no involuntary workforce reductions associated with this transaction.

4

7)

Seamless transition - Over the last 5 years, Liberty Utilities has completed 7 major

5

transitions that have been seamless from a customer perspective and has developed a

6

core competence in merging utility operations in to its own. With the Empire

7

transaction, this capability will be enhanced as the acquisition is of a fully functioning

8

standalone utility operation which will allow optimal staging of transition activities.

9
10

These benefits are further explained in the testimony of David Pasieka.
Q.

11
12

WHAT DOES BECOMING A PART OF LU CENTRAL MEAN FOR KANSAS
CUSTOMERS?

A.

Liberty Utilities' operations in Kansas will be enhanced by becoming a subsidiary of LU

13

Central in several ways.. First, the acquisition allows for access to a senior management team

14

with significant utility expertise in gas, water, and electric utility operations based closer to

15

its operations in Joplin, Missouri. This closeness will allow for enhanced responsiveness and

16

enhanced skillsets to respond to utility operating requirements. In addition, through a regional

17

board, the management team in Missouri will have opportunities to receive guidance and

18

counsel from local business and community leaders who can provide insight to the emerging

19

issues within the service territory. Further, the efficacy of scale will allow these utilities to now

20

be a part of a region with approximately 340,000 customers in a company with nearly 800,000

21

customers. This scale will allow future opportunities to capitalize on efficiencies as they

22

emerge.
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1

Q.

YOU MENTIONED AN LU CENTRAL BOARD OF DIRECTORS, BUT STATE

2

THAT EACH ENTITY WILL CONTINUE TO OPERATE SEPARATELY. CAN YOU

3

RECONCILE THESE STATEMENTS?

4

A.

Certainly. The LU Central board of directors will oversee each entity within the division.

5

Q.

WILL THE PROPOSED ACQUISITION RESULT IN ANY ADVERSE RATE

6
7

IMPACTS ON EMPIRE'S RETAIL CUSTOMERS?
A.

No. The proposed transaction will not result in any change in the rates currently charged to

8

Empire's retail customers. Empire will continue to utilize the rates, rules, regulations and

9

other tariff provisions on file with and approved by the Commission, and will continue to

10

provide service to their customers under those rates, rules and regulations, and other tariff

11

provisions until such time as they may be modified according to applicable law. Further, as

12

I discuss later in my testimony, LU Central hereby commits not to seek any merger related

13

adjustments for acquisition costs or any premiums paid above book value.

14

Q.

15
16

WHICH EMPIRE MAY BE SUBJECT?
A.

17
18

Empire will continue to comply with any ongoing regulatory commitments that are currently
in place with respect to its electric operations. I discuss the specifics below.

Q.

19
20

WHAT ABOUT ONGOING REGULATORY CONDITIONS OR COMMITMENTS TO

DOES LU CENTRAL INTEND TO MAINTAIN EMPIRE'S PERFORMANCE
REGARDING CUSTOMER SERVICE?

A.

Yes. There will be no change to Empire's customer service standards or to its excellent

21

customer service record. The fact that Empire's customer service staff will be retained, as

22

discussed below, should provide assurance of a seamless transition where customer service
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1

is concerned. I will address Liberty Utilities' customer service philosophy and how well it

2

dovetails with that of Empire below.

3

Q.

IS LIBERTY UTILITIES ABLE TO MAKE ANY OTHER OR ADDITIONAL

4

COMMITMENTS TO SHOW THE COMMISSION THAT THE PROPOSED

5

TRANSACTION WILL BENEFIT CUSTOMERS OF EMPIRE?

6

A.

Yes. The Company plans to keep all of Empire's employees, including the management team

7

and those handling field and customer service operations, so there will be no disruption

8

whatsoever in the continued provision of good service to the customers of Empire. The

9

Merger Agreement also provides certain protections to current Empire employees regarding

10
11

their pay and benefits after the closing of the transaction.
Q.

12
13

WHAT ABOUT THE LONG-TERM IMPACT OF THE PROPOSED TRANSACTION
ON ACCESS TO CAPITAL MARKETS?

A.

Company witness Peter Eichler testifies that LU Central will have ready access to capital at

14

a reasonable cost through the corporate structure and will maintain a strong balance sheet.

15

Liberty Utilities also anticipates attracting debt or equity capital to meet the ongoing needs of

16

Empire at rates at least as favorable as they are attained today. With the increased economies

17

of scale of the combined entities and maintenance of investment grade credit ratings, we

18

expect long term costs of borrowing to be at least the same if not more competitive than on

19

a standalone basis.

20

Q.

IS THERE NOT A NEW OR INCREASED RISK OF INAPPROPRIATE AFFILIATE

21

TRANSACTIONS IF EMPIRE BECOMES A SUBSIDIARY OPERATING COMPANY

22

IN A LARGER HOLDING COMPANY STRUCTURE?
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1

A.

No. Mr. Eichler also testifies to the fact that the Company already has in place a cost allocation

2

manual that sets forth a cost allocation methodology to be used by all regulated utility entities,

3

based largely on the guidelines established by National Association of Regulatory Utility

4

Commissioners. Liberty Utilities will revise or modify its current cost allocation manual, as

5

needed, to reflect the acquisition of Empire within six (6) months following the closing of the

6

transaction.

7

Q.

8
9

ARE THERE ANY OTHER MATTERS THE COMMISSION SHOULD CONSIDER
REGARDING THE PUBLIC INTEREST?

A.

The Company believes that the Commission also should take into account the local impact of

10

the proposed transaction when it considers the public interest. We believe that it is significant

11

that the Company plans to retain Empire's headquarters in Joplin, Missouri. Doing so is good

12

for the local economy, the many surrounding communities, including those communities

13

served by Empire in Southeast Kansas.. I will address the Company's commitment to

14

continued community involvement below.

15

Q.

16
17

MARKET?
A.

18
19

22

Yes. The purchase price of $34 per common share represents a 21% premium to the closing
price of Empire's stock on February 8, 2016.

Q.

20
21

DOES THE PURCHASE PRICE ANNOUNCED CONTAIN A PREMIUM OVER

DOES LU CENTRAL PROPOSE TO RECOVER ANY PART OF THE PREMIUM
OVER BOOK VALUE IN THE RATES CHARGED TO EMPIRE?

A.

No. The Company will not seek any recovery of the amount of the premium over book value
or recovery of any acquisition premium relating to the net book value of the assets in Empire's
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1
2

rate base in future Empire rate cases.
Q.

3
4

WILL ANY OF THE REGULATED ENTITIES SEEK TO RECOVER ANY
TRANSACTION COSTS ASSOCIATED WITH THE PROPOSED TRANSACTION?

A.

5

No. None of the Empire or Liberty Utilities regulated utilities will seek to recover in rates the
transaction costs associated with the acquisition.

6

VI.

CUSTOMER SERVICE AND COMMITMENT TO COMMUNITY

7

Q.

WHAT IS LIBERTY UTILITIES' PHILOSOPHY REGARDING CUSTOMER

8
9

SERVICE?
A.

As mentioned by Mr. Pasieka in his testimony, Liberty Utilities focuses on providing high

10

quality customer service. We achieve this by delivering our service in the utility service

11

territory compared to outsourcing, distributing timely information to our customers in a

12

medium they prefer and giving local management teams the authority and autonomy to best

13

determine local customer needs.

14

Q.

WILL THIS APPROACH CHANGE WITH THIS ACQUISITION?

15

A.

Absolutely not. One of the important aspects of this acquisition is the shared customer service

16

philosophy by Empire. While they don't always use the same words that Liberty Utilities does

17

to describe customer service, it is clear through the successful results that being customer

18

centric is integral to their success.

19

Q.

20

WILL ANY EMPIRE PAYMENT CENTERS OR PAY STATIONS BE CLOSED
BECAUSE OF THE ACQUISITION?

21

A.

No. All pay stations that exist today will remain open after the acquisition.

22

Q.

WILL THE COMPANY MAINTAIN EMPIRE'S CURRENT CONTACT CENTER
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1
2

METRICS POST ACQUISITION?
A.

Yes. Empire currently employs a number of customer contact center metrics including an

3

average speed of answer, abandoned call rate, and average handle time, among others. None

4

of these reporting metrics will change as a result of the acquisition.

5

Q.

6
7

WILL EMPIRE'S COMMUNITY INVOLVEMENT IN JOPLIN OR SURROUNDING
AREAS CHANGE AS PART OF THE TRANSACTION?

A.

No. Empire's community commitment and involvement is a shared philosophy of LU Central.

8

We are building on that shared philosophy by creating a regional board, which will provide

9

guidance and counsel to ensure that the combined entity will enhance its understanding of

10

local operating conditions and be able to better serve the needs of customers. Additionally,

11

after the closing, LU Central has committed to the same level of charitable contributions

12

through Empire as Empire currently does today.

13

Q.

WILL CUSTOMER RELIABILITY BE IMPACTED BY THE TRANSACTION?

14

A.

Customer reliability will be maintained through this transaction. As stated above, Empire

15

management and employees are being retained as part of the transaction and therefore the

16

engineering, operational and other expertise necessary to continue the provision of safe,

17

reliable service is intact. Additionally, in order to strive to continuously improve customer

18

reliability, the shared knowledge of both companies will be used to utilize best practices for

19

Empire's customers, one of the many benefits of the transaction.

20

Q.

21
22

DOES EMPIRE HAVE ANY ONGOING REGULATORY COMMITMENTS WITH
RESPECT TO ITS EXISTING KANSAS OPERATIONS?

A.

Yes, Empire has ongoing regulatory commitments relative to its Kansas operations.
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1

Q.

2

WILL THE PROPOSED TRANSACTION NECESSITATE ANY CHANGE TO
THOSE COMMITMENTS?

3

A.

No.

4

Q.

WILL THE PROPOSED TRANSACTION REQUIRE ANY RELOCATION OF

5

EMPIRE'S BOOKS AND RECORDS?

6

A.

No.

7

Q.

AS FAR AS RECORDS KEPT BY LU CENTRAL OR ITS VARIOUS SUBSIDIARIES

8

CONCERNING

9

AVAILABILITY OF THOSE RECORDS FOR REVIEW BY THE COMMISSION OR

10
11

EMPIRE'S

OPERATIONS,

PLEASE

ADDRESS

THE

ITS STAFF.
A.

12

LU Central will ensure that appropriate access to Empire's books and records are provided to
the Commission and its Staff.

13

Q.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

14

A.

Yes.
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DIRECT TESTIMONY OF DAVID PASIEKA
1

I.

INTRODUCTION

2

Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3

A.

My name is David Pasieka. My principal place of business is 354 Davis Road, Oakville,

4

Ontario, Canada L6J 2X1.

5

Q.

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR JOB TITLE?

6

A.

I am President of Liberty Utilities (Canada) Corp., the holding company that owns Liberty

7

Utilities Co. ("Liberty Utilities") and indirectly owns Liberty Utilities (Central) Co. ("LU

8

Central") and Liberty Sub Corp. ("LSC").

9

Q.

10
11

WHAT ARE YOUR RESPONSIBILITIES AS PRESIDENT OF LIBERTY UTILITIES
(CANADA) CORP.?

A.

As President, I am responsible for the overall strategy and direction of the regulated utilities

12

owned by Liberty Utilities. These responsibilities include, among other things, overseeing

13

Operations, Human Resources, Safety, Regulatory, Customer Service and Finance.

14
15

Q.

PLEASE

DESCRIBE

YOUR

EDUCATIONAL

BACKGROUND

AND

PROFESSIONAL EXPERIENCE.
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1

A.

I earned a Bachelor of Science degree from the University of Waterloo in 1980, a Master of

2

Business Administration from York University's Schulich School of Business in 1984, and a

3

Chartered Director designation from McMaster University in 2007. My business experience

4

includes more than 30 years of executive leadership in the telecommunications, financial

5

services, energy, utility and sustainability sectors.

6

For the first 20 years of my career I was involved with the Canadian

7

telecommunications sector, working for Bell Canada, CNPC Telecommunications, Unitel

8

Communications, AT&T Canada, and MetroNet Communications. During the late 1990's and

9

early 2000's, my career focused on early-stage start-ups and corporate turnarounds, working

10

in the energy, sustainability, enterprise software, and innovation sectors.

11

I have significant experience in organization development, corporate integration, profit

12

and loss management, customer service, strategy, information technology, business

13

development, and network operations. My board of directors' experience consists of chairing

14

the Audit Committee of Iseemedia (a Canadian wireless software company) from 2007-2010,

15

chairing the Human Resources Committee of Luxell Technologies (a Canadian aerospace

16

company) from 2005-2009, and chairing the Human Resources Committee of Oakville Hydro

17

(a local electric distribution company) from 2008-2011.

18

Q.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KANSAS CORPORATION

19

COMMISSION ("COMMISSION" OR "KCC") OR SIMILAR REGULATORY

20

COMMISSIONS?

21
22

A.

While I have not testified before this Commission, I have testified in Arkansas regarding
Liberty Utilities' acquisition of United Water Arkansas, Inc.'s Pine Bluff system in 2013, and
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have filed written testimony in Missouri in 2012 regarding the Liberty Utilities' acquisition of

2

the natural gas distribution assets of Atmos Energy Corp., and in New Hampshire on the

3

acquisition of electric and natural gas distribution utilities from National Grid in 2012.

4

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

5

A.

The purpose of my testimony is to (1) describe the proposed transaction and identify the

6

parties involved, including a description of the corporate and operating structure of Liberty

7

Utilities and how The Empire District Electric Company ("Empire") will fit into that structure

8

post-merger; (2) describe Liberty Utilities' experience in the electric, gas, and water utility

9

industries and its transition plans; (3) discuss Liberty Utilities' approach and commitment to

10

providing high quality, cost-effective customer service, and (4) explain why the transaction

11

meets the Commission's standard that utility acquisitions promote the public interest and result

12

in a "net-benefit."

13

Q.

14
15

ARE YOU SPONSORING ANY EXHIBITS OR SCHEDULES AS PART OF YOUR
DIRECT TESTIMONY?

A.

16

Yes. I am sponsoring the following exhibit attached to my testimony and an appendix attached
to the Joint Application:

17

Appendix K to the Joint Application: An organizational chart showing where Empire

18

would fit within the overall Liberty Utilities organization.

19

Exhibit DP-1: Liberty Utilities' 2015 customer satisfaction results.

20

II.

THE PROPOSED TRANSACTION AND THE RATIONALE FOR IT

21

Q.

PLEASE DESCRIBE THE TRANSACTION THE JOINT APPLICANTS ARE

22

ASKING THE COMMISSION TO APPROVE IN THIS CASE.
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A.

The specific terms of the proposed transaction are set out in the February 9, 2016, "Agreement

2

and Plan of Merger by and among The Empire District Electric Company, Liberty Utilities

3

(Central) Co. and Liberty Sub Corp." ("Agreement"). A copy of the Agreement was filed as

4

part of the Joint Application in this case. Under the Agreement, LU Central will acquire all

5

issued and outstanding shares of Empire's stock and then merge Empire with LSC, a

6

wholly-owned merger subsidiary of LU Central created solely for this transaction, with Empire

7

emerging as the surviving corporation. Following the merger LSC will cease to exist and

8

Empire will be a wholly-owned subsidiary of LU Central. An organizational chart showing

9

where Empire would fit within the overall Liberty Utilities organization is attached as

10
11

Appendix K to the Joint Application.
Q.

12
13

PLEASE DESCRIBE HOW YOU INTEND TO OPERATE EMPIRE AND YOUR
EXISTING UTILITY PORTFOLIO.

A.

Our ultimate plan is for Empire and certain of Liberty Utilities' existing utilities to be

14

reorganized under LU Central, with Bradley Beecher, the current CEO of Empire assuming

15

the role of the CEO of LU Central. The entities to be within LU Central will be Empire

16

District, Liberty Utilities natural gas utilities located in Missouri, Illinois and Iowa, and Liberty

17

Utilities water utilities located in Arkansas, Missouri and Texas. Combined, approximately

18

340,000 customers will be served by LU Central.

19

As discussed further in my testimony, the management team of Empire will provide

20

services to all the utilities within LU Central and shared services may be provided where

21

appropriate and in accordance with affiliate transaction statutes, rules and Commission orders.

22

Further, a board of directors with commensurate fiduciary duties consisting of senior business
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and community leaders will be established to provide guidance and counsel to the operations

2

of the utilities within LU Central with the members of the current Empire board of directors

3

being offered a position on the regional board.

4

Q.

5
6

WILL THE UTILITIES MENTIONED ABOVE CONTINUE TO OPERATE ON A
STANDALONE BASIS OR BE MERGED IN TO A SINGLE ENTITY?

A.

7

The utilities will continue to operate on a standalone basis, with separate tariffs, assets, and
books and records.

8

Q.

WHAT IS THE PRIMARY RATIONALE BEHIND THE TRANSACTION?

9

A.

This transaction has many benefits that will inure to the customers, employees, regulators, and

10

shareholders of both Empire and Liberty Utilities. These benefits are:

11

1)

Efficacy of scale - This transaction represents an opportunity to increase the size of the

12

respective organizations to nearly 800,000 combined customers providing service

13

across 13 states with expertise in water, gas, and electric distribution utilities. This

14

scale is expected to result in greater management expertise, access to broader

15

management capabilities, and an ability to capitalize on greater opportunities for future

16

efficiencies.

17

2)

Increased Management Capability - By combining the expertise of both companies, a

18

joint entity will now enjoy expertise in:

19

a.

Electric utility operations of over 270,000 customers including vertical

20

integration with utility owned and developed renewable energy and

21

conventional generation fleet.

22

b.

Gas utility operations of over 330,000 customers with expertise in the
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development of distribution utility best practices, service territory expansion,

2

alternate fuel procurement, and investment in gas transmission infrastructure.

3

c.

4

Distribution utility expertise of running large water operations in excess of
175,000 customers, including in drought prone areas.

5

d.

Access to renewable energy development expertise that has already proven to

6

be beneficial to Liberty's electric utilities it owns in other jurisdictions with

7

investments in utility owned solar generation that is expected to reduce overall

8

customer energy costs.

9

3)

Enhanced regional senior leadership support - By reorganizing Liberty Utilities'

10

operations to include LU Central, each utility will now have access to senior level

11

leadership. Liberty Utilities' operations in Missouri, Arkansas, Illinois, Iowa, and

12

Texas will now have access to the diverse and talented management team based in

13

Joplin, Missouri. This means that senior management of the utilities will be even

14

closer to the service territory, ensuring responsiveness to the local community and

15

expeditious responsiveness to emerging issues within each community.

16

4)

Board of Directors for LU Central - A regional board of directors will be established

17

consisting of senior business and community leaders. This board is expected to provide

18

guidance and counsel on local issues to ensure that the combined entity will enhance

19

its understanding of local operating conditions and be able to better serve the needs of

20

customers. The board will have commensurate fiduciary duties, and all existing board

21

members of Empire will be offered a position on the board.

22

5)

Enhanced financial capabilities - Combining the financial strength of two
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organizations with a BBB credit rating will ensure stronger access to financial markets

2

and provide enhanced momentum to work towards enhancing the credit rating in the

3

future by providing increased diversification of modality, geography, and ultimately

4

further diversifying the risks of both organizations.

5

6)

Maintains jobs - This transaction is not about cutting jobs. Rather, the rationale of the

6

transaction is to enhance the capabilities of both organizations and as such, there will

7

be no involuntary reductions associated with this transaction.

8

7)

Seamless transition - Over the last 5 years, Liberty Utilities has completed 7 major

9

transitions that have been seamless from a customer perspective and has developed a

10

core competence in merging utility operations in to its own. With the Empire

11

transaction, this capability will be enhanced as the acquisition is of a fully functioning

12

standalone utility operation which will allow optimal staging of transition activities.

13

As can be seen, these items represent significant benefits of the transaction for customers,

14

employees, regulators, and shareholders of both Empire and Liberty Utilities.

15

Q.

IN YOUR PREVIOUS ANSWER, YOU POINTED TO NUMEROUS BENEFITS

16

EMPIRE AND ITS CUSTOMERS WOULD DERIVE FROM THE PROPOSED

17

TRANSACTION. ARE THERE ANY DETRIMENTS THE COMMISSION SHOULD

18

CONSIDER IN EVALUATING THE TRANSACTION?

19

A.

None of which I am aware. To the extent any detriments can be identified, I am confident they

20

are nullified by commitments made in my testimony and the direct testimonies of Mr. Eichler

21

and Mr. Krygier or are more than outweighed by the many beneficial aspects of the proposed

22

transaction.
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Q.

2
3

DO THE OTHER STATE COMMISSIONS IN WHICH EMPIRE OPERATES APPLY
DIFFERENT STANDARDS FOR CONSIDERATION OF UTILITY ACQUISITIONS?

A.

Yes. Each state has its own approach. While Kansas applies a public interest standard,

4

Missouri applies a "no net detriment standard," Arkansas applies a "consistent with public

5

interest" standard, and Oklahoma applies a "public interest" standard.

6

acquisition meets all of these tests, because as demonstrated above, there are many benefits

7

associated with the transaction, which far outweigh any potential detriments.

8

Q.

9
10

The proposed

WHAT ARE THE NEXT STEPS BEFORE THE PROPOSED TRANSACTION CAN
BE CONSUMMATED?

A.

Although the boards of directors of Empire and LU Central already have approved the

11

transaction, certain contingencies must be satisfied before it can be consummated. Empire's

12

current shareholders must approve the transaction; Empire's board has recommended approval

13

to its shareholders and a shareholder vote is planned for the summer of 2016. In addition, the

14

Federal Energy Regulatory Commission and the utility regulatory commissions in each of the

15

four states where Empire provides utility services -Kansas, Missouri, Arkansas, and Oklahoma

16

- must each approve the transaction. Contemporaneous with the filing of this application, the

17

joint applicants have filed for regulatory approval with each of these other commissions.

18

Further, an application will be made with the Federal Trade Commission for approval under

19

the Hart-Scott-Rodino Antitrust Improvements Act. As this approval expires 365 days after

20

receipt, it will be sought shortly.

21

Q.

WHEN DO YOU ANTICIPATE THAT THIS TRANSACTION WOULD CLOSE?

22

A.

The joint applicants are seeking Commission approval by December 31, 2016 so that the
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transaction can close by January 31, 2017.

2

III.

STANDARD OF APPROVAL

3

Q.

ARE YOU FAMILIAR WITH THE LEGAL STANDARDS THAT GOVERN THE

4
5

COMMISSION'S CONSIDERATION OF UTILITY ACQUISITIONS IN KANSAS?
A.

My understanding is the legal standard applicable to utility acquisitions in Kansas is that the

6

proposed acquisition should be approved where the applicants can demonstrate that the

7

proposed acquisition will promote the public interest. In determining the public interest, the

8

Commission considers the following factors:

9

a.

10

The effect of the transaction on consumers, including:
i.

The effect of the proposed transaction on the financial condition of the newly

11

created entity as compared to the financial condition of the stand-alone entities

12

if did not occur;

13

ii.

Reasonableness of the purchase price, including whether the purchase price

14

was reasonable in light of the savings that can be demonstrated from the

15

merger and whether the purchase price is within a reasonable range;

16

iii.

Whether ratepayer benefits resulting from the transaction can be quantified;

17

iv.

Whether there are operational synergies that justify payment of a premium in

18

excess of book value;

19

v.

The effect of the proposed transaction on the existing competition.

20

b.

The effect of the transaction on the environment.

21

c.

Whether the proposed transaction will be beneficial on an overall basis to state and
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local economies and to communities in the area served by the resulting public utility

2

operations in the state.

3

d.

Whether the proposed transaction will preserve the jurisdiction of the KCC and the

4

capacity of the KCC to effectively regulate and audit public utility operations in the

5

state.

6

e.

The effect of the transaction on affected public utility shareholders.

7

f.

Whether the transaction maximizes the use of Kansas energy resources.

8

g.

Whether the transaction will reduce the possibility of economic waste.

9

h.

What impact, if any, the transaction has on the public safety.

10

It is my understanding that the Commission utilizes this standard to "uniformly review

11

mergers and acquisitions…while allowing some flexibility to evaluate the unique

12

circumstances of each case." In the Matter of Application of Kansas City Power and Light,

13

Order dated November 14, 1991, at pages 35-36. I will address each factor herein.

14

Q.

YOU MENTIONED THAT THE COMMISSION STANDARD ALLOWS FOR

15

FLEXIBILITY TO EVALUATE THE UNIQUE CIRCUMSTANCES OF EACH CASE.

16

ARE THERE ANY UNIQUE CIRCUMSTANCES YOU WOULD LIKE TO

17

MENTION?

18

A.

In my testimony I lay out the rationale for the transaction. While the Commission's factors

19

seem to emphasize financial benefits to customers, this transaction emphasizes a number of

20

other benefits such as the efficacy of scale, local control and management, and opportunities

21

to enhance the management team of a combined entity. The transaction is perhaps unique in

22

that no major changes are currently planned. The management team will be preserved. The
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head office will remain in Joplin, and the same great service being provided to customers of

2

Empire today is expected to be provided after closing. Empire, while joining the LU Central

3

organization, will continue to remain a standalone entity and will not be merged in to any other

4

entity in the Liberty Utilities family, and to that end, this transaction is not about creating

5

synergies on account of staffing reductions or reductions in service. Rather, the benefits

6

outlined in my testimony will inure to customers and enhance the current operations.

7

Q.

IN THE COMMISSION'S FIRST FACTOR, PLEASE EXPLAIN THE EFFECT OF

8

THE TRANSACTION ON CONSUMERS, INCLUDING ON THE FINANCIAL

9

CONDITION OF THE NEWLY CREATED ENTITY COMPARED TO THE

10
11

FINANCIAL CONDITION OF EMPIRE TODAY.
A.

As Mr. Eichler explains, the financial condition of Empire is expected to be improved by

12

joining together with Liberty Utilities. The transaction is expected to significantly strengthen

13

its financial profile by creating a consolidated entity with combined utility rate base of

14

approximately $2.9 billion serving nearly 800,000 gas, electric and water customers. Nearly

15

100% of Liberty Utilities' income will be earned from regulated utility operations. All of these

16

factors are expected to contribute to continued strength in Empire's and Liberty Utilities'

17

investment grade credit rating, financial profile, and overall business operating environment.

18

Q.

19
20

HOW DOES LIBERTY UTILITIES' INVESTMENT GRADE CREDIT RATING
RELATE TO EMPIRE?

A.

As discussed in Mr. Eichler's testimony, under our operating model, all debt for regulated

21

utilities is raised at the Liberty Utilities level. Specific amounts of this debt is then mirrored

22

to the individual regulated utility for which it is required. There is no cross collateralization,
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cross default or debt guarantees between the individual regulated utilities. While Empire will

2

maintain the debt which is currently on its books, future financing is expected to occur at the

3

Liberty Utilities level and only that portion required by Empire will be mirrored to Empire.

4

For this reason, the strength in Liberty Utilities credit rating will provide prudent access to

5

capital.

6

Q.

7
8

WHAT IMPACT WILL THE TRANSACTION HAVE ON THE CREDIT RATING OF
LIBERTY UTILITIES?

A.

The financing plan for the acquisition of the shares of Empire is designed to maintain a strong

9

investment grade rating. Based on discussions with Standard & Poor's undertaken prior to

10

announcement of the Empire transaction, we do not anticipate any changes to Liberty Utilities'

11

current investment grade BBB credit rating and believe that the Empire acquisition will be

12

supportive of maintaining the rating.

13

Q.

IS THE PURCHASE PRICE FOR EMPIRE REASONABLE?

14

A.

Yes. Empire conducted a competitive bid process, and as a result, a reasonable price was

15

obtained by Empire. We believe Liberty Utilities' local focus and commitment to the Empire

16

management team were instrumental in the success of our bid. To further demonstrate the

17

reasonableness of our bid, financing for all of the equity required to complete the transaction

18

has already been secured through the successful issuance of mandatorily convertible

19

debentures by the parent of Liberty Utilities. This is discussed further in the testimony of Mr.

20

Eichler.

21

Q.

WAS THERE A PREMIUM PAID?

22

A.

Yes. While there was a premium paid above book value, LU Central will not seek to recover
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that premium from customers, and the payment of that premium should not have any effect

2

on service to customers. In addition, because LU Central will not be seeking recovery of any

3

premium, the need to balance the costs of that premium with operational synergies is moot

4

since it is not our plan to justify the premium through the achievement of synergies. In fact,

5

Liberty Utilities has not sought to recover a premium in any of the previous acquisitions it has

6

completed.

7

Q.

8
9

IS

THERE

ANY

EFFECT

OF

THE

PROPOSED

TRANSACTION

ON

COMPETITION?
A.

No. Liberty Utilities does not currently serve any customers in Kansas, and does not have any

10

overlapping franchise territories with any of Empire's operations in other states in which it

11

serves and therefore, competition levels will be preserved.

12

Q.

13
14

ARE THERE ANY QUANTIFIABLE BENEFITS TO CUSTOMERS FROM THIS
TRANSACTION?

A.

Yes. Mr. Eichler's testimony provides a quantification of the benefits, which amounts to

15

approximately $704,000 for Empire customers, of which approximately $35,000 relates to

16

Kansas utilizing Empire's state allocations. These are in addition to the benefits I describe in

17

my testimony. I also believe that future quantifiable benefits will inure to Kansas customers

18

over the coming years. Examples of this are described in the transaction rationale in items such

19

as increasing current asset utilization through the centralization of billing functions, and

20

reducing costs related to each company's mid-term plans to evaluate its customer information

21

systems. By reducing two large implementations to one, all customers of Empire and Liberty

22

Utilities will benefit.
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Q.

2
3

IN REGARDS TO THE COMMISSION'S SECOND FACTOR, WHAT IMPACT WILL
THE TRANSACTION HAVE ON THE ENVIRONMENT?

A.

At minimum, there will be no impact on the environment, and in fact, it is likely there will be

4

benefits. This is because one of Liberty Utilities' core strengths is that through its affiliates it

5

has extensive experience in developing renewable energy infrastructure. Most recently, a 50

6

MW solar facility is being developed in Luning, Nevada to serve the renewable energy

7

requirements of Liberty Utilities' electric distribution utility serving Lake Tahoe, California.

8

This project not only provides renewable energy, but does so with a levelized cost of energy

9

lower than what was available through market based power purchase agreements and was

10

therefore approved by the California Public Utilities Commission. These types of benefits will

11

ensure that Kansas customers benefit from the expanded management capability that will be

12

available to Empire. Further, Empire will continue to comply with all environmental laws and

13

regulations as it does today.

14

Q.

IN REGARDS TO THE COMMISSION'S THIRD FACTOR, WILL THE PROPOSED

15

TRANSACTION BE BENEFICIAL ON AN OVERALL BASIS TO STATE AND

16

LOCAL ECONOMIES AND TO COMMUNITIES IN THE AREA SERVED BY

17

EMPIRE?

18

A.

Yes. As I explain in my testimony, there are many benefits to the transaction, including

19

Liberty Utilities' commitment to the local communities in which it operates as well as the

20

establishment of a regional board. In addition, Liberty Utilities has significant experience

21

serving customers in similar types of communities as those currently served by Empire.

22

Further, Liberty Utilities has committed to maintaining employment for all current employees.
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Q.

IN REGARDS TO THE COMMISSION'S FOURTH FACTOR, WILL THE

2

PROPOSED TRANSACTION PRESERVE THE JURISDICTION OF THE

3

COMMISSION AND THE CAPACITY OF THE COMMISSION TO EFFECTIVELY

4

REGULATE AND AUDIT PUBLIC UTILITY OPERATIONS IN THE STATE?

5

A.

Yes. The Commission will continue to have jurisdiction over Empire, Empire will continue

6

to comply with any ongoing regulatory commitments, and as explained by Mr. Krygier, the

7

Commission will continue to have access to Empire's books and records as it does today.

8

Q.

9

EFFECT OF THE TRANSACTION ON THE SHAREHOLDERS OF BOTH EMPIRE

10
11

IN REGARDS TO THE COMMISSION'S FIFTH FACTOR, PLEASE EXPLAIN THE

AND ALGONQUIN.
A.

The effect of the transaction could perhaps be best described by pointing to some of the

12

highlights identified in the press release issued at the announcement of the transaction. Some

13

of the highlights identified included:

14

•

15
16

Corp ("APUC") asset base of C$8.9 billion.
•

17
18

Major regulated utility acquisition results in a pro-forma Algonquin Power & Utilities

Empire shareholders to receive US$34.00 per common share in cash, representing a
21% premium to the closing share price on February 8, 2016.

•

Aggregate purchase price of C$3.4 billion (US$2.4 billion), including assumed debt,

19

represents a 1.49x multiple of Empire's projected rate base and a 9.2x multiple of

20

Empire's 2017 EBITDA.

21
22

•

Expected to be immediately accretive to APUC's earnings per share (EPS) and funds
from operations per share (FFOPS), positioning APUC for further growth.
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•

2

Average annual accretion to EPS and FFOPS expected to be approximately 7% to 9%
and 12% to 14%, respectively, for the three year period following closing.

3

•

4

Acquisition is aligned with APUC's financial objectives and provides continuing
support to APUC's 10% annual dividend growth rate target.

5

•

APUC's financing plan designed to maintain strong investment grade credit rating.

6

•

Shifts APUC's overall business mix towards regulated operations, with EBITDA from

7

regulated operations increasing from 51% to 72%.

8

•

9

Empire has complementary operations in the States of Missouri and Arkansas, with
regional headquarters located in Joplin, Missouri.

10

•

11

Empire has an experienced management team committed to providing customers with
safe, reliable, cost effective utility services.

12

•

Empire will maintain its headquarters in Joplin after the acquisition.

13

•

APUC expects to retain all existing Empire employees and the Empire management

14
15

team will lead Liberty Utilities' Central region.
Q.

16
17

IN REGARDS TO THE COMMISSION'S SIXTH FACTOR, DOES THE
TRANSACTION MAXIMIZE THE USE OF KANSAS ENERGY RESOURCES?

A.

Yes. Empire currently purchases some of its electric supply from two wind farms located in

18

Kansas. Those purchases will continue as they exist today, and Empire customers will

19

continue to receive the benefits of those transactions. Further, as discussed above, Liberty

20

Utilities will continue to seek further opportunities to develop and invest in Kansas energy

21

resources.

22

Q.

IN REGARDS TO THE COMMISSION'S SEVENTH FACTOR, WILL THE

DIRECT TESTIMONY OF DAVID PASIEKA

Page 16

1
2

TRANSACTION REDUCE THE POSSIBILITY OF ECONOMIC WASTE?
A.

3
4

are opportunities for efficacies of scale.
Q.

5
6

Yes. There will be no duplication of services provided, and as I explain in my testimony, there

IN REGARDS TO THE COMMISSION'S EIGHTH FACTOR, WILL THE
TRANSACTION HAVE ANY IMPACT ON PUBLIC SAFETY?

A.

Empire's current employees will be maintained and will continue to provide the safe, reliable

7

service they do today. In addition, Liberty Utilities has an established commitment to safety,

8

which only adds to Empire's existing operations.

9

IV.

OPERATING PHILOSOPHY AND CUSTOMER SERVICE

10

Q.

WHAT IS LIBERTY UTILITIES' PHILOSOPHY REGARDING CUSTOMER

11
12
13

SERVICE?
A.

Liberty Utilities' approach to customer service is guided by the following principles:
•

Our goal is to provide high quality service to all our customers at a reasonable price.

14

We want satisfied customers and are willing to take steps necessary to achieve that

15

objective.

16

•

Our model is to deliver service to customers primarily through customer service

17

representatives located in and dedicated to the local utility service territory. We believe

18

customers respond most favorably to customer service representatives who are familiar

19

with the service territory's geography, demography, and economy. Simply put, we want

20

our customer service representatives to be from and be part of the communities they

21

serve so they can experience what customers experience at the same time customers

22

are experiencing them.
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•

We strive to continuously improve our customer service. To that end, we tailor our

2

offerings locally and continually measure our performance in customer satisfaction

3

surveys and "best in class" surveys where we seek to understand our performance

4

relative to other utilities in the areas we serve.

5

•

Liberty Utilities gives its local management teams significant authority and autonomy

6

to determine how best to meet customers' needs. We believe managers and employees

7

who are empowered are more inclined to take initiative and are more resourceful in

8

resolving customer problems.

9

•

Because the Liberty Utilities family of companies includes numerous utilities, we

10

constantly seek ways to share information across companies and benefit from the

11

knowledge and experience of affiliates while still leaving decision making in the hands

12

of local management.

13

•

As regulated businesses, we are committed to satisfying all legal regulatory

14

obligations, and we believe local management and satisfied customers help enable us

15

to achieve that objective.

16

Q.

17
18

PLEASE ELABORATE ON LIBERTY UTILITIES' LOCAL APPROACH TO
MANAGEMENT AND OPERATION OF ITS UTILITY SUBSIDIARIES.

A.

Generally speaking, Liberty Utilities believes that if a function touches its employees, its

19

customers, or its regulators, then it is best done within the service territory. This ensures an

20

empathy with key stakeholders by ensuring that our employees are in tune with the needs of

21

our customers and regulators. Additionally, we encourage employees to volunteer in local

22

community events and participate in civic organizations such as the chamber of commerce and
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rotary. The local teams also make charitable donations supporting local causes in each

2

community.

3

Q.

4
5

SINCE ANNOUNCEMENT OF THE MERGER, HAS LIBERTY UTILITIES
ENGAGED IN ANY OUTREACH TO LOCAL COMMUNITIES?

A.

Absolutely. Immediately after announcing the transaction, our management team set out to

6

engage the local communities. We have held meetings with each of the state commissions in

7

Kansas, Missouri, Arkansas, and Oklahoma, other state and local officials, as well as meeting

8

with current Empire employees and Empire retirees. We believe this outreach is important and

9

it is fundamental to who we are as a company. We look forward to continuing these efforts

10
11

both pre and post-merger.
Q.

DOES LIBERTY UTILITIES PLAN TO MONITOR AND MEASURE HOW

12

EFFECTIVE ITS CUSTOMER SERVICE EFFORTS ARE AND HOW SUCCESSFUL

13

THESE EFFORTS ARE IN SATISFYING CUSTOMERS?

14

A.

Yes. In other jurisdictions our affiliates have engaged an independent research firm to conduct

15

an annual customer service and satisfaction survey. The results of these surveys have shown

16

consistently good customer service ratings in all our utility service territories. A copy of the

17

most recent customer satisfaction results in 2015 is attached to this testimony as Exhibit DP-1.

18

I offer these survey results for two purposes. First, they illustrate our commitment to good

19

customer service and customer satisfaction, a value shared by Empire. Second, the results

20

show how we have used data from the surveys to identify areas for improvement and make

21

improvement in those areas. Some of the changes we have made based on survey data include

22

improvements to our website and bill presentation.
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Q.

IF THE PROPOSED ACQUISITION OF EMPIRE IS APPROVED, DOES LIBERTY

2

UTILITIES INTEND TO IMPLEMENT ANNUAL CUSTOMER SURVEYS IN

3

EMPIRE'S SERVICE AREA?

4

A.

5
6

Yes, just like Empire does today, we will continue third party annual customer service surveys
to continue finding the best ways to improve the customer experience.

Q.

WHAT OTHER PROGRAMS TO IMPROVE CUSTOMER SERVICE AND

7

CUSTOMER SATISFACTION DOES LIBERTY UTILITIES INTEND TO

8

IMPLEMENT IF THE ACQUISITION IS APPROVED?

9

A.

The Empire team provides great service today, continuous improvement is part of our

10

philosophy. As such, one example of an area that may be evaluated is the opportunity to

11

further reopen walk in centers in local communities. Like any potential change, we will

12

evaluate what is best for the utility and its customers.

13

V.

LIBERTY UTILITIES' OPERATIONAL EXPERIENCE

14

Q.

YOU PREVIOUSLY TESTIFIED THAT FOLLOWING THE MERGER, EMPIRE

15

WILL BE A WHOLLY-OWNED SUBSIDIARY OF LU CENTRAL. PLEASE

16

DESCRIBE LIBERTY UTILITIES EXPERIENCE IN THE REGULATED UTILITY

17

BUSINESS AND THE ROLE IT WOULD PLAY IN EMPIRE'S POST-MERGER

18

OPERATIONS.

19

A.

Liberty Utilities has deep experience in the regulated utility business. We acquired our first

20

regulated utility approximately fifteen years ago and have grown to serve over 560,000

21

customers today; our customer roster will increase to nearly 800,000 customers with the

22

addition of Empire. Our utility platform includes regulated water, wastewater, natural gas and
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electric utilities in eleven states across the country. In California and New Hampshire together,

2

Liberty Utilities serves approximately 93,000 electric customers; our gas distribution utilities

3

in Georgia, Illinois, Iowa, Massachusetts, Missouri and New Hampshire together serve

4

approximately 292,000 customers, and; our water distribution and wastewater collection utility

5

systems serve approximately 177,000 customers in Arizona, Arkansas, California, Illinois,

6

Missouri, Montana and Texas. We see the addition of Empire as a perfect fit into our current

7

operations. After the acquisition closes, we will add to our customer counts in Missouri and

8

Arkansas while expanding our total states served from eleven to thirteen. With the addition

9

of Empire's customers in Kansas and Oklahoma, Liberty Utilities overall customer count will

10

increase from approximately 560,000 to nearly 800,000. Operationally, one of the customer

11

benefits of this transaction is that the existing Empire senior leadership team will continue to

12

run all current Empire operations based out of Joplin and assume additional oversight

13

responsibilities for existing Liberty Utilities Arkansas, Texas, Missouri, Iowa and Illinois

14

operations. With such a regional oversight model, customers of Empire and other Liberty

15

Utilities regulated operations will see benefits from best practices, a deeper knowledge bench

16

and a larger management resource pool that all benefit customers.

17

Q.

18
19

WHAT IS LIBERTY UTILITIES' OVERALL PHILOSOPHY REGARDING
OPERATION OF ITS REGULATED UTILITY BUSINESSES?

A.

Liberty Utilities uses a de-centralized approach to operating its regulated utility business,

20

which emphasizes the importance of local management and local control of day-to-day

21

business operations. This is especially true for customer service activities and employee and

22

community outreach activities. We believe these activities are best performed locally.
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Evidence of this approach is seen from our operating history. When we acquired utility assets

2

in California, Massachusetts, New Hampshire, Georgia, Arkansas and Missouri, we

3

established a local headquarters in the service area to provide critical customer and regulator

4

facing functions like customer service, billing, and regulatory. We established a local

5

leadership team empowered to make the right business decisions for our customers and other

6

stakeholders. Our commitment to Empire to maintain the employees and Joplin headquarters

7

is consistent with our approach to management of our utility businesses.

8

Even though we generally favor performing activities locally, where the quality and

9

empathy of a service is not prejudiced and there is an economy of scale benefit, we do provide

10

certain non-customer, non-regulator, non-employee facing services centrally. For example,

11

treasury, information technology, insurance and risk management are provided centrally which

12

provides the benefits of allowing a more sophisticated service group, delivers certain

13

economies of scale and facilitates the standardization of these activities. When structured and

14

provided correctly, providing these selected services centrally does not detract from the local

15

presence we believe our customers prefer.

16

Q.

HOW DOES THIS OPERATING PHILOSOPHY AFFECT THE WAY LIBERTY

17

UTILITIES APPROACHES THE MANAGEMENT AND OPERATION OF ITS

18

SUBSIDIARIES?

19

A.

For any utility continually striving to achieve the highest level of customer satisfaction and

20

maintaining strong relationships with regulators, customers, and the communities in which

21

they serve, we believe that there is no substitute for local management, local decision-making,

22

and local operational control. Liberty Utilities believes our utility affiliates can best meet the
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needs of their stakeholders by having operational decisions made by individuals who are

2

located in or near the communities they serve and who maintain regular contact with

3

customers and regulators. As I noted earlier in my testimony, Empire's Joplin management

4

team and employee group will remain intact following the merger and that team will continue

5

to have full oversight for the company's utility operations.

6

VI.

TRANSITION PLANNING

7

Q.

DOES LIBERTY UTILITIES HAVE AN OVERARCHING APPROACH TO THE

8
9

INTEGRATION OF EMPIRE IN TO THE LIBERTY UTILITIES FAMILY?
A.

Yes. In its simplest terms, the transition should be seamless to customers from a customer

10

service, reliability, rates and operational perspective. We are confident that this will be the

11

case for Empire given that the current operations will continue as they exist today and only the

12

ownership of Empire's shares will change hands.

13

Q.

14
15

PLEASE UPDATE THE COMMISSION ON THE STATUS OF THE TRANSITION
BETWEEN THE TWO COMPANIES.

A.

Having overseen seven utility transitions resulting from acquisitions in the past five years,

16

Liberty Utilities has developed a core competency in performing the activities associated with

17

acquisition of additional regulated utilities. In the case of Empire, Liberty Utilities has made

18

certain specific commitments regarding the transition, including the following:

19

•

As discussed elsewhere in my testimony, Liberty Utilities will establish a "Central

20

Region" which will be headquartered in Joplin, Missouri. This regional office will

21

provide senior leadership to the current operations of Empire and Liberty Utilities' gas

22

operations in Missouri, Illinois, and Iowa, and Liberty Utilities' water operations in
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Missouri, Arkansas, Missouri and Texas. Combined, this regional organization will

2

serve approximately 340,000 customers. The remainder of Liberty Utilities' operations

3

in the United States will be similarly realigned under Liberty East and Liberty West

4

regions. The Central Region will be the largest of the regions. This will provide the

5

benefits of the depth of the Empire management team to all Liberty Utilities mid-west

6

and central customers.

7

•

Bradley Beecher will be offered the role of Chief Executive Officer of the Central

8

Region, providing continuity and added breadth and depth to the Liberty Utilities

9

management team.

10

•

The Empire brand will be maintained for a minimum of five years. This will allow the

11

rich history of Empire to continue and will provide time to educate customers and the

12

public regarding the Liberty Utilities brand and brand promise.

13

•

Empire's current Board of Directors will be offered positions to continue serving the

14

LU Central region through a regional board of directors whose role is to provide

15

governance and guidance to local issues affecting the utility. This will be important

16

to maintaining a true local presence and experience for our customers.

17

Q.

WHAT STAGE IS YOUR TRANSITION PROCESS CURRENTLY IN?

18

A.

We are in the preliminary stages of transition planning and will continue to build out our plans

19

as we progress through the regulatory approval process and ultimately the closing of the

20

transaction. Currently, Liberty Utilities and Empire are evaluating each other's capabilities,

21

strengths, functions, systems, processes, and policies and determining where opportunities may

22

present themselves to create efficiencies, capitalize on scale, enhanced management
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capabilities, and eliminate redundancies. This stage is typical for the point in time we are at

2

relative to having signed the merger agreements and consistent with previous transitions.

3

Q.

IF YOU HAVE NOT COMPLETED THE TRANSITION PLANNING PROCESS,

4

HOW DO YOU KNOW YOU WILL MEET THE STANDARD THAT THE

5

PROPOSED TRANSACTION "PROMOTES THE PUBLIC INTEREST?"

6

A.

There are several reasons for my confidence. Most importantly, nothing is changing as a result

7

of the acquisition from a customer service or operational perspective. After the acquisition

8

closes, retaining the Empire employees and management team allows us to continue providing

9

safe, reliable service along with a positive customer experience. Second, our teams have

10

already identified opportunities where the business combination can result in greater scale

11

benefitting customers and the respective companies. One example is the bill printing process;

12

Empire owns a sophisticated bill printing machine located in Joplin that has some excess

13

capacity available. Liberty Utilities currently outsources its bill printing function. By

14

combining our respective bill print requirements at the Joplin facility, greater utilization of

15

equipment and greater scale can emerge. Another example is the fees associated with the

16

Securities and Exchange Commission listings, audit fees, and other public company costs

17

which will be saved given that Empire will no longer be a publicly traded corporation after the

18

acquisition. These are two examples that provide us confidence that our business combination

19

will result in benefits to stakeholders.

20

Q.

21
22

DOES THE ACQUISITION POSE ANY OPPORTUNITIES TO LEVERAGE
GREATER SCALE IN CUSTOMER SERVICE?

A.

Yes. Another opportunity to capture the benefit of scale is the potential combination of our
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respective needs for customer information systems ("CIS"). At present, Empire is undertaking

2

an upgrade of its current CIS after which the system will no longer be supported by the vendor.

3

Similarly, Liberty Utilities, as part of a continual review of its systems and operations, is

4

currently evaluating its CIS needs and capabilities. As a result, this presents a unique

5

opportunity to achieve greater scale through the adoption of one CIS to serve all Liberty

6

Utilities operations. Based on my experience, there will be other areas of opportunity

7

identified throughout the process, and therefore, I am confident that there will be further

8

opportunities to gain advantage from the business combination.

9

Q.

10
11

DOES LIBERTY UTILITIES BRING FINANCIAL STRENGTH TO EMPIRE'S
FUTURE OPERATIONS?

A.

Yes. As explained further in the testimony of Mr. Eichler, the financial strength of the

12

combined organizations will continue to have strong capital market access and continue a

13

strong investment grade balance sheet which is important to the future success of Empire's

14

operations.

15

Q.

ARE THERE OTHER OPPORTUNITIES PRESENTED BY THIS ACQUISITION?

16

A.

Yes. As previously discussed in my testimony, from a non-financial perspective, this

17

transaction will add significant capabilities in management to both organizations. From a

18

Liberty Utilities perspective, in Empire we are acquiring a company with significant

19

management strength in utility operations which will help provide context and management

20

best practices. Similarly, Liberty Utilities, through its affiliates brings not only distribution

21

utility expertise but also expertise in the development and management of renewable energy

22

sources.
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Q.

2
3

IS ANYTHING DIFFERENT ABOUT THIS TRANSITION THAN PRIOR
ACQUISITIONS?

A.

Yes. This acquisition comes with a standalone utility operation which will allow us to stage

4

and implement the transition in a manner that is most ideal for LU Central's customers. Prior

5

transactions have typically not come with systems or senior management teams in place. This

6

increases our confidence that we expect the transition to be seamless.

7

Q.

PLEASE DESCRIBE THE RESOURCES AND MANAGEMENT EXPERTISE

8

LIBERTY UTILITIES WILL PROVIDE TO ASSIST THE CURRENT JOPLIN

9

MANAGEMENT TEAM POST-MERGER.

10

A.

As I mentioned above, Liberty Utilities has a deep utility knowledge pool with over 1,000

11

employees in water, wastewater, natural gas and electric utilities in eleven states which span

12

all aspects of utility operations. In addition, Liberty Utilities' affiliates have significant

13

experience developing and operating renewable generation assets through its ownership or

14

interest in hydroelectric, wind, solar and thermal facilities with a combined gross generating

15

capacity of approximately 120 Megawatt ("MW"), 700 MW, 35 MW and 335 MW,

16

respectively. This experience may be useful as the region considers the role of renewable

17

generation in renewable portfolio standards or otherwise. Post-merger, we will be able to

18

share our talent pool with the Empire team and vice-versa which can only stand to make our

19

organization stronger through the sharing of best practices.

20

Q.

21
22

HOW WILL THE PROPOSED TRANSACTION AFFECT EMPIRE'S UTILITY
OPERATIONS IN KANSAS IMMEDIATELY FOLLOWING THE MERGER?

A.

The proposed merger will have no effect on Empire's utility operations in Kansas or Empire's
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customers. From a customer standpoint, we expect the merger will be seamless, and all rates

2

and tariffs in effect at the time of the merger will continue to apply. We also do not expect to

3

significantly alter Empire's field operations as a result of the transaction because we will offer

4

employment to all current employees. The continued employment of these knowledgeable and

5

experienced employees will benefit Empire's customers in all the states where it provides

6

service.

7

Q.

8
9

WILL KANSAS CUSTOMERS BENEFIT FROM BEING A PART OF LU CENTRAL
AND ITS EXPANDED OPERATIONS BASE?

A.

While there are no operational changes to other utilities owned by LU Central, the operations

10

in Kansas will be enhanced by the transaction as Liberty's current operations will be able to

11

benefit from the enhancements outlined above. More specifically; however, the acquisition

12

allows for access to a senior management team with significant utility expertise in gas, water,

13

and electric utility operations based closer to its operations in Joplin, Missouri. This proximity

14

will allow for enhanced responsiveness to respond to utility operating requirements. In

15

addition, through a regional board of directors, the management teams in Missouri will have

16

opportunities to receive guidance and counsel from local business and community leaders who

17

can provide insight to the emerging issues within the service territory. Further, the utilities will

18

now be a part of a division with approximately 340,000 customers in a company with nearly

19

800,000 customers. This scale will allow future opportunities to capitalize on efficiencies as

20

they emerge.

21
22

Q.

FOLLOWING THE PROPOSED MERGER, WHAT ASSURANCES CAN YOU
PROVIDE THAT EMPIRE WILL CONTINUE TO PROVIDE SAFE, ADEQUATE,
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RELIABLE, AND COST-EFFECTIVE UTILITY SERVICE TO ITS KANSAS

2

CUSTOMERS?

3

A.

Liberty Utilities has the management, technical, and financial expertise and capabilities

4

necessary to ensure Empire continues to provide its Kansas customers with safe, adequate,

5

reliable, and cost-effective electric, natural gas, and water utility services. Liberty Utilities and

6

its utility affiliates have been in the regulated utility business for more than a decade and over

7

that period have developed a strong customer service record for both existing operations and

8

the utilities they acquire. In addition, with the retention of Empire's employees, we anticipate

9

providing the same great safe, adequate, cost-effective and reliable service that Empire

10

customers have come to expect.

11

Q.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

12

A.

Yes it does.
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CUSTOMER SATISFACTION TRACKING
MIDSTATES (IL, IA, MO) GAS
OCTOBER 2015

Exhibit DP-1

OVERALL AWARENESS & SATISFACTION
Overall satisfaction has remained consistently high
at 83%.

61% Very
Satisfied

22%
Somewhat
Satisfied

83% Overall
Satisfaction



Notably, three in five Midstates customers
reported that they were very satisfied.



However, the percentage of customers
reporting dissatisfaction (9%) increased
significantly from 2014 (6%).

The most common reason customers were
satisfied was that they have never had a
problem or complaint with Liberty (42%).


A smaller portion were also satisfied
because of good gas service and friendly
customer service.
Why Satisfied • 42%* No problem/complaint
(Unaided) • 14%^ Service is good
• 12%^ Friendly customer service

Problems with billing was the top reason
customers were dissatisfied with Liberty (38%).


Nearly a third of dissatisfied customers
were also dissatisfied due to high costs.
Why Dissatisfied • 38% Billing problems
• 31% Cost is too high
(Unaided)
• 24% Poor customer service

^ Significantly higher than 2014 scores
* Significantly lower than 2014 scores
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THE EMPIRE DISTRICT ELECTRIC COMPANY

Communities Affected

Incorporated:
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The First State

I, JEFFREY W. BULLOCK, SECRETARY 01!' STATE 01!' THE STATE 01!'
DELAWJlRE, DO HEREBY CERTIFY "LIBERTY UTILITIES

(CENTRAL) CO." IS

DULY INCORPORATED UNDER THE LAWS 01!' THE STATE 01!' DELAWARE AND IS IN
GOOD STANDING AND HAS A LEGAL CORPORATE EXISTENCE SO B2IR AS THE
RECORDS 01!' THIS OI!'I!'ICE SHOW, AS 01!' THE THIRD DAY 01!' MARCH, A.D.

2016.
AND I DO HEREBY I!'URTHER CERTIFY THAT THE ANNUAL REPORTS HAVE
BEEN FILED TO DATE.
AND I DO HEREBY I!'URTHER CERTIFY THAT THE FRANCHISE TAXES HAVE
BEEN PAID TO DATE.

5956697 8300
SR# 20161473240
You may verify this certificate online at corp.delaware.gov/authver.shtml

Authentication: 201927487
Date: 03-03-16

APPENDIX C
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APPENDIXD

Delaware

Pagel

The First State

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF INCORPORATION OF "LIBERTY UTILITIES
(CENTRAL) CO.", FILED IN THIS OFFICE ON THE FIFTH DAY OF
FEBRUARY, A.D. 2016, AT 4:27 O'CLOCK P.M.
A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO THE
NEW CASTLE COUNTY RECORDER OF DEEDS.

5956697 8100
SR# 20160630760
You may verify this certificate online at corp.delaware.gov/authver.shtml

Authentication: 201788632
Date: 02-05-16

Slate of Delaware
Secretary· of State
Dlvlsioo of Col(loratloos
Delivered 04:21 Th!02/0512016
FILED 04:21l'M02105120!6
SR 20160630160 - FUe Number 5956691

CERTIFICATE OF INCORPORATION
OF
LIBERTY UTILITIES (CENTRAL) CO.
ARTICLE I

The name of the corporation is Liberty Utilities (Central) Co.

ARTICLE II
The address of the corporation's registered office in the State of Delaware is
Corporation Trust Center, I 209 Orange Street, City of Wilmington, County of New
Castle, State of Delaware 1980 l. The name ofits registered agent at such address is The
Corporation Trust Company.

ARTICLEm
The purpose of the corporation is to engage in any lawful act or activity fur which
cmporations may be oiganized under tbe Genernl Corporation Law of the State ofDelaware.

ARTICLE IV
The total number of shares which the cmporation is authorized to issue is 10,000
shares ofcommon stock, $0.0I par value per share.

ARTICLEV
The name and mailing address ofthe incorporator is as follows:
Tammy Eddings
4801 Main Street
Kansas City, Missouri 64112

ARTICLE VI
Tbe Board of Directors is authorized to adopt, amend, or repeal the Bylaws of the
Corporation, but the stockholders may adopt additional Bylaws and may amend or repeal
any Bylaws whether adopted by them or otherwise.

ARTICLE VU
The Corporation is to have perpetual existence.

ARTICLE VIII

KCP-4661492-1

The number of directors of the Corporation shall be fixed by, or in the maoner
provided in, the Bylaws of the Corporation.
ARTICLE IX
The corporation reserves the right to amend, alter, change or repeal any provision
contained in this Certificate of Incorporation, in the manner now or hereafter prescribed
by statute, and all rights conferred upon stockholders herein are granted subject to this
reservation.
ARTICLEX
To the fullest extent permitted by law, a director of the Corporation shall not be
personally liable to the Cmporation or its stockholders fur monetary damages for breach
of fiduciary duty as a director. Ifthe General Corporation Law or any other law of the
State of Delaware is amended after the filing of this Certificate of Incorporation with the
Delaware Secretsry of State to authorize corporate action further eliminating or limiting
the personal liability of directors, then the liability ofa director of the Corporation shall
be eliminated or limited to the fullest extent permitted by the General Corporation Law as
so amended.
IN TESTIMONY WHEREOF, the undersigned, for the purpose of forming a
corporation pursuant to the General Corporation Law of the State. of Delaware, does
make, file, and record thiS Certificate, and does declare and certify that the fuctS herein
stated are true, and hasaecordinglyhereunto setherhitild this 5•h.day ofFebruaiy, 2016.
By: Isl Tammy Eddings
Tammy Eddings
Incorporator
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For Profit Articles of Incorporation
The name of the corporation:
Liberty Sub Corp.
File date: 02/09/2016
File time: 09:26:41
Business Entity Number: 8196867

Registered office in Kansas:
112 SW 7TH STREET SUITE 3C
TOPEKA, Kansas
66603

The Corporation Company, Inc.

Mailing address for official mail:
Liberty Sub Corp.
112 SW 7TH STREET SUIT
TOPEKA, KS
66603 USA
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ab~ to issue stock.

Total number of shares of stock the corporation is authorized to issue:
Shares: 10000
Type: Common
Value: 1.00/per share

Special designations, powers, rights, limitations or restrictions applicable to any
class of stock or any special grant of authority to be given to the board of directors.

Will the powers of the incorporator(s) terminate upon filing the articles of
incorporation?
Yes

Director(s) information:
Ian Robertson
354 Davis Rd, Suite 100
Oakville ON
L6J2Xl CND

Expiration date of the corporate existen
Perpetual

Tax closing month:
December
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Tammy Eddi
4801 Main
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"I declare under penalty of perjury pursuant to the laws of the state of Kansas that the foregoing is
true and correct."
Execution date: 02/09/2016

The signature(s) of the incorporator(s):
Tammy Eddings

Tammy Eddings

I, Kris W. Kobach, Secretary of State of Kansas, do hereby certify that this is
the true and correct copy of the original document filed electronically on
02/09/2016.
Kris W. Kobach
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Kansas Secretary of State
Memorial Hall, 1st floor - 120 SW 10th Ave. - Topeka, K2!s
612-1594 ~
phone: (785) 296-4564 - email: kssos@sos.ks.gov - url: h~/www.sos.ks.go~
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The Generation Business Group generates and sells electricity
produced by a diverse portfolio of renewable and clean energy
power generation facilities across North America. We own
and operate more than 35 contracted hydroelectric, wind,
solar, and therma l facilities representing over 1, 150 MW of
insta lea generaf g capacity, 1frfcl have future investment
opportunities totalling over $'-1 6illi0n in renewable generation
_ tQ_gower our growth.

-r

Algonquin Power
& Utilities is an

integrated uti Iity
company participating
across the utility
spectrum - Generation,
Transmission and
Distribution.

2

The Transm ission Business Group is a regulated transmission
utility business that focuses on building and investing in natural
gas pipeline and electric transmission opportunities across
North America . This group serves to connect our generation
and distribution businesses, completing the uti lity su pply
chain. As its inaugural project, th e Transmission Business
Group is partn ering in a natural gas pipeline project in the
north east United States, with th e investm ent opportunity
reaching $400 million by 2018.

Distribution Busi ness Group
owns and
operates
regulated
wa ter, natural gas and electricity
distribution utilities in communities
across the United States. We own
and operate over 30 distri bution
uti lities servi ng more than 488,000
customer connections across 10
states, with our focus on growth
achieved
through
acquisitions
and orga nic growth opportunities
currently totaling $1.1 billion.

AQN by the numbers
1,275

488,000

employees

utility customers

1, 150

10,785

MW installed capacity

km of gas distribution lines

380

1,920

wind turbine generators

km of electricity distribution lines

82,092

2,272

solar panels

km of water distribution mains

76

14

hydroelectric generators

year average contract length
of power purchase agreements
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2014 Financial Highlights
(in $millions)
Revenue

2014

2013

2012

Generation Revenue

218.8

189.7

118.0

Distribution Revenue

724.8

485.2

230.8

0.4

Other
Total Revenue

943.6

675.3

348.8

Adjusted EBITDA 1

290.6

228.1

88.1

206.5

154.9

66.8

0.92

0.73

0.42

Earnings, Funds from Operations and Dividends
Adjusted Funds from Operations
Per Share

88.4

59.5

18.9

0.37

0.26

0.11

82.9

68.3

50.2

0.37

0.33

0.30

Total Assets

4,113.7

3,476.5

2,779.0

Long-Term Liabilities (includes current portion)

1,280.0

1,255.6

770.8

238, 149,468

206,860,592

188,763,486

98%

95%

93%

488,000

481,400

344,700

Adjusted Net Earnings
Per Share
Dividends to Shareholders
Per Share
Balance Sheet Data

Number of Shares Outstanding as of Dec. 31
Renewable energy production (% of long term average)
Utility Connections

1 Non-GAAP

F1nanc1al Measures

The terms "adjusted net earnings", "adjusted earnings before interest, taxes, depreciation and amortization", and "adjusted funds
from operations" (together, the "Financial Measures") are used throughout this Annual Report. The Financial Measures are not
recognized measures under GAAP. There is no standardized measure of the Financial Measures, consequently APUC's method
of calculating these measures may differ from methods used by other companies and therefore may not be comparable to similar
measures presented by other companies. A calculation and analysis of these Financial Measures can be found in the Management
Discussion & Analysis section of this Annual Report.

Our vision is to be the utility company most admired by customers,
communities and investors for our people, passion and performance. We
will achieve this vision through ou r proven growth strategy, a passionate
workforce and continuing commitment to corporate responsibil ity. As a
leader in the North Ameri ca n utility industry, Algonquin Power & Utilities
makes a conscious effort to conduct our business practices in a socially,
economica lly, and environmentally responsible manner.
Ou r commitment is deeply rooted in our business; we pride ourselves on
acquiring, developing, and operating assets that create sustainable, longterm value and benefit for all of our stakeholders. These stakeholders include
our customers, communities, employees, the environ ment, and you - our
va lued shareholders. Corporate Responsibility is about connecting the gap
between stakeholder va lue and financial performa nce , and we will continue
to grow a value-driven corporation with our stakeholders at the forefront of
thought and action.
Using the Global Reporting Initiative as our framework, we are pleased to have
our first Corporate Responsibility Report available electronically, accessible
through our website - www.Algonquin PowerAnd Uti liti es.com - via the
SUSTAINABILITY tab. We encourage you to visit the site and read about our
sustainability efforts. Going forward , Corporate Responsibility reporting will
be an annual process as we launch new initiatives and develop those already
in place. Our aim is to become more comprehensive and in-depth with our
reporting efforts.
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Letter to Shareholders
Dear Fellow Shareholders,
The year 2014 was a year of impressive growth for Algonqui n Power & Utilities,
and evident from our financial results, a year of unprecedented execution
and evolution as one of North America's leading utility companies. Through
continued successful integration of new acquisitions as well as organic growth ,
the completion of severa l development projects, and the formation of a new
business group, we continued to exceed the expectations of our investors and
stakeholders.
Ian Robertson
CEO

Our vision is to be the utility company most admired by customers, communities
and investors for our people, passion and performance. In order to make this
vision a reality, we strive to build an organization that delivers strong shareholder
value by fostering an environment well positioned for success and continued long
term growth.
Here is how we make that happen.

People

Ken Moore
Chairman of the Board of Directors

We know that, at its root, our success stems from the significant contributions
of our people. Algonquin Power & Utilities is proud to be represented by
more than 1,250 employees - a number that continues to grow every day as
we expand our diverse team of talented and motivated professionals. Each
and every employee has played an im nort;:int and valuable role in making this
company what it is today.
In addition to our employees, we con tinue to expand the strength and
diversity of our Board of Directors. This past year saw the appointment of
two new members, Masheed Saidi and Dilek Samii. Ms. Saidi is a registered
professional engi neer with over 30 years of operational and business leadership
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experience in the regulated utility industry. Ms. Samii brings over 30 years of
finance, operations, and business experience in the regulated energy utility
sector and generation and system operations. The strength of our Board
of Directors is vital to our success through the continuation of exceptional
corporate governance.

Passion
Foremost in our daily activities, it is our objective to conduct our operations
in an environmentally sound and safe manner. We are proud that our 20 14
safety record continues to surpass industry averages, and challenges world
class performance. At Algonquin Power & Utilities we are passionate about
the safety of our employees and our communities. Safety is and has always
been a fundamental part of our company cu lture. 2014 saw the continuation
of many safety-focused initiatives, including our "Drive to Zero" program,
which is based on having no recordable or lost time injuries. We are pleased
to note that 2014 saw continued im provement in our safety metrics, and we
will continue to foster a working envi ronment where safety is top of mind for
every employee.

The financial success
highlighted throughout this
annua l report confirms our
ability to effectively execute
on our projected fin ancial
goa ls and growth strategies.

We are also committed to delivering attractive shareholder value consistent with
our vision of being a "must own" investment holding in the portfolio of every long
minded investor. We are pleased with having delivered 2014 total shareholder
return of 37% and reaching an all-time adjusted EBITDA high of $291 M in
2014, an increase of more than 30% over 2013. Additionally, revenue was
up 40% to $943 million and our overall market capitalization grew by 52%
compared to 2013.
We are equally passionate about leading an organization that operates in a
socially, ethically, and environmentally responsible manner. Sustainability is
deeply-rooted in our com pany culture, and this past year we made tremendous
advancements in launching our first on-line Corporate Responsibility report.
Using the Globa l Reporting Initiative as our compass, this annual report
formally documents our operational practices measured against a sustainability
reporting framework as a means of understanding and communicating the
accountability of our actions. To us, a successful business is one that not
only serves our shareholders, but delivers va lue to all stakeholders including
customers, communities and employees.

Performance
Generation

It was another active year for our Generation group, which saw the investment
of over $200 million in new long term contracted renewable power projects.
As in previous years, 2014 saw the continuation of our strategic focus on
growing our generation business through the development of green-field
renewable power projects. We achieved commercial operation at our 24 MW
St. Damase Wind Project in Quebec and our 10 MW Cornwall Sola r Project in
Ontario. We also made significa nt progress on the 24 MW Morse Wind Project
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in Saskatchewan and our 20MW Bakersfield Solar project in Ca liforna, with
both projects being substantially constructed in 20 14 and expected to reach
commercial operation early in 2015. In November, we announced a further
10 MW expansion of our Bakersfield Solar Project in California, an im portant
commitment to our growing solar portfolio.

Our fi nancial success was
validated by the Board

Also in 2014, we became the sole owner of three wind projects in the United
States, which added 160 MW of net generation capacity to our existing wind
generation portfolio. With 100% ownership, we expect the investment to
con tribute accretive, low risk earnings and cash flow to our bottom line.

of Directors' decision
in August to approve a
12.4% dividend increase

Additional progress was made in advancing our pipeline of developmentphase projects, which is the foundation of our medium term growth. In
September, we announced our commitment to the construction-stage 200
MW Odell Wind Project in Minnesota, which is scheduled to be constructed
in late 20 15.

from CO N $0.34 to U.S.
$0.35 per common share.

Distribution
2014 saw the successfu l completion of our Distribution group's $175
million capital investment program into the existing portfolio of regulated
distribution utilities.

Dividents per Share
_l0.37

$0.40 _
$0.30

We continued the expansion of our water distribution operations in the United
States with the agreement to acquire Park Water Company. Park Water owns
and operates three regulated water utilities in Southern California and Western
Montana and its acquisition will add 74,000 connections to our existing seNice
base of nearly half a million customers in the latter half of 2015. Through the
year, we validated our ability to expand our service territory footprint with the
acquisition of New Hampshire Gas, a gas distribution utility that serves more than
1,200 customers and the Whitehall water system, serving approximately 4,000
customers in Arkansas.
We also succeeded in finalizing a number of rate cases in our various jurisdictions,
including New Hampshire, Georgia, and Arizona, which will provide over $15
million in additional revenues beginning in 2015.

$0.20
$0 10

$0
2009

2010

2011

2012

2013

2014

The core proposition of our Distribution business group is providing local,
responsive and caring service to our customers. We are committed to local
decision making and priority setting in the communities in which we operate. In
20 14, we reaffirmed our commitment to resource conservation, infrastructure
improvements and overall customer seNice, and we will continue this focus into
20 15 and beyond.
Transmission
This past year marked the formal creation of our Transm ission group, focused
on originating and developing investment opportunities within the electrical
transmission and natural gas pipeline sectors. With the launch of this new
business grou p, Algonquin Power & Utilities is a diversified, connected util ity
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company opera ting across the spectrum from generation to transm ission and,
ultimately, distribu tion.
Th e forma tion of our Transmission group was confirmed with our Novem ber
a nnouncemen t of a development partnership in Kinder Morgan's proposed
Northeast Energy Direct natura l gas pipeline proj ect. The pipeline's resource

REVENUE
r.,111tions
~I

will be contracted with local distri bution utilities and other customers to ease
supply constraints in the northeast United States and help ensure reliable
delivery to th e power-generation grid. This new pipeline not only provides

000

$800
$600

a valued service and resource to the gas constrained region of the New
England states, but also provid es Algonquin Power & Utilities wi th another
avenue for growth .

$400

$348 M

$200

Financial Success
$0

We believe that the financial success highlighted throughout this annual
report demonstrates our ability to effectively execute on our financial goals
and growth strategies. We are pleased to report that in 2014 we realized a
total shareholder return of 37%. 2014 was a year of continued growth, as
annual revenues grew by 40%, our asset base expanded by 18%, and our
market capitalization increased 52%, as compared to 2013 results.

2012

2013

2014

ASSETS
Mil hons

$6.000
$ 5,000
$4,113M
$4.000

In 2014, we were successful in positioning th e company well wit h respect
to our 20 15 ca pital program. Capital sourcing initiatives for 2014 saw the

$3,000

issuance of over $370 mill ion in equity fi nancings, a $ 100 million preferred
share offering, and $200 million in 4.65% senior unsecured debentures early
in the year.

$? 000

Our financial success was validated by the Board of Directors' decision in
August to approve a 12.4% dividend increase from CON $0.34 to U.S. $0.35

$·

'l>l 000

2012

per common share. The strategic decision to change the dividend payout to
U.S. dollars aimed to assume consistency with the company's predominantly
U .S.-generated cash flows.

As always, we will continue to seek new opportun iti es and execute on our
growth plans, fulfilling ou r commitment to crea te long term value for our
shareholders through ongoing investm ents in our three business groups Generation, Transmission, and Distribution.

2013

2014

MARKET
CAPITALIZATION
M ll1or'

Looking ahead

U,779M

December 31 2014

$3 000

$? 000

$1,510 M
$1

~00

$1

000

1,29 1 M

For our Generation group, with commercial operation at our 20 MW
Bakersfield, California solar facility and our 24 MW Morse, Saskatchewan
wind project expected to be behind us shortly, 2015 will see conti nued
commitment to growing our solar and wind generation portfolios and we will
focus on advancing our existing pipeline of growth projects as well as sourcing
new renewable power projects to further diversify our portfolio.

2012

2013

2014

With in our Distri bution group, we are expecting the completion of the Park
Water acquisition in the second half of 20 15 and look forward to welcoming

11

Park Water employees to our growing Liberty Utilities fami ly.

Add itionally

we will remai n focused on ensuring that prudent and necessary capi tal
investments are made to ensure the safe and reliable operation of our utilities
well into the future.
Our Transmission business will be focused on moving forward with the
regulatory activities associated with the Kinder Morgan pipeline venture and
continuing the construction of our recently approved transmission project
dedicating to serving our California electric utility. We will also focus on
originating additional natural gas pipeline projects and electrical transmission
investment opportunities to add to our portfolio.

As a growth focu sed
Generation, Transmission ,

Thank You

and Distribution utility

We would like to take this time to acknowledge and thank you, our shareholders,

compa ny with over $2.7
bi ll ion in investment
potential over the next few
years, we will continue to
deliver predictable growth.

for your tremendous support and continued confidence in our organization. As
a growth focused Generation, Transmission, and Distribution utility company
with over $2.7 billion in investment potential over the next few years, we wi ll
continue to deliver predictable growth over the short, medium, and longterm. We sincerely appreciate your commitment to us and trust that 2014
has been a mutually rewarding and encouraging year. We remain devoted to
creating long-term value and sector-leading returns for your investment and
look forward to sharing in the successes that lie ahead.

Sincerely,

Ian Robertson
Chief Executive Officer

12 1

Ken Moore
Chairman of the Board of Directors
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r•I Pow er & Utilit ies Co rp.
Management Discussion & Analysis
(All monetary amou nts are in thousands of Canadian dollars, except per share amounts or where otherwise noted.)
Management of Algonqu in Power & Utilities Corp. ("APUC" or the "Company") has prepared the following discussion and
analysis to provide information to assist its shareholders' understanding of the financial results for the three and twe lve months
ended December 31, 2014. The Management Discussion & Ana lysis ("MD&A") should be read in conjunction with APUC's
audited consolidated financial statements for the years ended December 31 , 20 14 and 2013. This material is available on
SEDAR at www.sedar.com and on the APUC website at www.AlgonquinPowerandUtilities.com. Additional information about
APUC, including the most recent Annual Information Form ("AIF") ca n be fou nd on SEDAR at www.sedar.com.
This MD&A is based on information avai lable to management as of March 15, 2015.

Caution concern ing forward -looking statements and non-GAAP Measures
Forward-looking statements
Certain statements included herein contain forward-looking information within the meaning of certain securities laws. These
statements reflect the views of APUC with respect to future events, based upon assumptions relating to, among others, the
performance of APUC's assets and the business, interest and exchange rates, commodity market prices, and the financial and
regulatory climate in which it operates. These forward looki ng statements include, among others, statements with respect to
the expected performance of APUC, its future plans and its dividends to shareholders. Statements containing expressions
such as "anticipates", "believes", "continues", "could", "expect", "estimates", " intends", "may", "outlook", "plans",
"project", "strives", "will", and similar expressions generally constitute forward-looking statements.
Since f orward-looking statements relate to future event s and conditions, by their very nature they require APUC to make
assumptions and involve inherent ri sks and uncertainties. APUC cautions that although it bel ieves its assumptions are
reasonable i n the c ircumstances, these risks and uncertainties give ri se to the possibi lity that actual results may differ materially
from the expectations set out in the forward- looking statements. Material risk factors include the impact of movements in
exchange rates and interest rates; the effects of changes in environmental and other laws and regulatory policy applicable to
the energy and utilities sectors; decisions taken by regulators on monetary policy; and the state of the Canadian and the United
States (" U.S.") economies and accompanying business climate. APUC cautions that this list is not exhaustive, and other
factors could adversely affect resu lts. Given these risks, undue reliance shou ld not be placed on these forward-looking
statements. In addition, such statements are made based on information available and expectations as of the date of thi s
M D&A and such expectations may change after this date. APUC reviews mat eria l forward-looking information it has presented,
not less frequently than on a quarterly basis. APUC is not ob ligated to nor does it intend to update or revise any forwardlooking statements, whether as a result of new information , future developments or otherwise, except as required by law.

Non-GAAP Financial Measures
The terms "adjusted net earnings", "adjusted earnings before interest, taxes, depreciation and amortization" ("Adjusted
EBITDA"), "adjusted funds from operations", "per share cash provided by adjusted funds from operations", "per share cash
provided by operati ng activities", "net energy sales", and "net utility sales", are used throughout this MD&A. The terms
"adjusted net earnings", "per share cash provided by operating activities", "adjusted funds from operations", "per share cash
provided by adjusted funds from operations", Adjusted EBITDA, "net energy sa les" and ' net utility sales" are not recognized
measures under GAAP. There is no standardized measure of "adjusted net earnings", Adjusted EBITDA, "adjusted funds from
operations", " per share cash provided by adjusted funds from operations", "per share cash provided by operating activities",
' net energy sales' , and ' net utility sales' consequently APUC's method of calcu lating these measures may differ from methods
used by oth er companies and therefore may not be comparable to similar measures presented by other companies. A ca lculation
and analysis of "adjusted net earnings", Adjusted EB ITDA, "adjusted funds from operations", "per share cash provided by
adjusted funds from operations", "per share cash provided by operating activities", 'net energy sales" and "net utility sa les"
can be found throughout thi s MD&A. Per share cash provided by operating activi ties is not a substitute measure of performance
for earnings per share. Amounts represented by per share cash provided by operating activities do not represent amounts
ava ilable for distribution to shareholders and should be considered in light of various charges and claims against APUC .

11 l A

1

r

Management's Discussion & Analysis

13

Use of Non-GAAP Financial Measures
Adjusted EBITDA
EBITDA is a non-GAAP measure used by many investors to compare companies on the basis of ability to generate cash from
operations. APUC uses these calculations to monitor the amount of cash generated by APUC as compared to the amount of
dividends paid by APUC. APUC uses Adjusted EBITDA to assess the operating performance of APUC without the effects of
(as applicable): depreciation and amortization expense, income tax expense or recoveries, acquisition costs, litigation expenses,
interest expense, gain or loss on derivative financial instruments, write down of intangibles and property, plant and equipment,
earnings attributable to non-controlling interests and gain or loss on foreign exchange, earnings or loss from discontinued
operations and other typically non-recurring items. APUC adjusts for these factors as they may be non-cash, unusual in nature
and are not factors used by management for evaluating the operating performance of the company. APUC believes that
presentation of this measure will enhance an investor's understanding of APUC's operating performance. Adjusted EBITDA
is not intended to be representative of cash provided by operating activities or results of operations determined in accordance
with GAAP.
Adjusted net earnings
Adjusted net earnings is a non-GAAP measure used by many investors to compare net earnings from operations without the
effects of certain volatile primarily non-cash items that generally have no current economic impact or items such as acquisition
expenses or litigation expenses and are viewed as not directly related to a company's operating performance. Net earnings
of APUC can be impacted positively or negatively by gains and losses on derivative financial instruments, including foreign
exchange forward contracts, interest rate swaps and energy forward purchase contracts as well as to movements in foreign
exchange rates on foreign currency denominated debt and working capital balances. Adjusted weighted average shares
outstanding represents weighted average shares outstanding adjusted to remove the dilution effect related to shares issued
in advance of funding requirements. APUC uses adjusted net earnings to assess its performance without the effects of (as
applicable): gains or losses on foreign exchange, foreign exchange forward contracts, interest rate swaps, acquisition costs,
litigation expenses and write down of intangibles and property, plant and equipment, earnings or loss from discontinued
operations and other typically non-recurring items as these are not reflective of the performance of the underlying business
of APUC. APUC believes that analysis and presentation of net earnings or loss on this basis will enhance an investor's
understanding of the operating performance of its businesses. It is not intended to be representative of net earnings or loss
determined in accordance with GAAP.
Adjusted funds from operations
Adjusted funds from operations is a non-GAAP measure used by investors to compare cash flows from operating activities
without the effects of certain volatile items that generally have no current economic impact or items such as acquisition
expenses and are viewed as not directly related to a company's operating performance. Cash flows from operating activities
of APUC can be impacted positively or negatively by changes in working capital balances, acquisition expenses, litigation
expenses cash provided or used in d'1scontinued operations. Adjusted weighted average shares outstanding represents weighted
average shares outstanding adjusted to remove the dilution effect related to shares issued in advance of funding requirements.
APUC uses adjusted funds from operations to assess its performance without the effects of (as applicable) changes in working
capital balances, acquisition expenses, litigation expenses, cash provided or used in discontinued operations and other typically
non-recurring items affecting cash from operations as these are not reflective of the long-term performance of the underlying
businesses of APUC. APUC believes that analysis and presentation of funds from operations on this basis will enhance an
investor's understanding of the operating performance of its businesses. It is not intended to be representative of cash flows
from operating activities as determined in accordance with GAAP.
Net energy sales
Net energy sales is a non-GAAP measure used by investors to identify revenue after commodity costs used to generate revenue
where revenue generally is increased or decreased in response to increases or decreases in the cost of the commodity to
produce that revenue. APUC uses net energy sales to assess its revenues without the effects of fluctuating commodity costs
as such costs are predominantly passed through either directly or indirectly in the revenue that is charged. APUC believes
that analysis and presentation of net energy sales on this basis will enhance an investor's understanding of the revenue
generation of its businesses. It is not intended to be representative of revenue as determined in accordance with GAAP.
Net utility sales
Net utility sales is a non-GAAP measure used by investors to identify utility revenue after commodity costs, either natural gas
or electricity, where these commodities are generally included as a pass through in rates to its utility customers. APUC uses
net utility sales to assess its utility revenues withoutthe effects of fluctuating commodity costs as such costs are predominantly
passed through and paid for by the utility customer. APUC believes that analysis and presentation of net utility sales on this
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basis will enhance an investor's understanding of the revenue generation of its utility businesses. It is not intended to be
representative of revenue as determined in accordance with GAAP.

Overview and Business Strategy
APUC is incorporated under the Canada Business Corporations Act. APUC owns and operates a diversified portfolio of regulated
and non-regulated generation, distribution and transmission utility assets which deliver predictable earnings and cash flows.
APUC seeks to maximize total shareholder value through a quarterly dividend augmented by share price appreciation arising
from dividend growth supported by increasing per share cash flows and earnings.
APUC's current quarterly dividend to shareholders is U.S . $0.0875 per share or U.S. $0.35 per share per annum. Based on
exchange rates as at December 31, 20 14, the quarterly dividend is equivalent to CAD $0.10 per share or CAD $0.41 per
share per annum. APUC believes its annual dividend payout al lows for both an immediate return on investment for shareholders
and retention of sufficient cash within APUC to fund growth opportunities and mitigate the impact of fluctuation s in foreign
exchange rates. Further increases in the level of dividends paid by APUC are at the discretion of the APUC Board of Directors
(the " Board") with dividend levels being reviewed periodically by the Board in the context of cash available for di stribution
and earnings together with an assessment of the growth prospects available to APUC. APUC strives to achieve its results in
the context of a moderate risk profile consistent with top-quartile North American power and utility operations.
APUC's operations are organized across three business units consisting of Generation, Transmission and Distribution. The
Generation Business Group (' Generation Group") owns and operates a diversified portfolio of non-regulated renewable and
thermal electric generation utility assets; the recently formed Transmission Business Group ('Transmission Group") is
responsible for evaluating and capitalizing upon natural gas pipeline and electric transmission asset opportunities in North
America; and the Distribution Business Group ('Distribution Group") owns and operates a portfolio of North American electric,
natural gas and water distribution and wastewater collect ion utility systems.

Generation Business Group
The Generation Group generates and sells electrical energy produced by its diverse portfolio of non-regulated renewable power
generation and clean energy power generation facilities located across North America. The Generation Group seeks to deliver
continu ing growth through development of new greenfield power generati on projects and accretive acquisitions of add itiona l
electrical energy generation facilities.
The Generation Group owns or has interests in hydroelectric, wind, and solar faci lities with a combined generating ca pacity
of approxi mately 120 MW, 675 MW.and lOMW, respectively. Approximately 83% of the electrica l output from the hyd roelectric,
wind and solar generating faci lities is sold pursuant to long term contractual arrangements which have a weighted average
rema ining contract life of 14 years.
The Generation Group owns or has interests in thermal energy faci lities with approxim ately 335 MW of installed generating
capac ity. Approximate ly 9 1% of the electrical output from the owned thermal facilities is sold pursuant to long term power
purchase agreements ("PPA") with major utilities, which have a weighted average remaining contract life of 7 years.
The Generation Group also has a portfol io of development projects that between 20 15 and 2018 will add approximately 529
MW of generation capacity from wi nd and solar powered generating stations with an average contract life of 22 years.

Distribution Business Group
The Distribution Group operates diversifi ed rate regulated electricity, natural gas, water distribution and wastewater collection
utility services to approximately 488,000 con nections. The Distribution Group provides safe , high quality and re liable services
to its ratepayers through its nationwide portfolio of utility syst ems and delivers st able and predictable earnings to APUC. In
add ition to encouraging and supporting organic growth within its service territories, the Distribution Group del ivers continued
growth in earnings through accretive acqu isition of add itional uti lity systems.
The Distribution Group's regu lated electrica l distri bution uti lity systems and related generation assets are located in the States
of California and New Hampshire; and together serve approximately 93,000 electric connections.
The Distribution Group's regu lated natural gas distribution utility systems are located in the States of Georgia, Illinois, Iowa,
Massachusetts, Missouri and New Hampshire; and together serve approximately 292,000 natural gas connections.
The Distribution Group's regulated water distribution and wastewater collection utility systems are located in the States of
Arizona, Arkansas, Illinois, Missouri, and Texas; and together serve approximately 103,000 connections.
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Transmission Business Group
In 2014, APUC created a Transmission Group that is responsible for identifying, evaluating and capitalizing upon natural gas
pipeline and electric transmission investment opportunities in North America. The Company believes that the creation of the
Transmission Group complements the growth of both the Generation and Distribution Groups.

Major Highlights
2014 Corporate Highlights
Dividend Increased to U.S. $0.35 Per Common Share Annually
APUC has completed several acquisitions and advanced on other initiatives including its power development projects that
have raised the growth profile for APUC's earnings and cash flows which in turn supports an increase in the dividend to
shareholders. As a result, on August 14, 2014, the Board approved a dividend increase to U.S. $0.35 per share per
annum, paid quarterly at a rate of U.S. $0.0875 per share per annum, a 12.4% increase over the previous dividend of
CDN $0.34 calculated using the exchange rate in effect at that time . The change in the currency of the dividend better
aligns APUC's dividend with the currency profile of its underlying operations. APU C's consolidated assets are approximately
80% based in the U.S. and generate approximately 77% of its underlying cash flows.
Management believes that the increase in dividend is consistent with APUC's stated strategy of delivering total shareholder
return comprised of attractive current dividend yield and capital appreciation founded on increased earnings and cash
flows.

Strengthening the Balance Sheet and Poising for Continued Growth
Issuance of $100 million Preferred Shares
On March 5, 2014, APUC issued 4.0 million cumulative rate reset preferred shares, Series Data price of $25 per share,
for aggregate gross proceeds of $100.0 million. The Series D shares will yield 5.0% annually for the initial five-year
period ending March 31, 2019. The preferred shares have been assigned a rating of P-3 (High) and Pfd-3 (Low) by S&P
and DBRS, respectively. The net proceeds of the offering were used to parti ally finance certain of APUC's previously
disclosed growth opportunities, reduce amounts outstanding on APUC's revolving credit facilities, and for general corporate
purposes.

Issuance of Common Shares
On September 16, 20 14, APUC completed a public offering (the 'September Offering' ) of 16,860,000 common shares
at a price of $8.90 per share, for gross proceeds of approximately $150.0 million. On September 26, 2014, the
underwriters exercised the over-allotment option granted with the September Offering and an additional 2,529,000
common shares were issued on the same term s and conditions of the September Offering. As a result, APUC issued an
aggregate of 19,389,000 common shares under the September Offering for the total gross proceeds of approximately
$172.6 million.
On December 11, 2014, APUC completed a public offering of 10,055,000 common shares at a price of $9.95 per share,
for gross proceeds of approximately $100.0 million.
Net proceeds of both common share offerings were used to finance certain of APUC's previously disclosed growth
opportunities, reduce amounts outstanding on APUC's revolving cred it facilities, and for general corporate purposes.

Private Placement of Subscription Receipts to Emera Inc.
On September 4, 2014, APUC and Emera Inc. ("Emera") entered into a subscription agreement pursuant to which Emera
agreed to subscri be for an aggregate of 7,865,170 subscription receipts ("Subscription Receipts") of APUC at a price of
$8.90 per Subscription Receipt, for a subscripti on price of $70.0 million.
On September 26, 2014, as a result of the Underwriters exercising the Over-Allotment Opti on, an additional 843,000
Subscription Receipts were issued to Emera at a price of $8.90 per Subscription Receipt, for an aggregate subscription
price of $77.5 million.
On December 2, 20 14, APUC and Emera entered into an additional subscription agreement to which Emera agreed to
subscribe for an aggregate of 3,316,583 Subscription Receipts at a price of $9.95 per Subscription Receipt, for a
subscription price of $33.0 million.
The proceeds of th e Subscription Receipts private placements are intended to be used to partially finance the acquisitions
of the Odell Wind Project and the Park Water Facility (described below).
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2014 Generation Group Highlights
Acquisition of Odell Wind Project
On September 4, 2014, the Generation Group announced an opportunity to acquire an interest in the Odell Wind Project,
of Minnesota. The Odell Wind Project is a 200 MW wind development located in Cottonwood, Jackson, Martin, and
Watonwan counties in Minnesota and is being constructed on approximately 23,000 acres of leased land. The project
will utilize 100 Vestas Vl 10-2.0 wind turbines. Pursuant to a 20-year PPA, all energy, capacity and renewable energy
credits from the project will be sold to Northern States Power Company, a subsidiary of Xcel Energy Inc., which is a
diversified utility operating in the Midwest U.S. Construction is expected to begin in the second quarter of 2015, with
total costs estimated at U.S. $322.8 million. It is anticipated that the Odell Project will qualify for U.S. federal production
tax credits having satisfied the Internal Revenue Service 5% beginning of construction investment safe-harbor guidance.
Accordingly, approximately 60% of the permanent project financing is expected to be funded by tax equity investors.
The Generation Group's participation in the project will be via a 50% equity interest in a new joint venture with a third
party developer. The Company is accounting for the joint venture as an equity method investment since both partners
have joint control of the new venture. The Generation Group holds an option to acquire the other 50% interest on
commencement of operations, which is expected in late 2015 or early 2016.

Completion of Cornwall Solar Project
During the quarter ended March 31, 2014, the Generation Group completed the construction of its 10 MWac solar project
located near Cornwall, Ontario. The facility reached commercial operation on March 27, 2014 for a total capital cost of
approximately $47.6 million. The facility represents the first solar project in the Generation Group's portfolio. The facility
is expected to generate approximately 14,400 MW-hrs of electricity annually with the power sold under a 20 year FIT
PPA with the Ontario Power Authority.

Completion of St. Damase Wind Project
On December 2, 2014, the first phase of the wind facility located in the local municipality of St. Damase reached
commercial operations. The 24 MW facility is expected to generate 76,900 MW-hrs of electricity annually with the power
sold under a 20 year PPA with Hydro Quebec.
It is expected that the turbines and other components utilized in the first 24 MW phase of the St. Damase Wind Project
will qualify as Canadian Renewable and Conservation Expense ("CRCE"), and therefore a significant portion of the Phase
I capital cost will be eligible for a refundable Quebec tax credit ("Quebec CRCE Tax Credit"). The estimated value of the
Quebec CRCE tax credit for the St. Damase project is expected to be approximately $16.6 mi 11 ion. Phase 11 of the project
will be constructed following evaluation of the wind resource at the site, completion of satisfactory permitting, and entering
into appropriate energy sales arrangements.

Significant Progress on Power Development Projects
During 2014, the Generation Group made significant progress advancing several of its development projects. Construction
on the Bakersfield I Solar Project near Bakersfield, California began in the second quarter of 2014 and was placed in
service on December 30, 2014. Final construction efforts continue with the project expected to reach full commercial
operations in the first quarter of 2015.
Construction of the Morse Wind Project near Morse, Saskatchewan is in its final stages. Installation of access roads and
foundations are complete, turbine delivery commenced in January 2015, and seven of ten turbines have been erected.
The project is expected to be operational by March 31, 2015.

Expansion of Bakersfield I Solar Project
On November 24, 2014, APUC announced that it intends to proceed with a 10 MW project adjacent to its 20MW
Bakersfield I Solar project in Kern County, California, which is currently under construction.
The lOMW Bakersfield II Solar project executed a 20 year PPA on September 22, 2014 with a large California based
electric utility. The project will be located on 64 acres of land adjacent to the 20MW Bakersfield I Solar project.
Construction of Bakersfield I Solar is nearing completion, with commercial operations expected to occur in the first quarter
of 2015.
The total project cost for Bakersfield II Solar of approximately U.S. $27.0 million will be funded with a combination of
senior debt, common equity, and contributions from tax equity investors. Consistent with financing structures utilized
for U.S. based renewable energy projects including Bakersfield I Solar, it is anticipated that Bakersfield II Solar will source
financing in the amount of approximately 40% of the capital costs from certain tax equity investors.

Acquisition of the Remaining 40% of a 400 MW Wind Power Portfolio
On March 31, 2014, the Generation Group acquired from Gamesa Wind US, LLC ("Gamesa") the remaining 40% of the
Class B partnership units of the entity which owns a three facility 400 MW wind power portfolio (the "U.S. Wind Portfolio")
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in the United States for total consideration of approximately U.S. $115.0 million. As a result of the transaction, the
Generation Group now owns 100% of the Class B partnership units of the entity that owns the U.S. Wind Portfolio.
The Generation Group originally acquired 60% of the Class B units of the entity which owns the U.S. Wind Portfolio in
2012. The U.S. Wind Portfolio is a 400 MW wind portfolio consisting of three facilities: Minonk (200MW), Senate
(150MW), and Sandy Ridge (50MW) located in the states of Illinois, Texas, and Pennsylvania, respectively. Gamesa will
continue to provide operations, warranty and maintenance services for the wind turbines and balance of plant facilities
under 20 year contracts.

$200 million Senior Unsecured Debentures
On January 17, 2014, the Generation Group issued $200.0 million 4.65% senior unsecured debentures with a maturity
date of February 15, 2022 (the "Generation Group Debentures") pursuant to a private placement in Canada and the United
States. The Generation Group Debentures were sold at a price of $99.864 per $100.00 principal amount resulting in
an effective yield of 4.67%. Concurrent with the offering, the Generation Group entered into a fixed for fixed cross
currency swap, coterminous with the debentures, to economically convert the Canadian dollar denominated debentures
into U.S. dollars, resulting in an effective interest rate throughout the term of approximately 4.77%.
Net proceeds were used towards financing the acquisition of the remaining 40% ownership interest in its U.S. Wind
Portfolio, to reduce amounts outstanding on project debt related to its Shady Oaks Wind Facility, to reduce amounts
outstanding under the Generation Group's senior unsecured revolving credit facility ("Generation Credit Facility"), and tor
general corporate purposes.

Additional Liquidity
On July 31, 2014, the Generation Group increased the credit available under the Generation Credit Facility to $350
million from $200 million. The larger credit facility will be used to provide additional liquidity in support of the group's
$1,225.0 million development portfolio to be completed over the next three years. In addition to the larger size, the
maturity of the facility has been extended from three to four years and now extends until July 31, 2018.

2014 Distribution Group Highlights
Agreement to acquire Park Water System
On September 19, 2014, the Distribution Group announced the entering into an agreement with Western Water Holdings,
a wholly-owned investment of Carlyle Infrastructure, to acquire the regulated water distribution utility Park Water Company
("Park Water System"). Park Water System owns and operates three regulated water utilities engaged in the production,
treatment, storage, distribution, and sale of water in Southern California and Western Montana. The three utilities
collectively serve approximately 74,000 customer connections and have more than 1,000 miles of distribution mains.
Total consideration for the utility purchase is expected to be approximately U.S. $327 million, which includes the
assumption of approximately U.S. $77 million of existing long-term utility debt. The acquisition will maintain APUC's
strategic business mix and further enhance its investment grade consolidated capital structure.

Acquisition of White Hall Water System
On May 30, 2014, the Distribution Group acquired the assets of the White Hall Water System, a regulated water distribution
and wastewater treatment utility located in White Hall, Arkansas. The White Hall Water System serves approximately
1,900 water distribution and 2,400 wastewater treatment customers. Total purchase price for the White Hall Water
System assets, adjusted for certain working capital and other closing adjustments, is approximately U.S. $4.5 million.

Acquisition of New Hampshire Gas
On January 2, 2015, the Distribution Group completed the acquisition of New Hampshire Gas, a regulated propane gas
distribution utility located in Keene, New Hampshire. The New Hampshire Gas System services approximately 1,200
propane gas distribution customers. Total purchase price for the New Hampshire Gas System is approximately U.S. $3.0
million, subject to certain closing adjustments.

Successful Rate Case Outcomes
A core strategy of the Distribution Group is to ensure appropriate return on the rate base at its various utility systems.
The group has successfully completed several rate cases throughout 2014, representing a cumulative annual revenue
increase of approximately U.S. $29.1 million. The full annualized impact of these rate cases will be realized in 2015.
Further detail on the various regulatory proceedings of the Distribution Group can be found under Regulatory Proceedings.
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2014 Transmission Group Highlights
Agreement to acquire interest in Natural Gas Transmission Pipeline
On November 24, 2014, APUC announced its agreement to participate in a natural gas pipeline transmission project in
partnership with Kinder Morgan, Inc. Specifically, Kinder Morgan Operating L.P. "A," a wholly owned subsidiary of Kinder
Morgan, Inc., and Liberty Utilities (Pipeline & Transmission) Corp., a wholly owned subsidiary of APUC, have agreed to
form a new entity ('Northeast Expansion LLC") to undertake the development, construction and ownership of a 30-inch
or 36-inch natural gas transmission pipeline to be located between Wright, New York and Dracut, Massachusetts(the
"Project"), which will be operated by Tennessee Gas Pipeline Company, L.L.C. ("Tennessee"). The Project is scalable
up to 2.2 billion cubic feet per day (Bcf/d), and the pipeline capacity will be contracted with local distribution utilities,
and other customers, to help ease constraints on natural gas supply in the northeast U.S. and help ensure much needed
reliability to the power-generation grid. It is anticipated thatTennesseewill receive a FERG certificate in the fourth quarter
of 2016, with commercial operations occurring by late 2018.
Under the agreement, APUC will initially subscribe for a 2.5% interest in Northeast Expansion LLC with an opportunity
to increase its participation up to 10%. The total capital investment opportunity for APUC could be up to U.S. $400
million, depending on the final pipeline configuration and design capacity.
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2014 Annua l Results From Operations
As ou tl ined, APUC has continued to advance growth init iatives throughout 20 14 that had a positive contribution to th e annual
results. In addition, the results now reflect fu ll year operations from the gas and water systems acquisitions completed by
the Distri bution Group in 2013.

Key Selected Annual Financial Information
Year ended December 31

2014

(all dollar amounts in $ millions except per share information)
Revenue

2013

201 2

943.6 $

675.3

290.6

228.l

88. 1

192.7

98.9

63.0

206.5

154 .9

66.8

Net earnings attributable to Shareholders from cont inu ing
operations

77.8

62.3

13.5

Net earnings attributable to Shareholders

75.7

20.3

14.5

88.4

59.5

18.9

82.9

68.3

50.2

2 13,953,870

204,350,689

158,304,340

Adjusted EBITDA

$
1

Cash provided by operating activities
Adjusted fund s from

operat ions 1

Adjusted net earnings

1

Dividends dec lared to Common Shareholders
Weighted Average number of common shares outstanding

$

348.8

Per share
Basic net earn ings from continuing operations

$

0.32 $

0.28

$

0.08

Basic net earnings

$

0.31

$

0.07

$

0.09

$

0.37

$

0.26

$

0.11

$

0.31 $

0.07

$

0.09

$

0.90

$

0.48

$

0.40

$

0.92

$

0.73

$

0.42

$

0.37

$

0.33

$

0.30

Adjusted net earni ngs

1 2
•

Diluted net earnings
Cash provided by operating activities
Adjusted funds from

1• 2

operations 1 • 2

Dividends declared to Common Shareholders
Total assets
Long term liabilities

3

4,113.7

3,476.5

2 ,779.0

1,280.0

1,255.6

770.8

I

Non-GAAP Financial Measures

2

APUC uses per share adjusted net earnings, cash provided by operating activities and adjusted fu nds from operations to enhance assessment
and understanding of the performance of APUC.

3

Includes long-term liabilities and current portion of long-term liabilities

For the year ended December 31, 2014, APUC experienced an average U.S. exchange rat e of approximately $1.1049 as
compared to $1.0300 in the same period in 20 13. As such, any year over year variance in revenue or expenses, in local
currency, at any of APUC's U.S. entities are affected by a change in the average exchange rate, upon conversion t o APUC's
Canadian dollar reporting currency.
For the year ended December 31, 2014, APUC reported total revenue of $943.6 mi ll ion as compared to $675.3 million during
the same period in 2013, an increase of $268.3 mi llion or 39.7%. The major factors resulting in the increase in APUC
revenue for the year ended December 3 1, 2014 as compared to the correspondi ng period in 2013 are set out as follows:
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(all dollar amounts in $ millions)

Year to date
December 31 , 2014

Comparative Prior Period Revenue

$

675.3

Significant Changes:
Generation Group
Renewable:
Increased wind resources net of hedge settlements at the Minonk, Senate, and Sandy
Ridge Wind Facilities

1.1

Higher rea lized prices from Renewable Energy Credits generated from the U.S. Wind
Faci l ities

4.8

Start of commercial operations of the Cornwa ll Solar Facility

5.5

Increased customer load in the Maritime region

1.7

Thermal:
Increased average prices at the Windsor Locks and Sanger Therma l Facil ities

5.3

Increased sale of Renewable Energy Credits generated at the Windsor Locks Therma l
Facil ity

0.7

Distribution Group
Natural Gas Systems - Increased revenue due to acquisition of the Peach State Gas System
(U.S. $32 .9 million), and the New England Gas System (U.S. $76.3 million)

108.2

Natural Gas Systems - Revenue increase due to higher customer demand as a result of co lder
than average weather at the EnergyNorth and Midstates Natural Gas Systems

35.2

Electric Systems - Revenue increase at the electric systems predominantly due to higher
customer demand at the Granite State Electric System

13.8

Rate Cases - Revenue increase due to higher electricity rates at the Granite State Electric
System (U.S. $11.8 mi ll ion) and Peach State Gas System (U .S. $5.5 mil lion)

17.2

Water and Waste Systems - Revenue increase due to the increased customer demand

3 .5

Increase due to acquisition of New England Gas System's water heater re ntal service (U.S.

$2.8 million) and increased revenues at Peach State Gas System's Fort Benning operation
(U.S. $1.0 million)

3.8

Impact of the stronger U.S. dollar

68.4

Other

(0.9)

Current Period Revenue

$

943.6

A more detailed discussion of these factors is presented within the business unit analysis.
Adjusted EB ITDA in the year ended December 3 1, 2014 tota lled $290.6 mi llion as compared to $228.1 mi ll ion during the
same period in 2013, an increase of $62 .5 mil lion or 27.4%. The increase in Adjusted EBITDA was primarily due to
acquisitions completed in 2014 and 2013, impact of rate case settlements, i ncreased customer demand for Gas d istribution,
and the increase in REC transact ions. A more detailed ana lysis of these factors is presented wi thin the reconciliation of
Adjusted EBITDA to net earnings set out below (see Non-GAAP Performance Measures).
For the year ended December 31, 2014, net earnings from continuing operations attributable to Shareholders tota lled $77 .8
mi ll ion as compared to $62.3 mi ll ion during the same period in 2013, an increase of $15.5 million. The increase was due
to $63.7 mill ion in increased earnings from operating facilities, $0.5 million in increased foreign exchange gains, and $1.2
million due to a gain on sale of assets, as compared to the same period in 2013. These items were partially offset by $18.0
mi ll ion in increased depreciation and amortization expenses, $11.2 million in increased administration charges, $9.0 mi ll ion
in increased interest expense, $0.4 mi ll ion in increased acquisition costs, $8.5 mi ll ion in increased write-downs on notes
receivab le and property, plant, and equipment, $6.6 mill ion in increased loss from derivative instruments, $11.4 mi ll ion in
increased allocations of earnings to non-cont rolling interests, and $7. 7 mill ion in increased income tax expense (tax explanations
are discussed in APUC: Corporate and Other Expenses), as compared to the same period in 2013.
For the year ended December 31, 2014, net earnings (inc luding discontinued operations) attributable to Shareholders tota lled
$75.7 mill ion as compared to $20.3 million during the same period in 2013, an increase of $55.4 mill ion. Net earnings
per share tota lled $0.31 for the year ended December 31, 2014, as compared to $0.07 during the same period in 2013.
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During the year ended December 31, 201 4, cash provided by operat ing activities totalled $192.7 million or $0.90 per share
as com pared to cash provided by operating activities of $98.9 million, or $0.48 per share during the same period in 2013.
During the year ended December 31, 2014, adjusted funds from operations, a non-GAAP measure, tota lled $206 . 5 million
or $0.92 per share as compa red to adjusted funds from operations of $154.9 million, or $0.73 per share during the same
period in 2013, an increase of $51.6 mil l ion.
Cash per share provided by operating activities and per share adjusted funds from operations are non-GAAP measures. Per
share cash provided by operating activities and per share adjusted funds from operations are not substitute measures of
performance for earnings per share . Amounts represented by per share cash provided by operating activities and per share
adjusted funds from operations do not represent amounts available for distribution to shareholders and should be considered
in light of various charges and claims against APUC.

2014 Fourth Quarter Results From Operations
Key Selected Fourth Quarter Financial Information
Three months ended December 31
2014

{all dollar amounts in $ millions except per share information)

$

Revenue
Adjusted EBITDA

20 13

259.3

$

205.3

84.3

68.5

96.5

28.4

65.9

46.0

Net earnings attributable to Shareholders from continuing operations

33.1

19.8

Net earnings attributable to Shareholders

I

Cash provided by operating activities
Adjusted funds from operations

1

31.6

13.2

1

35.2

18.8

Dividends declared to Common Shareholders

25.4

17.6

230,664,583

206,219,12 1

Adjusted net earnings

Weighted Average number of common shares outstanding
Per share
Basic net earnings/Closs) from continuing operations

$

0.13

$

0.09

Basic net earnings/Closs)

$

0.13

$

0.06

Adjusted net earnings!. 2 •

$

0.14

$

0.08

Di luted net earnings/Closs)

$

0.12

$

0.06

$

0.42

$

0 .14

$

0.27

$

0.22

$

0. 10

$

0.09

Cash provided by operati ng activities
Adjusted funds from

1 2
• •

operations1• 2

Dividends declared to Common Shareholders
I
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APUC uses per share adjusted net earnings, cash provided by operating act ivities and adj ust ed funds from operations to enhance assessment
and understanding of the performance of APUC.

For the three months ended December 3 1, 2014, APUC experienced an average U.S. exchange rate of approximately $1.136
as compared to $1.050 in the same period in 20 13. As such, any quarter over quarter variance in revenue or expenses, in
local currency, at any of APUC's U.S. entities are affected by a change in the average exchange rate, upon conversi on to
APUC's reporting currency.
For the three months ended December 3 1, 20 14, APUC reported total revenue of $259.3 mill ion as compared to $205.3
mill ion during the same period in 2013, an increase of $54.0 mi ll ion. The major factors resulting in the increase in APUC
revenue in the three months ended December 3 1, 20 14 as compared to the corresponding period in 20 13 are set out as
foll ows:
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(all dollar amounts in $ millions)

Quarter ended
December 3 1, 2014

Comparative Prior Period Reve nue

$

205.3

Sig nificant Changes:
Generation Group
Renewable:
Effect of hydrology resource compared to comparable period in prior year

1.6

Increased wind resources net of hedge settlements at the Mi nonk, Senate, and Sandy Ridge
Wind Facil ities

1.2

Higher real ized prices from Renewable Energy Credits generated from the U.S. Wind
Facilities

1.1

Start of commercial operations of the Cornwall Solar Facility

0.7

Decreased sales due to reduced retail customer load at the Maritime region

(0.9)

Distribution Group
Increased revenue due to acquisition of the New England Gas System

10.5

Electric Systems - Revenue increase at the electric systems predominantly due to higher
customer demand at the Granite State Electric System

4.3

Natural Gas Systems - Revenue increase due to higher customer demand as a result of co lder
than average weather at the EnergyNorth, Midstates, and Peach State Natural Gas Systems

8.5

Rate Cases - Revenue increase due to higher electricity rates at the Granite State Electric
System (U.S. $1.6 million) and Peach State Gas System (U.S. $2.2 mill ion)

3.8

Water and Waste Systems - Revenue increase due to the increased customer demand

1.1

Increase due to acquisition of New England Gas System's water heater rental service (U.S. $0.8
mil lion) and increased revenues at Peach State Gas System's Fort Benning operation (U.S. $1.0
mi llion)

1.8

Impact of the stronger U.S. dollar

21.2

Other

(0.9)
$

Current Period Revenue

259 .3

A more detailed discussion of these factors is presented within the business unit analysis.
Adjusted EBITDA in the three months ended December 31, 2014 totalled $84.3 mi llion as compared to $68.5 mil l ion during
the same period in 2013, an increase of $15.8 million or 23. l %. The increase in Adjusted EBITDA was primari ly due to
acquisitions completed in December 2013, impact of rate case settlements, increased hydrology and wind resources, and
increase customer demand at the EnergyNorth and Midstates Gas Systems. A more detailed analysis of these factors is
presented within the reconciliation of Adjusted EB ITDA to net earnings set out be low (see Non-GAAP Performance Measures).
For the three months ended December 3 1, 2014, net earnings attributable to Shareholders from continued operations tota lled
$33.l million as compared to $19.8 million during the same period in 2013, an increase of $13.3 mil l ion. The increase
was due to $20.3 mill ion in increased earnings from operating facilities, $1.5 million in decreased income tax expense (tax
explanations are discussed in APUC: Corporate and Other Expenses), $0.3 mi ll ion in decreased interest expense, $0. 7 mil lion
due to a gain on sale of assets, and $4.9 million in increased allocation of earnings to non-controll ing interests, as compared
to the same period in 2013. These items were partially offset by $2.l million in increased depreciation and amortization
expenses, $5.4 mi llion in increased administration charges, $0.4 million in decreased foreign exchange gains, $0.5 mi ll ion
in decreased interest and dividend income, $1.0 mi ll ion in increased acquisition costs, $0.3 mill ion in increased write-downs
on notes receivabl e and property, plant, and equipment, and $4. 7 mi llion in decreased gains from derivative instruments.
For the three months ended December 31, 2014, net earnings (including discontinued operations) attributable to Shareholders
totalled $31.6 million as compared to net earnings attributable to Shareholders of $13.2 mi ll ion during the same period in
2013, an increase of $18.4 mi ll ion. Net earnings per share tota lled $0.13 for the three months ended December 31, 2014,
as compared to net earnings per share of $0.06 during the same period in 2013.
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During the three months ended December 31, 2014, cash provided by operating activi ties tota lled $96 .5 million or $0.42
per share as compared to cash provided by operating activities of $28.4 mil l ion, or $0.14 per share during the same period
in 2013. During the three months ended December 3 1, 2014, adj usted funds from operations totall ed $65.9 mi llion or
$0.27 per share as compared to adjusted funds from operations of $46.0 million, or $0.22 per share during the same period
in 2013 . The change in adjusted funds from operations in the th ree months ended December 31, 2014, is primarily due to
increased earnings from operations, as compared to the same period in 2013.
Cash per share provided by operating activities and per share adjusted funds from operations are non-GAAP measures. Per
share cash provided by operating activities and per share adjusted funds from operations are not substitute measures of
performance for earnings per share. Amounts represented by per share cash provided by operating activi ties and per share
adjusted funds from operations do not represent amounts avai lable for distribution to shareholders an d should be considered
in light of various charges and claims against APUC.

GENERATION BU SIN ESS GROUP
Renewable Energy Division

Three months ended
December 31
Long Term
Average
Resource

2014

2013

Year ended December 31
Long Term
Average
Resource

2014

2013

Performance (GW-hrs sold)
Hydro Facil ities:
Maritime Region

45.8

38.0

37.9

177 .8

146.2

203. 1

Quebec Region'

72.8

72 .3

68.1

274.9

259.4

277 .7

Ontario Regi on2

33.8

38.7

39.3

139.8

144 .5

90.4

Western Region

12.6

13.4

12.1

65.0

74 .1

66.6

165.0

162 .4

157. 4

657.5

624 .2

637.8

6 .7

4.7

6.7

4. 7

12 1.4

11 9.9

116.5

430.2

441.4

398.0

Red Lily4

24.1

23.8

22.8

88.5

87 .7

79 .0

Sandy Ridge

43.6

46.7

38.7

158.3

149.0

138.7

Minonk

195.8

195.4

182.8

673.3

648.5

621.8

Senate

140.0

139.0

133.8

520.4

537.6

524.5

Shady Oaks

100.4

92.2

88.7

364.0

339.9

317.1

632.0

621 .7

583.3

2,241.4

2,208.8

2,079. 1

2.2

1.8

11.8

12.8

799.2

785.9

2,910.7

2,845.8

Wind Facilities:
St. Damase3
St. Leon

Solar Facilities:
Cornwall
Total Performance

740.7

2,716.9

The Generation Group's Donnacona Hydro Facility was offline d uring the second half of 2014. Insurance proceeds
were received to compensate for lost revenue.
The Generation Group's Long Sault hydro facility was offline during most of the f irst nine months of 2013.
Insurance proceeds were received to compensate for lost revenue .
The St Damase Wind Faci lity achieved commercial operation on December 2, 2014. Long term average resource
and production represent production from December 2 to December 31, 2014.
APUC does not consolidate the operating results from th is facility in its financia l statements. Production from the
facility is included as APUC manages the facility under con tract and has an option to acquire a 75% equity interest
in the facility in 2016.
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For the twelve months ended December 31, 2014, the Ren ewabl e Energy Division generated 2,845.8 GW-hrs of electric ity.
Th is level of production represents sufficient energy to supply the equivalent of 210,800 homes on an annualized basis with
renewable power. As a result of renewable energy production, the equivalent of 2,086,900 tons of C0 2 gas was prevented
f rom entering the atmosphere.
Three months ended
December 31

2014

(all dollar amounts in $ millions)

Revenue

Year ended December 31

2013

2014

2013

1

Hydro Sales

$

16.8

Wind

26.9

Solar

0.7

Total Revenue

$

44.4

$

15.9

$

24.5

65.1

$

61.9

88.8

83.8

5.5

$

40.4

$

159.4

$

145.7

Less:
Cost of Sales - Energy2
Realized gain/(loss) on

hedges3

Net Energy Sales

$

(1 .5)

(3.8 )

(0.2)

0.3

42.7

$

36.9

(16.7)

(8. 7)

3.6

$

146.3

0.5

$

137.5

Renewable Energy Credits ("REC ' )4

4.0

2.6

11. 7

5.9

Other Revenue

0.4

0.2

1.6

1.2

Total Net Revenue

$

47.1

$

39.7

$

159.6

$

144.6

Expenses & Other Income

(11.0)

(11.2 )

Interest and Oth er income

0.4

0.5

1.7

1.9

HLBV income/(loss)

8 .9

6.8

27.2

20.4

Operating expen ses

Divisional operating profit

$

45.4

$

35.8

(46.1)

$

142.4 $

(40.3)

126 .6

1

While most of t he Generat ion Grou p's PPAs include annual rate increases, a change to t he weighted average production levels resulting in higher
average prod uct ion from faci lities that earn lower energy rates can result in a lower weighted average energy rate earned by the division, as
compared to the same period in the prior year.

2

Cost of Sales - Energy consists of energy purchases in the Marit ime Region to manage the energy sales from t he Ti nker Facility which is sold t o
retail and industrial customers under multi-year contracts.

3

See financial statements note 25(b)( iv) .

4

Qualifyi ng renewable energy projec ts recei ve Renewable Energy Credits (RECs) for the ge neration and delivery of renewable energy to the power
grid. The energy credit certificates represent proof that 1 MW of electricity was generated from an el igible energy source . The RECs can be
traded and the owner of the REC can claim to have purchases of renewable energy. REC revenue is rec ognized only at the ti me a generated
REC un it is matched up with a previously signed REC sales contract with a third party. Generat ed REC units not immediately ava ilable to
match against a signed contract are recorded as inventory with the offset recorded as a decrease in operating expenses.

2014 Fourth Quarter Operating Results
For the three months ended December 31, 2014, th e hydro fac ilities generated 162.4 GW-hrs of electri city, as compared to
157.4 GW-hrs produced in the same period in 201 3, an increase of 3. 2% . The increased generation is largely attributable
to significantly better hydrology in Quebec that more than offset the Donnacona Hydro Facility being offline throughout t he
quarter. See the "Qu ebec Dam Safety Act• section for a further discussion on the Donnacona Hydro Facility.
During the three months ended December 31, 2014, the hydro faci l ities generated electricity equal to 98.4% of long-term
projected average resources as compared to 95.2% during the same period in 2013 . During the three month s ended December
31, 201 4, the Ontario and Western Hydro regions achieved product ion greater than their long-term averages. The Quebec
region was below the long term average due to Donnacona being offline. Excluding Donnacona, th e Quebec region would have
achieved 108% of the LTAR.
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For the three months ended December 31, 2014, revenue from the hydro facilities totalled $16.8 million as compared to
$15.9 million during the same period in 2013, an increase of $0.9 million. Revenue from generation at the hydro facilities
located in the Quebec region increased by $1.4 million, as compared to the same period in 2013. The increase is attributed
to more favorable hydrology in the Quebec region. This was offset by decreased revenues in the Maritime region of $0.7
million, primarily due to decreased customer load served. Revenue in the Maritime region primarily consists of the sale of
the off-take from the Tinker Hydro Facility through wholesale deliveries to local electric utilities, retail sales to commercial
and industrial customers in Northern Maine, merchant sales of production in excess of committed customer deliveries from
the Tinker Hydro Facility, and other revenue.
For the three months ended December 31, 2014, energy purchase costs at the Maritime region totalled $1.5 million, as
compared to $3.8 million during the same period in 2013, a decrease of $2.3 million. The decrease in the energy purchase
costs for the three months ended December 31, 2014 were primarily due to decreased retail customer load served in the
quarter requiring reduced energy purchases from the market as the Maritime region was able to generate sufficient energy to
meet its retail demand. During this period, approximately 21.4 GW-hrs of energy was purchased at market and fixed rates
averaging U.S. $61 per MW-hr.
During the three months ended December 31, 2014, the Maritime region generated approximately 69% of the load required
to service its customers, as compared to 44% in the same period in 2013. To mitigate the risk of higher average energy
prices, certain power hedges are entered into as part of risk mitigation strategies. For the three months ended December 31,
2014, $0.2 million was realized in connection with these hedges and is recorded as a realized gain on derivative financial
instruments in the financial statements.
For the three months ended December 31, 2014, the wind facilities produced 621. 7 GW-hrs of electricity, as compared to
583.3 GW-hrs produced in the same period in 2013, an increase of 6.6%. The higher generation was a result of increased
wind resources at all sites and the start of production at the newest facility, the St. Damase Wind Facility, which achieved
COD on December 2, 2014. The St. Damase wind facility generated 4. 7 GW-hrs.
During the three months ended December 31, 2014, the wind facilities (excluding the St. Damase Wind Facility) generated
electricity equal to 98.4% of long-term projected average resources, as compared to 93.3% during the same period in 2013,
due to variability in the wind resource.
For the three months ended December 31, 2014, revenue from the wind facilities totalled $26.9 million as compared to
$24.5 million during the same period in 2013, an increase of $2.4 million. Revenue increases were evident at all wind
facilities due mainly to the 38.4 GW/h increase in production due to an increase in wind resources, as compared to the same
period last year. As a result, revenues from the Generation Group's Canadian wind facilities increased $0.8 million, while the
U.S. wind facilities increased $1.9 million, as compared to the same period last year. These gains were partly offset by $0.3
million in hedge settlements under the Minonk, Senate and Sandy Ridge Wind Facilities' power hedges.
For the three months ended December 31, 2014, REC revenue totalled $4.0 million, as compared to $2.6 million in the
same period in 2013, an increase of $1.4 million, primarily attributed to increased market pricing in all regions with the PJM
region having the largest impact. The increase in market pricing is largely caused by the annually increasing renewable
requirement of the RPS (Renewable Portfolio Standard) outpacing the increase in supply of available RECs. REC units are
generated at a ratio of one REC unit per one MW-hr generated and are sold in the market in which the REC is generated. For
the three months ended December 31, 2014, REC units and related revenues were generated at the Sandy Ridge, Minonk,
Senate, and Shady Oaks Wind Facilities.
During the three months ended December 31, 2014, the Generation Group's solar facility located in Ontario had its third full
quarter of operations generating 1.8 GW-hrs of electricity, which is equal to 18.2% below long-term average resources. The
facility reached commercial operation on March 27, 2014 and has a 20 year FIT PPA with the Ontario Power Authority.
Revenue from generation at the Generation Group's new solar facility located in Cornwall, Ontario totalled $0.7 million for
the period. As commercial operation was achieved late in the first quarter of 2014, there is no comparative data from the
previous year.
For the three months ended December 31, 2014, operating expenses excluding energy purchases totalled $11.0 million, as
compared to $11.2 million during the same period in 2013, a decrease of $0.2 million. The decrease was primarily attributable
to greater inventorying of REC costs at the Senate Wind facility partly offset by operating costs at the new Cornwall Solar
Facility.
The Red Lily I Wind Facility located in Saskatchewan produced 23.8 GW-hrsof electricity for the three months ended December
31, 2014. The Generation Group's economic return from its investment in Red Lily currently comes in the form of interest
payments, fees and other charges and is not reflected in revenue from energy sales. Under the terms of the agreements, the
Generation Group has the right to exchange these contractual and debt interests in the Red Lily I Wind Facility tor a direct
75% equity interest in 2016. For the three months ended December 31, 2014, the Generation Group earned fees of $0.3
million (which is classified as other revenue) and interest income of $0.4 million from the Red Lily I Wind Facility.
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For the three months ended December 31, 2014, interest and other income totalled $0.4 million, consistent with the same
period in 2013. Interest and other income primarily consist of interest related to the senior and subordinated debt interest
in Red Lily I Wind Facility. This amount is included as part of the Generation Group's earnings from its investment in the
Red Lily I Wind Facility, as discussed above.
For the three months ended December 31, 2014, the value of net tax attributes generated amounted to an approximate HLBV
income of $8.9 million, an increase of $2.1 million compared to the prior year. The increase was attributable to increased
production, a stronger U.S. dollar exchange rate, and the reduced economic interest in the projects attributable to tax equity.
For the three months ended December 31, 2014, the Renewable Energy Division's operating profit totalled $45.4 million, as
compared to $35.8 million during the same period in 2013, an increase of $9.6 million; $2.5 million of the increase is
attributable to the stronger U.S. dollar.

2014 Twelve Month Operating Results
For the twelve months ended December 31, 2014, the hydro facilities generated 624.2 GW-hrs of electricity, as compared
to 637.8 GW-hrs produced in the same period in 2013, a decrease of 2.1 %. The slight decrease in generation is largely due
to a decrease in production in the Maritime region due to lower hydrology in the first 3 quarters of the year, almost completely
offset by an increased production in the Ontario region with the Long Sault facility return to service, which was offline for the
majority of the first and second quarter of 2013.
During the twelve months ended December 31, 2014, the hydro facilities generated electricity equal to 94.9% of long-term
projected average resources, as compared to 103.4% during the same period in 2013. During the twelve months ended
December 31, 2014, the Ontario and Western Hydro regions achieved production above their long-term averages. The Quebec
and Maritime regions were below the long term average production. Had the Quebec region's Donnacona facility been on line,
the region would have achieved 102% of the long term average hydrological resource.
For the twelve months ended December 31, 2014, revenue from the hydro facilities totalled $65.1 million, as compared to
$61.9 million during the same period in 2013, an increase of $3.2 million. Revenue from generation in the Ontario region
increased by $0.7 million due to the Long Sault Hydro Facility being back on-line for the full year 2014. The Quebec and
Western regions experienced a decrease of $0.3 million and $0.7 million, respectively. The decrease in the Quebec region
is primarily due to the Donnacona Hydro Facility being offline, while the decrease in the Western region is primarily due to
lower market pricing on the unhedged portion of the production. The increase in production at the Western region caused
the market exposed production amount to increase 8% while the weighted average market price fell by more than 50%.
Revenue from the Maritime region increased $3.5 million, primarily due to increased retail customer load served.
For the twelve months ended December 31, 2014, energy purchases totalled $16.7 million, as compared to $8.7 million
during the same period in 2013, an increase of $8.0 million. Increased energy purchase costs for the twelve months ended
December 31, 2014 were primarily due to lower hydrology in the Maritime region in the first half of the year, which required
increased energy purchases from external suppliers at higher average prices. During this period, purchases of approximately
166.0 GW-hrs of energy at market and fixed rates averaging U.S. $91 per MW-hr were made. During the twelve months ended
December 31, 2014, the Maritime region generated approximately 46% of the load required to service its customers, as
compared to 67% in the same period in 2013. To mitigate the risk of higher average energy prices, the Maritime region had
previously entered into certain power hedges as part of its risk mitigation strategies. For the twelve months ended December
31, 2014, $3.6 million was realized in connection with these hedges and is recorded as a realized gain on derivative financial
instruments on the Consolidated Statement of Operations.
For the twelve months ended December 31, 2014, the wind facilities produced 2,208.8 GW-hrs of electricity, as compared
to 2,079.l GW-hrs produced in the same period in 2013, an increase of 6.2%. The increased generation was a result of
stronger wind resources at the St. Leon, M'1nonk, Sandy Ridge, and Senate Wind Facility along with the St. Damase Wind
Facility which achieved COD on December 2, 2014.
During the twelve months ended December 31, 2014, the wind facilities generated electricity equal to 98.5% of long-term
projected average resources, as compared to 93.1 % during the same period in 2013. For the twelve months ended December
31, 2014, revenue from the wind facilities totalled $88.8 million, as compared to $83.8 million during the same period in
2013, an increase of $5.0 million. The increase in revenue was due primarily to a 129.7 GW/h increase in production from
stronger wind resources, as compared to the same period last year. As a result, revenues from the Generation Group's Canadian
wind facilities increased $3.5 million, while the U.S. wind facilities increased $1.5 million, net of hedge settlements under
the Minonk, Senate and Sandy Ridge Wind Facilities' power hedges.
For the twelve months ended December 31, 2014, REC revenue totalled $11.7 million, as compared to $5.9 million in the
same period in 2013, an increase of $5.8 million, primarily a result of increased market pricing and a greater number of RECs
generated and sold. REC units are generated at a ratio of one REC unit per one MW-hr generated and are sold in the market
in which the REC is generated. For the twelve months ended December 31, 2014, REC units and related revenues were
generated at the Sandy Ridge, Minonk, Senate, and Shady Oaks Wind Facilities.
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During the twelve months ended December 31, 2014, the Generation Group's solar facility located in Ontario generated 12.8
GW-hrs of electricity, which is equal to 8.5% above long-term average resources from the commercial operation date. The
facility reached commercial operation on March 27, 2014 and has a 20 year FIT PPA with the Ontario Power Authority.
Revenue from generation totalled $5.5 million for the period. The facility achieved commercial operation on March 27, 2014
and therefore there is no comparative data from the previous year.
For the twelve months ended December 31, 2014, operating expenses excluding energy purchases totalled $46. l million, as
compared to $40.3 million during the same period in 2013, an increase of $5.8 million. The increase was due to the
appreciation of the U.S. dollar. operating costs for Cornwall's first year of operations, and cost of RECs contracted in the first
quarter of 2014 but produced in the fourth quarter of 2013.
For the twelve months ended December 31, 2014, interest and other income totalled $1.7 million, as compared to $1.9
million during the same period in 2013. Interest and other income primarily consist of interest related to the senior and
subordinated debt interest in Red Lily I Wind Facility. This amount is included as part of the Generation Group's earnings
from its investment in Red Lily I Wind Facility, as discussed below.
The Red Lily I Wind Facility located in Saskatchewan produced 87.7 GW-hrs of electricity for the twelve months ended
December 31, 2014. The Generation Group's economic return from its investment in Red Lily currently comes in the form
of interest payments, fees and other charges and is not reflected in revenue from energy sales. Under the terms of the
agreements, the Generation Group has the right to exchange these contractual and debt interests in the Red Lily I Wind Facility
for a direct 75% equity interest in 2016. For the twelve months ended December 31, 2014, the Generation Group earned
fees of $1.3 million (which is classified as other revenue) and interest income of $1.6 million from the Red Lily I Wind Facility.
Hypothetical Liquidation at Book Value ("HLBV") income represents the value of net tax attributes, primarily related to
electricity production generated by the Generation Group in the period from certain of its U.S. wind power generation facilities.
The value of net tax attributes generated in the twelve months ended December 31, 2014 amounted to an approximate HLBV
income of $27.2 million, as compared to $20.4 million in the prior year. The increase of $6.8 million was primarily a result
of a stronger U.S. dollar exchange rate, increased production at all U.S. sites, and a higher income allocation to the Generation
Group due to the reduced economic interest of Tax Equity investors in the projects.
For the twelve months ended December 31, 2014, the Renewable Energy Division's operating profit totalled $142.4 million,
as compared to $126.6 million during the same period in 2013, an increase of $15.8 million; $3.5 million of the increase
is attributable to the stronger U.S. dollar.
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GENERATION BU SIN ESS GROUP
Thermal Energy Division

Three months ended December 31,
2014

Three months ended December 31,
2013

Windsor
Locks

Windsor
Locks

Performance (GW-hrs sold)

26.3

Performance (steam sa les - bi llion lbs)

Sanger

Total

35.1

157.3

61.4

28.8

157.3

161.3

Sanger

Total

35.6

64.4
16 1.3

(a ll dollar amounts in $mi ll ions)

Revenue
Energy/steam sa les

$

4.7 $

4.3 $

9.0

$

4.6 $

3.9 $

8.5

Less:
Cost of Sales - Fuel
Net Energy/Steam Sales

(3.1 )

$

(5.0)

1.6 $

2.4 $

4.0

0.1

0.6

0.7

$

1.7 $

3.0 $

4.7

$

(0.7) $

(1.3) $

$

1.0 $

1.7 $

Other Revenue
Total Net Revenue

(1 .9)

(3. 1)
$

(1. 5)

(4.6)

1.5 $

2.4 $

3.9

0.2

0.6

0.8

$

1.7 $

3.0 $

4.7

(2.0)

$

(0.9) $

(1. 2) $

(2.1)

2.7

$

0 .8 $

1.8 $

2.6

Expenses
Operating Expenses
Facility operating profit
Interest and other income
Divisional operating profit

(0.3)

$

0 .1

2.4

$

2.7

2014 Fourth Quarter Operating Results
The Generation Group's Sanger and Windsor Locks Thermal Facilities purchase natural gas from different suppliers and at
prices based on different regional hubs. As a result, the average landed cost per unit of natural gas will differ between t he
two facilities in th e average landed cost for natural gas and may result in the faci lities showing differing costs per unit compared
to each other and compared to t he same period in th e prior yea r. Total natural gas expense will va ry based on the volume of
natural gas consumed and the average landed cost of natu ra l gas for each MM BTU.
Production data , revenue and expenses have been adjusted to remove the result s of the EFW and BCI Thermal Facilities,
which were divested on Apri l 4 , 2014 for proceeds approximating the carrying value of the net assets on the Consolidated
Balance Sheet of the Company as at March 31, 2014. The results of the EFW and BCI Thermal Faci lit ies for the period up
to the date of sale are reported as discontinued operations. See Financ ial Statement note 17 for detai ls.
For the three months ended December 3 1, 20 14, the Thermal Energy Division 's operating profit was $2.4 mil lion , as compared
to $2.7 million in t he same period in 2013, a decrease of $0.3 million. Operating profit contributions for the three months
ended December 31, 201 4 were $1.0 mi llion from the Wind sor Locks Therma l Facility and $1.7 mi llion from the Sanger
Therma l Facil ity, as compared to $0.8 mill ion and $1.8 mi ll ion, respectively, duri ng th e same period i n 20 13. Interest and
other income for the three months ended December 31, 20 14 was a loss of $0.3 million, as compared to income of $0.1
million in the prior period. As a result of t he stronger U.S. dollar, operating profit increased by $0. 2 mi ll ion.
Windsor Locks Thermal Facility
For the three months ended December 31, 20 14, the Wind sor Locks Thermal Fac ility sold 157.3 bill ion lbs of steam and
26.3 GW-hrs of electri city, as compared to 161.3 bi llion lbs of steam and 28.8 GW-hrs of electric ity in the comparable period
of 2013.
The Windsor Locks Thermal Faci lity's operating profit was driven by energy/steam sales of $4.7 mill ion (U .S. $4.1 million),
as compared to $4.6 mi ll ion (U .S. $4.4 mi ll ion) in the same period in 2013. The change in electric ity/steam sales is attributed
to lower production, but partly offset by a higher average price for gas as a resu lt of the better ISO N E electricity market pri ce.
Gas costs for the period were $3.1 million (U .S. $2. 7 mi ll ion), as compared to$3.l million (U .S. $2 .9 million) in the same
period in 2013. The change in gas costs is a result of decreased production, partly offset by increases in the average landed
cost of natural gas per MM BTU in the quarter, as compared to the same period in 20 13.
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As natural gas expense is a significant revenue driver and component of operating expenses, the division compares 'net energy
sales' (see non-GAAP Financial Measures) as an appropriate measure of the division's results. For the three months ended
December 31, 2014, net sales at the Windsor Locks Thermal Facility totalled $1.6 million (U.S. $1.4 million) as compared
to $1.5 million (U.S. $1.5 million) in the same period in 2013. This variance was driven by a small increase in revenue,
which was largely the result of the stronger US dollar, and a small decrease in gas costs.
Operating expenses excluding fuel costs were $0. 7 million (U.S. $0.6 million), as compared to $0.9 million (U.S. $0.8 million)
in the same period in 2013. The decrease was primarily due to an increase in inventorying of REC costs vs the same period
last year. Generated RECs that have not been sold under a customer contract are recorded as an increase to inventory with
an offset booked to operating expense. The Windsor Locks Thermal Facility's resulting net operating income for the three
months ended December 31, 2014 was $1.0 million (U.S. $0.9 million), as compared to $0.8 million (U.S. $0.9 million)
in the same period in 2013; $0.2 million of the increase is attributable to the stronger U.S. dollar.

Sanger Thermal Facility
For the three months ended December 31, 2014, the Sanger Thermal Facility sold 35.l GW-hrs of electricity, as compared
to 35.6 GW-hrs of electricity in the comparable period of 2013.
For the three months ended December 31, 2014, the Sanger Thermal Facility's operating profit was driven by energy/steam
sales of $4.3 million (U.S. $3.8 million). as compared to $3.9 million (U.S. $3.7 million) in the same period in 2013, an
increase of $0.4 million. The increase in energy/steam sales is primarily due to an increase in the contract basis differential
and passing on higher gas prices to our customer, as compared to the same period in 2013. Capacity revenues remained
unchanged at $1.7 million. Gas costs for the period were $1.9 million (U.S. $1.7 million), as compared to $1.5 million (U.S.
$1.5 million) in the same period in 2013. The increase in gas costs is largely due to a an increase in the average cost of
natural gas per MM BTU and a stronger U.S. dollar, as compared to the same period in 2013.
As natural gas expense is a significant revenue driver and component of operating expenses, the division compares 'net energy
sales' (see non-GAAP Financial Measures) as an appropriate measure of the division's results. For the three months ended
December 31, 2014, net energy sales at the Sanger Thermal Facility totalled $2.4 million (U.S. $2.l million), as compared
to $2.4 million (U.S. $2.2 million) during the same period in 2013.
Operating expenses excluding natural gas costs were $1.3 million (U.S. $1.2 million), as compared to $1.2 million (U.S.
$1.1 million) in the same period in 2013. The Sanger Thermal Facility's resulting net operating income for the three months
ended December 31, 2014 was $1.7 million (U.S. $1.5 million), as compared to $1.8 million (U.S. $1.6 million) during the
same period in 2013; the net U.S. dollar impact on the change in the Sanger Thermal Facility's net operating income was
nil.
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· APPENDIXH

LIBERTY UTILITIES
ORGANIZATION CHART
AS OF FEBRUARY 18, 2016

NOTES
I.

Unless otherwise indicated. the ownership of all entities is I 00%.

2.

Defined term s have the meaning ascribed to them in Algonquin Power & Utilities Corp's ("'Algonquin'") most recent Annual Information Form.

3.

·'Non-Algonquin·· means that the entity in question would not satisfy the definition of an "APCo Entity'" in Algonquin' s credit agreement.

4.

The highl ighted boxes denote facilities/assets that are owned by the legal entities. not the legal entity.

KEY
I.

Corporation
orLLC

D

2.

Facility or
Asset

D

Algonquin Power & Utilities
Corp.

Chart A
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AGREEMENT AND PLAN OF MERGER

This AGREEMENT AND PLAN OF MERGER (this "Agreement"), dated as of February 9, 2016, is by and among THE EMPIRE DISTRICT ELECTRIC COMPANY, a Kansas corporation
(the "Company"), LIBERTY UTILITIES (CENTRAL) CO., a Delaware corporation ("Parent"), and
LIBERTY SUB CORP., a Kansas corporation ("Merger Sub" and, together with the Company and Par-

ent, the "Parties").
RECITALS

WHEREAS, the Parties intend that, upon the terms and subject to the conditions set forth
herein, at the Effective Time, Merger Sub will merge with and into the Company, with the Company surviving such merger;
WHEREAS, the board of directors of the Company (the "Company Board") has
(a) determined that it is in the best interests of the Company and its shareholders, and declared it advisable, for the Company to enter into this Agreement, (b) adopted this Agreement and approved the Company's execution, delivery and performance of this Agreement and the consummation of the transactions
contemplated by this Agreement and (c) resolved to recommend that the Company's shareholders approve this Agreement;
WHEREAS, the board of directors of Parent has (a) determined that it is in the best interests of Parent and its shareholder, and declared it advisable, for Parent to enter into this Agreement and
(b) adopted this Agreement and approved Parent's execution, delivery and performance of this Agreement
and the consummation of the transactions contemplated by this Agreement;
WHEREAS, the board of directors of Merger Sub has (a) determined that it is in the best
interests of Merger Sub and its shareholder, and declared it advisable, for Merger Sub to enter into this
Agreement, (b) adopted this Agreement and approved Merger Sub's execution, delivery and performance
of this Agreement and the consummation of the transactions contemplated by this Agreement and
(c) resolved to recommend that Merger Sub's sole shareholder, approve this Agreement;
WHEREAS, Parent has approved this Agreement by written consent in its capacity as the
sole shareholder of Merger Sub; and
WHEREAS, the Company, Parent and Merger Sub desire to make certain representations, warranties, covenants and agreements specified herein in connection with this Agreement.
NOW, THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and agreements set forth herein, and subject to the conditions set forth herein, and each
intending to be legally bound hereby, the Parties agree as follows:
ARTICLE!
THE MERGER
SECTION 1.01
The Merger. At the Effective Time, upon the terms and subject to
the conditions set forth herein, Merger Sub shall be merged with and into the Company in accordance
with the Kansas General Corporation Code (the "GCC") and this Agreement (the "Merger"), and the
separate corporate existence of Merger Sub shall cease. The Company shall be the surviving corporation
in the Merger (sometimes referred to herein as the "Surviving Corporation").

SECTION 1.02
The Effective Time. As soon as practicable on the Closing Date, the
Company shall deliver to the Office of the Secretary of State of the State of Kansas a certificate of merger
with respect to the Merger, in such form as is required by, and executed in accordance with, the relevant
provisions of the GCC (the "Certificate of Merger"). The Merger shall become effective at the time the
Certificate of Merger is duly filed with the Office of the Secretary of State of the State of Kansas in accordance with the GCC or at such later time as is permissible in accordance with the GCC and, as the Parties may mutually agree, as specified in the Certificate of Merger (the time the Merger becomes effective,
the "Effective Time").
SECTION 1.03
The Closing. Unless this Agreement has been terminated in accordance with Section 8.01, the consummation of the Merger (the "Closing") shall take place at the offices of
Cahill Gordon & Reindel LLP at 10:00 a.m. New York City time on a date to be mutually agreed to by
the Parties, which date shall be no later than the fifteenth Business Day after the satisfaction or waiver of
the conditions to the Closing set forth in Article VII (except for those conditions to the Closing that by
their terms are to be satisfied at the Closing but subject to the satisfaction or waiver of such conditions)
unless another time, date or place is mutually agreed to in writing by the Parties. The date on which the
Closing occurs is referred to herein as the "Closing Date."
SECTION 1.04
Effects of the Merger. The Merger shall have the effects specified
herein and in the applicable provisions of the GCC, including Article 67 thereof.
SECTION 1.05
Organizational Documents. As of the Effective Time, the articles of
incorporation of the Surviving Corporation shall be amended and restated to be the same as the articles of
incorporation of Merger Sub, as in effect immediately prior to the Effective Time, until thereafter amended as provided therein and in accordance with applicable Law, except that the name of the Surviving Corporation shall be "The Empire District Electric Company". As of the Effective Time, the bylaws of the
Surviving Corporation shall be amended and restated to be the same as the bylaws of Merger Sub, as in
effect inunediately prior to the Effective Time, until thereafter amended as provided therein and in accordance with applicable Law, except that the name of the Surviving Corporation shall be The Empire
District Electric Company".
SECTION 1.06
Surviving Corporation Directors and Officers. As of the Effective
Time, (i) the directors of Merger Sub as of immediately prior to the Effective Time shall be the directors
of the Surviving Corporation and (ii) the officers of the Company as of immediately prior to the Effective
Time shall be the officers of the Surviving Corporation, in each case until their successors have been duly
elected or appointed or until their earlier death, resignation or removal.
ARTICLE II
EFFECT ON CAPITAL STOCK; EXCHANGE OF CERTIFICATES AND
BOOK-ENTRY SHARES
SECTION 2.01

Effect of Merger on Capital Stock.

(a)
Cancellation of Treasury Stock and Parent-Owned Stock: Dissenting Stockholders: Conversion of Company Common Stock: Conversion of Merger Sub Common Stock. At the Effective Time, by virtue of the Merger and without any action on the part of the Company, Parent, Merger
Sub or any holder of shares of Company Common Stock:
(i)
each share of common stock, $1.00 par value, of the Company ("Company
Common Stock") that is owned by (x) the Company as treasury stock, if any, each share of
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Company Common Stock that is owned by a wholly owned Subsidiary of the Company, if any,
and each share of Company Common Stock that is owned directly or indirectly by Guarantor or
any of its Subsidiaries, if any, immediately prior to the Effective Time and (y) stockholder ("Dissenting Stockholders") who have perfected and not withdrawn a demand for appraisal rights
pursuant to Section 17-6712 of the GCC (each share of Company Common Stock referred to in
clause (x) or clause (y) being an "Excluded Share" and collectively, "Excluded Shares") shall
no longer be outstanding and shall automatically be canceled and retired and shall cease to exist,
and no consideration shall be delivered in exchange therefor, subject to any rights the holder
thereof may have under Section 2.02(i);
(ii)
subject to Section 2.0l(b), each share of Company Common Stock issued and
outstanding immediately prior to the Effective Time (except for the Excluded Shares) shall be
converted automatically into the right to receive an amount in cash (without interest) equal to the
Merger Consideration, payable as provided in Section 2.02, and, when so converted, shall automatically be canceled and retired and shall cease to exist;
(iii)
each share of common stock, par value $1.00 per share, of Merger Sub issued
and outstanding immediately prior to the Effective Time shall be converted into one share of
common stock, $1.00 par value, of the Surviving Corporation and shall constitute the only outstanding shares of capital stock of the Surviving Corporation.
(b)
Adjustments to Merger Consideration. If at any time during the period between
the date of this Agreement and the Effective Time, any change in the outstanding shares of capital stock
of the Company (or any other securities convertible therefor or exchangeable thereto) shall occur as a result of any reclassification, stock split (including a reverse stock split), combination, exchange or readjustment of shares, or any stock dividend or stock distribution with a record date during such period, or
any similar event, the Merger Consideration and any other similarly dependent items shall be equitably
adjusted to provide to Parent, Merger Sub, and the holders of Company Common Stock the same economic effect as contemplated by this Agreement prior to such action.
SECTION 2.02

Payment for Shares.

(a)
Paying Agent. Prior to the Effective Time, Parent and the Company shall appoint Wells Fargo Bank, N.A. or such other Person as the Parties may mutual agree to act as paying agent
(the "Paying Agent") for the purpose of exchanging shares of Company Common Stock for the Merger
Consideration in accordance with Section 2.0l(a)(ii). At or prior to the Effective Time, Parent shall irrevocably deposit or cause to be deposited with the Paying Agent, in trust for the benefit of the holders of
Company Common Stock contemplated by Section 2.0](a)(iil, cash in an amount equal to the aggregate
amount of the Merger Consideration pursuant to Section 2.0](a)(ii) (the "Payment Fund").
(b)

Payment Procedures.

(i)
Promptly after the Effective Time (but no later than two (2) Business Days after
the Effective Time), the Paying Agent will mail to each holder of record of a certificate representing outstanding shares of Company Common Stock immediately prior to the Effective Time (a
"Certificate") and to each holder of uncertificated shares of Company Common Stock represented by book entry immediately prior to the Effective Time ("Book-Entry Shares"), in each case,
whose shares were converted into the right to receive the Merger Consideration pursuant to Section 2.0 ](a)(ii):
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(I)
a letter of transmittal, which shall specify that delivery shall be effected,
and that risk of loss and title to Certificates or Book-Entry Shares held by such holder
will pass, only upon delivery of such Certificates or Book-Entry Shares to the Paying
Agent and which shall be in form and substance reasonably satisfactory to Parent and the
Company, and
(2)
instructions for use in effecting the surrender of such Certificates or
Book-Entry Shares in exchange for the Merger Consideration with respect to such shares.
(ii)
Upon surrender to, and acceptance in accordance with Section 2.02(b)(iii) by, the
Paying Agent of a Certificate or Book-Entry Share, the holder thereof will be entitled to the Merger Consideration payable in respect of the number of shares of Company Common Stock formerly represented by such Certificate or Book-Entry Share surrendered under this Agreement.
(iii)
The Paying Agent will accept Certificates or Book-Entry Shares upon compliance with such reasonable terms and conditions as the Paying Agent may impose to effect an orderly exchange of the Certificates and Book-Entry Shares in accordance with customary exchange practices.
(iv)
From and after the Effective Time, no further transfers may be made on the records of the Company or its transfer agent of Certificates or Book-Entry Shares, and if any Certificate or Book-Entry Share is presented to the Company for transfer, such Certificate ofBookEntry Share shall be canceled against delivery of the Merger Consideration payable in respect of
the shares of Company Common Stock represented by such Certificate or Book-Entry Share.
(v)
If any Merger Consideration is to be remitted to a name other than that in which a
Certificate or Book-Entry Share is registered, no Merger Consideration may be paid in exchange
for such surrendered Certificate or Book-Entry Share unless:
(I)
either (A) the Certificate so surrendered is properly endorsed, with signature guaranteed, or otherwise in proper form for transfer or (B) the Book-Entry Share is
properly transferred; and
(2)
the Person requesting such payment shall (A) pay any transfer or other
Taxes required by reason of the payment to a Person other than the registered holder of
the Certificate or Book-Entry Share or (B) establish to the satisfaction of the Paying
Agent that such Tax has been paid or is not payable.
(vi)
At any time after the Effective Time until surrendered as contemplated by this
Section 2.02, each Certificate or Book-Entry Share shall be deemed to represent only the right to
receive upon such surrender the Merger Consideration payable in respect of the shares of Company Common Stock represented by such Certificate or Book-Entry Share as contemplated by Section 2.01 (a)(ii). No interest will be paid or accrued for the benefit of holders of Certificates or
Book-Entry Shares on the Merger Consideration payable in respect of the shares of Company
Common Stock represented by Certificates or Book-Entry Shares.
(c)

No Further Ownership Rights in Company Common Stock.

(i)
At the Effective Time, each holder of a Certificate, and each holder ofBookEntry Shares, will cease to have any rights with respect to such shares of Company Common
Stock, except, to the extent provided by Section 2.01, for the right to receive the Merger Consid-

-4-

eration payable in respect of the shares of Company Common Stock fonnerly represented by such
Certificate or Book-Entry Shares upon surrender of such Certificate or Book-Entry Share in accordance with Section 2.02(b);
(ii)
The Merger Consideration paid upon the surrender or exchange of Certificates or
Book-Entry Shares in accordance with this Section 2.02 will be deemed to have been paid in full
satisfaction of all rights pertaining to the shares of Company Common Stock fonnerly represented by such Certificates or Book-Entry Shares.

(d)
Tennination of Payment Fund. The Paying Agent will deliver to the Surviving
Corporation, upon the Surviving Corporation's demand, any portion of the Payment Fund (including any
interest and other income received by the Paying Agent in respect of all such funds) which remains undistributed to the fonner holders of Certificates or Book-Entry Shares upon expiration of the period ending
one (1) year after the Effective Time. Thereafter, any fonner holder of Certificates or Book-Entry Shares
prior to the Merger who has not complied with this Section 2.02 prior to such time, may look only to the
Surviving Corporation for payment of his, her or its claim for Merger Consideration to which such holder
may be entitled.
(e)
Investment of Payment Fund. The Paying Agent shall invest any cash in the
Payment Fund if and as directed by Parent; provided that such investment shall be in obligations of, or
guaranteed by, the United States of America, in commercial paper obligations of issuers organized under
the Law of a state of the United States of America, rated A-1 or P-1 or better by Moody's Investors Service, Inc. or Standard & Poor's Ratings Service, respectively, or in certificates of deposit, bank repurchase agreements or bankers' acceptances of commercial banks with capital exceeding $10,000,000,000,
or in mutual funds investing in such assets. Any interest and other income resulting from such investments shall be paid to, and be the property of, Parent. No investment losses resulting from investment of
the Payment Fund shall diminish the rights of any of the Company's shareholders to receive the Merger
Consideration or any other payment as provided herein. To the extent there are losses with respect to
such investments or the Payment Fund diminishes for any other reason below the level required to make
prompt cash payment of the aggregate funds required to be paid pursuant to the tenns hereof, Parent shall
reasonably promptly replace or restore the cash in the Payment Fund so as to ensure that the Payment
Fund is at all times maintained at a level sufficient to make such cash payments.
(f)
No Liabilitv. None of the Company, Parent, Merger Sub, the Surviving Corporation or the Paying Agent shall be liable to any Person in respect of any portion of the Payment Fund delivered to a public official pursuant to any applicable abandoned property, escheat or similar Law.

(g)
Withholding Taxes. Each of Parent, the Surviving Corporation and the Paying
Agent shall be entitled to deduct and withhold from the consideration otherwise payable pursuant to this
Agreement to any holder of Certificates, Book-Entry Shares, Time-Vested Restricted Stock Awards or
Perfonnance-Based Restricted Stock Awards such amounts as may be required to be deducted and withheld with respect to the making of such payment under applicable Tax Law. Amounts so withheld and
paid over to the appropriate taxing authority shall be treated for all purposes under this Agreement as having been paid to the holder of Certificates, Book-Entry Shares, Time-Vested Restricted Stock Awards or
Perfonnance-Based Restricted Stock A wards, as applicable, in respect of which such deduction or withholding was made.
(h)
Lost. Stolen or Destroyed Certificates. If any Certificate fonnerly representing
shares of Company Common Stock has been lost, stolen or destroyed, upon the making of an affidavit of
that fact by the Person claiming such Certificate to be lost, stolen or destroyed and, if required by Parent,
the posting by such Person of a bond, in such reasonable and customary amount as Parent may direct, as
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indemnity against any claim that may be made against it with respect to such Certificate, the Paying
Agent shall deliver and pay, in exchange for such lost, stolen or destroyed certificate, the Merger Consideration payable in respect thereof pursuant to this Agreement.
(i)
Appraisal Rights. No Person who has perfected a demand for appraisal rights
pursuant to Section 17-6712 of the GCC shall be entitled to receive the Merger Consideration with respect
to the shares of Company Common Stock owned by such Person unless and until such Person shall have
effectively withdrawn or lost such Person's right to appraisal under the GCC. Each Dissenting Stockholder shall be entitled to receive only the payment provided by Section 17-6712 of the GCC with respect to
shares of Company Common Stock owned by such Dissenting Stockholder. The Company shall give Parent (i) prompt notice of any demands for appraisal, threatened demands for appraisal, attempted withdrawals of such demands, and any other instruments that are received by the Company relating to stockholders' rights of appraisal (any of the foregoing, a "Demand") and (ii) the opportunity to participate in
and control all negotiations and proceedings with respect to any Demand. The Company shall not, except
with the prior written consent of Parent, voluntarily make any payment with respect to any Demand, offer
to settle or settle any such Demand.
SECTION 2.03

Eguitv Awards.

(a)
Each Time-Vested Restricted Stock Award that is outstanding immediately prior
to the Effective Time shall be cancelled and converted, as of the Effective Time, into the right to receive a
lump-sum cash payment equal to the product of (i) the Merger Consideration, without interest, multiplied
by (ii) the product of (1) the total number of shares of Company Common Stock underlying such TimeVested Restricted Stock Award, multiplied by (2) the ratio equal to (x) the number of months through the
Closing Date (rounding a fraction of a month to the next higher number of whole months) in the restricted
period under such Time-Vested Restricted Stock Award, divided by (y) the total number of months in the
restricted period under such Time-Vested Restricted Stock Award (the "Time-Vested Restricted Stock
Consideration"). All payments of Time-Vested Restricted Stock Consideration shall be made by the
Surviving Corporation, less applicable Tax withholdings, as promptly as practicable following the Effective Time (and in all events no later than the later of (A) five (5) Business Days following the Closing
Date and (B) the last day of the Surviving Corporation's first regular payroll cycle following the Closing
Date).
(b)
Each Performance-Based Restricted Stock Award that is outstanding immediately prior to the Effective Time shall be cancelled and converted, as of the Effective Time, into the right to
receive a lump-sum cash payment equal to the product of (i) the Merger Consideration, without interest,
multiplied by (ii) the total number of shares of Company Common Stock that would be earned for performance at target over the performance period under such Performance-Based Restricted Stock Award
(the "Performance-Based Restricted Stock Consideration"). All payments of Performance-Based Restricted Stock Consideration shall be made by the Surviving Corporation, less applicable Tax withholdings, as promptly as practicable following the Effective Time (and in all events no later than the later of
(i) five (5) Business Days following the Closing Date and (ii) the last day of the Surviving Corporation's
first regular payroll cycle following the Closing).
(c)
Each Director Stock Unit that is outstanding immediately prior to the Effective
Time shall be cancelled and converted, as of the Effective Time, into the right to receive an amount in
cash equal to the Merger Consideration, payment of which amount shall be made by the Surviving Corporation at the time elected or provided pursuant to the terms and conditions of such Director Stock Unit,
together with interest on the amount of such payment at the "U.S. Prime Rate" as quoted by the Wall
Street Journal in effect at the Effective Time for the period, if any, from the Effective Time until the date
of payment of such amount.
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(d)
Immediately prior to the Effective Time, the Employee Stock Purchase Plan and
the right of any employee to continue participation in the Employee Stock Purchase Plan and any purchase period under the Employee Stock Purchase Plan then in effect shall terminate. Payment of all remaining, unused amounts credited to each participant's account under the Employee Stock Purchase Plan,
together with interest as provided in the Employee Stock Purchase Plan, shall be made by the Surviving
Corporation to the applicable participant as promptly as practicable following the Effective Time.
Prior to the Effective Time, the Company Board or the appropriate committee
(e)
thereof shall adopt resolutions providing for, and shall take any other actions that are necessary to effect,
the treatment of the Time-Vested Restricted Stock Awards, the Performance-Based Restricted Stock
Awards, the Director Share Units and the Employee Stock Purchase Plan as contemplated by this Section 2.03, including but not limited to obtaining participant consents (if necessary) with respect to outstanding Time-Vested Restricted Stock Awards, Performance-Based Restricted Stock Awards, and Director Share Units; provided, however, that notwithstanding any other provision hereof, in the event any participant consent is required but not obtained prior to the Effective Time with respect any outstanding
award, such award shall be paid in cash in accordance with the applicable Company Benefit Plan.
ARTICLE Ill
REPRESENTATIONS AND WARRANTIES OF THE COMPANY
Except (a) as set forth in the Company Reports publicly available and filed with or furnished to the SEC prior to the date of this Agreement (excluding any statements that are predictive, cautionary or forward-looking in nature) or (b) subject to Section 9.04(jl, as set forth in the corresponding
section of the disclosure letter delivered by the Company to Parent concurrently with the execution and
delivery by the Company of this Agreement (the "Company Disclosure Letter"), the Company represents and warrants to Parent and Merger Sub as follows:
SECTION 3.01
Organization. Standing and Power. Each of the Company and the
Company's Subsidiaries (the "Company Subsidiaries") is duly organized, validly existing and in active
status or good standing, as applicable, under the laws of the jurisdiction in which it is organized (in the
case of active status or good standing, to the extent such jurisdiction recognizes such concept), except, in
the case of the Company Subsidiaries, where the failure to be so organized, existing or in active status or
good standing, as applicable, has not had and would not reasonably be expected to have, individually or in
the aggregate, a Company Material Adverse Effect. Each of the Company and the Company Subsidiaries
has all requisite entity power and authority to enable it to own, operate, lease or otherwise hold its properties and assets and to conduct its businesses as presently conducted, except where the failure to have such
power or authority would not have or would not reasonably be expected to have, individually or in the
aggregate, a Company Material Adverse Effect. Each of the Company and the Company Subsidiaries is
duly qualified or licensed to do business in each jurisdiction where the nature of its business or the ownership, operation or leasing of its properties make such qualification necessary, except in any such jurisdiction where the failure to be so qualified or licensed would not have or would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect. The Company has
made available to Parent true and complete copies of the restated articles of incorporation of the Company
in effect as of the date of this Agreement (the "Company Articles") and the bylaws of the Company in
effect as of the date of this Agreement (the "Company Bvlaws").
SECTION 3 .02
Company Subsidiaries. All the outstanding shares of capital stock or
voting securities of, or other equity interests in, each Company Subsidiary have been validly issued and
are fully paid and nonassessable and are owned by the Company, by another Company Subsidiary or by
the Company and another Company Subsidiary, free and clear of (a) all pledges, liens, charges, mortgag-

-7-

es, encumbrances and security interests of any kind or nature whatsoever (collectively, "Liens") and
(b) any other restriction (including any restriction on the right to vote, sell or otherwise dispose of such
capital stock, voting securities or other equity interests), except, in the case of the foregoing clauses
(a) and (b), as imposed by this Agreement, the Organizational Documents of the Company Subsidiaries or
applicable securities Laws. Section 3.02 of the Company Disclosure Letter sets forth, as of the date of
this Agreement, a true and complete list of the Company Subsidiaries. The Company has made available
to Parent true and complete copies of the articles of incorporation and bylaws (or equivalent Organizational Documents) of each Company Subsidiary in effect as of the date of this Agreement. Neither the
Company nor any Company Subsidiary owns any shares of capital stock or voting securities of, or other
equity interests in, any Person other than the Company Subsidiaries.
SECTION 3.03

Capital Structure.

(a)
The authorized capital stock of the Company consists of (i) 100,000,000 shares
of Company Common Stock, (ii) 2,500,000 shares of preference stock, including 500,000 shares of Series
A Participating Preference Stock ("Preference Stock") and (iii) 5,000,000 shares of $10.00 par value
cumulative preferred stock ("Preferred Stock"). At the close of business on February 8, 2016,
(x) 43,763,120 shares of Company Common Stock were issued and outstanding, (y) no shares of Company Common Stock were held by the Company in its treasury and (z) no shares of Preference Stock or Preferred Stock were issued and outstanding. At the close of business on February 8, 2016, an aggregate of
1,082,414 shares of Company Common Stock were reserved and available for issuance pursuant to the
Company Benefit Plans. At the close of business on February 8, 2016, an aggregate of 125,284 shares of
Company Common Stock were issuable on the vesting of outstanding Time-Vested Restricted Stock
Awards and Performance-Based Restricted Stock Awards (assuming full satisfaction of the applicable
service conditions and maximum attainment of the applicable performance goals).
(b)
All outstanding shares of Company Common Stock are validly issued, fully paid
and nonassessable and not subject to, or issued in violation of, any preemptive right. Except as set forth
in this Section 3.03 or Section 3.03(b) of the Company Disclosure Letter or pursuant to the terms of this
Agreement, there are not issued, reserved for issuance or outstanding, and there are not any outstanding
obligations of the Company or any Company Subsidiary to issue, deliver or sell, or cause to be issued,
delivered or sold, (i) any capital stock of the Company or any Company Subsidiary or any securities of
the Company or any Company Subsidiary convertible into or exchangeable or exercisable for shares of
capital stock or voting securities of, or other equity interests in, the Company or any Company Subsidiary
or (ii) any warrants, calls, options or other rights to acquire from the Company or any Company Subsidiary, or any other obligation of the Company or any Company Subsidiary to issue, deliver or sell, or cause
to be issued, delivered or sold, any capital stock or voting securities of, or other equity interests in, the
Company or any Company Subsidiary (the foregoing clauses (i) and (ii), collectively, "Equity Securities"). Except pursuant to the Company Benefit Plans, there are not any outstanding obligations of the
Company or any Company Subsidiary to repurchase, redeem or otherwise acquire any Equity Securities.
There is no outstanding Indebtedness of the Company having the right to vote (or convertible into, or exchangeable for, securities having the right to vote) on any matters on which shareholders of the Company
may vote ("Company Voting Debt"). No Company Subsidiary owns any shares of Company Common
Stock.
SECTION 3.04
Authority: Execution and Deliverv: Enforceability. The Company
has all requisite corporate power and authority to execute and deliver this Agreement, to perform its covenants and agreements hereunder and to consununate the Merger, subject, in the case of the Merger, to the
receipt of the Company Shareholder Approval. The Company Board has adopted resolutions, at a meeting duly called at which a quorum of directors of the Company was present, (a) determining that it is in
the best interests of the Company and its shareholders, and declaring it advisable, for the Company to en-
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ter into this Agreement, (b) adopting this Agreement and approving the Company's execution, delivery
and performance of this Agreement and the consummation of the transactions contemplated thereby and
(c) resolving to recommend that the Company's shareholders approve this Agreement (the "Company
Board Recommendation") and directing that this Agreement be submitted to the Company's shareholders for approval at a duly held meeting of such shareholders for such purpose (the "Company Shareholders Meeting"). Such resolutions have not been amended or withdrawn as of the date of this Agreement. Except for (i) the approval of this Agreement by the affirmative vote of the holders of a majority of
all of the outstanding shares of Company Common Stock entitled to vote at the Company Shareholders
Meeting (the "Company Shareholder Approval") and (ii) the filing of the Certificate of Merger as required by the GCC, no other vote or corporate proceedings on the part of the Company or its shareholders
are necessary to authorize, adopt or approve this Agreement or to consummate the Merger. The Company
has duly executed and delivered this Agreement and, assuming the due authorization, execution and delivery by Parent and Merger Sub, this Agreement constitutes its legal, valid and binding obligation, enforceable against it in accordance with its terms, subject in all respects to the effects of bankruptcy, insolvency, fraudulent conveyance, reorganization, moratorium and other Laws relating to or affecting creditors' rights generally and general equitable principles (whether considered in a proceeding in equity or at
law) (the "Bankrnptcy and Egnity Exceptions").
SECTION 3.05

No Conflicts; Consents.

(a)
The execution and delivery by the Company of this Agreement does not, and the
performance by the Company of its covenants and agreements hereunder and the consummation of the
Merger will not, (i) subject to obtaining the Company Shareholder Approval, conflict with, or result in
any violation of any provision of, the Company Articles, the Company Bylaws or the Organizational
Documents of any Company Subsidiary, (ii) subject to obtaining the Consents set forth in Section 3.05(a)(ii) of the Company Disclosure Letter (the "Company Regnired Consents"), conflict with,
result in any violation of, or default (with or without notice or lapse of time, or both) under, or give rise to
a right of termination, cancellation or acceleration of any material obligation or to the loss of a material
benefit under any Filed Company Contract or any material Permit applicable to the business of the Company and the Company Subsidiaries or (iii) subject to obtaining the Company Shareholder Approval and
the Consents referred to in Section 3.05(b) and making the Filings referred to in Section 3.05(b), conflict
with, or result in any violation of any provision of, any Judgment or Law, in each case, applicable to the
Company or any Company Subsidiary or their respective properties or assets, except for, in the case of the
foregoing clauses (ii) and (iii), any matter that would not have or would not reasonably be expected to
have, individually or in the aggregate, a Company Material Adverse Effect and would not prevent or materially impede, interfere with or delay the consummation of the Merger.

(b)
No consent, waiver or Permit ("Consent") of or from, or registration, declaration, notice or filing ("Filing") made to or with, any Govennnental Entity is required to be obtained or
made by the Company or any Company Subsidiary in connection with the Company's execution and delivery of this Agreement or its performance of its covenants and agreements hereunder or the consummation of the Merger, except for the following:
(i)
(I) the filing with the Securities and Exchange Commission (the "SEC"), in preliminary and definitive form, of the Proxy Statement and (2) the filing with the SEC of such reports under, and such other compliance with, the Securities Exchange Act of 1934, as amended
(the "Exchange Act"), or the Securities Act of 1933, as amended (the "Secnrities Act"), and
rules and regulations of the SEC promulgated thereunder, as may be required in connection with
this Agreement or the Merger;
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(ii)
compliance with, Filings under and the expiration of any applicable waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules
and regulations promulgated thereunder (the "HSR Act");
(iii)
the filing of the Certificate of Merger with the Office of the Secretary of State of
the State of Kansas and appropriate documents with the relevant authorities of the other jurisdictions in which Parent and the Company are qualified to do business;
(iv)
(1) Filings with, and the Consent of, the Federal Energy Regulatory Commission
(the "FERC") under Section 203 of the Federal Power Act (the "FPA"); (2) the CFIUS Approval, and Filings with respect thereto, (3) the Filings with, and the Consent of, the State Commissions, (4) pre-approvals of license transfers with the Federal Communications Commission (the
"FCC") and (5) and the other Filings and Consents set forth in Section 3.05(b)(iv) of the Company Disclosure Letter (the Consents and Filings set forth in Section 3.05(b)(ii) and this Section 3.05(b)(iv). collectively, the "Company Required Statutory Approvals");
(v)

the Company Required Consents;

(vi)
Filings and Consents as are required to be made or obtained under state or federal
property transfer Laws or Enviromnental Laws; and
(vii)
such other Filings or Consents the failure of which to make or obtain would not
have or would not reasonably be expected to have, individually or in the aggregate, a Company
Material Adverse Effect and would not prevent or materially impede, interfere with or delay the
consummation of the Merger.
SECTION 3.06

Company Reports; Financial Statements.

(a)
The Company has furnished or filed all reports, schedules, forms, statements and
other documents (including exhibits and other information incorporated therein) required to be furnished
or filed by the Company with the SEC since January 1, 2015 (such documents, together will all exhibits,
financial statements, including the Company Financial Statements, and schedules thereto and all information incorporated therein by reference, but excluding the Proxy Statement, being collectively referred
to as the "Company Reports"). Each Company Report (i) at the time furnished or filed, complied in all
material respects with the applicable requirements of the Exchange Act, the Securities Act or the Sarbanes-Oxley Act of2002 (including the rules and regulations promulgated thereunder), as the case may
be, and the rules and regulations of the SEC promulgated thereunder applicable to such Company Report
and (ii) did not at the time it was filed (or if amended or superseded by a filing or amendment prior to the
date of this Agreement, then at the time of such filing or amendment) contain any untrue statement of a
material fact or omit to state a material fact required to be stated therein or necessary in order to make the
statements therein, in the light of the circumstances under which they were made, not misleading. Each
of the consolidated fmancial statements of the Company included in the Company Reports (the "Company Financial Statements") complied at the time it was filed as to form in all material respects with applicable accounting requirements and the published rules and regulations of the SEC with respect thereto,
was prepared in accordance with United States generally accepted accounting principles ("GAAP") (except, in the case of unaudited quarterly financial statements, as permitted by Form 10-Q of the SEC) applied on a consistent basis during the periods and as of the dates involved (except as may be indicated in
the notes thereto) and fairly present in all material respects, in accordance with GAAP, the consolidated
financial position of the Company and the Company's consolidated Subsidiaries as of the dates thereof
and the consolidated results of their operations and cash flows forthe periods shown (subject, in the case
of unaudited quarterly fmancial statements, to normal year-end audit adjustments).

-10-

(b)
Neither the Company nor any Company Subsidiary has any liability of any nature
that is required by GAAP to be set forth on a consolidated balance sheet of the Company and the Company Subsidiaries, except liabilities (i) reflected or reserved against in the most recent balance sheet (including the notes thereto) of the Company and the Company Subsidiaries included in the Company Reports
filed prior to the date hereof, (ii) incurred in the ordinary course of business after September 30, 2015 (the
"Balance Sheet Date"), (iii) incurred in connection with the Merger or any other transaction or agreement contemplated by this Agreement or (iv) that have not had and would not reasonably be expected to
have, individually or in the aggregate, a Company Material Adverse Effect.
(c)
The Company maintains a system of "internal control over financial reporting"
(as defined in Rule 13a-15 or 15d-15, as applicable, under the Exchange Act). Such internal control over
financial reporting is effective in providing reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with GAAP in all
material respects. Except as has not had, and would not be reasonably likely to have, individually or in
the aggregate, a Company Material Adverse Effect, (i) the Company maintains "disclosure controls and
procedures" required by Rule 13a-15 or 15d-15 under the Exchange Act that are effective to ensure that
information required to be disclosed by the Company in the reports it files or submits under the Exchange
Act is recorded, processed, summarized and reported on a timely basis to the individuals responsible for
the preparation of the Company's filings with the SEC and other public disclosure documents and (ii) the
Company has disclosed, based on its most recent evaluation prior to the date of this Agreement, to the
Company's outside auditors and the audit committee of the Company Board (I) any significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting (as
defined in Rule 13a- I 5(f) under the Exchange Act) that are reasonably likely to adversely affect the Company's ability to record, process, sununarize and report financial information and (2) any fraud, known to
the Company, whether or not material, that involves management or other employees who have a significant role in the Company's internal controls over fmancial reporting.
SECTION 3 .07
Absence of Certain Changes or Events. From the Balance Sheet
Date to the date of this Agreement, each of the Company and the Company Subsidiaries has conducted its
respective business in the ordinary course of business in all material respects, and during such period
there has not occurred any fact, circumstance, effect, change, event or development that has had or would
reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect.
SECTION 3.08

Taxes.

(a)
Except as would not have or would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect:
(i)
(l) each of the Company and each Company Subsidiary has timely filed, taking
into account any extensions, all Tax Returns required to have been filed and such Tax Returns are
accurate and complete in all respects and (2) all Taxes due on such Tax Returns have been timely
paid in full;
(ii)
(I) neither the Company nor any Company Subsidiary has received written notice of any audit, examination, investigation or other proceeding from any taxing authority for any
amount of unpaid Taxes asserted against the Company or any Company Subsidiary that have not
been fully paid or settled and (2) with respect to any tax years open for audit as of the date hereof,
neither the Company nor any Company Subsidiary has granted any waiver of any statute oflimitations with respect to, or any extension of a period for the assessment of, any Tax;
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(iii)
neither the Company nor any Company Subsidiary had any liabilities for unpaid
Taxes as of the date of the latest balance sheet included in the Company Financial Statements that
had not been accrued or reserved on such balance sheet in accordance with GAAP and (2) neither
the Company nor any Company Subsidiary has incurred any liability for Taxes since the date of
the latest balance sheet included in the Company Financial Statements except in the ordinary
course of business;
(iv)
neither the Company nor any Company Subsidiary has any liability for Taxes of
any Person (except for the Company or any Company Subsidiary) arising from the application of
Treasury Regulation Section 1.1502-6 or any analogous provision of state, local or foreign Law,
or as a transferee or successor, by contract or otherwise;
(v)
neither the Company nor any Company Subsidiary is a party to or is otherwise
bound by any Tax sharing, allocation or indemnification agreement or arrangement, except for
such an agreement or arrangement (I) exclusively between or among the Company and Company
Subsidiaries, or (2) with customers, vendors, lessors or other third parties entered into in the ordinary course of business and not primarily related to Taxes;
(vi)
within the past three (3) years, neither the Company nor any Company Subsidiary has been a "distributing corporation" or a "controlled corporation" in a distribution intended
to qualify for tax-free treatment under Section 355 of the Code;
(vii)
neither the Company nor any Company Subsidiary has engaged in any "listed
transaction" as defined in Treasury Regulations Section l.6011-4(b )(2) or Treasury Regulations
Section 301.61 l l-2(b) in any tax year for which the statute oflimitations has not expired;
(viii)
Neither the Company nor any Company Subsidiary will be required, for income
Tax purposes for any taxable period ending after the Closing Date, to include in its taxable income any item of income or gain or to exclude from its taxable income any item of deduction or
loss as a result of any (i) change in method of accounting under Section 481( c) of the Code (or
any corresponding or similar provision of state, local or foreign law) for a taxable period ending
on or prior to the Closing Date, (ii) closing agreement under Section 7121 of the Code (or any
corresponding or similar provision of state, local or foreign law) executed on or prior to the Closing Date, (iii) installment sale or open transaction disposition occurring on or prior to the Closing
Date or (iv) prepaid amount received on or prior to the Closing Date; and
(ix)
No written claim has been received in the last three years by the Company or any
Company Subsidiary from a taxing authority in a jurisdiction where the Company or Company
Subsidiary does not file Tax Returns that the Company or Company Subsidiary is or may be subject to taxation by that jurisdiction or should have been included in a combined, consolidated, affiliated, unitary or other group Tax Return of that jurisdiction.
(b)
Except to the extent Section 3 .09 relates to Taxes, the representations and warranties contained in this Section 3.08 are the sole and exclusive representations and warranties of the
Company relating to Taxes, and no other representation or warranty of the Company contained herein
shall be construed to relate to Taxes.

-12-

SECTION 3.09

Employee Benefits.

(a)
Section 3.09(a) of the Company Disclosure Letter sets forth a complete and accurate list, as of the date of this Agreement, of each material Company Benefit Plan and each material Company Benefit Agreement.
(b)
With respect to each material Company Benefit Plan and material Company
Benefit Agreement, the Company has made available to Parent, to the extent applicable, complete and
accurate copies of (i) the plan document (or, if such arrangement is not in writing, a written description of
the material terms thereof), including any amendment thereto and any summary plan description thereof,
(ii) each trust, insurance, annuity or other funding Contract related thereto, (iii) the most recent audited
financial statement and actuarial or other valuation report prepared with respect thereto, (iv) the most recent annual report on Form 5500 required to be filed with the Internal Revenue Service (the "ffiS") with
respect thereto and (v) the most recently received IRS determination letter or opinion. No Company Benefit Plan or Company Benefit Agreement is maintained outside the jurisdiction of the United States, or
covers any Company Personnel residing or working outside of the United States.
(c)
Except as, individually or in the aggregate, has not had and would not reasonably
be expected to have a Company Material Adverse Effect, (i) each Company Benefit Plan and each Company Benefit Agreement has been maintained in compliance with its terms and with the requirements prescribed by ERISA, the Code and all other applicable Laws, (ii) there are no pending or, to the Knowledge
of the Company, threatened proceedings against any Company Benefit Plan or Company Benefit Agreement or any fiduciary thereof, or the Company or any Company Subsidiary with respect to any Company
Benefit Plan or Company Benefit Agreement and (iii) all contributions, reimbursements, premium payments and other payments required to be made by the Company or any Company Commonly Controlled
Entity to any Company Benefit Plan have been made on or before their applicable due dates. Except as,
individually or in the aggregate, has not had and would not reasonably be expected to have a Company
Material Adverse Effect, neither the Company nor any Company Commonly Controlled Entity has engaged in, and to the Knowledge of the Company, there has not been, any non-exempt transaction prohibited by ERISA or by Section 4975 of the Code with respect to any Company Benefit Plan or Company
Benefit Agreement or their related trusts that would reasonably be expected to result in a liability of the
Company or a Company Commonly Controlled Entity. Except as has not had and would not reasonably
be expected to have, individually or in the aggregate, a Company Material Adverse Effect, no Company
Benefit Plan or Company Benefit Agreement is under audit or is the subject of an administrative proceeding by the IRS, the Department of Labor, or any other Governmental Entity, nor has the Company received written notice of the commencement of any such audit or other administrative proceeding.
(d)
Section 3.09(d) of the Company Disclosure Letter sets forth each Company Benefit Plan and Company Benefit Agreement that is subject to Section 302 or Title IV ofERISA or Section 412, 430 or 4971 of the Code. No Company Benefit Plan or Company Benefit Agreement is a multiemployer plan, as defined in Section 3(37) ofERISA, or a plan that has two or more contributing sponsors at least two of whom are not under common control, within the meaning of Section 4063 of ERISA,
and neither the Company nor any Company Commonly Controlled Entity has contributed to or been obligated to contribute to any such plan within the six years preceding this Agreement. Except for matters
that have not had and would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect, neither the Company nor any Company Commonly Controlled Entity has
incurred any Controlled Group Liability (as defined below) that has not been satisfied in full nor do any
circumstances exist that could reasonably be expected to give rise to any Controlled Group Liability (except for the payment of premiums to the Pension Benefit Guaranty Corporation). For the purposes of this
Agreement, "Controlled Group Liability" means any and all liabilities (i) under Title IV ofERISA,
(ii) under Section 302 ofERISA, (iii) under Sections 412, 430 and 4971 of the Code or (iv) as a result of
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a failure to comply with the continuation coverage requirements of Section 601 et seq. ofERISA and Section 4980B of the Code.
(e)
Each Company Benefit Plan that is intended to be qualified under Section 40l(a)
of the Code is so qualified and such plan has received a currently effective favorable determination letter
or opinion to that effect from the IRS and, to the Knowledge of the Company, there is no reason why any
such determination letter should be revoked or not be reissued.
(f)
Except for any liabilities that have not had and would not reasonably be expected
to have, individually or in the aggregate, a Company Material Adverse Effect, neither the Company nor
any Company Subsidiary has any liability for providing health, medical or other welfare benefits after
retirement or other termination of employment, except for coverage or benefits required to be provided
under Section 4980(B)(f) of the Code or applicable Law.
(g)
Except as expressly provided in this Agreement or as set forth in Section 3.09(g)
of the Company Disclosure Letter, none of the execution and delivery of this Agreement, the performance
by either party ofits covenants and agreements hereunder or the consummation of the Merger (alone or in
conjunction with any other event, including any termination of employment on or following the Effective
Time) will (i) entitle any Company Personnel to any material compensation or benefit, (ii) accelerate the
time of payment or vesting, or trigger any payment or funding, of any material compensation or benefit or
trigger any other material obligation under any Company Benefit Plan or Company Benefit Agreement or
(iii) result in any payment that could, individually or in combination with any other such payment, not be
deductible under Section 280G of the Code.
(h)
The representations and warranties contained in this Section 3.09 are the sole and
exclusive representations and warranties of the Company relating to Company Benefit Plans or Company
Benefit Agreements (including their compliance with any applicable Law) or ERISA, and no other representation or warranty of the Company contained herein shall be construed to relate to Company Benefit
Plans or Company Benefit Agreements (including their compliance with any applicable Law) or ERISA.

SECTION 3.10
Labor and Employment Matters. Except as set forth in Section 3.10
of the Company Disclosure Letter, neither the Company nor any Company Subsidiary is party to any collective bargaining agreement or similar labor union Contract with respect to any of their respective employees (the Contracts set forth in Section 3.10 of the Company Disclosure Letter, the "Company Union
Contracts"). To the Knowledge of the Company, no employees of the Company or any Company Subsidiary are represented by any other labor union with respect to their employment for the Company or any
Company Subsidiary. To the Knowledge of the Company, except as would not have or would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect,
(a) there are no labor union representation or certification proceedings with respect to employees of the
Company or any Company Subsidiary pending or threatened in writing to be brought or filed with the
National Labor Relations Board, and (b) there are no labor union organizing activities, with respect to
employees of the Company or any Company Subsidiary. From the Balance Sheet Date until the date of
this Agreement, except as would not have or would not reasonably be expected to have, individually or in
the aggregate, a Company Material Adverse Effect, there have been no labor union strikes, slowdowns,
work stoppages or lockouts or other material labor disputes pending or threatened in writing against or
affecting the Company or any Company Subsidiary.
SECTION 3.11
Litigation. There is no Claim before any Govermnental Entity pending or, to the Knowledge of the Company, threatened against the Company or any Company Subsidiary
that has had or would reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect. There is no Judgment outstanding against or, to the Knowledge of the Company, in-
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vestigation by any Governmental Entity of the Company or any Company Subsidiary or any of their respective properties or assets that has had or would reasonably be expected to have, individually or in the
aggregate, a Company Material Adverse Effect. This Section 3.11 does not relate to Taxes; Company
Benefit Plans or Company Benefit Agreements (including their compliance with any applicable Law) or
ERISA; or enviromnental matters; or Intellectual Property, which are addressed in Sections 3.08, 3.09,
3 .14 and 3 .17, respectively.
SECTION 3.12
Compliance with Applicable Laws. Except as would not have or
would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse
Effect, the Company and the Company Subsidiaries are in compliance with all applicable Laws and all
Permits applicable to the business and operations of the Company and the Company Subsidiaries. This
Section 3.12 does not relate to Taxes; Company Benefit Plans or Company Benefit Agreements (including their compliance with any applicable Law) or ERISA; or enviromnental matters; or Intellectual Property, which are addressed in Sections 3.08, 3.09, 3.14 and 3.17, respectively.
SECTION 3.13
Takeover Statutes. Assuming that the representations and warranties
of Parent and Merger Sub contained in Section 4.09 are true and correct, the Merger is not subject to any

"fair price," "moratorium," "control-share acquisition,'' "affiliated transaction" or any other antitakeover
statute or regulation (each, a "Takeover Statute") or any antitakeover provision in the Company Articles
or Company Bylaws.
SECTION3.14

Enviromnental Matters.

(a)
Except for matters that have not had and would not reasonably be expected to
have, individually or in the aggregate, a Company Material Adverse Effect:
(i)
mental Laws;

the Company and the Company Subsidiaries are in compliance with all Environ-

(ii)
with respect to Permits under Enviromnental Law that are necessary to conduct
the respective operations of the Company or the Company Subsidiaries as currently conducted
("Environmental Permits"), (I) the Company and each of the Company Subsidiaries have obtained and are in compliance with, or have filed timely applications for, all such Enviromnental
Permits, (2) all such Enviromnental Permits are valid and in good standing and (3) neither the
Company nor any Company Subsidiary has received written notice from any Governmental Entity seeking to modify, revoke or terminate, any such Enviromnental Permits;
(iii)
there are no Enviromnental Claims pending or, to the Knowledge of the Company, threatened in writing against the Company or any Company Subsidiary; and
to the Knowledge of the Company, there are and have been no Releases of Haz(iv)
ardous Materials at any property currently owned, leased or operated by the Company or any
Company Subsidiary that would reasonably be expected to form the basis of any Enviromnental
Claim against the Company or any Company Subsidiary.
(b)
The representations and warranties contained in this Section 3.14 are the sole and
exclusive representations and warranties of the Company relating to Enviromnental Permits, Environmental Laws, Environmental Claims, Releases, Hazardous Materials or other enviromnental matters.
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SECTION 3.15

Contracts.

(a)
Except for this Agreement, Company Benefit Plans and Company Benefit
Agreements, as of the date of this Agreement, neither the Company nor any Company Subsidiary is a party to any Contract required to be filed by the Company as a "material contract" pursuant to
Item 60l(b)(l0) of Regulation S-K under the Securities Act (a "Filed Company Contract") that has not
been so filed.
(b)
Except as would not have or would not reasonably be expected to have, individually or in the aggregate, a Company Material Adverse Effect, (i) each Filed Company Contract is a valid,
binding and legally enforceable obligation of the Company or one of the Company Subsidiaries, as the
case may be, and, to the Knowledge of the Company, of the other parties thereto, subject in all respects to
the Bankruptcy and Equity Exceptions, (ii) to the Knowledge of the Company, each such Filed Company
Contract is in full force and effect and (iii) as of the date hereof, none of the Company or any Company
Subsidiary is (with or without notice or lapse of time, or both) in breach or default under any such Filed
Company Contract and, to the Knowledge of the Company, no other party to any such Filed Company
Contract is (with or without notice or lapse of time, or both) in breach or default thereunder.
SECTION 3.16
Real Propertv. Except as would not have or would not reasonably be
expected to have, individually or in the aggregate, a Company Material Adverse Effect, each of the Company and the Company Subsidiaries has either good title, in fee or valid leasehold, easement or other
rights, to the land, buildings, wires, pipes, structures and other improvements thereon and fixtures thereto
necessary to permit it to conduct its business as currently conducted. This Section 3.16 does not relate to
enviromnental matters; or Intellectual Property, which are addressed in Section 3.14 and Section 3 .1 7,
respectively.
SECTION 3.17

Intellectual Propertv.

(a)
Except as would not have or would not be reasonably expected to have, individually or in the aggregate, a Company Material Adverse Effect, to the Knowledge of the Company, (i) the
Company and the Company Subsidiaries have the right to use all material Intellectual Property used in
their business as presently conducted, and (ii) no person is violating any material Intellectual Property
owned by the Company and the Company Subsidiaries.
(b)
The representations and warranties contained in this Section 3.17 are the sole and
exclusive representations and warranties of the Company relating to Intellectual Property, and no other
representation or warranty of the Company contained herein shall be construed to relate to Intellectual
Property.
SECTION 3 .18
Insurance. As of the date hereof, except as would not have or would
not be reasonably likely to have, individually or in the aggregate, a Company Material Adverse Effect, all
material fire and casualty, general liability, director and officer, and business interruption insurance policies maintained by the Company or any of its Subsidiaries ("Insnrance Policies") are in full force and
effect and all premiums due with respect to all Insurance Policies have been paid.
SECTION 3.19

Regulatory Status.

(a)
Except as set forth in Section 3.19(a)(i) of the Company Disclosure Letter, none
of the Company Subsidiaries is regulated as a public utility under the FPA. Except for the Company Subsidiaries set forth in Section 3.19(a)(ii) of the Company Disclosure Letter (the "utility Snbsidiaries"),
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none of the Company Subsidiaries are regulated as a public utility or gas utility under the applicable Law
of any state.
(b)
All filings (except for immaterial filings) required to be made by the Company or
any Company Subsidiary since January 1, 2015, with the FERC, the FCC and the State Commissions, as
the case may be, have been made, including all forms, statements, reports, agreements and all documents,
exhibits, amendments and supplements appertaining thereto, including all rates, tariffs and related documents, and all such filings complied, as of their respective dates, with all applicable requirements of applicable statutes and the rules and regulations promulgated thereunder, except for filings the failure of
which to make or the failure of which to make in compliance with all applicable requirements of applicable statutes and the rules and regulations promulgated thereunder, would not reasonably be expected to
have, individually or in the aggregate, a Company Material Adverse Effect.
SECTION 3.20
Brokers' Fees and Expenses. Except for the Person set forth in Section 3.20 of the Company Disclosure Letter (such Person, the "Company Financial Advisor"), the fees
and expenses of which will be paid by the Company, no broker, investment banker, fmancial advisor or
other Person is entitled to any broker's, finder's, financial advisor's or other similar fee or commission in
connection with the Merger based upon arrangements made by or on behalf of the Company.
SECTION 3.21
Opinion of Financial Advisor. The Company Board has received an
opinion of the Company Financial Advisor to the effect that, as of the date of such opinion and based upon and subject to the various matters, limitations, qualifications and assumptions set forth therein, the
Merger Consideration to be paid to the holders of shares of Company Common Stock pursuant to this
Agreement is fair from a financial point of view to such holders.
SECTION 3 .22
No Additional Representations. Except for the representations and
warranties expressly set forth in Article IV (as modified by the Parent Disclosure Letter), the Company
specifically acknowledges and agrees that neither Parent nor any of its Affiliates, Representatives or
shareholders or any other Person makes, or has made, any other express or implied representation or warranty whatsoever (whether at law (including at common law or by statute) or in equity). Except for the
representations and warranties expressly set forth in this Article III (as modified by the Company Disclosure Letter), the Company hereby expressly disclaims and negates (a) any other express or implied representation or warranty whatsoever (whether at law (including at common law or by statute) or in equity),
including with respect to (i) the Company or the Company Subsidiaries or any of the Company's or the
Company's Subsidiaries respective businesses, assets, employees, Permits, liabilities, operations, prospects or condition (fmancial or otherwise) or (ii) any opinion, projection, forecast, statement, budget,
estimate, advice or other information (including information with respect to filings with and consents of
any Govermnental Entity (including the FERC, the FCC and the State Commissions) or information with
respect to the future revenues, results or operations (or any component thereof), cash flows, financial condition (or any component thereof) or the future business and operations of the Company or the Company
Subsidiaries, as well as any other business plan and cost-related plan information of the Company or the
Company Subsidiaries), made, communicated or furnished (orally or in writing), or to be made, communicated or furnished (orally or in writing), to Parent, its Affiliates or its Representatives, in each case,
whether made by the Company or any of its Affiliates, Representatives or shareholders or any other Person (this clause (ii), collectively, "Company Projections") and (b) all liability and responsibility for any
such other representation or warranty or any such Company Projection.
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF PARENT AND MERGER SUB
Except as set forth in the disclosure letter delivered by Parent to the Company concurrently with the execution and delivery by Parent and Merger Sub of this Agreement (the "Parent Disclosure Letter"), Parent and Merger Sub represent and warrant to the Company as follows:
SECTION 4.01
Organization. Standing and Power. Each of Parent and Merger Sub
is duly organized, validly existing and in active status or good standing, as applicable, under the laws of
the jurisdiction in which it is organized (in the case of active status or good standing, to the extent such
jurisdiction recognizes such concept). Each of Parent and Merger Sub has all requisite entity power and
authority to own, operate, lease or otherwise hold its properties and assets and to conduct its businesses as
presently conducted, except where the failure to have such power or authority would not have or would
not reasonably be expected to have, individually or in the aggregate, a Parent Material Adverse Effect.
Each of Parent and Merger Sub is duly qualified or licensed to do business in each jurisdiction where the
nature of its business or the ownership, operation or leasing of its properties make such qualification necessary, except in any such jurisdiction where the failure to be so qualified or licensed would not have or
would not reasonably be expected to have, individually or in the aggregate, a Parent Material Adverse
Effect.
SECTION 4.02
Authority: Execution and Deliverv: Enforceability. Each of Parent
and Merger Sub has all requisite power and authority to execute and deliver this Agreement, to perform
its covenants and agreements hereunder and to consummate the Merger. The board of directors of Parent
has adopted resolutions (a) determining that it is in the best interests of Parent and its shareholders, and
declaring it advisable, for Parent to enter into this Agreement and (b) adopting this Agreement and approving Parent's execution, delivery and performance of this Agreement and the consummation of the
transactions contemplated by this Agreement. Such resolutions have not been amended or withdrawn as
of the date of this Agreement. The board of directors of Merger Sub has adopted resolutions determining
that it is in the best interests of Merger Sub and its shareholder, and declaring it advisable, for Merger Sub
to enter into this Agreement, (ii) adopting this Agreement and approving Merger Sub's execution, delivery and performance of this Agreement and the consummation of the transactions contemplated by this
Agreement and (iii) resolving to recommend that Parent, in its capacity as the sole shareholder of Merger
Sub, approve this Agreement. Such resolutions have not been amended or withdrawn as of the date of
this Agreement. No other corporate proceedings on the part of Parent or Merger Sub are necessary to authorize, adopt or approve, as applicable, this Agreement or to consummate the Merger. Parent and Merger Sub have duly executed and delivered this Agreement and, assuming the due authorization, execution
and delivery by the Company, this Agreement constitutes the legal, valid and binding obligation of each
of Parent and Merger Sub, enforceable against it in accordance with its terms, subject in all respects to the
Bankruptcy and Equity Exceptions.
SECTION 4.03

No Conflicts: Consents.

(a)
The execution and delivery of this Agreement by Parent and Merger Sub does
not, and the performance by each of Parent and Merger Sub of its covenants and agreements and the consummation of the Merger will not, (i) conflict with, or result in any violation of any provision of, the Organizational Documents of Parent or Merger Sub, (ii) subject to obtaining the Consents set forth in Section 4.03(a)(ii) of the Parent Disclosure Letter (the "Parent Required Consents" and, together with the
Company Required Consents, the "Required Consents"), conflict with, result in any violation of, or default (with or without notice or lapse of time, or both) under, or give rise to a right of termination, cancellation or acceleration of any material obligation or to the loss of a material benefit under any material
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Contract to which Parent or Merger Sub is a party or by which any of their respective properties or assets
is bound or any material Permit applicable to the business of Parent and its Affiliates or (iii) subject to
obtaining the Consents referred to in Section 4.03(bl and making the Filings referred to in Section 4.03(b), conflict with, or result in any violation of any provision of, any Judgment or Law, in each
case, applicable to Parent or Merger Sub or their respective properties or assets, except for, in the case of
the foregoing clauses (ii) and (iii), any matter that would not have or would not be reasonably expected to
have, individually or in the aggregate, a Parent Material Adverse Effect.
No Consent of or from, or Filing made to or with, any Govenunental Entity, is
(b)
required to be obtained or made by Parent or any Affiliate of Parent in connection with Parent's and Merger Sub's execution and delivery of this Agreement or their performance of their covenants and agreements hereunder or the consummation of the Merger, except for the following:
(i)
compliance with, Filings under and the expiration of any applicable waiting period under the HSR Act;
(I) Filings with, and the Consent of, the FERC under Section 203 of the FPA,
(ii)
(2) the CFIUS Approval, and Filings with respect thereto, (3) the Filings with, and the Consent
of, the State Commissions, (4) pre-approvals of license transfers with the FCC, and (5) and the
other Filings and Consents set forth in Section 4.03(b)(iil of the Parent Disclosure Letter (the
Consents and Filings set forth in Section 4.03(b)(i) and this Section 4.03(bl(ii), collectively, the
"Parent Required Statutory Apnrovals" and, together with the Company Required Statutory
Approvals, the "Required Statutory Approvals");
(iii)

the Parent Required Consents;

(iv)
the filing of the Certificate of Merger with the Office of the Secretary of State of
the State of Kansas and appropriate documents with the relevant authorities of the other jurisdictions in which Parent and the Company are qualified to do business;
(v)
Filings and Consents as are required to be made or obtained under state or federal
property transfer Laws or Environmental Laws; and
(vi)
such other Filings and Consents the failure of which to make or obtain would not
have or would not reasonably be expected to have, individually or in the aggregate, a Parent Material Adverse Effect.
SECTION 4.04
Litigation. There is no Claim before any Govenunental Entity pending or, to the Knowledge of Parent, threatened against Parent, Merger Sub or any Affiliate of Parent that
has had or would reasonably be expected to have, individually or in the aggregate, a Parent Material Adverse Effect. There is no Judgment outstanding against or, to the Knowledge of Parent, investigation by
any Govenunental Entity of Parent, Merger Sub or any Affiliate of Parent or any of their respective properties or assets that has had or would reasonably be expected to have, individually or in the aggregate, a
Parent Material Adverse Effect.
SECTION 4.05
Compliance with Applicable Laws. Except as would not have or
would not reasonably be expected to have, individually or in the aggregate, a Parent Material Adverse
Effect, Parent and Merger Sub are in compliance with all applicable Laws and material Permits applicable
to the business and operations of Parent and Parent's Affiliates.
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SECTION 4.06
Financing. Parent has delivered to the Company true and complete
fully executed copies of (a) the commitment letter, dated as of February 3, 2016, among Guarantor and
Canadian Imperial Bank of Commerce, The Bank of Nova Scotia, JPMorgan Chase Bank, N.A., Wells
Fargo Bank, National Association, and Wells Fargo Securities, LLC (the "Commitment Letter") and
(b) the fee letter, among Guarantor and Canadian Imperial Bank of Commerce, The Bank of Nova Scotia,
JPMorgan Chase Bank, N.A., Wells Fargo Bank, National Association, and Wells Fargo Securities, LLC,
dated as of February 3, 2016 (as redacted to remove only the fee amounts, pricing caps, the rates and
amounts included in the "market flex," the "Redacted Fee Letter"), in each case, including all exhibits,
schedules, armexes and amendments to such letters in effect as of the date of this Agreement (collectively,
the "Debt Letters"), pursuant to which and subject to the terms and conditions thereof, each of the parties
thereto (other than Guarantor) have severally committed to lend the amounts set forth therein to Guarantor (the provision of such funds as set forth therein, the "Financing") for the purposes set forth in such
Debt Letters. The Debt Letters have not been amended, restated or otherwise modified or waived prior to
the execution and delivery of this Agreement, and the respective commitments contained in the Debt Letters have not been withdrawn, rescinded, amended, restated or otherwise modified in any respect prior to
the execution and delivery of this Agreement. As of the execution and delivery of this Agreement, the
Debt Letters are in full force and effect and constitute the legal, valid and binding obligation of each of
Guarantor and the other parties thereto, subject in each case to the Bankruptcy and Equity Exceptions.
There are no conditions precedent or contingencies directly or indirectly related to the funding of the Financing pursuant to the Debt Letters, other than as expressly set forth in the Debt Letters. At the Closing,
Parent and Merger Sub will have sufficient funds to pay all of Parent's and Merger Sub's obligations under this Agreement, including the payment of the Merger Consideration and all fees and expenses expected to be incurred in connection therewith. As of the date of this Agreement, no event has occurred
which, with or without notice, lapse of time or both, would constitute a breach or default on the part of
Guarantor under the Debt Letters or any other party to the Debt Letters. As of the date of this Agreement,
except for any agreements relating to any alternative equity capital markets financing (which agreements
do not contain any terms that would adversely affect the conditionality, enforceability, termination, principal amount or availability of the Financing), there are no side letters or other agreements, Contracts,
arrangements or understandings (written or oral) directly or indirectly related to the funding of the Financing other than as expressly set forth in the Debt Letters. Guarantor has fully paid all commitment
fees or other fees required to be paid on or prior to the date of this Agreement in connection with the Financing. As of the date of this Agreement, Parent (I) is not aware of any fact, event or other occurrence
that makes any of the representations or warranties of Guarantor in any of the Debt Letters inaccurate in
any material respect and (2) has no reason to believe that any of the conditions to the Financing contemplated by the Debt Letters will not be satisfied on a timely basis or that the Financing contemplated by the
Debt Letters will not be made available on the Closing Date.
SECTION 4.07
Brokers' Fees and Expenses. Except for any Person set forth in Section 4.07 of the Parent Disclosure Letter, the fees and expenses of which will be paid by Parent or its Affiliates, no broker, investment banker, fmancial advisor or other Person is entitled to any broker's, finder's, financial advisor's or other similar fee or commission in connection with the Merger based upon arrangements made by or on behalf of Parent or Merger Sub or any of their Affiliates.
SECTION 4.08
Merger Sub. The authorized capital stock of Merger Sub consists of
10,000 shares of common stock, par value $1.00 per share. All outstanding shares ofcapital stock of
Merger Sub are duly authorized, validly issued, fully paid and nonassessable. Parent owns all of the outstanding shares of capital stock of Merger Sub. Guarantor owns, directly or indirectly, all of the outstanding shares of capital stock of Parent. Merger Sub has been incorporated solely for the purpose of merging
with and into the Company and taking action incident to the Merger and this Agreement. Merger Sub has
no assets, liabilities or obligations and has not, since the date of its formation, carried on any business or
conducted any operations, except, in each case, as arising from the execution of this Agreement, the per-
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formance of its covenants and agreements hereunder and matters ancillary thereto. Parent has approved
this Agreement by written consent in its capacity as the sole shareholder of Merger Sub.
SECTION 4.09
Ownership of Company Common Stock; Related Person. Neither
Parent, any Subsidiary of Parent nor any other Affiliate of Parent (i) "beneficially owns" (as such term is
defined for purposes of Section 13(d) of the Exchange Act) any shares of Company Common Stock or
any other Equity Securities or (ii) is a "related person" (as defined in Item 404 of Regulation S-K of the
Securities Act) of the Company. Neither Parent, any Subsidiary of Parent nor any of their respective Affiliates are a Person referred to in GCC Section 17-6712.
SECTION 4.10
Regulatory Status. Guarantor is, and prior to the Effective Time Parent may become, a public utility holding company under the Public Utility Holding Company Act of 2005
("PUHCA 2005"). Merger Sub is not a public utility holding company under PUHCA 2005.
SECTION 4.11
Guarantee. Concurrently with the execution of this Agreement, Parent has delivered to the Company a guaranty (the "Guarantee"), dated the date hereof, of the Guarantor,
guaranteeing the obligations of Parent. The Guarantee is valid and in full force and effect and constitutes
the valid and binding obligation of the Guarantor, enforceable in accordance with its terms.
SECTION 4.12
No Additional Representations. Except for the representations and
warranties expressly set forth in Article III (as modified by the Company Disclosure Letter), each of Parent and Merger Sub (a) specifically acknowledges and agrees that neither the Company nor any of its Affiliates, Representatives or shareholders nor any other Person makes, or has made, any other express or
implied representation or warranty whatsoever (whether at law (including at common law or by statute) or
in equity), including with respect to the Company or the Company Subsidiaries or any of the Company's
or the Company's Subsidiaries respective businesses, assets, employees, Permits, liabilities, operations,
prospects, condition (financial or otherwise) or any Company Projection, and hereby expressly waives
and relinquishes any and all rights, Claims or causes of action (whether in contract or in tort or otherwise,
or whether at law (including at common law or by statute) or in equity) based on, arising out of or relating
to any such other representation or warranty or any Company Projection, (b) specifically acknowledges
and agrees to the Company's express disclaimer and negation of any such other representation or warranty or any Company Projection and of all liability and responsibility for any such other representation or
warranty or any Company Projection and ( c) expressly waives and relinquishes any and all rights, Claims
and causes of action (whether in contract or in tort or otherwise, or whether at law (including at common
law or by statute) or in equity) against (i) the Company in connection with accuracy, completeness or materiality of any Company Projection and (ii) any Affiliate of the Company or any of the Company's or any
such Affiliate' s respective Representatives or shareholders or any other Person, and hereby specifically
acknowledges and agrees that such Persons shall have no liability or obligations, based on, arising out of
or relating to this Agreement or the negotiation, execution, performance or subject matter hereof, including (1) for any alleged nondisclosure or misrepresentations made by any such Person or (2) in connection
with accuracy, completeness or materiality of any Company Projection. Each of Parent and Merger Sub
acknowledges and agrees that (A) it has conducted to its satisfaction its own independent investigation of
the transactions contemplated hereby (including with respect to the Company and the Company Subsidiaries and their respective businesses, operations, assets and liabilities) and, in making its determination to
enter into this Agreement and proceed with the transactions contemplated hereby, has relied solely on the
results of such independent investigation and the representations and warranties of the Company expressly set forth in Article III (as modified by the Company Disclosure Letter), and (B) except for the representations and warranties of the Company expressly set forth in Article III (as modified by the Company
Disclosure Letter), it has not relied on, or been induced by, any representation, warranty or other statement of or by the Company or any of its Affiliates, Representatives or shareholders or any other Person,
including any Company Projection or with respect to the Company or the Company Subsidiaries or any of
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the Company's or the Company's Subsidiaries respective businesses, assets, employees, Permits, liabilities, operations, prospects or condition (financial or otherwise) or any Company Projection, in determining to enter into this Agreement and proceed with the transactions contemplated hereby.
ARTICLEV
COVENANTS RELATING TO CONDUCT OF BUSINESS
SECTION 5.01

Conduct of Business.

(a)
Conduct of Business by the Company. Except for matters set forth in Section 5.01 of the Company Disclosure Letter or otherwise contemplated or required by this Agreement, or
as required by a Govermnental Entity (including pursuant to a Judgment issued by the FERC, the FCC or
any State Commission) or by applicable Law, or as contemplated by the Proceedings, or with the prior
written consent of Parent (which consent shall not be unreasonably withheld, conditioned or delayed),
from the date of this Agreement until the Effective Time, the Company shall use commercially reasonable
efforts to, and to cause each Company Subsidiary to, (x) conduct its business in the ordinary course of
business in all material respects and (y) to the extent consistent with the foregoing clause (x), preserve
intact, in all material respects, its business organization and existing relationships with Govermnental Entities. In addition, and without limiting the generality of the foregoing, except as set forth in the Company
Disclosure Letter or otherwise contemplated or required by this Agreement, or as required by a Governmental Entity (including pursuant to a Judgment issued by the FERC, the FCC or any State Commission)
or by applicable Law, or as contemplated by the Proceedings, or with the prior written consent of Parent
(which consent shall not be unreasonably withheld, conditioned or delayed), from the date of this Agreement until the Effective Time, the Company shall not, and shall not permit any Company Subsidiary to,
do any of the following:
(i)
declare, set aside or pay any dividends on, or make any other distributions
(whether in cash, stock or property or any combination thereof) in respect of, any of its capital
stock, other equity interests or voting securities, except for(!) quarterly cash dividends payable
by the Company or any Company Subsidiary in respect of shares of Company Common Stock on
a schedule and in an amount per share of Company Common Stock consistent with the Company's past practices but without increase in the amount per share, (2) dividends and distributions
by a direct or indirect Company Subsidiary to its parent and (3) a "stub period" dividend to holders of record of Company Common Stock as of immediately prior to the Effective Time equal to
the product of (A) the number of days from the record date for payment of the last quarterly dividend paid by the Company prior to the Effective Time, multiplied by (B) a daily dividend rate determined by dividing the amount of the last quarterly dividend prior to the Effective Time by
ninety-one (91);
(ii)
amendments);

amend any of its Organizational Documents (except for immaterial or ministerial

(iii)
except as permitted by Section 5.0!CalCvl or for transactions among the Company
and the Company Subsidiaries or among the Company Subsidiaries, split, combine, consolidate,
subdivide or reclassify any of its capital stock, other equity interests or voting securities, or securities convertible into or exchangeable or exercisable for capital stock or other equity interests or
voting securities, or issue or authorize the issuance of any other securities in respect of, in lieu of
or in substitution for its capital stock, other equity interests or voting securities;
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(iv)
repurchase, redeem or otherwise acquire, or offer to repurchase, redeem or otherwise acquire, any capital stock or voting securities of, or equity interests in, the Company or
any Company Subsidiary or any securities of the Company or any Company Subsidiary convertible into or exchangeable or exercisable for capital stock or voting securities of, or equity interests
in, the Company or any Company Subsidiary, or any warrants, calls, options or other rights to acquire any such capital stock, securities or interests, except for (1) the acquisition by the Company
of shares of Company Common Stock in the open market to satisfy its obligations under all
Company Benefit Plans or under the Company's dividend reinvestment and direct stock purchase
plan (the "Company DRIP"), (2) the withholding of shares of Company Common Stock to satisfy Tax obligations with respect to awards granted pursuant to the Company Benefit Plans and
(3) the acquisition by the Company of awards granted pursuant to the Company Benefit Plans in
connection with the forfeiture of such awards;
(v)
issue, deliver, sell, grant, pledge or otherwise encumber or subject to any Lien
any Equity Securities or Company Voting Debt, in each case, except for the issuance of
(1) Equity Securities pursuant to the Company Benefit Plans as permitted by Section 5.0lCa)(vi),
(2) shares of Company Common Stock pursuant to Director Stock Units, Time-Vested Restricted
Stock Awards and Performance-Based Restricted Stock Awards outstanding on the date of this
Agreement and in accordance with their terms on the date of this Agreement or granted after the
date of this Agreement pursuant to the foregoing clause(!), or (3) shares of Company Common
Stock under the Company DRIP;
(vi)
(I) grant to any Company Personnel any increase in compensation or benefits except in the ordinary course of business and consistent with past practices, (2) grant to Company
Personnel increases, in the aggregate, in change-in-control, severance, retention or termination
pay, (3) enter into or amend any change-in-control, severance, retention or termination agreement
with any Company Personnel, except in order to effect changes permitted by clause (2) of this
Section 5.0l(a)(vil, (4) establish, adopt, enter into, amend in any material respect or terminate
any Company Union Contract or Company Benefit Plan or Company Benefit Agreement (or any
plan or agreement that would be a Company Union Contract, Company Benefit Plan or Company
Benefit Agreement if in existence on the date hereof), in each case, except in the ordinary course
of business consistent with past practices or (5) take any action to accelerate the time of vesting,
funding or payment of any compensation or benefits under any Company Benefit Plan or Company Benefit Agreement, except in the case of the foregoing clauses (1) through (5) for actions required pursuant to the terms of any Company Benefit Plan or Company Benefit Agreement existing on the date hereof, or as required by the terms and conditions of this Agreement;
(vii)
make any material change in financial accounting methods, principles or practices, except to the extent as may have been required by a change in applicable Law or GAAP or by
any Govenunental Entity (including the SEC or the Public Company Accounting Oversight
Board);
(viii)
make any acquisition or disposition of a material asset or business (including by
merger, consolidation or acquisition of stock or assets), except for (1) any acquisition or disposition for consideration that is individually not in excess of $5,000,000 and in the aggregate not in
excess of $20,000,000 or (2) any disposition of obsolete or worn-out equipment in the ordinary
course of business;
(ix)
incur any Indebtedness, except for (1) Indebtedness incurred in the ordinary
course of business, (2) as reasonably necessary to finance any capital expenditures permitted under Section 5.0l(a)(x), (3) Indebtedness in replacement of existing Indebtedness, (4) guarantees
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by the Company of existing Indebtedness of any wholly owned Company Subsidiary,
(5) guarantees and other credit support by the Company of obligations of any Company Subsidiary in the ordinary course of business consistent with past practice, (6) borrowings under existing
revolving credit facilities (or replacements thereof on comparable terms) or existing commercial
paper programs in the ordinary course of business or (7) Indebtedness in amounts necessary to
maintain the capital structure of the Company Subsidiaries, as authorized by the State Commissions, and to maintain the present capital structure of the Company consistent with past practice
in all material respects;
(x)
make, or agree or commit to make, any capital expenditure, except for capital expenditures(!) in the ordinary course of business, (2) in accordance with the capital plan set forth
in Section 5.0l(a)(x) of the Company Disclosure Letter, plus a 10% aggregate variance or
(3) with respect to any capital expenditure not addressed by the foregoing clauses (I) or (2), not
to exceed $15,000,000 in any twelve (12) month period;
(xi)
(I) modify or amend in any material respect, or terminate or waive any material
right under, any Filed Company Contract (except for {A) any modification, amendment, termination or waiver in the ordinary course of business or (B) a termination without material penalty to
the Company or the appropriate Company Subsidiary) or (2) without limiting Parent's obligations
under Section 6.03, enter into any Contract that, from and after the Closing, purports to bind Parent or any of its Affiliates (other than the Company and the Company Subsidiaries);
(xii)
make or change any material Tax election, change any material method of Tax
accounting, settle or compromise any material Tax liability or refund or amend any material Tax
Return, in each case, except as may be required by a change in applicable Law or GAAP or by
any Goverrnnental Entity;
(xiii)
waive, release, assign, settle or compromise any material Claim against the Company or any Company Subsidiary, except for (I) waivers, releases, assignments, settlements or
compromises in the ordinary course of business or (2) waivers, releases, assignments, settlements
or compromises that {A) with respect to the payment of monetary damages, the amount of monetary damages to be paid by the Company or the Company Subsidiaries does not exceed (I) the
amount with respect thereto reflected on the Company Financial Statements (including the notes
thereto) or (II) $10,000,000, in the aggregate, in excess of the proceeds received or to be received
from any insurance policies in connection with such payment or (B) with respect to any nonmonetary terms and conditions thereof, would not have or would not reasonably be expected to have,
individually or in the aggregate, a material effect on the continuing operations of the Company
and the Company Subsidiaries (taken as a whole); or
(xiv)

enter into any Contract to do any of the foregoing.

(b)
Emergencies. Notwithstanding anything to the contrary herein, the Company
may, and may cause any Company Subsidiary to, take reasonable actions in compliance with applicable
Law (i) with respect to any operational emergencies (including any restoration measures in response to
any hurricane, tornado, ice storm, tsunami, flood, earthquake or other natural disaster or weather-related
event, circumstance or development), equipment failures, outages or an immediate and material threat to
the health or safety of natural Persons or (ii) as the Company deems prudent based on Good Utility Practice.
(c)
No Control of the Company's Business. Parent acknowledges and agrees that
(i) nothing contained herein is intended to give Parent, directly or indirectly, the right to control or direct
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the operations of the Company or any Company Subsidiary prior to the Effective Time and (ii) prior to
the Effective Time, the Company shall exercise, consistent with the terms and conditions of this Agreement, complete control and supervision over its and the Company Subsidiaries' respective operations.
(d)
Advice of Changes. Each of Parent and the Company shall promptly advise the
other orally and in writing of any change or event that would prevent any of the conditions precedent described in Article VII from being satisfied.
SECTION 5.02
Proceedings. Between the date of this Agreement and the Closing,
the Company and the Company Subsidiaries may (a) pursue the rate cases and other proceedings set forth
in Section 5.02 of the Company Disclosure Letter, (b) initiate and pursue other rate cases and proceedings
with Governmental Entities; provided that the prior written consent of Parent (such consent not to be unreasonably withheld, delayed or conditioned) shall be required to the extent any such other rate case or
proceeding would reasonably be expected to result in an outcome that would be materially adverse to the
Company and the Company Subsidiaries, taking into account the requests made by the Company and the
Company subsidiaries in such rate case or proceeding and the resolution of similar recent rate cases or
proceedings by the Company and the Company Subsidiaries, (c) initiate any other proceeding with Governmental Entities in the ordinary course of business (the foregoing clauses (a), (b) and (c), collectively,
the "Proceedings") and (d) notwithstanding anything to the contrary herein, initiate any other proceedings with Governmental Entities or take any other action contemplated by or described in any filings or
other submissions filed or submitted in connection with the Proceedings prior to the date of this Agreement. Notwithstanding the foregoing, (I) except as set forth in clause (2) of this sentence, without the
prior written consent of Parent (such consent not to be unreasonably withheld, delayed or conditioned),
the Company and the Company Subsidiaries will not enter into any settlement or stipulation in respect of
any Proceeding if such settlement or stipulation would result in an outcome that would be materially
adverse to the Company and the Company Subsidiaries, taking into account the requests made by the
Company and the Company subsidiaries in the Proceeding and the resolution of similar recent
proceedings by the Company and the Company Subsidiaries and (2) nothing herein or elsewhere in this
Agreement shall prohibit the Company from initiating, continuing to pursue, settling or entering into any
stipulation with respect to any (i) fuel adjustment filing, rate case or other proceeding, (ii) purchased gas
adjustment filing, rate case or other proceeding, (iii) FERC formula rate filing, rate case or other proceeding or (iv) filing, rate case or other proceeding with the State Commissions in the States of Arkansas,
Kansas or Oklahoma.
SECTION 5.03

No Solicitation by the Company: Company Board Recommendation.

(a)
The Company shall not, shall cause its Affiliates not to, and shall use reasonable
efforts to cause its and their respective officers, directors, principals, partners, managers, members, attorneys, accountants, agents, employees, consultants, financial advisors or other authorized representatives
(collectively, "Representatives") not to, (i) directly or indirectly solicit, initiate or knowingly encourage,
induce or facilitate any Company Takeover Proposal or any inquiry or proposal that would reasonably be
expected to lead to a Company Takeover Proposal, in each case, except for this Agreement and the transactions contemplated hereby, or (ii) directly or indirectly participate in any discussions or negotiations
with any Person (except for the Company's Affiliates and its and their respective Representatives or Parent and Parent's Affiliates and its and their respective Representatives) regarding, or furnish to any such
Person, any nonpublic information with respect to, or cooperate in any way with any such Person with
respect to, any Company Takeover Proposal or any inquiry or proposal that would reasonably be expected
to lead to a Company Takeover Proposal. The Company shall, and shall cause its Affiliates and its and
their respective Representatives to, immediately cease and cause to be terminated all existing discussions
or negotiations with any Person (except for the Company's Affiliates and its and their respective Representatives or Parent and Parent's Affiliates and its and their respective Representatives) conducted hereto-
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fore with respect to any Company Takeover Proposal, request the prompt return or destruction of all confidential information previously furnished and immediately terminate all physical and electronic data
room access previously granted to any such Person or its Representatives. Notwithstanding anything to
the contrary herein, at any time prior to obtaining the Company Shareholder Approval, in response to the
receipt of a bona fide written Company Takeover Proposal made after the date of this Agreement that
does not result from a breach (other than an immaterial breach) of this Section 5.03(a) by the Company
and that the Company Board determines in good faith (after consultation with outside legal counsel and a
financial advisor) constitutes or could reasonably be expected to lead to a Superior Company Proposal,
the Company and its Representatives may (1) furnish information with respect to the Company and the
Company Subsidiaries to the Person making such Company Takeover Proposal (and its Representatives)
(provided that all such information has previously been provided to Parent or is provided to Parent prior
to or substantially concurrently with the provision of such information to such Person) pursuant to a customary confidentiality agreement no less restrictive, in the aggregate, than the Confidentiality Agreement
and (2) participate in discussions regarding the terms of such Company Takeover Proposal, including
terms of a Company Acquisition Agreement with respect thereto, and the negotiation of such terms with
the Person making such Company Takeover Proposal (and such Person's Representatives). Notwithstanding anything to the contrary herein, the Company may grant a waiver, amendment or release under
any confidentiality or standstill agreement to the extent necessary to allow a confidential Company Takeover Proposal to be made to the Company or the Company Board so long as the Company promptly notifies Parent thereof after granting any such waiver, amendment or release.

(b)
Except as set forth in Section 5.03(a). Section 5.03(c) and Section 5.03(e), neither the Company Board nor any committee thereof shall (i) withdraw, change, qualify, withhold or modify in any marmer adverse to Parent, or propose publicly to withdraw, change, qualify, withhold or modify
in any marmer adverse to Parent, the Company Board Recommendation, (ii) adopt, approve or recommend, or propose publicly to adopt, approve or recommend, any Company Takeover Proposal, (iii) fail to
include in the Proxy Statement the Company Board Recommendation or (iv) take any formal action or
make any recommendation or public statement in connection with a tender offer or exchange offer (except for a recommendation against such offer or a customary "stop, look and listen" communication of the
type contemplated by Rule 14d-9(t) under the Exchange Act) (any action in the foregoing clauses (i}--(iv)
being referred to as a "Company Adverse Recommendation Change"). Except as set forth in Section 5.03(a). Section 5.03(c) and Section 5.03(e), neither the Company Board nor any committee thereof
shall authorize, permit, approve or recommend, or propose publicly to authorize, permit, approve or recommend, or allow the Company or any of its Affiliates to execute or enter into, any letter of intent, memorandum of understanding, agreement in principle, agreement or commitment constituting, or that would
reasonably be expected to lead to, any Company Takeover Proposal, or requiring, or that would reasonably be expected to cause, the Company to abandon or terminate this Agreement (a "Company Acguisition Agreement").
(c)
Notwithstanding anything to the contrary herein, at any time prior to obtaining
the Company Shareholder Approval, the Company Board may make a Company Adverse Recommendation Change if (i) a Company Intervening Event has occurred or (ii) the Company has received a Superior
Company Proposal that does not result from a breach (other than an immaterial breach) of Section 5.03(a)
by the Company and, in each case, ifthe Company Board determines in good faith (after consultation
with outside legal counsel) that the failure to effect a Company Adverse Recommendation Change as a
result of the occurrence of such Company Intervening Event or in response to the receipt of such Superior
Company Proposal, as the case may be, would reasonably likely be inconsistent with the Company
Board's fiduciary duties under applicable Law; provided, however, that the Company Board shall not
make such Company Adverse Recommendation Change unless(!) the Company Board has provided prior written notice to Parent (a "Recommendation Change Notice") that it is prepared to effect a Company
Adverse Recommendation Change in response to the occurrence of a Company Intervening Event or the
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receipt of a Superior Company Proposal, which notice shall, in the case of a Company Adverse Recommendation Change in response to the receipt of a Superior Company Proposal, at the Company's option,
either attach the most current draft of any Company Acquisition Agreement with respect to such Superior
Company Proposal or include a summary of the material terms and conditions of such Superior Company
Proposal (including the identity of the Person making such Superior Company Proposal), (2) ifrequested
by Parent, during the three (3) Business Day period after delivery of the Recommendation Change Notice,
the Company and its Representatives negotiate in good faith with Parent and its Representatives regarding
any revisions to this Agreement and (3) at the end of such three (3) Business Day period and taking into
account any changes to the terms of this Agreement committed to in writing by Parent (it being understood and agreed that if there has been any subsequent amendment to any material term of such Superior
Company Proposal, the Company Board shall provide a new Recommendation Change Notice and an additional three (3) Business Day period from the date of such notice shall apply), the Company Board determines in good faith (after consultation with outside legal counsel) that the failure to make such a Company Adverse Recommendation Change would reasonably likely be inconsistent with its fiduciary duties
under applicable Law.
(d)
The Company shall promptly (and in any event no later than the later of
(i) twenty-four (24) hours or (ii) 5 p.m. New York City time on the next Business Day) advise Parent
orally and in writing of any Company Takeover Proposal and the material terms and conditions of any
such Company Takeover Proposal (including the identity of the Person making such Company Takeover
Proposal). The Company shall keep Parent reasonably informed in all material respects on a reasonably
current basis of the material terms and status (including any change to the terms thereof) of any Company
Takeover Proposal.
(e)
Nothing contained in this Section 5.03 shall prohibit the Company from
(i) complying with Rule ! 4d-9 and Rule l 4e-2 promulgated under the Exchange Act or (ii) making any
disclosure to the shareholders of the Company if, in the good-faith judgment of the Company Board (after
consultation with outside legal counsel) failure to so disclose would reasonably likely be inconsistent with
its obligations under applicable Law.
(f)

For purposes of this Agreement:

(i)
"Company Takeover Proposal" means any proposal or offer (whether or not in
writing), with respect to any (I) merger, consolidation, share exchange, other business combination, recapitalization, liquidation, dissolution or similar transaction involving the Company,
(2) sale, lease, contribution or other disposition, directly or indirectly (including by way of merger, consolidation, share exchange, other business combination, partnership, joint venture, sale of
capital stock of or other equity interests in a Company Subsidiary or otherwise) of any business or
assets of the Company or the Company Subsidiaries representing 20% or more of the consolidated revenues, net income or assets of the Company and the Company Subsidiaries, taken as a
whole, (3) issuance, sale or other disposition, directly or indirectly, to any Person (or the shareholders of any Person) or group of securities (or options, rights or warrants to purchase, or securities convertible into or exchangeable for, such securities) representing 20% or more of the voting
power of the Company, (4) transaction (including any tender offer or exchange offer) in which
any Person (or the shareholders of any Person) would acquire (in the case of a tender offer or exchange offer, if consummated), directly or indirectly, beneficial ownership, or the right to acquire
beneficial ownership, or formation of any group which beneficially owns or has the right to acquire beneficial ownership of, 20% or more of any class of capital stock of the Company or
(5) any combination of the foregoing.
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(ii)
"Superior Company Proposal" means a bona fide written Company Takeover
Proposal (provided that for purposes of this definition, the applicable percentage in the definition
of Company Takeover Proposal shall be "more than 50%" rather than "20% or more"), which the
Company Board determines in good faith, after consultation with outside legal counsel and a financial advisor, and taking into account the legal, financial, regulatory and other aspects of such
Company Takeover Proposal and such other factors that are deemed relevant by the Company
Board, is more favorable to the holders of Company Common Stock than the transactions contemplated by this Agreement (after taking into account any proposed revisions to the terms of this
Agreement that are committed to in writing by Parent (including pursuant to Section 5.03(cl).
(iii)
"Company Intervening Event" means any material fact, circumstance, effect,
change, event or development that (1) is unknown to or by the Company Board as of the date
hereof (or if known, the magnitude or material consequences of which were not known or understood by the Company Board as of the date of this Agreement) and (2) becomes known to or by
the Company Board prior to obtaining the Company Shareholder Approval; provided, however,
that neither a Company Takeover Proposal nor or any matter relating thereto or consequence
thereof shall constitute a Company Intervening Event.
SECTION 5.04

Financing.

(a)
Parent shall, and shall cause its Affiliates to, take, or cause to be taken, all actions, and to do, or cause to be done, all things necessary to consummate the Financing, or any Substitute
Financing, as promptly as possible following the date of this Agreement (and, in any event, no later than
the Closing Date), including (i) (I) maintaining in effect the Debt Letters and complying with all of their
respective obligations thereunder and (2) negotiating, entering into and delivering definitive agreements
with respect to the Financing reflecting the terms contained in the Debt Letters (or with other terms
agreed by Parent or its Affiliates and the Financing Parties, subject to the restrictions on amendments of
the Debt Letters set forth below), so that such agreements are in effect no later than the Closing, and
(ii) satisfying on a timely basis all the conditions to the Financing and the definitive agreements related
thereto that are applicable to Parent and its Affiliates.
(b)
In the event that all conditions set forth in Sections 7.01 and 7 .03 have been satisfied or waived or, upon funding shall be satisfied or waived, Parent and its Affiliates shall cause the Persons providing the Financing (the "Financing Parties") to fund on the Closing Date the Financing, to the
extent the proceeds thereof are required to consummate the Merger and the other transactions contemplated hereby, and shall enforce its rights under the Debt Letters (including in the event of any breach or purported breach thereof and including by taking enforcement action to cause such lenders and the other Financing Parties to fund such Financing). Parent shall not, and shall cause its Affiliates not to, take or refrain from taking, directly or indirectly, any action that would reasonably be expected to result in a failure
of any of the conditions contained in the Debt Letters or in any definitive agreement related to the Financing. Parent shall not, and shall cause its Affiliates not to, object to the utilization of any "market flex"
provisions by any Financing Party.
(c)
Parent shall keep the Company reasonably informed on a current and timely basis
of the status of the efforts of Parent or its Affiliates to obtain the Financing and to satisfy the conditions
thereof, including advising and updating the Company, in a reasonable level of detail, with respect to status, proposed closing date and material terms of the definitive documentation related to the Financing,
providing copies of then current drafts of the credit agreement and other primary definitive documents
and giving the Company prompt notice of any material change (adverse or otherwise) with respect to the
Financing. Without limiting the foregoing, Parent shall notify the Company promptly (and in any event
within one (I) Business Day) if at any time prior to the Closing Date:
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(i)
any Debt Letter expires or is terminated for any reason (or if any Person attempts
or purports to terminate or repudiate any Debt Letter, whether or not such attempted or purported
termination or repudiation is valid);
(ii)
Parent or any of its Affiliates obtains knowledge of any breach or default or any
threatened breach or default (or any event or circumstance that, with or without due notice, lapse
of time or both, would reasonably be expected to give rise to any breach or default) by any party
to any Debt Letter or any definitive document related to the Financing of any provisions of the
Debt Letters or any definitive document related to the Financing;
(iii)
Parent or any of its Affiliates receives any communication (written or oral) from
any Person with respect to any ( 1) actual, potential or threatened breach, default, termination or
repudiation by any party to the Debt Letters or any definitive document related to the Financing
of any provisions of the Debt Letters or any definitive document related to the Financing or
(2) dispute or disagreement between or among any parties to the Debt Letters;
(iv)
any Financing Party refuses to provide or expresses (orally or in writing) an intent to refuse to provide all or any portion of the Financing contemplated by the Debt Letters on
the terms set forth therein (or expresses (orally or in writing) that such Person does not intend to
enter into all or any portion of definitive documentation related to the Financing or to consummate the transactions contemplated thereby); or
(v)
there occurs any event or development that could reasonably be expected to adversely impact the ability of Parent or any of its Affiliates to obtain all, or any portion of, the Financing contemplated by the Debt Letters on the terms and conditions, in the manner or from the
sources contemplated by any of the Debt Letters or the definitive documents related to the Financing or if at any time for any other reason Parent no longer believes in good faith that it will
be able to obtain all or any portion of the Financing on the terms and conditions, in the manner or
from the sources contemplated by any of the Debt Letters or the definitive documents related to
the Financing.
(d)
As soon as reasonably practicable (but in any event within two (2) Business Days
after the date the Company delivers to Parent a written request therefor), Parent shall provide any information reasonably requested by the Company relating to any circumstance referred to in Section 5.04(clCiHvl of the immediately preceding sentence.
(e)
Parent or its Affiliates may amend, modify, terminate, assign or agree to any
waiver under the Debt Letters (including to add lenders, arrangers, agents, bookrunners, managers and
other financing sources) without the prior written approval of the Company; provided that Parent shall
not, and shall cause its Affiliates not to, without Company's prior written consent, permit any such
amendment, modification, assignment, termination or waiver to be made to, or consent to any waiver of,
any provision of or remedy under the Debt Letters which would (1) reduce the aggregate amount of the
Financing (including by increasing the amount offees to be paid or original issue discount), (2) impose
new or additional conditions to the Financing or otherwise expand or render more burdensome to Parent
or its Affiliates any of the conditions to the Financing or (3) otherwise expand, amend, modify or waive
any provision of the Debt Letters in a manner that in any such case would reasonably be expected to
(A) delay or make less likely the funding of the Financing (or satisfaction of the conditions to the Financing) on the Closing Date, (B) adversely impact the ability of Parent or its Affiliates to enforce its rights
against the Financing Parties or any other parties to the Debt Letters or the definitive agreements with
respect thereto or (C) adversely affect the ability of Parent to timely consummate the Merger and the other transactions contemplated hereby. In the event that new debt or equity commitment letters or fee let-
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ters are entered into in accordance with any amendment, replacement, supplement or other modification
of the Debt Letters permitted pursuant to this Section 5.04(e), such new commitment letters or fee letters
shall be deemed to be a part of the "Financing" and deemed to be the "Debt Letters" for all purposes of
this Agreement. Parent shall promptly deliver to the Company copies of any termination, amendment,
modification, waiver or replacement of the Debt Letters.
If funds in the amounts set forth in the Debt Letters, or any portion thereof, become unavailable, Parent shall, and shall cause its Affiliates, as promptly as practicable following the occurrence of such event to (i) notify the Company in writing thereof, (ii) obtain substitute financing sufficient to enable Parent to consummate the Merger and the other transactions contemplated hereby in accordance with its terms (the "Substitute Financing") and (iii) obtain a new financing commitment letter
that provides for such Substitute Financing and, promptly after execution thereof, deliver to the Company
true, complete and correct copies of the new commitment letter and the related fee letters (in redacted
form reasonably satisfactory to the Persons providing such Substitute Financing removing only the fee
amounts, pricing caps, the rates and amounts included in the "market flex") and related definitive financing documents with respect to such Substitute Financing; provided, however, that any such Substitute Financing shall not, without the prior written consent of the Company, (I) reduce the aggregate amount of
the Financing (including by increasing the amount of fees to be paid or original issue discount),
(2) impose new or additional conditions to the Financing or otherwise expand or render more burdensome
to Parent or its Affiliates any of the conditions to the Financing or (3) otherwise expand, amend, modify
or waive any provision of the Debt Letters in a marmer that in any such case would reasonably be expected to (A) delay or make less likely the funding of the Financing (or satisfaction of the conditions to
the Financing) on the Closing Date, (B) adversely impact the ability of Parent or its Affiliates to enforce
its rights against the Financing Parties or any other parties to the Debt Letters or the definitive agreements
with respect thereto or (C) adversely affect the ability of Parent to timely consummate the Merger and the
other transactions contemplated hereby. Upon obtaining any commitment for any such Substitute Financing, such financing shall be deemed to be a part of the "Financing" and any commitment letter for such
Substitute Financing shall be deemed the "Debt Letters" for all purposes of this Agreement.
(f)

(g)
Parent shall pay, or cause to be paid, as the same shall become due and payable,
all fees and other amounts that become due and payable under the Debt Letters.
(h)
Notwithstanding anything contained in this Agreement to the contrary, Parent
and Merger Sub expressly acknowledge and agree that neither Parent's nor Merger Sub's obligations
hereunder are conditioned in any marmer upon Parent or Merger Sub obtaining the Financing, any Substitute Financing or any other financing.
SECTION 5.05

Financing Cooperation.

(a)
From the date hereof until the Closing (or the earlier termination of this Agreement pursuant to Section 8.01), subject to the limitations set forth in this Section 5.05, and unless otherwise agreed by Parent, the Company will use its reasonable best efforts to cooperate with Parent and its
Affiliates as reasonably requested by Parent in connection with Parent's arrangement of the Financing
(which, solely for purposes of this Section 5.05, shall include any alternative equity or debt capital markets financings contemplated by the Debt Letters). Such cooperation will include using reasonable best
efforts to:
(i)
make appropriate officers reasonably available, with appropriate advance notice,
for participation in bank meetings, due diligence sessions, meetings with ratings agencies and
road shows, reasonable assistance in the preparation of confidential information memoranda, private placement memoranda, prospectuses, presentations and similar documents as may be reason-
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ably requested by Parent or any Financing Party, in each case, with respect to information relating
to the Company and its Subsidiaries in connection with customary marketing efforts of Parent and
its Affiliates for all or any portion of the Financing;
(ii)
furnish Parent and the Financing Parties with copies of such financial data with
respect to the Company and its Subsidiaries which is prepared by the Company in the ordinary
course of business or can be prepared by the Company without undue burden (with any cost
thereof to be promptly reimbursed by Parent) as is reasonably requested by Parent or any Financing Party and is customarily required for the arrangement and syndication of financings similar to
the Financing committed pursuant to the Debt Letters, including such information necessary to allow Parent to prepare pro forma financial statements in accordance with Article 11 of Regulation
S-X under the Securities Act of 1933, as amended, and identify any such financial information as
suitable for distribution to "public side" lenders;

(iii)
request that the Company's independent accountants participate in drafting sessions and accounting due diligence sessions and cooperate with the Financing (including as set
forth in the Debt Letters as in effect on the date of this Agreement) or in connection with a customary offering of securities, including the type described in the Commitment Letter, consistent
with their customary practice, including requesting that they provide customary consents and
comfort letters (including "negative assurance" comfort), including in respect of historical financial statements of the Company, to the extent required in connection with the marketing and syndication of Financing (including as set forth in the Debt Letters as in effect on the date of this
Agreement) or as are customarily required in an underwritten offering of securities of the type described in the Debt Letters, or as may otherwise be required pursuant to applicable Law or the
rules or regulations of any national securities exchange in connection with the Merger or any alternative financing therefor, and provide customary management letters in connection with the
foregoing;
(iv)
furnish to legal counsel of Parent and to legal counsel of any Financing Party
such information as may be reasonably requested by such counsel in connection with any legal
opinion that such counsel may be required to deliver in connection with such Financing; and
(v)
furnish Parent and the Financing Parties, within five (5) Business Days following
written request, such documentation and other information as any Financing Party may reasonably determine is required by regulatory authorities under applicable "know your customer" and
anti-money laundering rules and regulations, including without limitation the PATRIOT Act.
provided, further, that nothing in this Agreement shall require the Company to cause the delivery of
(1) legal opinions or reliance letters or any certificate as to solvency or any other certificate necessary for
the Financing, other than as provided by Section 5.05(a)(iiil, (2) any financial information for any period,
including any audited financial information or any financial information prepared in accordance with
Regulation S-K or Regulation S-X under the Securities Act of 1933, as amended, in any case in a form
not customarily prepared by the Company with respect to such period, other than as provided by Section 5.05(a)(ii) or (3) any financial information with respect to a month or fiscal period that has not yet
ended or has ended less than 40 days (or, in the case ofa fiscal year, 60 days) prior to the date of such
request.
(b)
Notwithstanding anything to the contrary contained in this Agreement (including
this Section 5.05): (i) nothing in this Agreement (including this Section 5.05) shall require any such cooperation to the extent that it would (1) require the Company to pay any commitment or other fees, reimburse any expenses or otherwise incur any liabilities or give any indemnities prior to the Closing,
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(2) unreasonably interfere with the ongoing business or operations of the Company or the Company Subsidiaries, (3) require the Company or any of the Company Subsidiaries to enter into or approve any
agreement or other documentation effective prior to the Closing or agree to any change or modification of
any existing agreement or other documentation that would be effective prior to the Closing or (4) require
the Company, any of the Company Subsidiaries or any of their respective boards of directors (or equivalent bodies) to approve or authorize the Financing, and (ii) no action, liability or obligation (including any
obligation to pay any commitment or other fees or reimburse any expenses) of the Company, its Subsidiaries, or any of their respective Representatives under any certificate, agreement, arrangement, document
or instrument relating to the Financing shall be effective until the Closing.
(c)
Parent shall (i) promptly upon request by the Company, reimburse the Company
for all of its fees and expenses (including fees and expenses of counsel and accountants) incurred by the
Company, any of the Company Subsidiaries, any of its or their Representatives in connection with any
cooperation contemplated by this Section 5.05 and (ii) indemnify and hold harmless the Company, the
Company Subsidiaries and its and their Representatives against any claim, loss, damage, injury, liability,
judgment, award, penalty, fine, Tax, cost (including cost of investigation), expense (including fees and
expenses of counsel and accountants) or settlement payment incurred as a result of, or in connection with,
such cooperation or the Financing and any infonnation used in connection therewith.
ARTICLE VI
ADDITIONAL AGREEMENTS
SECTION 6.01

Preparation of the Proxy Statement; Company Shareholders Meeting.

(a)
The Company shall use its reasonable best efforts to prepare and cause to be filed
with the SEC no later than sixty (60) days following the date hereof, except to the extent of any delay
caused by Parent, a proxy statement to be mailed to the shareholders of the Company relating to the
Company Shareholders Meeting (together with any amendments or supplements thereto, the "Proxy
Statement") in preliminary fonn. Each of Parent and Merger Sub shall furnish all infonnation concerning itself and its Affiliates to the Company, and provide such other assistance, as may be reasonably requested by the Company or the Company's outside legal counsel in connection with the preparation, filing and distribution of the Proxy Statement.
(b)
The Company agrees that (i) none of the infonnation supplied or to be supplied
by the Company for inclusion or incorporation by reference in the Proxy Statement will, at the date it is
first mailed to the Company's shareholders or at the time of the Company Shareholders Meeting, contain
any untrue statement of a material fact or omit to state any material fact required to be stated therein or
necessary in order to make the statements therein, in the light of the circumstances under which they are
made, not misleading and (ii) except with respect to any infonnation supplied to the Company by Parent
or Merger Sub for inclusion or incorporation by reference in the Proxy Statement, the Proxy Statement
will comply as to fonn in all material respects with the requirements of the Exchange Act and the rules
and regulations of the SEC promulgated thereunder. Parent and Merger Sub agree that none of the information supplied or to be supplied by Parent or Merger Sub for inclusion or incorporation by reference in
the Proxy Statement will, at the date it is first mailed to the Company's shareholders or at the time of the
Company Shareholders Meeting, contain any untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary in order to make the statements therein, in the light of
the circumstances under which they are made, not misleading.
(c)
The Company shall promptly notify Parent after the receipt of any comments
from the SEC with respect to, or any request from the SEC for amendments or supplements to, the Proxy
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Statement and shall provide Parent with copies of all correspondence between it and its Affiliates and
Representatives, on the one hand, and the SEC, on the other hand, and:
(i)
each of the Company and Parent shall use its reasonable best efforts (1) to respond as promptly as reasonably practicable to any comment from the SEC with respect to, or
any request from the SEC for amendments or supplements to, the Proxy Statement and (2) to
have the SEC advise the Company as promptly as reasonably practicable that the SEC has no further comments on the Proxy Statement;
(ii)
the Company shall file the Proxy Statement in definitive form with the SEC and
cause such defmitive Proxy Statement to be mailed to the shareholders of the Company as
promptly as reasonably practicable after the SEC advises the Company that the SEC has no further comments on the Proxy Statement; and
(iii)
unless the Company Board has made a Company Adverse Recommendation
Change, the Company shall include the Company Board Recommendation in the preliminary and
definitive Proxy Statements.
Notwithstanding anything to the contrary herein, prior to filing the Proxy Statement in
preliminary form with the SEC, responding to any comment from the SEC with respect to, or any request
from the SEC for amendments or supplements to, the Proxy Statement or mailing the Proxy Statement in
definitive form to the shareholders of the Company, the Company shall provide Parent with an opportunity to review and comment on such document or response and consider in good faith any of Parent's comments thereon. Each Party shall use its reasonable best efforts to have the SEC advise the Company, as
promptly as reasonably practicable after the filing of the preliminary Proxy Statement, that the SEC has
no further comments on the Proxy Statement, and each of the Company and Parent shall also take any
other action (except for qualifying to do business in any jurisdiction in which it is not now so qualified)
required to be taken under the Securities Act, the Exchange Act, any applicable foreign or state securities
or "blue sky" Laws and the rules and regulations thereunder in connection with the Merger.
(d)
If, prior to the Effective Time, any event occurs with respect to Parent or any Affiliate of Parent, or any change occurs with respect to other information supplied by Parent for inclusion
in the Proxy Statement, that is required to be described in an amendment of, or a supplement to, the Proxy
Statement, Parent shall promptly notify the Company of such event, and Parent and the Company shall
cooperate in the prompt filing with the SEC of any necessary amendment or supplement to the Proxy
Statement so that either such document would not include any misstatement of a material fact or omit to
state any material fact required to be stated therein or necessary in order to make the statements made
therein, in the light of the circumstances under which they are made, not misleading, and, as required by
Law, in disseminating the information contained in such amendment or supplement to the Company's
shareholders. Nothing in this Section 6.0ICdl shall limit the obligations of any Party under Section 6.0ICal.
(e)
If prior to the Effective Time, any event occurs with respect to the Company or
any Company Subsidiary, or any change occurs with respect to other information supplied by the Company for inclusion in the Proxy Statement, that is required to be described in an amendment of, or a supplement to, the Proxy Statement, the Company shall promptly notify Parent of such event, and the Company
and Parent shall cooperate in the prompt filing with the SEC of any necessary amendment or supplement
to the Proxy Statement so that either such document would not include any misstatement of a material
fact or omit to state any material fact required to be stated therein or necessary in order to make the statements made therein, in the light of the circumstances under which they are made, not misleading and, as
required by Law, in disseminating the information contained in such amendment or supplement to the
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Company's shareholders. Nothing in this Section 6.0l(e) shall limit the obligations of any Party under
Section 6.0l(a).
(f)
The Company shall, as soon as practicable after the mailing of the definitive
Proxy Statement to the shareholders of the Company, duly call, give notice of, convene and hold the
Company Shareholders Meeting. Unless the Company Board has made a Company Adverse Recommendation Change, the Company shall use its reasonable best efforts to solicit and secure the Company
Shareholder Approval as soon as practicable, including postponing or adjourning the Company Shareholders Meeting to allow additional solicitation of votes if necessary to obtain the Company Shareholder
Approval.
(g)
Parent shall be responsible for 100% of the fees, costs and expenses (except for
the fees, costs and expenses of the Company's advisors), including any filings fees, associated with the
preparation, filing and mailing of the Proxy Statement.
SECTION 6.02

Access to Information; Confidentiality.

(a)
Subject to applicable Law and the Confidentiality Agreement, the Company
shall, and shall cause each of the Company Subsidiaries to, afford to Parent and its Representatives reasonable access (at Parent's sole cost and expense), during normal business hours and upon reasonable
advance notice, during the period from the date of this Agreement until the earlier of the Effective Time
or termination of this Agreement pursuant to Section 8.01, to the Company's material properties, books,
contracts, commitments, personnel and records, and during such period, the Company shall, and shall
cause the Company Subsidiaries to, make available promptly to Parent (i) to the extent not publicly available, a copy of each material Filing made by it during such period pursuant to the requirements of securities Laws or filed with or sent to the SEC, the FERC, the FCC, the State Commissions or any other Governmental Entity and (ii) all other material information concerning its business, properties and personnel
as such Parent may reasonably request; provided, however, that the Company may withhold from Parent
or its Representatives any document or information that the Company believes is subject to the terms of a
confidentiality agreement with a third party (provided that the Company shall use its commercially reasonable efforts to obtain the required consent of such third party to disclose such document or information) or subject to any attorney-client privilege (provided that the Company shall use its commercially
reasonable best efforts to allow the disclosure of such document or information (or as much of it as possible) in a marmer that does not result in a loss of attorney-client privilege) or is competitively or commercially sensitive (as determined in the Company's reasonable discretion); provided, further, that Parent and
its Representatives shall not have the right to collect any air, soil, surface water or ground water samples
or perform any invasive or destructive air sampling on, under, at or from any of the properties owned,
leased or operated by the Company or any Company Subsidiary. Except for incidents caused by the
Company's or its Affiliate's intentional misconduct, Parent shall indemnify the Company and its Affiliates and Representatives from, and hold the Company and its Affiliates and Representatives harmless
against, any and all Claims, losses, liabilities, damages, judgments, inquiries, fines and reasonable fees,
costs, expenses, including attorneys' fees and disbursements, and the cost of enforcing this indemnity
arising out of or resulting from any access provided pursuant to this Section 6.02(a).
(b)
All documents and information exchanged pursuant to this Section 6.02 shall be
subject to the confidentiality and standstill agreement, dated as of November 24, 2015, between the Company and Guarantor (the "Confidentiality Agreement"). If this Agreement is terminated pursuant to
Section 8.01, the Confidentiality Agreement shall automatically be deemed to be amended and restated
such that (i) Section 10 (Standstill) of the Confidentiality Agreement shall remain in effect for two
(2) years after the date of such termination, as ifthe Parties had never entered into this Agreement, and
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(ii) the other provisions of the Confidentiality Agreement shall remain in effect for two (2) years after
such termination, as ifthe Parties had never entered into this Agreement.
SECTION 6.03

Further Actions: Regulatory Approvals: Required Actions.

(a)
Subject to the terms and conditions of this Agreement, each of the Parties shall
take, or cause to be taken, all actions, and do, or cause to be done, and assist and cooperate with the other
Parties in doing, all things necessary to cause the conditions to the Closing set forth in Article VII to be
satisfied as promptly as reasonably practicable or to effect the Closing as promptly as reasonably practicable, including (i) making all necessary Filings with Governmental Entities or third parties, (ii) obtaining
the Required Consents and all other third-party Consents that are necessary, proper or advisable to consummate the Merger, (iii) obtaining the Required Statutory Approvals and all other Consents of Governmental Entities that are necessary, proper or advisable to consummate the Merger and (iv) executing and
delivering any additional instruments that are necessary, proper or advisable to consummate the Merger.
Parent shall be responsible for 100% of the fees, costs and expenses (except for the fees, costs and expenses of the Company's advisors), including any filing fees associated with any Filings or Consents contemplated by this Section 6.03.
(b)
In connection with and without limiting the generality of Section 6.03(al, each of
Parent and the Company shall:
(i)
make or cause to be made, in consultation and cooperation with the other, (1) an
appropriate filing of a Notification and Report Form pursuant to the HSR Act relating to the Merger, following the filing of all initial applications for, and at least six months prior to the reasonably expected date ofreceipt of, all Required Statutory Approvals, and (2) all draft and final filings
required in connection with the CFIUS Approval in accordance with 31 C.F .R. Part 800 as
promptly as practicable after the date of this Agreement;
(ii)
as promptly as practicable after the date of this Agreement, make or cause to be
made all necessary Filings to the FERC relating to the Merger;
(iii)
as promptly as practicable after the date of this Agreement, make or cause to be
made all necessary Filings with other Governmental Entities relating to the Merger, including any
such Filings necessary to obtain any Required Statutory Approval;
(iv)
furnish to the other all assistance, cooperation and information reasonably required for any such Filing and in order to achieve the effects set forth in this Section 6.03;
(v)
unless prohibited by applicable Law or by a Governmental Entity, give the other
reasonable prior notice of any such Filing and, to the extent reasonably practicable, of any communication with any Governmental Entity relating to the Merger (including with respect to any of
the actions referred to in this Section 6.03(b)) and, to the extent reasonably practicable, permit the
other to review and discuss in advance, and consider in good faith the views of, and secure the
participation of, the other in connection with any such Filing or communication;
(vi)
respond as promptly as practicable under the circumstances to any inquiries received from any Governmental Entity or any other authority enforcing applicable Antitrust Laws
for additional information or documentation in connection with antitrust, competition or similar
matters (including a "second request" under the HSR Act) and not extend any waiting period under the HSR Act or enter into any agreement with any such Governmental Entity or other authorities not to consummate the Merger, except with the prior written consent of the other Party;
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(vii)
provide any information requested by CFIUS or any other agency or branch of
the U.S. government in connection with the CFIUS review or investigation of the transactions
contemplated by this Agreement; and
(viii)
unless prohibited by applicable Law or a Governmental Entity, to the extent
commercially reasonably practicable, (I) not participate in or attend any formal meeting with any
Governmental Entity in respect of the Merger without the other Party, (2) keep the other Party
apprised with respect to any meeting or substantive conversation with any Governmental Entity
in respect of the Merger, (3) cooperate in the filing of any substantive memoranda, white papers,
filings, correspondence or other written communications explaining or defending this Agreement
or the Merger, articulating any regulatory or competitive argument or responding to requests or
objections made by any Governmental Entity and (4) furnish the other Party with copies of all
substantive correspondence, Filings and communications (and memoranda setting forth the substance thereof) between it and its Affiliates and their respective Representatives on the one hand,
and any Governmental Entity or members of any Governmental Entity's staff, on the other hand,
with respect to this Agreement or the Merger; provided that the Parties shall be permitted to redact any correspondence, Filing or communication to the extent such correspondence, Filing or
communication contains commercially sensitive information.
(c)
Parent shall not, and shall cause its Affiliates not to, take any action, including
acquiring any asset, property, business or Person (by way of merger, consolidation, share exchange, investment, other business combination, asset, stock or equity purchase, or otherwise), that could reasonably be expected to adversely affect obtaining or making any Consent or Filing contemplated by this Section 6.03 or the timely receipt thereof. In furtherance of and without limiting any of Parent's covenants
and agreements under this Section 6.03, Parent shall use its reasonable best efforts to avoid or eliminate
each and every impediment that may be asserted by a Governmental Entity pursuant to any Antitrust Law
with respect to the Merger or in connection with granting any Required Statutory Approval so as to enable the Closing to occur as soon as reasonably possible; provided, however, that notwithstanding the foregoing or any other provision of this Agreement, Parent and its Affiliates shall not be obligated to, and
Company shall not and shall cause the Company Subsidiaries not to, take any action or to agree or consent to or accept any terms, conditions, liabilities, obligations, commitments, sanctions or undertakings in
connection with any Required Statutory Approval that, individually or in the aggregate, would be reasonably likely to have a material adverse effect on the business, properties, financial condition or results of
operations of Liberty Utilities and its Subsidiaries (including for such purpose, the Company and its Subsidiaries), taken as a whole (a "Burdensome Effect"). Subject to the foregoing limitation, such reasonable best efforts shall include the following:
(i)
defending through litigation on the merits, including appeals, any Claim asserted
in any court or other proceeding by any Person, including any Governmental Entity, that seeks to
or could prevent or prohibit or impede, interfere with or delay the consummation of the Closing;
(ii)
proposing, negotiating, committing to and effecting, by consent decree, hold separate order or otherwise, the sale, divestiture, licensing or disposition of any assets or businesses
of Parent or its Affiliates or the Company or the Company Subsidiaries, including entering into
customary ancillary agreements on commercially reasonable terms relating to any such sale, divestiture, licensing or disposition;
(iii)
agreeing to any limitation on the conduct of Parent or its Affiliates (including, after the Closing, the Surviving Corporation and the Company Subsidiaries);
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(iv)
not withdrawing and/or refiling any HSR Act submission, extending any waiting
period or entering into any agreement or understanding with any Govermnental Entity without
consulting and obtaining written consent from the Company; and
(v)
agreeing to take any other action as may be required by a Govermnental Entity in
order to effect each of the following:(!) obtaining all Required Statutory Approvals as soon as
reasonably possible and in any event before the End Date, (2) avoiding the entry of, or having vacated, lifted, dissolved, reversed or overturned any Judgment, whether temporary, preliminary or
permanent, that is in effect that prohibits, prevents or restricts consummation of, or impedes, interferes with or delays, the Closing and (3) effecting the expiration or termination of any waiting
period, which would otherwise have the effect of preventing, prohibiting or restricting consummation of the Closing or impeding, interfering with or delaying the Closing.
(d)
Parent shall promptly notify the Company and the Company shall notify Parent
of any notice or other communication from any Person alleging that such Person's Consent is or may be
required in connection with the Merger.
SECTION 6.04
Transaction Litigation. The Company shall promptly notify Parent
of any shareholder litigation arising from this Agreement or the Merger that is brought against the Company or members of the Company Board ("Transaction Litigation"). The Company shall reasonably
consult with Parent with respect to the defense or settlement of any Transaction Litigation and shall not
settle any Transaction Litigation without Parent's consent (not to be unreasonably withheld, conditioned
or delayed).
SECTION 6.05
Section 16 Matters. Prior to the Effective Time, the Company shall
take all such steps as may be required to cause any dispositions of Company Common Stock (including
derivative securities with respect to Company Common Stock) directly resulting from the Merger by each
individual who will be subject to the reporting requirements of Section 16(a) of the Exchange Act with
respect to the Company immediately prior to the Effective Time to be exempt under Rule !6b-3 promulgated under the Exchange Act.
SECTION 6.06

Governance Matters.

(a)
Parent shall cause the Surviving Corporation and its Utility Subsidiaries to maintain their combined headquarters in the location of such headquarters as of immediately prior to the Closing.
(b)
Upon the Effective Time, the Joplin headquarters of the Company shall become
the headquarters of Parent and, following the Effective Time, Parent will cause to be transitioned to Parent management responsibilities for the distribution utility operations of Parent's Affiliates in the surrounding geographic region (including Arkansas, Iowa, Illinois, Kansas, Missouri, Oklahoma and Texas),
to establish the Joplin headquarters as a regional leadership hub in the broader organization of Parent and
its utility Affiliates.
(c)
Upon the Effective Time, Parent will take all necessary action (i) to cause to be
appointed to the board of directors of Parent the current members of the Company's board of directors,
and (ii) to cause the Chief Executive Officer of the Company to be appointed as the chief executive officer of Parent, with customary responsibility for the selection of the senior leadership team of Parent and
its utility Subsidiaries.
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(d)
Following the Effective Time, Parent will cause the governance and nominating
committee of the board of directors of Guarantor to consider current members of the Company's board of
directors as candidates to fill vacancies on Guarantor's board of directors, including vacancies resulting
from an expected expansion of Guarantor's board of directors.
(e)
Parent shall cause the Surviving Corporation and the Company Subsidiaries to
maintain and operate their respective businesses under the "Empire District" brand for a period of at least
five (5) years following the Effective Time, provided that such use may also include "a Liberty Utilities
company" or similar co-branding designation.
(t)
From and after the Effective Time, Parent shall cause the Surviving Corporation
and the Company Subsidiaries to maintain historic levels of community involvement and charitable contributions and support in the existing service territories of the Company and the Company Subsidiaries,
including as set forth on Section 6.06(t) of the Company Disclosure Letter.

Public Announcements. Except with respect to (a) a Company AdSECTION 6.07
verse Recommendation Change or as otherwise permitted by Section 5.03(e), (b) any dispute between or
among the Parties regarding this Agreement or the transactions contemplated hereby, and (c) a press release or other public statement that is consistent in all material respects with previous press releases, public disclosures or public statements made by a Party in accordance with this Agreement, including in investor conference calls, SEC Filings, Q&As or other publicly disclosed documents, in each case under
this clause (c), to the extent such disclosure is still accurate, Parent and the Company shall consult with
each other before issuing, and give each other the opportunity to review and comment upon, any press
release or other written public statement with respect to this Agreement or the Merger and shall not (and
shall cause its respective Affiliates not to) issue any such press release or make any such written public
statement prior to such consultation, except as such Party reasonably concludes may be required by applicable Law, court process or by obligations pursuant to any listing agreement with any national securities
exchange or national securities quotation system. The Company and Parent agree that the initial press
release to be issued with respect to this Agreement or Merger shall be in the form agreed to by the Parties
prior to the date hereof. Nothing in this Section 6.07 shall limit the ability of any Party to make internal
announcements to its respective employees that are consistent in all material respects with the prior public
disclosures regarding the transactions contemplated by this Agreement.
SECTION 6.08
Fees, Costs and Expenses. Except as provided otherwise in this
Agreement, including Section 5.05(c), Section 6.0lCg), Section 6.03(a), Section 9.15 and Article VIII, all
fees, costs and expenses incurred in connection with this Agreement and the transactions contemplated
hereby shall be paid by the Party incurring such fees, costs or expenses, whether or not the Closing oc-

curs.
SECTION 6.09

Indemnification, Exculpation and Insurance.

(a)
Parent agrees that all rights to indemnification, advancement of expenses and exculpation from liabilities for acts or omissions occurring at or prior to the Effective Time now existing in
favor of the current or former directors, officers or employees of the Company and the Company Subsidiaries as provided in their respective Organization Documents and any indemnification or other similar
Contracts of the Company or any Company Subsidiary, in each case, as in effect on the date of this
Agreement, shall continue in full force and effect in accordance with their terms (it being agreed that after
the Closing such rights shall be mandatory rather than permissive, if applicable), and Parent shall cause
the Surviving Corporation and the Company Subsidiaries to perform their respective obligations thereunder. Without limiting the foregoing, from and after the Effective Time, the Surviving Corporation agrees
that it will indemnify and hold harmless each individual who is as of the date of this Agreement, or who
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becomes prior to the Effective Time, a director, officer or employee of the Company or any Company
Subsidiary or who is as of the date of this Agreement, or who thereafter commences prior to the Effective
Time, serving at the request of the Company or any Company Subsidiary as a director, officer or employee of another Person (the "Company Indemnified Parties"), against all claims, losses, liabilities, damages, judgments, inquiries, fines and reasonable fees, costs and expenses, including attorneys' fees and disbursements, incurred in connection with any Claim, whether civil, criminal, administrative or investigative (including with respect to matters existing or occurring at or prior to the Effective Time (including
this Agreement and the transactions and actions contemplated hereby)), arising out of or pertaining to the
fact that the Company Indemnified Party is or was a director, officer or employee of the Company or any
Company Subsidiary or is or was serving at the request of the Company or any Company Subsidiary as a
director, officer or employee of another Person, whether asserted or claimed prior to, at or after the Effective Time, to the fullest extent permitted under applicable Law. In the event of any such Claim, (i) each
Company Indemnified Party will be entitled to advancement of expenses incurred in the defense of any
such Claim from Parent within ten (10) Business Days after receipt by Parent from the Company Indemnified Party of a request therefor; provided that any Person to whom expenses are advanced provides an
undertaking, if and only to the extent required by applicable Law or the Surviving Corporation's Organizational Documents, to repay such advances if it is ultimately determined by final adjudication that such
person is not entitled to indemnification and (ii) the Surviving Corporation shall cooperate in good faith
in the defense of any such matter.
(b)
In the event that Parent or the Surviving Corporation or any of its successors or
assigns (i) consolidates with or merges into any other Person and is not the continuing or surviving corporation or entity of such consolidation or merger or (ii) transfers or conveys all or substantially all of its
properties and assets to any Person, then, and in each such case, Parent or the Surviving Corporation, as
the case may be, shall cause proper provision to be made so that the successors and assigns of Parent or
the Surviving Corporation, as the case may be, assume the covenants and agreements set forth in this Section 6.09.
(c)
For a period of six (6) years from and after the Effective Time, the Surviving
Corporation shall either cause to be maintained in effect the current policies of directors' and officers'
liability insurance and fiduciary liability insurance maintained by the Company or its Subsidiaries or provide substitute policies for the Company and its current and former directors and officers who are currently covered by the directors' and officers' and fiduciary liability insurance coverage currently maintained
by the Company, in either case, of not less than the existing coverage and having other terms not less favorable to the insured persons than the directors' and officers' liability insurance and fiduciary liability
insurance coverage currently maintained by the Company with respect to claims arising from facts or
events that occurred on or before the Effective Time (with insurance carriers having at least an "A" rating
by A.M. Best with respect to directors' and officers' liability insurance and fiduciary liability insurance),
except that in no event shall the Surviving Corporation be required to pay with respect to such insurance
policies in respect of any one policy year more than 300% of the aggregate annual premium most recently
paid by the Company prior to the date of this Agreement (the "Maximum Amount"), and ifthe Surviving Corporation is unable to obtain the insurance required by this Section 6.09(c) it shall obtain as much
comparable insurance as possible for the years within such six (6) year period for an annual premium
equal to the Maximum Amount, in respect of each policy year within such period. In lieu of such insurance, prior to the Closing Date the Company may, at its option but following consultation with Parent,
purchase a "tail" directors' and officers' liability insurance policy and fiduciary liability insurance policy
for the Company and its current and former directors, officers and employees who are currently covered
by the directors' and officers' and fiduciary liability insurance coverage currently maintained by the
Company, such tail to provide coverage in an amount not less than the existing coverage and to have other terms substantially comparable (and not less favorable) to the insured persons than the directors' and
officers' liability insurance and fiduciary liability insurance coverage currently maintained by the Com-
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parry with respect to claims arising from facts or events that occurred on or before the Effective Time for
a period of not less than six (6) years; provided that in no event shall the cost of any such tail policy in
respect of any one policy year exceed the Maximum Amount. The Surviving Corporation shall maintain
such policies in full force and effect, and continue to honor the obligations thereunder.
(d)
The provisions of this Section 6.09 (i) shall survive consununation of the Merger,
(ii) are intended to be for the benefit of, and will be enforceable by, each indemnified or insured party
(including the Company Indemnified Parties), his or her heirs and his or her representatives and (iii) are in
addition to, and not in substitution for, any other rights to indemnification or contribution that any such
Person may have by contract or otherwise.
(e)
From and after the Effective Time, Parent shall guarantee the prompt payment of
the obligations of the Surviving Corporation and the Company Subsidiaries under this Section 6.09.
SECTION 6.10

Employee Matters.

(a)
During the period commencing at the Effective Time and ending on the two
(2) year armiversary of the Effective Time (the "Continuation Period"), Parent shall, and shall cause the
Surviving Corporation to, provide each individual who is employed by the Company or a Company Subsidiary immediately prior to the Effective Time and who remains employed thereafter by the Surviving
Corporation, Parent or any of their Affiliates (each, a "Company Employee") who is not covered by a
Company Union Contract and who remains a Company Employee with (i) a base salary or wage rate that
is no less favorable than that provided to the Company Employee immediately prior to the Effective
Time, (ii) aggregate incentive compensation opportunities that are substantially comparable, in the aggregate, to those provided to the Company Employee immediately prior to the Effective Time and
(iii) employee benefits that are substantially comparable, in the aggregate, to those provided to the Company Employee immediately prior to the Effective Time. During the three-year period following the Continuation Period, Parent shall, or shall cause the Surviving Corporation or its other Affiliates to, treat
Company Employees with respect to the payment of base salary or wage rate, incentive compensation
opportunities, employee benefits and severance benefits no less favorably in the aggregate than similarly
situated employees of the Parent and its Affiliates. Prior to the third armiversary of the Closing Date, Parent shall not, and shall cause the Surviving Corporation to not, terminate or amend in any manner that is
materially adverse to the participants therein, any of the Company Benefit Plans listed on Section 6.1 OCa)
of the Company Disclosure Letter. During the three-year period following the third armiversary of the
Closing Date, subject to Section 6.lOCd)(ii), Parent shall, or shall cause the Surviving Corporation to, treat
retirees of the Company and its Subsidiaries with respect to the provision of post-retirement welfare benefits no less favorably than similarly situated retirees of the Parent and its Affiliates. As soon as practicable following the end of the fiscal year in which the Effective Time occurs, Parent shall, or shall cause the
Surviving Corporation or its other Affiliates to, pay each Company Employee who remains employed
with the Surviving Corporation, Parent or any of their Affiliates through the applicable payment date an
armual cash bonus for such fiscal year in an amount determined based on the level of attaimnent of the
applicable performance criteria under the bonus plan in which such Company Employee participated as of
immediately prior to the Effective Time.
(b)
With respect to each Company Employee who is covered by a Company Union
Contract, Parent shall, and shall cause the Surviving Corporation to, continue to honor the Company Union Contracts, in each case as in effect at the Effective Time, in accordance with their terms (it being understood that this sentence shall not be construed to limit the ability of Parent or the Surviving Corporation to amend or terminate any such Company Union Contract, to the extent permitted by the terms of the
applicable Company Union Contract and applicable Law). The provisions of this Section 6.10 shall be
subject to any applicable provisions of the Company Union Contracts and applicable Law in respect of
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such Company Employee, to the extent the provisions of this Section 6.10 are inconsistent with or otherwise in conflict with the provisions of any such Company Union Contract or applicable Law.
(c)
At the Effective Time, Parent shall, or shall cause the Surviving Corporation to,
assume and honor in accordance with their terms all of the Company's and all of the Company Subsidiaries' employment, severance, retention, termination and change-in-control plans, policies, programs,
agreements and arrangements (including any change-in-control severance agreement or other arrangement
between the Company and any Company Employee) maintained by the Company or any Company Subsidiary, in each case, as in effect at the Effective Time, including with respect to any payments, benefits
or rights arising as a result of the Merger (either alone or in combination with any other event), it being
understood that this sentence shall not be construed to limit the ability of Parent or the Surviving Corporation to amend or terminate any such plans, policies, programs, agreements, or arrangements, to the extent
permitted by the terms of the applicable plan, policy, program, agreement or arrangement. For purposes
of any Company Benefit Plan or Company Benefit Agreement containing a definition of "change in control," "change of control" or similar term that relates to a transaction at the level of the Company, the
Closing shall be deemed to constitute a "change in control," "change of control" or such similar term.
(d)
With respect to all employee benefit plans of Parent, the Surviving Corporation
or any of their Affiliates, including any "employee benefit plan" (as defined in Section 3(3) ofERJSA)
(including any vacation, paid time-off and severance plans), each Company Employee's service with the
Company or any Company Subsidiary (as well as service with any predecessor employer of the Company
or any such Company Subsidiary, to the extent service with the predecessor employer was recognized by
the Company or such Company Subsidiary and is accurately reflected within a Company Employee's records) shall be treated as service with Parent, the Surviving Corporation or any of their Affiliates for all
purposes, including determining eligibility to participate, level of benefits, vesting and benefit accruals,
except (i) to the extent that such service was not recognized under the corresponding Company Benefit
Plan immediately prior to the Effective Time, (ii) for purposes of any defined benefit retirement plan, any
retiree welfare benefit plan, any grandfathered or frozen plan or any plan under which similarly situated
employees of Parent and its Affiliates do not receive credit for prior service or (iii) to the extent that such
recognition would result in any duplication of benefits for the same period of service.
Parent shall, and shall cause the Surviving Corporation to, use commercially rea( e)
sonable efforts to waive, or cause to be waived, any pre-existing condition limitations, exclusions, actively at work requirements and waiting periods under any welfare benefit plan maintained by Parent, the
Surviving Corporation or any of their Affiliates in which Company Employees (and their eligible dependents) will be eligible to participate from and after the Effective Time, except to the extent that such preexisting condition limitations, exclusions, actively-at-work requirements and waiting periods would not
have been satisfied or waived under the corresponding Company Benefit Plan immediately prior to the
Effective Time. Parent shall, or shall cause the Surviving Corporation to, use commercially reasonable
efforts to recognize the dollar amount of all co-payments, deductibles and similar expenses incurred by
each Company Employee (and his or her eligible dependents) during the calendar year in which the Effective Time occurs for purposes of satisfying such year's deductible and co-payment limitations under the
relevant welfare benefit plans in which they will be eligible to participate from and after the Effective
Time.
(f)
Notwithstanding anything to the contrary herein, the provisions of this Section 6.10 are solely for the benefit of the parties to this Agreement, and no provision of this Section 6.1 O
is intended to, or shall, constitute the establishment or adoption of or an amendment to any employee
benefit plan for purposes ofERISA or otherwise and no Company Personnel or any other individual associated therewith shall be regarded for any purpose as a third-party beneficiary of this Agreement or have
the right to enforce the provisions hereof including in respect of continued employment (or resumed em-
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ployment). Nothing contained herein shall alter the at-will employment relationship of any Company
Employee.
SECTION 6.11

Merger Sub.

Prior to the Effective Time. Merger Sub shall not engage in any activity of any
(a)
nature except for activities related to or in furtherance of the Merger.
(b)
Parent hereby (i) guarantees the due, prompt and faithful payment performance
and discharge by Merger Sub of, and compliance by Merger Sub with, all of the covenants and agreements of Merger Sub under this Agreement and (ii) agrees to take all actions necessary, proper or advisable to ensure such payment, performance and discharge by Merger Sub hereunder.
SECTION 6.12
Takeover Statutes. If any Takeover Statute or similar statute or regulation becomes applicable to this Agreement or the Merger, the Company and the Company Board shall
grant such approvals and take such actions as are reasonably appropriate to ensure that the Merger may be
consummated as promptly as practicable on the terms contemplated by this Agreement.
SECTION 6.13
Stock Exchange De-Listing. Prior to the Closing Date, the Company
shall cooperate with Parent and use reasonable best efforts to take, or cause to be taken, all actions, and do
or cause to be done all things, reasonably necessary, proper or advisable on its part under applicable Laws
and rules and policies of the NYSE to enable the delisting by the Surviving Corporation of the Company
Common Stock from the NYSE and the deregistration of the Company Common Stock under the
Exchange Act as promptly as practicable after the Effective Time.
SECTION 6.14

Resolution oflmpediments.

(a)
In the event that, prior to the End Date, any Required Statutory Approval has
been denied or has been obtained but has or would be reasonably likely to have a Burdensome Effect, or
any Legal Restraint has been imposed with respect to any Required Statutory Approval (each, a "Failed
Condition"), then the Parties shall promptly confer in good faith regarding and, from the date of such
occurrence until the earlier of the End Date or the date that is sixty (60) days following such occurrence,
shall use reasonable best efforts to promptly agree upon a strategy to cause the conditions specified in
Section 7.01 to be satisfied, which may include appropriate changes to this Agreement or to the transactions contemplated hereby; provided, however, that no Party shall in any circumstances be obligated to
alter or change the amount or form of the Merger Consideration. Following written agreement, if any, of
the Parties with respect to changes to this Agreement or to the transactions contemplated hereby to address a Failed Condition, the Parties shall use their reasonable best efforts to promptly give effect to and
implement such agreement, cause the conditions specified in Section 7.01 to be satisfied, and effect the
Closing as promptly as reasonably practicable. Notwithstanding any other provision of this Agreement,
no Party shall have the right to terminate this Agreement on the basis of a Failed Condition (i) during the
period specified in the first sentence of this Section 6.14(a), or (ii) if such Party has failed to comply with
its obligations under this Section 6.14(a), or (iii) following written agreement, if any, of the Parties with
respect to changes to this Agreement or to the transactions contemplated hereby to address such Failed
Condition, except as expressly provided in such written agreement.
(b)
In the event that Parent determines in good faith that any Required Statutory Approval that is required as a result of any business or assets of the Company and its Subsidiaries that generated less than ten percent (10%) of the consolidated revenues of the Company in its most recent fiscal
year is not reasonably likely to be obtained prior to the End Date (as extended pursuant to any other provision of this Agreement), or if obtained is reasonably likely to impose conditions or requirements that are
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materially burdensome in relation to the financial contributions of such business or assets, then upon the
written request of Parent the Company shall, and shall cause the Company Subsidiaries to, reasonably
cooperate with Parent to structure and pursue a disposition (whether by liquidation, dissolution, merger,
consolidation, equity sale, asset sale, reorganization, recapitalization or otherwise) of such business or
assets, to be effected only upon or following the Closing. Parent shall use its reasonable efforts to structure and arrange for such a disposition as promptly as reasonably practicable.
ARTICLE VII
CONDITIONS PRECEDENT
SECTION 7.01
Conditions to Each Partv's Obligation to Effect the Transactions.
The obligation of each Party to effect the Closing is subject to the satisfaction or waiver (by such Party) at
or prior to the Closing of the following conditions:
(a)
have been obtained.

Company Shareholder Approval. The Company Shareholder Approval shall

(b)
Required Statutory Approvals. The Required Statutory Approvals, including the
expiration or termination of any waiting period applicable to the Merger under the HSR Act, shall have
been obtained at or prior to the Effective Time, such approvals shall have become Final Orders and, unless waived by Parent, such approvals shall not, individually or in the aggregate, have or be reasonably
likely to have a Burdensome Effect. For purposes of this Section 7.0l(b), a "Final Order" means a
Judgment by the relevant Governmental Entity that (I) has not been reversed, stayed, enjoined, set aside,
annulled or suspended and is in full force and effect, (2) with respect to which, if applicable, any mandatory waiting period prescribed by Law before the Merger may be consummated has expired and (3) as to
which all conditions to the consummation of the Merger prescribed by Law have been satisfied.
(c)
No Legal Restraints. No Law and no Judgment, whether preliminary, temporary
or permanent, shall be in effect that prevents, makes illegal or prohibits the consummation of the Merger
(any such Law or Judgment, a "Legal Restraint").
SECTION 7.02
Conditions to Obligations of the Company. The obligation of the
Company to effect Closing is further subject to the satisfaction or waiver (by the Company) at or prior to
the Closing of the following conditions:
(a)
Representations and Warranties. The representations and warranties of Parent
and Merger Sub contained herein shall be true and correct (without giving effect to any limitation as to
"materiality" or "Parent Material Adverse Effect" set forth therein) at and as of the Effective Time as if
made at and as of such time (except to the extent expressly made as of an earlier date, in which case as of
such earlier date), except where the failure of any such representation or warranty to be true and correct
(without giving effect to any limitation as to "materiality" or "Parent Material Adverse Effect" set forth
therein), individually or in the aggregate, has not had and would not reasonably be expected to have a
Parent Material Adverse Effect.
(b)
Performance of Covenants and Agreements of Parent and Merger Sub. Parent
and Merger Sub shall have performed in all material respects all material covenants and agreements required to be performed by them under this Agreement at or prior to the Closing.
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(c)
Officer's Certificate. The Company shall have received a certificate signed on
behalf of Parent by an executive officer of Parent certifying the satisfaction by Parent and Merger Sub of
the conditions set forth in Section 7.02(a) and Section 7.02(b).
SECTION 7.03
Conditions to Obligations of Parent and Merger Sub. The obligations of Parent and Merger Sub to consummate the Merger is further subject to the satisfaction or waiver
(by Parent and Merger Sub) at or prior to the Closing of the following conditions:
(a)
Representations and Warranties. (i) The representations and warranties of the
Company contained herein (except for the representations and warranties contained in Section 3.03) shall
be true and correct (without giving effect to any limitation as to "materiality" or "Company Material Adverse Effect" set forth therein) at and as of the Effective Time as if made at and as of such time (except to
the extent expressly made as of an earlier date, in which case as of such earlier date), except where the
failure of any such representation or warranty to be true and correct (without giving effect to any limitation as to "materiality" or "Company Material Adverse Effect" set forth therein), individually or in the
aggregate, has not had and would not reasonably be expected to have a Company Material Adverse Effect, and (ii) the representations and warranties of the Company contained in Section 3.03 shall be true
and correct at and as of the Closing Date as if made at and as of such time (except to the extent expressly
made as of an earlier date, in which case as of such earlier date), except where the failure of any such representation or warranty to be true and correct would be de minimis.

(b)
Performance of Covenants and Agreements of the Company. The Company shall
have performed in all material respects all material covenants and agreements required to be performed
by it under this Agreement at or prior to the Closing.
(c)
Absence of Company Material Adverse Effect. Since the date of this Agreement,
no fact, circumstance, effect, change, event or development that, individually or in the aggregate, has had
or would reasonably be expected to have Company Material Adverse Effect shall have occurred and be
continuing.
(d)
Officer's Certificate. Parent shall have received a certificate signed on behalf of
the Company by an executive officer of the Company certifying the satisfaction by the Company of the
conditions set forth in Section 7.03(a), Section 7.03(b) and Section 7.03(c).
ARTICLE VIII
TERMINATION, AMENDMENT AND WAIVER
SECTION 8.01

Termination Rights.

(a)
Termination by Mutual Consent. The Company and Parent shall have the right to
terminate this Agreement at any time prior to the Effective Time, whether before or after receipt of the
Company Shareholder Approval, by mutual written consent.

(b)
Termination by Either the Company or Parent. Each of the Company and Parent
shall have the right to terminate this Agreement, at any time prior to the Effective Time, whether before
or after the receipt of the Company Shareholder Approval, if:
(i)
the Closing shall not have occurred by 5:00 p.m. New York City time on February 9, 2017 (the "End Date"); provided that if, prior to the End Date, all of the conditions to the
Closing set forth in Article VII except for any condition set forth in Section 7.0l!b) or Sec-
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tion 7.0!(c) have been satisfied or waived, as applicable, or shall then be capable of being satisfied, the End Date automatically shall be extended to a date that is six (6) months after the End
Date and, if so extended, such later date shall be the End Date; provided, further, that neither the
Company nor Parent may terminate this Agreement ifit (or, in the case of Parent, Merger Sub) is
in breach of any of its covenants or agreements and such breach has caused or resulted in either
(!)the failure to satisfy the conditions to the obligations of the terminating Party to consummate
the Merger set forth in Article VII prior to the End Date or (2) the failure of the Closing to have
occurred prior to the End Date;
(ii)
the condition set forth in Section 7.0!(c) is not satisfied and the Legal Restraint
giving rise to such nonsatisfaction is permanent (rather than preliminary or temporary) and has
become final and nonappealable; provided, however, that the right to terminate this Agreement
under this Section 8.0!(b)(ii) shall not be available to any Party whose failure to comply with any
provision of this Agreement has been the cause of, or materially contributed to, either the imposition of such Legal Restraint or the failure of such Legal Restraint to be resisted, resolved, lifted or
vacated, as applicable; or
(iii)
the Company Shareholder Approval is not obtained at the Company Shareholders
Meeting duly convened (unless such Company Shareholders Meeting has been adjourned, in
which case at the final adjourmnent thereof).
(c)

Termination by the Company. The Company shall have the right to terminate

this Agreement:
(i)
in the event that the Company Board has made a Company Adverse Recommendation Change on the basis of a Superior Company Proposal or a Company Intervening Event, so
long as (I) the Company has complied in all material respects with its obligations under Section 5.03(c) and (2) the Company prior to or concurrently with such termination (A) solely in the
case of a termination due to a Company Adverse Recommendation Change on the basis of a Superior Company Proposal, enters into a Company Acquisition Agreement with respect to such
Superior Company Proposal and (B) pays to Parent the Company Termination Fee in accordance
with Section 8.02Cb)Cii); provided, however, tbat the Company shall not have the right to terminate this Agreement under this Section 8.0!(c)(i) after the Company Shareholder Approval is obtained at the Company Shareholders Meeting;
(ii)
if Parent or Merger Sub breaches or fails to perform any of its covenants or
agreements contained herein, or if any of the representations or warranties of Parent or Merger
Sub contained herein fails to be true and correct, which breach or failure (I) would give rise to
the failure ofa condition set forth in Section 7.01, Section 7.02(a) or Section 7.02(b). as applicable, and (2) is not reasonably capable of being cured by Parent or Merger Sub by the End Date (as
it may be extended pursuant to this Agreement) or is not cured by Parent within thirty (30) days
after receiving written notice from the Company of such breach or failure; provided, however,
that the Company shall not have the right to terminate this Agreement under this Section 8.0l(c)(ii) ifthe Company is then in breach of any covenant or agreement contained herein
or any representation or warranty of the Company contained herein then fails to be true and correct such that the conditions set forth in Section 7.03(a) or Section 7.03(b). as applicable, could
not then be satisfied; or
(iii)
if(!) all of the conditions set forth in Section 7.01, Section 7.02 and Section 7.03
have been satisfied or waived in accordance with this Agreement as of the date that the Closing
should have been consummated pursuant to Section 1.03 (except for those conditions that by their
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terms are to be satisfied at the Closing), (2) Parent and Merger Sub do not complete the Closing
on the day that the Closing should have been consummated pursuant to Section 1.03, (3) a Financing Failure has occurred and (4) Parent and Merger Sub fail to consummate the Closing
within five (5) Business Days following their receipt of written notice from the Company requesting such consummation.
(d)

Termination by Parent. Parent shall have the right to terminate this Agreement:

(i)
in the event that the Company Board or a committee thereof has made a Company Adverse Recommendation Change; provided, however, that Parent shall not have the right to
terminate this Agreement under this Section 8.0 l(d) after the Company Shareholder Approval is
obtained at the Company Shareholders Meeting; or
(ii)
ifthe Company breaches or fails to perform any of its covenants or agreements
contained herein, or if any of the representations or warranties of the Company contained herein
fails to be true and correct, which breach or failure (1) would give rise to the failure of a condition
set forth in Section 7.01, Section 7.03(a) or Section 7.03Cbl, as applicable, and (2) is not reasonably capable of being cured by the Company by the End Date (as it may be extended pursuant to
this Agreement) or is not cured by the Company within thirty (30) days after receiving written notice from Parent of such breach or failure; provided, however, that Parent shall not have the right
to terminate this Agreement under this Section 8.0l(d)Cii) if Parent is then in breach of any covenant or agreement contained herein or any representation or warranty of Parent contained herein
then fails to be true and correct such that the conditions set forth in Section 7.02(a) or Section 7.02Cbl, as applicable, could not then be satisfied.
SECTION 8.02

Effect of Termination; Termination Fees.

(a)
In the event of termination of this Agreement by either Parent or the Company as
provided in Section 8.01, this Agreement shall forthwith become void and have no effect, without any
liability or obligation on the part of the Company or Parent (or any shareholder, Affiliate or Representative thereof), whether arising before or after such termination, based on, arising out of or relating to this
Agreement or the negotiation, execution, performance or subject matter hereof(whether in contract or in
tort or otherwise, or whether at law (including at common law or by statute) or in equity), except for
(i) Section 5.05(c), Section 6.0l(g), the last sentence of Section 6.02(a), the last sentence of Section 6.02Cbl, the last sentence of Section 6.03(a). Section 6.08, this Section 8.02 and Article IX, which
provisions shall survive such termination and (ii) subject to Section 8.02(d), liability of any Party (whether or not the terminating Party) for any Willful Breach of this Agreement prior to such termination but
solely to the extent such liability arises out of a Willful Breach by such Party of any covenant or agreement set forth herein that gave rise to the failure of a condition set forth in Article VIL The liabilities described in the preceding sentence shall survive the termination of this Agreement.
(b)

Termination Fees.

(i)
If (1) (A) either Parent or the Company terminates this Agreement pursuant to
Section 8.0l(b)(i) and, at the time of such termination, any of the conditions set forth in Section 7.0l(bl or, in connection with the Required Statutory Approvals, Section 7.0l(c) shall have
not been satisfied and such conditions, ifwaivable by Parent, shall not have been waived by Parent, (B) either Parent or the Company terminates this Agreement pursuant to Section 8.0](b)Cii)
(if and only if, the applicable Legal Restraint giving rise to such termination arises in connection
with the Required Statutory Approvals) or (C) the Company terminates this Agreement pursuant
to Section 8.0l(c)Ciil based on a failure by Parent to perform its covenants or agreements under
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Section 6.03, and in each case of the foregoing clauses (A), (B) and (C), at the time of such termination, all other conditions to the Closing set forth in Section 7.0l(a), Section 7.03(a), Section 7.03(b) and Section 7.03(c) shall have been satisfied or waived (except for (I) those conditions that by their nature are to be satisfied at the Closing but which conditions would be satisfied
or would be capable of being satisfied if the Closing Date were the date of such tennination or
(II) those conditions that have not been satisfied as a result of a breach of this Agreement by Parent), or (2) the Company tenninates this Agreement pursuant to Section 8.0l(c)Ciii), then Parent
shall pay to the Company a fee of Sixty-Five Million United States Dollars ($65,000,000) in cash
(the "Parent Termination Fee"). Parent shall pay the Parent Tennination Fee to the Company
(to an account designated in writing by the Company) no later than three (3) Business Days after
the date of the applicable tennination.

If the Company tenninates this Agreement pursuant to Section 8.0l(c)(i) or Par(ii)
ent tenninates this Agreement pursuant to Section 8.0l(d)(il. the Company shall pay to Parent a
fee of Fifty-Three Million United States Dollars ($53,000,000) in cash (the "Company Termination Fee"). The Company shall pay the Company Tennination Fee to Parent (to an account designated in writing by Parent) prior to or concurrently with such tennination of this Agreement by
the Company pursuant to Section 8.0!Cc)(i) or no later than three (3) Business Days after the date
of such tennination of this Agreement by Parent pursuant to Section 8.0l(d)(i).
(iii)
If (I) either (A) Parent or the Company tenninates this Agreement pursuant to
Section 8.0!(b)(iii), prior to the Company Shareholders Meeting a Company Takeover Proposal
shall have been publicly disclosed, and as of the Company Shareholders Meeting such Company
Takeover Proposal shall not have been withdrawn, or (B) Parent or the Company tenninates this
Agreement pursuant to Section 8.0l(b)Cil, prior to such tennination a Company Takeover Proposal shall have been publicly disclosed, and as of such tennination the Company Shareholders
Meeting shall not have been held and such Company Takeover Proposal shall not have been
withdrawn, or (C) Parent tenninates this Agreement pursuant to Section 8.0l(d)(ii) (solely with
respect to breach of or failure to perfonn a covenant), prior to such tennination a Company Takeover Proposal shall have been publicly disclosed, and as of such tennination such Company
Takeover Proposal shall not have been withdrawn, and (2) within nine (9) months after the tennination of this Agreement, the Company shall have entered into a definitive agreement with respect to, or consummated, a Company Takeover Proposal (whether or not the same Company
Takeover Proposal referred to in clause(!)), then the Company shall pay the Company Tennination Fee to Parent (to an account designated in writing by Parent) within two (2) Business Days
after the earlier of the date the Company enters into such definitive agreement or consummates
such Company Takeover Proposal. For purposes of clause (2) of this Section 8.02Cb )(iii), the
tenn "Company Takeover Proposal" shall have the meaning assigned to such tenn in Section 5.01, except that the applicable percentage in the definition of"Company Takeover Proposal" shall be "more than 50%" rather than "20% or more."
(c)
The Parties acknowledge that the agreements contained in Section 8.02(bl are an
integral part of the transactions contemplated by this Agreement, and that, without these agreements, the
parties would not enter into this Agreement. If Parent (or the Guarantor pursuant to the Guarantee) fails
to promptly pay an amount due pursuant to Section 8.02(b)(i), or the Company fails to promptly pay an
amount due pursuant to Section 8.02(b)(ii) or Section 8.02(b)(iii), and, in order to obtain such payment,
Parent, on the one hand, or the Company, on the other hand, commences a Claim that results in a Judgment against the Company for the amount set forth in Section 8.02(b)(ii) or Section 8.02(b)(iii), or any
portion thereof, or a Judgment against Parent (or the Guarantor pursuant to the Guarantee) for the amount
set forth in Section 8.02(b)(i), or any portion thereof, the Company shall pay to Parent, on the one hand,
or Parent (or the Guarantor pursuant to the Guarantee) shall pay to the Company, on the other hand, its
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costs and expenses (including reasonable attorneys' fees and the fees and expenses of any expert or consultant engaged by the Company) in connection with such Claim, together with interest on the amount of
such payment from the date such payment was required to be made until the date of payment at the "U.S.
Prime Rate" as quoted by the Wall Street Journal in effect on the date such payment was required to be
made. Any amount payable pursuant to Section 8.02(b) shall be paid by the applicable Party by wire
transfer of same-day funds prior to or on the date such payment is required to be made under Section 8.02(b).
(d)
Without limiting any rights of the Company under Section 9.10 prior to the termination of this Agreement pursuant to Section 8.01, if this Agreement is terminated under circumstances
in which Parent (or the Guarantor pursuant to the Guarantee) is obligated to pay the Parent Termination
Fee under Section 8.02(b)(i), upon payment of the Parent Termination Fee and, if applicable, the costs
and expenses of the Company pursuant to Section 8.02(c) in accordance herewith, neither Parent nor the
Guarantor shall have any further liability with respect to this Agreement or the transactions contemplated
hereby to the Company or the holders of the Company Common Stock, and payment of the Parent Termination Fee and such costs and expenses by Parent (or the Guarantor pursuant to the Guarantee) shall be
the Company's sole and exclusive remedy for any Claims, losses, liabilities, damages, judgments, inquiries, fines and reasonable fees, costs and expenses, including attorneys' fees and disbursements, suffered
or incurred by the Company, the Company Subsidiaries or any other Person in connection with this
Agreement, the transactions contemplated hereby (and the termination thereof) or any matter forming the
basis for such termination, and the Company shall not have, and expressly waives and relinquishes, any
other right, remedy or recourse (whether in contract or in tort or otherwise, or whether at law (including at
common law or by statute) or in equity) with respect to this Agreement or the transactions contemplated
hereby, including against any Financing Source Party; provided that, regardless of whether Parent pays or
is obligated to pay the Parent Termination Fee, nothing in this Section 8.02Cd) shall release Parent from
liability for a Willful Breach of this Agreement. If this Agreement is terminated under circumstances in
which the Company is obligated to pay the Company Termination Fee under Section 8.02(b)(ii) or Section 8.02(b)Ciii), upon payment of the Company Termination Fee and, if applicable, the costs and expenses of Parent pursuant to Section 8.02(c) in accordance herewith, the Company shall have no further liability with respect to this Agreement or the transactions contemplated hereby to Parent, Merger Sub or any
of their respective Affiliates or Representatives, and payment of the Company Termination Fee and such
costs and expenses by the Company shall be Parent's sole and exclusive remedy for any Claims, losses,
liabilities, damages, judgments, inquiries, fines and reasonable fees, costs and expenses, including attorneys' fees and disbursements, suffered or incurred by Parent, Parent's Affiliates and any other Person in
connection with this Agreement, the transactions contemplated hereby (and the termination thereof) or
any matter forming the basis for such termination, and Parent and Merger Sub shall not have, and each
expressly waives and relinquishes, any other right, remedy or recourse (whether in contract or in tort or
otherwise, or whether at law (including at common law or by statute) or in equity) with respect to this
Agreement or the transactions contemplated hereby. The Parties acknowledge and agree that in no event
shall the Company or Parent, as applicable, be required to pay the Company Termination Fee or the Parent Termination Fee, as applicable, on more than one occasion.
(e)
For purposes of this Agreement, "Willful Breach" means a breach that is a consequence of an act or omission undertaken by the breaching Party with the Knowledge that the taking of
or the omission of taking such act would, or would reasonably be expected to, cause or constitute a material breach of this Agreement; provided that, without limiting the meaning of Willful Breach, the Parties
acknowledge and agree that any failure by any Party to consummate the Merger and the other transactions
contemplated hereby after the applicable conditions to the closing set forth in Article VII have been satisfied or waived (except for those conditions that by their nature are to be satisfied at the Closing, which
conditions would be capable of being satisfied at the time of such failure to consummate the Merger) shall
constitute a Willful Breach of this Agreement. Parent and Merger Sub acknowledge and agree that, with-
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out in any way limiting the Company's rights under Section 9.10, recoverable damages of the Company
hereunder shall not be limited to reimbursement of expenses or out-of-pocket costs but shall also include
the benefit of the bargain lost by the shareholders of the Company (including "lost premium"), taking into
consideration relevant matters, including the total amount payable to the Company's shareholders under
this Agreement and the time value of money, which, in each case, shall be deemed in such event to be
damages of the Company and shall be recoverable by the Company on behalf of its shareholders.
SECTION 8.03
Amendment. This Agreement may be amended by the parties at any
time before or after receipt of the Company Shareholder Approval; provided, however, that (a) after receipt of the Company Shareholder Approval, there shall be made no amendment that by Law requires further approval by the shareholders of the Company without the further approval of such shareholders,
(b) no amendment shall be made to this Agreement after the Effective Time, (c) except as provided
above, no amendment of this Agreement shall require the approval of the shareholders of Parent or the
shareholders of the Company and (d) no amendments to or waivers of any DFS Provision shall be effective without the written consent of the Financing Parties. This Agreement may not be amended except by
an instnunent in writing signed on behalf of each of the Parties.
SECTION 8.04
Extension: Waiver. At any time prior to the Effective Time, the parties may, subject to Section 8.03(a), (a) extend the time for the performance of any of the obligations or
other acts of the other parties, (b) waive any inaccuracies in the representations and warranties contained
herein or in any document delivered pursuant to this Agreement, (c) waive compliance with any coveuants and agreements contained herein or (d) waive the satisfaction of any of the conditions contained
herein. Any agreement on the part of a party to any such extension or waiver shall be valid only if set
forth in an instrument in writing signed on behalf of such Party. The failure of any party to this Agreement to assert any of its rights under this Agreement or otherwise shall not constitute a waiver of such
rights.
SECTION 8.05
Procedure for Termination. Amendment. Extension or Waiver. A
termination of this Agreement pursuant to Section 8.01, an amendment of this Agreement pursuant to
Section 8.03 or an extension or waiver pursuant to Section 8.04 shall, in order to be effective, require, in
the case of the Company, Parent or Merger Sub, action by its respective board of directors or the duly authoriz.ed designee of its board of directors. Termination of this Agreement prior to the Effective Time
shall not require the approval of the shareholders of the Company. The Party desiring to terminate this
Agreement pursuant to Section 8.01 shall give written notice of such termination to the other Parties in
accordance with Section 9.02, specifying the provision of this Agreement pursuant to which such termination is effected.
ARTICLE IX
GENERAL PROVISIONS
SECTION 9,01
Nonsurvival of Representations. Warranties. Covenants and Agreements: Contractual Nature of Representations and Warranties. None of the representations or warranties
contained herein or in any instrument delivered pursuant to this Agreement shall survive, and all rights,
Claims and causes of action (whether in contract or in tort or otherwise, or whether at law (including at
common law or by statute) or in equity) with respect thereto shall terminate at, the Effective Time. Except for any covenant or agreement that by its terms contemplates performance after the Effective Time,
none of the covenants or agreements of the Parties contained herein shall survive, and all rights, Claims
and causes of action (whether in contract or in tort or otherwise, or whether at law (including at common
law or by statute) or in equity) with respect to such covenants and agreements shall terminate at, the Effective Time. The Parties hereby acknowledge and agree that (a) all representations and warranties set
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forth in this Agreement are contractual in nature only, (b) if any such representation or warranty (as modified by the applicable Disclosure Letter) should prove untrue, the Parties' only rights, Claims or causes of
action shall be to exercise the specific rights set forth in Section 7.02(a), Section 7.03(a), Section 8.0 !Cc)(ii) and Section 8.0 !Cd)(ii), as and if applicable, and (c) the Parties shall have no other rights,
Claims or causes of action (whether in contract or in tort or otherwise, or whether at law (including at
common law or by statute) or in equity) based on, arising out of or related to any such untruth of any such
representation or warranty.
SECTION 9.02
Notices. All notices and other communications under this Agreement shall be in writing and shall be deemed given (a) when delivered personally by hand (with written
confirmation of receipt by other than automatic means, whether electronic or otherwise), (b) when sent by
facsimile or email (with written confirmation of transmission) or (c) one (I) Business Day following the
day sent by an internationally recognized overnight courier (with written confirmation of receipt), in each
case, at the following addresses, facsimile numbers and email addresses (or to such other address, facsimile number or email address as a Party may have specified by notice given to the other Party pursuant
to this provision):
To Parent or Merger Sub:
Liberty Utilities (Central) Co.
c/o Algonquin Power & Utilities Corp.
354 Davis Rd, Suite 100
Oakville, Ontario, Canada L6J 2Xl
Attn: Chief Executive Officer
Facsimile: (905) 465-4514
with a copy (which shall not constitute notice) to:
Liberty Utilities (Central) Co.
c/o Algonquin Power & Utilities Corp.
354 Davis Rd, Suite 100
Oakville, Ontario, Canada L6J 2X 1
Attn: Chief General Counsel
Facsimile: (905) 465-4540
and with a copy (which shall not constitute notice) to:
Husch Blackwell LLP
4801 Main Street, Suite 1000
Kansas City, Missouri 64112
Attn: James G. Goettsch
Facsimile: (816) 983-8080
To the Company:
The Empire District Electric Company
602 S. Joplin Avenue
Joplin, Missouri 6480 I
Attn: Chief Executive Officer
Facsimile: (417) 625-5169
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with a copy (which shall not constitute notice) to:
Cahill Gordon & Reindel LLP
80 Pine Street
New York, New York I 0005
Attn: Michael Sherman
Facsimile: (212) 378-2598
SECTION 9.03
Defmitions. For purposes of this Agreement, each capitalized term
has the meaning given to it, or specified, in Exhibit A.
SECTION 9.04

Interoretation.

(a)
Time Periods. When calculating the period of time before which, within which
or following which any act is to be done or step taken pursuant to this Agreement, (i) the date that is the
reference date in calculating such period shall be excluded and (ii) ifthe last day of such period is a not a
Business Day, the period in question shall end on the next succeeding Business Day.
(b)

Dollars. Unless otherwise specifically indicated, any reference herein to $ means

U.S. dollars.
(c)
Gender and Number. Any reference herein to gender shall include all genders,
and words imparting the singular number only shall include the plural and vice versa.
(d)
Articles. Sections and Headings. When a reference is made herein to an Article
or a Section, such reference shall be to an Article or a Section of this Agreement unless otherwise indicated. The table of contents and headings contained herein are for reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement.
(e)
Include. Whenever the words "include," "includes" or "including" are used herein, they shall be deemed to be followed by the words "without limitation."

(f)
Hereof. The words "hereof," "hereto," "hereby," "herein" and "hereunder" and
words of similar import when used herein shall refer to this Agreement as a whole and not to any particular provision of this Agreement.
(g)
Extent. The word "extent" in the phrase "to the extent" shall mean the degree to
which a subject or other thing extends, and such phrase shall not mean simply "if."
(h)
Contracts; Laws. Any Contract or Law defined or referred to herein means such
Contract or Law as from time to time amended, modified or supplemented, unless otherwise specifically
indicated.
(i)

Persons. References to a person are also to its permitted successors and assigns.

G)
Exhibits and Disclosure Letters. The Exhibits to this Agreement and the Disclosure Letters are hereby incorporated and made a part hereof and are an integral part of this Agreement.
Each of the Company and Parent may, at its option, include in the Company Disclosure Letter or the Parent Disclosure Letter, respectively, items that are not material in order to avoid any misunderstanding, and
such inclusion, or any references to dollar amounts herein or in the Disclosure Letters, shall not be
deemed to be an acknowledgement or representation that such items are material, to establish any stand-
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ard of materiality or to define further the meaning of such terms for purposes of this Agreement or otherwise. Any matter set forth in any section of the Disclosure Letters shall be deemed to be referred to and
incorporated in any section to which it is specifically referenced or cross-referenced and also in all other
sections of such Disclosure Letter to which such matter's application or relevance is reasonably apparent.
Any capitalized term used in any Exhibit or any Disclosure Letter but not otherwise defined therein shall
have the meaning given to such term herein.
(k)
Reflected On or Set Forth In. An item arising with respect to a specific representation, warranty, covenant or agreement shall be deemed to be "reflected on" or "set forth in" the Company Financial Statements included in the Company Reports, to the extent any such phrase appears in such
representation, warranty, covenant or agreement if (i) there is a reserve, accrual or other similar item underlying a number on such balance sheet or financial statement reasonably related to the subject matter of
such representation or (ii) such item and the amount thereof is otherwise reasonably identified on such
balance sheet or financial statement (or the notes thereto).
SECTION 9.05
Severabilitv. If any term or other provision of this Agreement is invalid, illegal or incapable of being enforced by any rule or Law, or public policy, all other conditions and
provisions of this Agreement shall nevertheless remain in full force and effect so long as the economic or
legal substance of the transactions contemplated hereby is not affected in any marmer materially adverse
to any Party or such Party waives its rights under this Section 9.05 with respect thereto. Upon any determination that any term or other provision is invalid, illegal or incapable of being enforced, the Parties
shall negotiate in good faith to modify this Agreement so as to effect the original intent of the Parties as
closely as possible in an acceptable marmer to the end that transactions contemplated by this Agreement
are fulfilled to the extent possible.
SECTION 9.06
Counterparts. This Agreement may be executed in one or more
counterparts (including by means of facsimile or email in.pdfformat), all of which shall be considered
one and the same agreement, and shall become effective when one or more counterparts have been signed
by each of the Parties and delivered to the other Parties.
SECTION 9.07
Entire Agreement; No Third-Partv Beneficiaries. This Agreement,
taken together with the Company Disclosure Letter, the Gurantee and the Confidentiality Agreement,
constitutes the entire agreement, and supersedes all prior agreements and understandings, both written and
oral, between or among the Parties with respect to the Merger. Except (a) for the right of the Company on
behalf of its shareholders to pursue damages (including claims for damages contemplated by the last sentence of Section 8.02(e)) in the event of Parent's or Merger Sub's breach of this Agreement (whether or
not this Agreement has been terminated pursuant to Article VIII), and (b) after the Effective Time, for
Section 2.01, Section 2.02, Section 2.03, the last sentence of Section 6.02(a) and Section 6.09, each Party
agrees that (i) their respective representations, warranties, covenants and agreements set forth herein are
solely for the benefit of the other Parties, in accordance with and subject to the terms of this Agreement
and (ii) this Agreement is not intended to, and does not, confer upon any Person other than the Parties any
rights or remedies hereunder, including the right to rely upon the representations and warranties set forth
herein. The Financing Parties and each of their respective Affiliates and their respective current, fonner
and future direct or indirect equity holders, controlling persons, stockholders, agents, Affiliates, members,
managers, general or limited partners, assignees or representatives (collectively, the "Financing Source
Parties") shall be express third-party beneficiaries with respect to Section 8.02(d), Section 8.03, this Section 9.07, Section 9.08, Section 9.1 ](b), Section 9.12 and Section 9.14 (collectively, the "DFS Provi-

sions").
SECTION 9.08
Governing Law. This Agreement, and all Claims or causes of action
of the Parties (whether in contract or in tort or otherwise, or whether at law (including at common law or
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by statute) or in equity) that may be based on, arise out ofor relate to this Agreement or the negotiation,
execution, performance or subject matter hereof, shall be governed by and construed in accordance with
the laws of the State of Delaware, without regard to principles of conflict oflaws; provided, that, except
as otherwise set forth in the Debt Letters as in effect as of the date of this Agreement, all matters relating
to the interpretation, construction, validity and enforcement (whether at law, in equity, in contract, in tort,
or otherwise) against any of the Financing Source Parties in any way relating to the Debt Letters or the
performance thereof or the Financing, shall be exclusively governed by, and construed in accordance
with, the domestic Law of the State of New York without giving effect to any choice or conflict oflaw
provision or rule whether of the State of New York or any other jurisdiction that would cause the application of Law of any jurisdiction other than the State of New York.
SECTION 9.09
Assigmnent. Neither this Agreement nor any of the rights, interests
or obligations under this Agreement shall be assigned, in whole or in part, by operation of law or otherwise, by any of the Parties without the prior written consent of the other Parties. Any purported assignment without such consent shall be void; provided that Parent may make as assigmnent of its rights (but
not its obligations) under this Agreement to any Financing Party without the prior written consent of the
Company. Subject to the preceding sentences, this Agreement will be binding upon, inure to the benefit
of, and be enforceable by, the Parties and their respective successors and assigns.
SECTION 9.10
Specific Enforcement. The Parties acknowledge and agree that irreparable damage would occur in the event that any of the provisions of this Agreement were not performed in accordance with their specific terms or were otherwise breached and that monetary damages,
even if available, would not be an adequate remedy therefor. It is accordingly agreed that, at any time
prior to the termination of this Agreement pursuant to Article VIII, the Parties shall be entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce specifically the performance
of terms and provisions of this Agreement, including the right of a Party to cause each other Party to consummate the Merger and the other transactions contemplated by this Agreement, in any court referred to
in Section 9.11, without proofof actual damages (and each Party hereby waives any requirement for the
securing or posting of any bond in connection with such remedy), this being in addition to any other remedy to which they are entitled at law or in equity. The Parties further agree not to assert that a remedy of
specific enforcement is unenforceable, invalid, contrary to Law or inequitable for any reason, nor to assert
that a remedy of monetary damages would provide an adequate remedy for any such breach. If any Party
brings any Claim to enforce specifically the performance of the terms and provisions of this Agreement
when expressly available to such Party pursuant to the terms of this Agreement, then, notwithstanding
anything to the contrary herein, the End Date shall automatically be extended by the period of time between the commencement of such Claim and the date on which such Claim is fully and finally resolved.
SECTION9.ll

Jurisdiction: Venue.

(a)
All Claims arising from, under or in connection with this Agreement shall be
raised to and exclusively determined by the Court of Chancery of the State of Delaware or, if such court
disclaims (or does not have)jurisdiction, the U.S. District Court forthe District of Delaware, to whose
jurisdiction and venue the Parties unconditionally consent and submit. Each Party hereby irrevocably and
unconditionally waives any objection to the laying of venue of Claim arising out of this Agreement in
such courts and hereby further irrevocably and unconditionally waives and agree not to plead or claim in
any such court that any such Claim brought in any such court has been brought in an inconvenient forum.
Each Party further agree that service of any process, summons, notice or document by U.S. registered
mail to the respective addresses set forth in Section 9.02 hereof shall be effective service of process for
any Claim brought against such Party in any such court.
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(b)
Notwithstanding anything to the contrary in this Agreement (including this Section 9.11), each Party agrees that it will not bring or support any action, cause of action, claim, crossclaim or third-party claim of any kind or description, whether in law or in equity, whether in contract or in
tort or otherwise, against the Financing Source Parties in any way relating to this Agreement, including
any dispute arising out of the Debt Letters or the performance thereof or the Financing, in any forum other than the Supreme Court of the State of New York, County of New York, or, if under applicable law
exclusive jurisdiction is vested in the Federal courts, the United States District Court for the Southern
District of New York (and of the appropriate appellate courts therefrom).
SECTION 9.12
Waiver of Jury Trial. EACH PARTY HEREBY WAIVES, TO
THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE
TO A TRIAL BY JURY IN RESPECT OF ANY SUIT, ACTION OR OTHER PROCEEDING
ARISING OUT OF THIS AGREEMENT OR THE MERGER (INCLUDING ANY PROCEEDING
AGAINST THE FINANCING SOURCE PARTIES ARISING OUT OF OR RELATED TO THE
TRANSACTIONS CONTEMPLATED HEREBY, THE DEBT LETTERS, THE FINANCING OR
THE PERFORMANCE OF SERVICES WITH RESPECT THERETO). EACH PARTY
(A) CERTIFIES THAT NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER
PARTY HAS REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH PARTY WOULD
NOT, IN THE EVENT OF ANY ACTION, SUIT OR PROCEEDING, SEEK TO ENFORCE THE
FOREGOING WAIVER AND (B) ACKNOWLEDGES THAT IT AND THE OTHER PARTIES
HAVE BEEN INDUCED TO ENTER INTO THIS AGREEMENT BY, AMONG OTHER
THINGS, THE MUTUAL WAIVER AND CERTIFICATIONS IN THIS SECTION 9.12.
SECTION 9 .13
Construction. Each of the Parties has participated in the drafting and
negotiation of this Agreement. If an ambiguity or question of intent or interpretation arises, this Agreement must be construed as if it is drafted by all the Parties, and no presumption or burden of proof shall
arise favoring or disfavoring any Party by virtue ofauthorship of any of the provisions of this Agreement.
SECTION 9.14
Financing Sources. Notwithstanding anything to the contrary contained in this Agreement, except for claims by Parent or the Merger Sub against the Financing Source
Parties pursuant to the Debt Letters and any definitive documents related thereto, (a) none of the Parties
nor any of their respective Subsidiaries, Affiliates, directors, officers, employees, agents, partners, managers, members or stockholders shall have any rights or claims against any Financing Source Party, in any
way relating to this Agreement or any of the transactions contemplated by this Agreement, or in respect of
any oral representations made or alleged to have been made in cormection herewith or therewith, including any dispute arising out of or relating in any way to the Debt Letters or the performance thereof or the
financings contemplated thereby, whether at law or equity, in contract, in tort or otherwise and (b) no Financing Source Party shall have any liability (whether in contract, in tort or otherwise) to any Party or any
of their respective subsidiaries, Affiliates, directors, officers, employees, agents, partners, managers,
members or stockholders for any obligations or liabilities of any Party under this Agreement or for any
claim based on, in respect of, or by reason of, the transactions contemplated hereby and thereby or in respect of any oral representations made or alleged to have been made in cormection herewith or therewith,
including any dispute arising out of or relating in any way to the Debt Letters or the performance thereof
or the fmancings contemplated thereby, whether at law or equity, in contract, in tort or otherwise.
SECTION 9.15
Transfer Taxes. All transfer, documentary, sales, use, stamp, registration and other such Taxes and fees (including penalties and interest) incurred in cormection with the
Merger and the other transactions contemplated by this Agreement shall be paid by Parent and Merger
Sub when due.
[SIGNATURE PAGES FOLLOW]
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IN WITNESS WHEREOF, the Parties have duly executed this Agreement, each as of the
date first written above.
THE EMPIRE DISTRICT ELECTRIC COMPANY

By:

Isl Brad Beecher
Name: Brad Beecher
Title: President and Chief Executive Officer

LIBERTY UTILITIES (CENTRAL) CO.

By:

Isl Gregorv S. Sorensen
Name: Gregory S. Sorensen
Title: President

By:

Isl Richard Leehr
Name: Richard Leehr
Title: Chief Financial Officer

LIBERTY SUB CORP.

By:

Isl Gregory S. Sorensen
Name: Gregory S. Sorensen
Title: President

By:

Isl Richard Leehr
Name: Richard Leehr
Title: Chief Financial Officer

EXHIBIT A
DEFINED TERMS

Section 1.01 Certain Defined Terms. For putposes of this Agreement, each of the following terms has the meaning specified in this Section 1.01 of Exhibit A:
"Affiliate" of any Person means another Person that directly or indirectly, through one or
more intermediaries, controls, is controlled by, or is under common control with, such first Person. For
pUtposes of this definition, "control" (including the terms "controlled by" and "nnder common control
with") means the possession, directly or indirectly, of the power to direct or cause the direction of the
management and policies of such Person, whether through ownership of voting securities, by contract or
otherwise. For the avoidance of doubt, Emera, Inc. and its subsidiaries shall not be deemed to be Affiliates of Parent or Merger Sub.
"Antitrust Laws" means the Sherman Act, as amended, the Clayton Act, as amended,
the HSR Act, the Federal Trade Commission Act, as amended, all applicable state, foreign or supranational antitrust Laws and all other applicable Laws issued by a Governmental Entity that are designed or
intended to prohibit, restrict or regulate actions having the pUtpose or effect of monopolization or restraint
of trade or lessening of competition through merger or acquisition.
"Business Day" means any day except for (a) a Saturday or a Sunday or (b) a day on
which banking and savings and loan institutions are authorized or required by Law to be closed in New
York, New York.
"CFIUS" means the Committee on Foreign Investment in the United States.
"CFIUS Approval" means (a) a written notice issued by CFIUS that it has concluded a
review or investigation of the notification voluntarily provided pursuant to the DPA, with respect to the
transactions contemplated by this Agreement and has terminated all action under Section 721 of the DPA
or (b) if CFIUS has sent a report to the President of the United States requesting the President's decision
and (i) the President has announced a decision not to take any action to suspend or prohibit the transactions contemplated by this Agreement or (ii) having received a report from CFIUS requesting the President's decision, the President has not taken any action after fifteen (15) days from the date the President
received such report from CFIUS.
"Claim" means any demand, claim, suit, action, legal proceeding (whether at law or in
equity) or arbitration.
"Code" means the Internal Revenue Code of 1986, as amended.
"Company Benefit Agreement" means each employment, consulting, bonus, incentive
or deferred compensation, equity or equity-based compensation, severance, change-in-control, retention,
termination or other material Contract between the Company or any Company Subsidiary, on the one
hand, and any Company Personnel, on the other hand.
"Company Benefit Plan" means each (a) employee benefit plan (as defined in Section 3(3) ofERISA, whether or not subject to ERISA) or post-retirement or employment health or medical plan, program, policy or arrangement, (b) bonus, incentive or deferred compensation or equity or equity-based compensation plan, program, policy or arrangement, (c) severance, change-in control, retention
or termination plan, program, policy or arrangement or (d) other compensation, pension, retirement, sav-

ings or other benefit plan, program, policy or arrangement, in each case, sponsored, maintained, contributed to or required to be maintained or contributed to by the Company or any Company Subsidiary for the
benefit of any Company Personnel, or for which the Company or any Company Subsidiary has any direct
or indirect liability.
"Company Commonly Controlled Entity" means any person or entity that, together
with the Company, is treated as a single employer under Section 414 of the Code.
"Company Material Adverse Effect" means any fact, circumstance, effect, change,
event or development that has a material adverse effect on the business, properties, financial condition or
results of operations of the Company and the Company Subsidiaries, taken as a whole; provided that no
fact, circumstance, effect, change, event or development resulting from or arising out of any of the following, individually or in the aggregate, shall constitute or be taken into account in determining whether a
Company Material Adverse Effect has occurred: (a) any change or condition affecting any industry in
which the Company or any Company Subsidiary operates, including electric generating, transmission or
distribution industries or the natural gas distribution, production or transmission industries (including, in
each case, any changes in the operations thereof); (b) system-wide changes or developments in electric
transmission or distribution systems; (c) any change in customer usage patterns or customer selection of
third-party suppliers for electricity; (d) any change affecting any economic, legislative or political condition or any change affecting any securities, credit, financial or other capital markets condition, in each
case in the United States, in any foreign jurisdiction or in any specific geographical area; (e) any failure in
and of itself by the Company or any Company Subsidiary to meet any internal or public projection, budget, forecast, estimate or prediction in respect of revenues, earnings or other financial or operating metrics
for any period; (f) any change attributable to the armouncement, execution or delivery of this Agreement
or the pendency of the Merger, including (i) any action taken by the Company or any Company Subsidiary that is required or contemplated pursuant to this Agreement, or is consented to by Parent, or any action taken by Parent or any Affiliate thereof, to obtain any Consent from any Governmental Entity to the
consummation of the Merger and the result of any such actions, (ii) any Claim arising out of or related to
this Agreement (including shareholder litigation), (iii) any adverse change in supplier, employee, financing source, shareholder, regulatory, partner or similar relationships resulting therefrom or (iv) any change
that arises out ofor relates to the identity of Parent or any of its Affiliates as the acquirer of the Company;
(g) any change or condition affecting the market for commodities, including any change in the price or
availability of commodities; (h) any change in the market price, credit rating or trading volume of shares
of Company Common Stock on the NYSE or any change affecting the ratings or the ratings outlook for
the Company or any Company Subsidiary, (i) any change in applicable Law, regulation or GAAP (or authoritative interpretation thereof); G) geopolitical conditions, the outbreak or escalation of hostilities, any
act of war, sabotage or terrorism, or any escalation or worsening of any such act of war, sabotage or terrorism threatened or underway as of the date of this Agreement; (k) any fact, circumstance, effect,
change, event or development resulting from or arising out of or affecting the national, regional, state or
local engineering or construction industries or the wholesale or retail markets for commodities, materials
or supplies (including equipment supplies, steel, concrete, electric power, fuel, coal, natural gas, water or
coal transportation) or the hedging markets therefor, including any change in commodity prices; (l) any
hurricane, tornado, ice storm, tsunami, flood, earthquake or other natural disaster or weather-related
event, circumstance or development; (m) any finding of fact or order contained in any FERC, the FCC or
any State Commission Judgment issued prior to the date hereof and applicable to the Company or the
Company Subsidiaries; (n) any change or effect arising from (i) any rate cases, including the Proceedings,
(ii) any requirements imposed by any Governmental Entities as a condition to obtaining the Company
Required Statutory Approvals or the Parent Required Statutory Approvals or (iii) any other requirements
or restrictions imposed by the FERC, the FCC or the State Commissions on the Company or the Company Subsidiaries; or (o) any fact, circumstance, effect, change, event or development that results from any
shutdown or suspension of operations at any power plant from which the Company or any Company Sub-
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sidiary obtains electricity or facilities from which the Company or any Company Subsidiary obtains natural gas; provided, however, that any fact, circumstance, effect, change, event or development set forth in
clauses (a), (b), (c), (d), (g), (i), G) and (n)(iii) above may be taken into account in detennining whether a
Company Material Adverse Effect has occurred solely to the extent such fact, circumstance, effect,
change, event or development has a materially disproportionate adverse effect on the Company and the
Company Subsidiaries, taken as a whole, as compared to other entities (if any) engaged in the relevant
business in the geographic area affected by such fact, circumstance, effect, change, event or development
(in which case, only the incremental disproportionate impact may be taken into account in detennining
whether there has been, or would be, a Company Material Adverse Effect, to the extent such change is not
otherwise excluded from being taken into account by clauses (a}--{o) of this definition).
"Company Personnel" means any current or fonner director, officer or employee of the
Company or any Company Subsidiary.
"Contract" means any written or oral contract, lease, license, evidence of indebtedness,
mortgage, indenture, purchase order, binding bid, letter of credit, security agreement, undertaking or other
agreement that is legally binding.
"Director Stock Unit" means a common stock unit granted under the Director Stock

Unit Plan.
"Director Stock Unit Plan" means The Empire District Electric Company Stock Unit
Plan for Directors.
"Disclosure Letters" means, collectively, the Company Disclosure Letter and the Parent
Disclosure Letter.
"~"

means the Defense Production Act of 1950, as amended.

"Employee Stock Purchase Plan" means The Empire District Electric Company Employee Stock Purchase Plan.
"Environmental Claim" means any Claim against the Company or any Company Subsidiary asserted by any Person alleging liability (including liability for investigatory costs, cleanup costs,
natural resources damages, property damages, personal injuries, or penalties) or responsibility arising out
of, based on or resulting from (a) the presence or Release of, or exposure to, any Hazardous Materials at
any location, or (b) any violation or alleged violation of Environmental Law or any Environmental Permit.
"Environmental Laws" means all applicable Laws relating to pollution, protection of, or
damage to, the environment (including ambient air, surface water, groundwater, land surface, subsurface
and sediments), natural resources climate change or human health and safety as it relates to the exposure
to Hazardous Materials.
"ERISA" means the Employee Retirement Income Security Act of 1974, as amended.
"Financing Failure" means a refusal, for any reason, of the Financing Parties to provide
the Financing in full or any other failure, for any reason, of the Financing to be provided in full, in each
case, pursuant to, and in accordance with the tenns and conditions of, the Debt Letters (or if definitive
agreements relating to the Financing have been entered into, pursuant to such agreements).
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"Good Utility Practice" means (a) any of the practices, methods and acts engaged in or
approved by a significant portion of the electric generating, transmission or distribution industries or the
industry or natural gas distribution, production or transmission industries, as applicable, during the relevant time period or (b) any of the practices, methods or acts that, in the exercise ofreasonable judgment
in light of the facts known at the time the decision was made, could have been expected to accomplish the
desired result at a reasonable cost consistent with good business practices, reliability, safety and expedition; provided that Good Utility Practice is not intended to be limited to optimum practices, methods or
acts to the exclusion of all others but rather to be acceptable practices, methods or acts generally accepted
in the geographic location of the performance of such practice, method or act.
"Governmental Entity" means any U.S. or foreign federal, state, provincial or local
governmental authority, court, government or self-regulatory organization, commission, tribunal or organization or any regulatory, administrative or other agency, or any political or other subdivision, department
or branch of any of the foregoing, including any governmental, quasi-governmental or nongovernmental
body administering, regulating, or having general oversight over gas, electricity, power, water, telecommunications, or similar commodity- or service-related markets, or any court, arbitrator, arbitration panel
or similar judicial body.
"Guarantor" means Algonquin Power & Utilities Corp., a corporation organized under
the laws of Canada.
"Hazardous Materials" means (a) petroleum, coal tar and other hydrocarbons and any
derivatives or by-products, explosive or radioactive materials or wastes, asbestos in any form and polychlorinated biphenyls and (b) any other chemical, material, substance or waste that is regulated as a pollutant, a contaminant, hazardous or toxic under any Enviromnental Law.
"Indebtedness" means, with respect to any Person, without duplication, (a) all obligations of such Person for borrowed money (other than intercompany indebtedness), (b) all obligations of
such Person evidenced by bonds, debentures, notes or similar instruments, (c) all obligations of such Person evidenced by letters of credit, bankers' acceptances or similar facilities to the extent drawn upon by
the counterparty thereto, (d) all capitalized lease obligations of such Person and (d) all guarantees or other
assumptions of liability for any of the foregoing.
"Intellectual Property" means all intellectual property and industrial property rights of
any kind or nature, including all U.S. and foreign trademarks, service marks, service names, internet domain names, trade dress and trade names, and all goodwill associated therewith and symbolized thereby,
patents and all related continuations, continuations-in-part, divisionals, reissues, reexaminations, substitutions, and extensions thereof, trade secrets, registered and unregistered copyrights and works of authorship, proprietary rights in databases to the extent recognized in any given jurisdiction, and registrations
and applications for registration of any of the foregoing.

"Judgment" means a judgment, order, decree, ruling, writ, assessment or arbitration
award of a Governmental Entity of competent jurisdiction.
"Knowledge" of any Person that is not an individual means, with respect to any matter in
question, the actual knowledge of such Person's executive officers.
"Law" means any domestic or foreign, federal, state, provincial or local statute, law, ordinance, rule, binding administrative interpretation, regulation, order, writ, injunction, directive, judgment, decree or other requirement of any Governmental Entity, including the rules and regulations of the
NYSE, the FERC, the FCC and the State Commissions.
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"Liberty Utilities" means Liberty Utilities Co., a Delaware corporation, or any successor
thereto as the U.S. holding company for the U.S. electric, natural gas and water distribution utility Affiliates of Parent.
"Merger Consideration" means Thirty-Four United States Dollars ($34.00) in cash.
"NYSE" means the New York Stock Exchange.
"Organizational Documents" means any corporate, partnership or limited liability organizational documents, including certificates or articles of incorporation, bylaws, certificates of formation, operating agreements (including limited liability company agreement and agreements of limited
partnership), certificates of limited partnership, partnership agreements, shareholder agreements and certificates of existence, as applicable.
"Parent Material Adverse Effect" means any fact, circumstance, effect, change, event
or development that has or would reasonably be expected to have a material and adverse effect on the
ability of Parent or Merger Sub to consummate, or that would reasonably be expected to prevent or materially impede, interfere with or delay Parent or Merger Sub's consummation of, the transactions contemplated by this Agreement.
"Performance-Based Restricted Stock Award" means an award of performance-based
restricted shares under either of the Stock Incentive Plans.

"Permit" means a franchise, license, permit, authorization, variance, exemption, order,
registration, clearance or approval of a Governmental Entity.
"Person" means any natural person, firm, corporation, partnership, company, limited liability company, trust, joint venture, association, Governmental Entity or other entity.
"Release" means any release, spill, emission, leaking, dumping, injection, pouring, deposit, disposal, discharge, dispersal, leaching or migration into or through the environment (including
ambient air, surface water, groundwater, land surface, subsurface and sediments).
"State Commissions" means the Arkansas Public Service Commission, the Kansas Corporation Commission, the Missouri Public Service Commission and the Oklahoma Corporation Commission.
"Stock Incentive Plans" means, collectively, The Empire District Electric Company
2015 Stock Incentive Plan and The Empire District Electric Company 2006 Stock Incentive Plan.
"Subsidiary" of any Person means another Person, an amount of the voting securities,
other voting ownership or voting partnership interests of which is sufficient to elect at least a majority of
its board of directors or other governing body (or, if there are no such voting interests, more than 50% of
the equity interests of which) is owned directly or indirectly by such first Person.
"Tax Retnrn" means all Tax returns, declarations, statements, reports, schedules, forms
and information returns and any amended Tax return relating to Taxes.
"Taxes" means all taxes, customs, tariffs, imposts, levies, duties, fees or other like assessments or charges of a similar nature imposed by a Governmental Entity, together with all interest,
penalties and additions imposed with respect to such amounts.
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"Time-Vested Restricted Stock Award" means an award of time-vested restricted
shares under either of the Stock Incentive Plans.

Section 1.02 Other Defined Terms. In addition to the defined terms set forth in Section 1.01 of this Exhibit A, each of the following capitalized terms has the respective meaning specified in
the Section set forth opposite such term below:

Term
Agreement
Balance Sheet Date
Bankruptcy and Equity Exceptions
Book-Entry Shares
Burdensome Effect
Certificate
Certificate of Merger
Closing
Closing Date
Commitment Letter
Company
Company Acquisition Agreement
Company Adverse Recommendation Change
Company Articles
Company Board
Company Board Recommendation
Company Bylaws
Company Common Stock
Company Disclosure Letter
Company DRIP
Company Employee
Company Financial Advisor
Company Financial Statements
Company Indemnified Parties
Company Intervening Event
Company Projections
Company Reports
Company Required Consents
Company Required Statutory Approvals
Company Shareholder Approval
Company Shareholders Meeting
Company Subsidiaries
Company Takeover Proposal
Company Termination Fee
Company Union Contracts
Company Voting Debt
Confidentiality Agreement
Consent
Continuation Period
Controlled Group Liability
Debt Letters
Demand

Section
Preamble
3.06(b)
3.04
2.02(b)(i)
6.03(c)
2.02(b)(i)
1.02
1.03
1.03
4.06
Preamble
5.03(b)
5.03(b)
3.01
Recitals
3.04
3.01
2.0l(a)(i)
Article III
5.0l(a)(iv)
6.IO(a)
3.20
3.06(a)
6.09(a)
5.03(f)(iii)
3.22
3.06(a)
3.05(a)
3.05(b)(iv)
3.04
3.04
3.01
5.03(f)(i)
8.02(b)(ii)
3.10
3.03(b)
6.02(b)
3.05(b)
6.IO(a)
3.09(d)
4.06
2.02(i)
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DFS Provisions
Dissenting Stockholders
Effective Time
End Date
Environmental Permits
Equity Securities
Exchange Act
Excluded Share(s)
Failed Condition
FCC
FERC
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Filing
Final Order
Financing
Financing Parties
Financing Source Parties
FPA
GAAP
GCC
Guarantee
HSRAct
Insurance Policies
IRS
Legal Restraint
Liens
Maximum Amount
Merger
Merger Sub
Parent
Parent Disclosure Letter
Parent Required Consents
Parent Required Statutory Approvals
Parent Termination Fee
Parties
Paying Agent
Payment Fund
Performance-Based Restricted Stock Consideration
Preference Stock
Preferred Stock
Proceedings
Proxy Statement
PUHCA2005
Recommendation Change Notice
Redacted Fee Letter
Representatives
Required Consents
Required Statutory Approvals
SEC
Securities Act
Substitute Financing
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3.02
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Article IV
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LIBERTY UTILITIES
ORGANIZATION CHART
POST EMPIRE MERGER

NOTES
I.

Unless otherwise indicated, the ownership of all entities is I 00%.

2.

Defined terms have the meaning ascribed to them in Algonquin Power & Utiliti es Corp's ("'Algonquin'') most recent Annual Information Form.

3.

·'Non-Algonquin'' means that the entity in question would not satisfy the definition of an ·'APCo Entity'' in A lgonquin' s credit agreement.

4.

The highlighted boxes denote fac ilities/assets that are owned by the legal entities, not the legal entity.

KEY
I.

Corporation
or LLC

2.

Facility or
Asset

D
D

Algonquin Power & Util ities
Corp.

Chart A
Liberty Utilities
(Canada) Corp.

Liberty Uti lities (America) Co.

Liberty Util ities (America)
Holdings, LLC

Liberty Utilities
(America) Holdco Inc.

Liberty Utilities Co.

l

Liberty Utilities
(Sub) Corp .
.L

To Charts B, Bl, 82, 83

To Charts C, Cl

Chart B
(Continued on Chart Bl, 82, 83)

Liberty Uti lities Co.

~
Liberty Energy
Utilities (New
Hampshire) Corp.

Liberty Utilities
(Granite State 141
Electric) Corp.

1

Liberty Uti lities
11' 1 (EnergyNorth
Natural Gas)
Corp.

1
Granite State
Electric Utility
(NH)

!

i
Liberty Utilities
Service Corp.

l

EnergyNorth
Natural Gas Utility
(NH)

Liberty Utilities
(Midstates
Natural Gas)
Corp.

Liberty Utilities
(CalPeco Electric)
LLC

Natural Gas

Liberty Utilities
(Pine Bluff
Water) Inc.

I

California Uti lity
(CA)

Distribution
Systems

Liberty Uti lities
(Peach State
Natural Gas) Corp.

Pine Bluff
Water Facility
(AR)

<IL. lA. MO)

.
Liberty Utilities
(White Hall
Water)

Liberty Utilities
(White Hall
Sewer)

Corp.

Corp.

White Hall
Water Facility

White Hall
Sewer Facility

(AR)

(AR)

Natural Gas
Distribution System

(GA)

1
To
Charts
Bl, 82,
83

Chart Bl

Liberty Utilities Co.

,

t

To
Charts
82,83

I

Liberty Uti lities
Energy Solutions
(Appliance) Corp.

Liberty Utilities
Energy Solutions
Corp.

l

Liberty Uti lities
Energy Solutions
(CNG) Corp.

Park Water
Facility
(CA)

~
Liberty Utilities
Energy Solutions
(LNG) Corp.

Western Water
Holdings, LLC

Liberty Uti lities (New
England Natural Gas
Company) Corp..

Liberty Utilities
(Park Water) Corp.

New England
Natural Gas Utility
(MA)

Liberty Utilities
Energy Solutions
(Solar) Corp.

1
Liberty Utilities
Energy Solutions
(Solar I) Corp.

Mountain
Water
Company

Mountain
Water Facility
(MT)

Liberty Utilities
(Apple Valley
Ranchos Water)

cyrp.

Apple Valley
Ranchos Water

Facility
(CA)

Chart 82
Liberty Utilities Co .

1
Liberty Utilities
(Central)
Co.

l

Electric Generation,
Transmission and
Distribution Facilities
(MO KS AR OK),
Water Distribution Facilities
(MO)

The Empire
District Electric
Company

I
Empire District
Industries Inc.

1
Fiber Optic
Facilities
(MO KSOK)

l

!
The Empire
District Gas
Company

!
Natural Gas
Distribution
Facilities
(MO)

Chart B3

Liberty Utilities Co.

Liberty Uti lities
(Pipeline &
Transmission) Corp.

50%
50%

97.5%

Northeast Expansion
LLC

Northeast Energy
Center. LLC

Kinder Morgan
Operating Limited
Partnership ·'A"
(non-Algonquin)

96.0%

Northeast Supply
Pipeline LLC

4.0%

RBS Energy, LLC
(non-Algonquin)

(

Liberty Utilities (Sub) Corp.

f

d

Chart C
Chart Cl)

1
To
Chart C l

,,
Liberty Utilities
(Environmental Services)
LLC

Liberty Utilities
(Black Mountain
Sewer) Corp.

Liberty Utilities
(Gold Canyon
Sewer) Corp.

Liberty Utilities
(Litchfield Park Water
& Sewer) Corp.

Liberty Utilities
(Woodmark Sewer)
Corp.

Liberty Utilities
(Tall Timbers
Sewer ) Corp.

Litchfield Facility
(AZ)

Woodmark Facility
(TX)

Tall Timbers
Facility
(TX)

,,
Black Mountain
Facility
(AZ)

Gold Canyon
Facility
(AZ)

I

I

Northern Sunrise
Facility
(AZ)

Liberty Utilities
(Rio Rico Water
& Sewer) Coro.

Rio Rico Facility

r--+

Liberty Utilities
(Bella Vista Water)
Corp.

Southern Sun.rise
Facility
(AZ)

(AZ)

EnU"ada Del Oro
treatment plant
(AZ)

Liberty Utilities
(EnU"ada Del Oro
Sewer) Corp.

Liberty Utilities
(Northwest Sewer)
Corp.

Bella Vista
Facility
(AZ)

Chart Cl

Liberty Utilities (Sub) Corp.

Libeny Utilities
(Silverleaf Water)
LLC

Libeny Utilities
(Seaside Water)
LLC

'

Holly Lake Ranch Reson•
The Villages•
Hill County Reson •
Piney Shores Reson •
Big Eddy Reson•
(TX)

Seaside Reson•
(Galveston)
(TX)

Algonquin owns water treatment plants, water wells, lines, wastewater collection systems,
rest I ine wastewater treatment plants and cen ai n o the r assets located at these resorts.

Libeny Utilities
(Fox River Water)
LLC

'

Fox River
Reson•
( IL)

Libeny Utilities
(Missouri Water)
LLC

.
Holiday Hills Reson•
Timbercreek Reson•
Ozark Mountain Reson•
Noel Water, KMB Facility
Jefferson County (MO)
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APPENDIXL

Certified Copy of Resolutions
Passed by the Board of Directors
of
The Empire District Electric Company
on
February 9, 2016

I, DALE W. HARRINGTON, Secretary of The Empire District Electric
Company, a corporation organized and existing under and by virtue of the laws of the
State of Kansas (hereinafter called the "Company"), DO HEREBY CERTIFY that the
following is a true and correct copy of resolutions adopted by the Board of Directors of
the Company at a meeting duly called and held on the 9th day of February 2016; that at
said meeting a majority of the Directors, constituting a quorum for the transaction of
business, was present and voted in favor of said resolutions; and that said resolutions
have not been amended or modified, rescinded or revoked but remain in full force and
effect:

Merger Agreement
RESOLVED, that the form, terms and provisions of the Agreement
and Plan of Merger (the "Agreement"), to be entered into by and among Liberty Utilities
(Central) Co., a Delaware corporation ("Parent"), Liberty Sub Corp., a Kansas
corporation ("Merger Sub"), and The Empire District Electric Company, a Kansas
corporation (the "Company"), in the form presented to the Board of Directors of the
Company (the "Board"), providing that Merger Sub will, on the terms and subject to the
conditions set forth in the Agreement, merge with and into the Company (the "Merger"),
with the Company as the surviving corporation, and the transactions contemplated by
the Agreement, be, and they hereby are, adopted and approved and declared
advisable; and be it
FURTHER RESOLVED, that the officers of the Company (the
"Authorized Officers") be, and each of them hereby is, authorized, for and on behalf of
the Company, to execute and deliver the Agreement, in the form presented to the
Board, with such non-material changes, additions, or deletions therein as may be
approved by the Authorized Officer of the Company executing the same, such
execution and delivery to conclusively evidence the authorization and approval thereof
by the Company, and each is hereby empowered to take any other action and make
any such filings as such Authorized Officer deems necessary or desirable in connection
with the execution, delivery and performance of the Agreement and the consummation
of the transactions contemplated thereby, including the Merger; and be it

FURTHER RESOLVED, that the foregoing approvals constitute the
approval of the Board, and the Board hereby approves, the Agreement and the
transactions contemplated thereby, including the Merger, for all purposes under (1) the
Kansas General Corporation Code, as amended, and (2) the Company's constituent
documents.

Certificate of Merger
RESOLVED, that, if the Agreement is adopted by the Company's
stockholders and the other closing conditions in the Agreement are satisfied or waived,
then the Authorized Officers will be, and each of them hereby is, authorized and
directed, for and on behalf of the Company, to execute and file with the Secretary of
State of the State of Kansas a Certificate of Merger merging Merger Sub with and into
the Company, and to pay, or cause to be paid, any and all costs, fees and expenses
related thereto.

Special Meeting: Record Date
RESOLVED, that the Board has determined that the Agreement
and the transactions contemplated thereby, including the Merger, are fair to, and in the
best interests of, the Company and the Company's stockholders and hereby
recommends that the stockholders of the Company adopt the Agreement; and be it
FURTHER RESOLVED, that adoption of the Agreement be
submitted to a vote of the stockholders of the Company entitled to vote thereon at a
special meeting of stockholders of the Company (the "Special Meeting"); and be it
FURTHER RESOLVED, that in accordance with Section 5 of Article
II of the By-laws of the Company, the Secretary of the Company be, and he hereby is,
authorized and directed to give notice of the Special Meeting to each stockholder of
record entitled to notice at his or her last known post officer address not less than ten
(10) nor more than fifty (50) days prior thereto; and be it
FURTHER RESOLVED, that the Chairman of the Board be and
hereby is authorized to establish in advance a date, not exceeding sixty (60) nor less
than ten (10) days preceding the date of the Special Meeting, as the record date for
determination of stockholders entitled to vote at the Special Meeting; and be it
FURTHER RESOLVED, that the Authorized Officers be, and each
of them hereby is, authorized, for and on behalf of the Company, to (i) fix the date,
place and time for the Special Meeting, in compliance with the applicable law and the
Company's constituent documents, (ii) adjourn or postpone the Special Meeting, if
deemed necessary or appropriate by any Authorized Officer, including, if necessary, to
permit further solicitation of proxies if there are not sufficient votes at the time of the
Special Meeting to adopt the Agreement, and (iii) take such other actions as such
- 2 -

Authorized Officer deems necessary or desirable to implement the Special Meeting;
and be it
FURTHER RESOLVED, that the Authorized Officers be, and each
of them hereby is, authorized, for and on behalf of the Company, to engage one or
more proxy solicitors, inspectors of elections and/or paying agents (such paying agent
to be Wells Fargo Bank, National Association, or such other paying agent agreed to by
the Company and Parent pursuant to the terms of the Agreement), as such Authorized
Officers shall determine are necessary or desirable in connection with the Agreement,
the Merger or the transactions contemplated thereby.

Proxv Materials
RESOLVED, that the preparation of preliminary and definitive
copies of a letter to stockholders, notice of meeting of stockholders, proxy statement,
form of proxy, and any other solicitation materials to be used in connection with
obtaining stockholder approval of the Agreement and the Merger (collectively, the
"Proxy Materials"), and appropriately responsive to the requirements of the Securities
Exchange Act of 1934, as amended (the "Exchange Act") and other applicable laws, is
authorized; and be it
FURTHER RESOLVED, that the Authorized Officers of the
Company be, and they hereby are, authorized and directed, for the Company, to
prepare or to cause to be prepared the Proxy Materials.

Filings
RESOLVED, that the Authorized Officers of the Company be, and
they hereby are, authorized to execute and deliver all such other instruments, and to do
all such other acts and things as the Authorized Officers, in their discretion, may deem
necessary or desirable in connection with the execution, delivery, and performance of
the Agreement by the Company and the satisfaction by the Company of the
requirements related to the Agreement under any federal, state or local laws, rules or
regulations relating to the regulation of the Company or its subsidiaries, or any other
governmental statutes or regulations that are applicable to the Agreement or to the
transactions contemplated thereby, including, without limitation, obtaining consents,
approvals, orders, or other action from, or findings by, the appropriate regulatory
authorities of Arkansas, Kansas, Missouri and Oklahoma, from the Securities and
Exchange Commission (the "SEC") under the Securities Act of 1933 or the Exchange
Act, from the Federal Energy Regulatory Commission under the Federal Power Act,
from the Federal Communications Commission and from the Committee on Foreign
Investment in the United States; and be it
FURTHER RESOLVED, that the Authorized Officers of the
Company be, and they hereby are, authorized to execute and deliver all such other
- 3 -

instruments, and to do all such other acts and things as the officers, in their discretion,
may deem necessary or desirable in connection with the execution, delivery, and
performance of the Agreement by the Company and the satisfaction by the Company of
the requirements related to the Agreement under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, as amended, or any other governmental statutes or
regulations that are applicable to the Agreement, the Merger or to the transactions
contemplated thereby; and be it
FURTHER RESOLVED, that the Authorized Officers be, and each
of them individually hereby is, authorized to file all such further documents and to
provide such additional information and otherwise take all steps necessary and
appropriate to satisfy all such filings and related requirements; and be it
FURTHER RESOLVED, that the filing of one or more Current
Reports on Form 8-K under the Exchange Act and the Proxy Materials, with the SEC
relating to (1) the Merger, (2) the execution and delivery of the Agreement and (3) the
By-laws Amendment (as defined below), is authorized; and be it
FURTHER RESOLVED, that the Authorized Officers of the
Company be, and they hereby are, authorized and directed, for the Company, to
execute personally or by attorney-in-fact and to cause to be filed with the SEC said
Form 8-Ks and the Proxy Materials, as applicable.

Directors Stock Unit Plan
RESOLVED, that the Stock Unit Plan for Directors of The Empire
District Electric Company (the "Plan") be, and hereby is, effective upon and subject to
the occurrence of the Merger, amended to provide that each Stock Unit credited under
the Plan that is outstanding immediately prior to the Effective Time (as defined in the
Agreement) shall be cancelled and converted, as of the Effective Time, into the right to
receive payment of an amount in cash equal to the Merger Consideration (as defined in
the Agreement) at the payment date elected or otherwise provided pursuant to the
Plan, together with interest on such amount at the "U.S. Prime Rate" as quoted by the
Wall Street Journal in effect at the Effective Time for the period, if any, from the
Effective Time until the date of payment of such amount.

By-laws Amendment
RESOLVED, that the Amended and Restated By-laws of the
Empire District Electric Company, amended as of February 6, 2014 are hereby
amended and restated on the date hereof (the "By-laws Amendment") to add the
following Article VII, Section 5:
"Unless the Company consents in writing to the selection of an
alternative forum, the state court located in Shawnee County in the
- 4 -

State of Kansas (or, if such state court located in Shawnee County in
the State of Kansas does not have jurisdiction, the United States
District Court for the District of Kansas located in Shawnee County )
shall be the sole and exclusive forum for (i) any derivative action or
proceeding brought on behalf of the Company, (ii) any action asserting
a claim for breach of a fiduciary duty owed by any director, officer,
employee or agent of the Company to the Company or the Company's
stockholders, (iii) any action asserting a claim arising pursuant to any
provision of the Kansas General Corporation Code, the certificate of
incorporation or the by-laws of the Company (as any may be amended
from time to time) or (iv) any action asserting a claim governed by the
internal affairs doctrine, in each case subject to said courts having
personal jurisdiction over the indispensable parties named as
defendants therein."

General
RESOLVED, that the Authorized Officers of the Company be, and
each of them hereby is, authorized and empowered to do or cause to be done any and
all things and to take or cause to be taken any and all actions including the negotiation,
execution, delivery, acknowledgement, filing, recording and sealing of any and all
certificates, notices, applications, agreements, opinions, papers, statements,
instruments or other documents, the making of any expenditures, the obtaining of any
necessary consents or waivers and to do or cause to be done any and all acts and
things that may be necessary or in their judgment appropriate to effectuate the purpose
and intent of these resolutions, or any of them, the Agreement, the transactions
contemplated thereby and such other agreements and documents as may be executed
by any Authorized Officer pursuant to authorization granted in these resolutions or to
carry out the transactions contemplated thereby; and be it
FURTHER RESOLVED, that the Authorized Officers be, and each
of them with full power to act without the others hereby is, authorized to pay all fees and
expenses incurred by the Company in connection with the transactions contemplated
by the Agreement and any actions or matters necessary or appropriate to give effect to
the foregoing, including, but not limited to, all fees and expenses necessary or
appropriate to effectuate the purpose and intent of the foregoing resolutions, or any of
them, the Agreement, the transactions contemplated thereby and such other
agreements and documents as may be executed by any Authorized Officer pursuant to
authorization granted in these resolutions or to carry out the transactions contemplated
thereby; and be it
FURTHER RESOLVED, that each Authorized Officer may
authorize any other officer, employee or agent of, or counsel to, the Company or any of
its subsidiaries to take any and all actions and to execute and deliver any and all
certificates, documents, agreements and instruments referred to in these resolutions in
place of or on behalf of such Authorized Officer, with full power as if such Authorized
Officer were taking such action himself; and be it
-
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FURTHER RESOLVED, that all actions previously taken by the
officers of the Company in connection with the foregoing be, and they hereby are,
ratified, approved and confirmed.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed the
seal of the Company on this 9th day of February 2016.

Secretary

- 6 -
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Ce11ified Copy of Resolutions
Passed by the Board of Directors
of
Liberty Sub Corp.
on
February 9, 2016
I, TODD WILEY, Secretary of Liberty Sub Corp., a corporation organized and
existing under and by virtue of the laws of the State of Kansas (hereinafter called the
"Company"), DO HEREBY CERTIFY that the following is a true and colTect copy of
resolutions adofted by the Board of Directors of the Company at a meeting duly called and
held on the 911 day of February 2016; that at said meeting a majority of the Directors,
constituting a quorum for the transaction of business, was present and voted in favor of said
resolutions; and that said resolutions have not been amended or modified, rescinded or
revoked by remain in full force and effect:

WHEREAS, the Board deems it desirable and in the best interests of the Company
for the Company to enter into and perform its obligations under, and to consummate the merger
and other transactions contemplated by, that certain Agreement and Plan of Merger (the
"Merger Agreement") among the Company, Liberty Utilities (Central) Co. ("Liberty
Central"), and The Empire District Electric Company, in substantially the form attached hereto
as Exhibit A , and all additional documents, agreements and certificates to be delivered by the
Company thereunder, in each case with such changes as the Authorized Representatives of the
Company, or any of them, deem necessary and desirable as conclusively evidenced by the
execution thereof by any such Authorized Representative (the "Approved Agreements");
NOW, THEREFORE, BE IT RESOLVED, FURTHER RESOLVED, that
the execution, delivery, and performance by the Company of the Approved Agreements,
and the consummation of the merger and all other transactions contemplated thereby be, and
they hereby are, authorized and approved in all respects;
FURTHER RESOLVED, that the Merger Agreement be submitted to Liberty
Central, the sole stockholder of the Company, for approval, and the Board hereby
recommends that Liberty Central approve, and advises Liberty Central to approve, the
Company's execution, performance, and delivery of the Merger Agreement and the
consummation of the merger and all other transactions contemplated thereby;
FURTHER RESOLVED, that for purposes of these resolutions and all actions
taken in connection herewith, the "Authorized Representatives" of the Company shall
include Ian Robertson, David Bronicheski, any officer or director of the Company, and any
person to whom any of the foregoing may delegate any of their authority as an Authorized
Representative;

FURTHER RESOLVED, that any two Authorized Representatives of the Company
be, and each of them individually hereby is, authorized, empowered and directed, for and on
behalf of the Company, to do, and to cause any and all of the Company's counsel and
advisors to do, any and all acts, deeds and things, and to sign, seal, execute, acknowledge,
file, record and deliver the Approved Agreements and any and all agreements, documents,
instruments, notices, certificates or undertakings which may be or may become necessary,
desirable or appropriate to effectuate the purposes of the foregoing resolutions, and to incur
and pay all such fees and expenses as ~hey shall in their good faith and judgment
determine to be necessary, desirable or advisable to carry out fully the intent and purposes
of the foregoing resolutions and the execution by them of any such document, instrument
or agreement or the payment of any such fees and expenses or the doing by them of any
act in connection with the foregoing matters shall conclusively establish their authority
therefor and the approval of the documents, instruments or agreements so executed, the
expenses so paid, the filings so made and the actions so taken;
FURTHER RESOLVED, that all actions heretofore taken by any officer, director
or other Authorized Representative of the Company in connection with any matter
referred to in or contemplated by any of the foregoing resolutions be, and hereby are,
approved, ratified, and confirmed in all respects and
FURTHER RESOLVED, that this Consent will be in lieu of a special meeting
of the Board and will be included in the minutes and filed with the records of the
Company in place of any minutes of such meeting.

IN WITNESS WHEREOF, I have hereunto set my hand on this 15th day of March,
2016.

Certified Copy of Resolutions
Passed by the Board of Directors
of
Liberty Utilities (Central).Co.
on
February 9, 2016
I, TODD WILEY, Secretary of Liberty Utilities (Central) Co., a corporation organized
and existing under and by virtue of the laws of the State of Delaware (hereinafter called the
"Company"), DO HEREBY CERTIFY that the following is a true and correct copy of
resolutions adopted by the Board of Directors of the Company at a meeting duly called and held
on the 9th day of February 2016; that at said meeting a majority of the Directors, constituting a
quorum for the transaction of business, was present and voted in favor of said resolutions; and
that said resolutions have not been amended or modified, rescinded or revoked by remain in full
force and effect:

WHEREAS, the Board deems it desirable and in the best interests of the Company for
the Company to enter into and perform its obligations under, and to consummate the merger and
other transactions contemplated by, that certain Agreement and Plan of Merger (the 'Merger
Agreement") among the Company, Liberty Sub Corp., and The Empire District Electric
Company, in substantially the form attached hereto as Exhibit A, and all additional documents,
agreements and certificates to be delivered by the Company thereunder, in each case with such
changes as any Authorized Representatives of the Company, or any of them, deem necessary and
desirable as conclusively evidenced by the execution thereof by any such Authorized
Representative (the "Approved Agreements");
NOW, THEREFORE, BE IT RESOLVED, FURTHER RESOLVED, that the
execution, delivery, and perfonnance by the Company of the Approved Agreements, and the
consummation of the merger and all other transactions contemplated thereby be, and they hereby
are, authorized and approved in all respects;
FURTHER RESOLVED, that for purposes of these resolutions and all actions taken in
connection herewith, the "Authorized Representatives" of the Company shall include Ian
Robe1ison, David Bronicheski, any officer or director of the Company, and any person to whom
any of the foregoing may delegate any of their authority as an Authorized Representative;
FURTHER RESOLVED, that any two Authorized Representatives of the Company be,
and each of them individually hereby is, authorized, empowered and directed, for and on behalf
of the Company, to do, and to cause any and all of the Company's counsel and advisors to do,
any and all acts, deeds and things, and to sign, seal, execute, acknowledge, file, record and
deliver the Approved Agreements and any and all agreements, documents, instruments, notices,
certificates or undertakings which may be or may become necessary, desirable or appropriate to
effectuate the purposes of the foregoing resolutions, and to incur and pay all such fees and
expenses as they shall in their good faith and judgment detennine to be necessary, desirable or
advisable to carry out fully the intent and purposes of the foregoing resolutions and the execution

by them of any such document, instrument or agreement or the payment of any such fees
and expenses or the doing by them of any act in connection with the foregoing matters
shall conclusively establish their authority therefor and the approval of the documents,
instruments or agreements so executed, the expenses so paid, the filings so made and the actions
so taken;
FURTHER RESOLVED, that all actions heretofore taken by any officer, director, or
other Authorized Representative of the Company in connection with any matter referred to in or
contemplated by any of the foregoing resolutions be, and hereby are, approved, ratified, and
confirmed in all respects; and
FURTHER RESOLVED, that this Consent will be in lieu of a special meeting of the
Board and will be included in the minutes and filed with the records of the Company in place of
any minutes of such meeting.

IN WITNESS WHEREOF, I have hereunto set my hand on this 15th day of March,
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ALGONQUIN POWER & UTILITIES CORP.

COST ALLOCATION
MANUAL
V2014.1 Effective: July 1st, 2015

Th is document outlines th e methods of direct charges and cost all ocations:
(i) bet ween Algonquin Pow er & Utilities Co rp. and its affiliat es, including
Algonquin Power Company and Liberty Utilities (Ca nada) Corp.; (i i) bet wee n
Liberty Uti lities (Ca nada) Corp. and its regulated utility subsidiari es; (iii) bet ween
Liberty Uti lities (Ca nada) Co rp.'s shared se rvices fun ction s and its affi liat es,
including Algo nquin Pow er Company and Libert y Utilities (Canada) Corp.; and (iv)
betw ee n Liberty Utilities Service Corp. and its affili at es.

COST ALLOCATION Ivlr\NUAL

TABLE OF CONTENTS
1. INTRODUCTION ................................................................................................... 2
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1.

INTRODUCTION

The purpose of this manual is to provide a detailed explanation of services
provided by Algonquin Power & Utilities Corp ("APUC"), and its affiliates,
Algonquin Power Company ("APCo"), Liberty Utilities (Canada) Corp. ("LUC"),
and Liberty Utilities Service Corp. ("LUSC") to the regulated utilities and to
describe the Direct Charge 1 and Cost Allocation2 Methodologies used by APUC,
APCo, LUC, and LUSC. The following organization chart identifies the
relationships between the separate entities.

Figure 1: Algonquin Power & Utilities Corporate Structure
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This Cost Allocation Manual ("CAM") has been completed in accordance and
conformance with the NARUC Guidelines for Cost Allocations and Affiliate Transactions
("NARUC Guidelines"). More specifically, the founding principles of this Cost
Allocation Manual are to a) directly charge as much as possible to the entity that
procures any specific service, and b) to ensure that inappropriate subsidization of
unregulated activities by regulated activities, and vice versa, does no t occur. For
ease of reference, the NARUC Guidelines are attached as Appendix 1.

1 Direct charges (sometimes referred to as assigned costs) are costs incurred by one company for the exclusiYe
benefit of one or more other companies, and which are directly charged (or assigned) to the company or companies
that specifically benefited.

2 Allocated costs are costs incurred by one company that are for the benefit of either (a) all o f the Algonquin
companies or (b) all of the regulated companies, and which are charged to the benefited companies using a
methodology and set of logical allocation facto rs that establish a reasonable link between cost causation and cost
recovery.
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Costs charged and allocated pursuant to this CAM shall include direct labor, direct
materials, direct purchased services associated with the related asset or services,
and overhead amounts. The direct charges are assigned as follows:
a. Tariffed rates or other pricing mechanisms established by rate
setting authorities shall be used to provide all regulated services;
b. Services not covered by (a) shall be charged by the providing party
to the receiving party at fully distributed cost; and
c. Facilities and administrative services rendered to a rate-regulated
subsidiary shall be charged on the following basis:
(i) the prevailing price for which the service is provided for
sale to the general public by the providing party (i.e., the
price charged to non-affiliates if such transactions with nonaffiliates constitute a substantial portion of the providing
party's total revenues from such transactions) or, if no such
prevailing price exists, (ii) an amount not to exceed the fully
distributed cost incurred by the providing party in providing
such service to the receiving party.

2.

THE APUC CORPORATE STRUCTURE

APUC's primary business is direct interest or equity ownership in renewable and
thermal power generating facilities and regulated utilities. APUC owns a widely
diversified portfolio of independent power production facilities3 and regulated
utilities4 consisting of water distribution, wastewater treatment facilities, electric
and gas utilities. While power production facilities are located in both Canada and
the United States, regulated utility operations are exclusively in the United States.
APUC is publicly traded on the Toronto Stock Exchange 5 . Its structure as a
publicly traded holding company provides substantial benefits to its regulated
utilities through access to capital markets.

> All power production (i.e. generation) faci lities are found within Algonquin Power Com pany within the .A.PUC
corporate structure.
4

All distribution utilities are found within Liberty Utilities (Canada) Corp. within the AP UC corporate stmcture.

5

Common shares and preferred shares are traded on the Toronto Stock Exchange (f SX) under the symbols AQN,
AQN.PR.A and AQN.PR.D. Additional corporate information can be foun d at the company's website,
algonquinpower.com.
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APUC is the ultimate corporate parent and affiliate that provides financial,
strategic management, corporate governance, administrative and support services
to LUC and its subsidiaries as well as to the numerous generation assets held by
APCo. The services provided by APUC are necessary for LUC and its subsidiaries
to have access to capital markets for capital projects and op erations. These services
are expensed at APUC and are performed for the benefit of APCo and LUC and
their respective businesses.
APUC and its affiliates capitalize on APUC's expertise and access to the capital
markets through the use of certain shared services, which maximizes economies of
scale and minimizes redundancy. In short, it provides for maximum expertise at
lower costs. Further, the use of shared expertise allows each of the entities to
receive a benefit they may not be able to achieve on a stand-alone basis such as
strategic management advice and access to capital at more competitive rates.

3.

SCOPE OF SERVICES FROM APUC AND APCO
AMONG AFFILIATES AND HOW THOSE COSTS ARE
DISTRIBUTED

Each distribution utility can be assign ed and / or
AP UC, LUC and LUSC. T his section provides
services an d the cost metho<lology fo r APUC. In
also addresses any costs and services that m ay arise

allocated costs from
an overview of the
addition, this section
from AP Co.

3.1 Labor Services and Cost Allocation from APUC to LUC and
AP Co
3.1.1 Description of the APUC Services and Costs
APUC provides benefits to its affiliate companies by use of certain shared services.
APUC charges labor rates for these shared services at cost, which is the dollar
hourly rate per employee as recorded in APUC's payroll systems, grossed up for
burdens such as payroll taxes, health benefits, retirement plans, other insurance
provided to employees, and o ther employee benefits. These labor costs are
charged directly based on timesheets to the extent possible. If labor is for the
benefit of all subsidiaries then the allocation methodologies used for non-labor
costs are applied.
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APUC's non-labor services include Financing Services. As used herein Financing
Services means the selling of units to public investors in order to generate the
funding and capital necessary (be it short term or long term funding, including
equity and debt) for LUC and APCo as well as providing legal services in
connection with the issuance of public debt.
The capital and funds obtained from the sale of shares in APUC are used by LUC
and APCo for current and future capital investments. The services provided by
APUC are critical and necessary to LUC and APCo because without those services
they would not have a readily available source of capital funding. Further,
relatively small utilities may have difficulty attracting capital on a stand-alone basis.
The services provided by APUC specifically optimize the performance of the
utilities, keeping rates low for customers while ensuring access to capital is
available. If the utilities did not have access to the services provided by APUC,
then they would be forced to incur associated costs for financing, capital
investment, audits, taxes and other similar services on a stand-alone basis, which
would substantially increase such costs. Simply put, without incurring these costs,
APUC would not be able to invest capital in its subsidiaries, including the
regulated utilities.
In connection with the prov1s1on of Financing Services, APUC incurs the
following types o f costs: (i) strategic management costs (board o f director, thirdparty legal services, accounting services, tax planning and filings, insurance, and
required auditing); (ii) capital access costs (communications, inves tor relations,
trustee fees, escrow and transfer agent fees); (iii) financial control costs (audit and
tax expenses); and (iv) administrative (rent, depreciation, general office costs). See
Appendix 2 for a more detailed discussion of the costs incurred by APUC.

Non-labor costs, excluding corporate capital, are pooled and allocated to LUC's
subsidiaries and APCo using the method summarized in Table 1. Each corporate
cost type, or function, has been carefully reviewed to properly identify the factors
driving those costs. Each function or cost type is typically driven by more than
one factor and each has been assigned an appropriate weighting. Table 1 includes
brief commentary on the rationale for each cost driver and weighting, along with
examples for each cost type.

Wil ALGONQUIN
r a l Pow<r& Utirrticscoip.

~''\ Al
.
~,,i gonqu In "'- Liberty _ll.t~i~~s
Page 5 o f 33

COST .ALLOCATION .MANUAL

Table 1: Summary of Corporate Allocation Method of APUC Indirect Costs
T ype of Cost
Legal Costs

Allocation
Methodolmrv
Net P lant
33.3%
N umber of
Emplo yees
33.3%
O&M
33.3%

T ax Services

Revenue
O&M
N et Plant

33.3%
33.3%
33.3%

.Audit

Revenue
O&M
N et Plant

33.3%
33.3%
33.3%

Rationale

Examples

This function is
driven by factors
which include N et
Plant, as typically
the higher the value
of plant, the m ore
legal work it
attracts; similarly, a
greater n umber of
employees are
typically more
indicative o f larger
facilities that
require greater
levels of attention;
and O&M costs
tend to be a third
factor indicative of
size and legal
complexity.
This function is
driven by a variety
of factors that
influence the size
and relative tax
complexity,
including Revenues,
O&M and N et
Plant. T ax activity
can be driven b y
each of these
factors.
T his function is
driven by a variety
of factors that
influence the size

Employee labor
and related
administration
and programs;
Third party legal

E mployee labor
and related
adminis trati.on
and program s,
including T hird
party tax advice
and services

E mployee labor
and related
adminis tra ti.on
and program s,

lril A LGONQUIN
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Investor Relations

Revenue
O&M
Net Plant

Director Fees and
Insurance

Revenue
O&M
Net Plant

Licenses, Fees and Revenue
Permits
O&M
Net Plant

Escrow and
Transfer Agent
Fees

Revenue
O&M
Net Plant

and complexity of
Audit, including
Revenues, O&M
and Net Plant.
Audit activity can
be driven by each
of these factors.
33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&Mcosts.
33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
N et Plant and
O&M costs.

including Third
party accounting
and audit
services

Employee labor
and related
ad.ministration
and programs,
including third
party Investor
day
communications
and materials
Board of
Director fees,
insurance and
ad.ministration

Third party
costs

Third party
costs

lri1 A LGONQUIN
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Other
Professional
Services

Office
Administration

Executives

Revenue
O&M
N et Plant

33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
N et Plant and
O&M costs.
Oakville Employees
This function is
50%
driven by factors
Square Footage 50% which are indicative
of number of
employees and
square footage
utilized by these
employees.
Revenue
33.3% This function is
O&Iv1
33.3% driven by factors
Net Plant
33.3% which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&Iv1 cos ts.

Third party
costs

Office space
and utility costs.
Employee labor
and related
administration

Employee labor
cost that is not
directly
attributable to
any entity

Notwithstanding the above, if a charge is related either solely to the regulated
utility business, i.e., LUC, or to the power generation business, i.e., APCo, then all
of those costs will be direct charged, or assigned, to the business segmen t for
which they are incurred.
Lastly, if a cost can be directly attributable to a specific entity, it will be directly
charged to that entity.

3.1.2 Description of the APUC Cost Flows
Please refer to Figure 2 for a diagram of the various flows of costs that may arise
from each affiliate, including APUC.

ri1
ALGONQUIN
, • • Powtr&Ulihli<S(Olp.

1

~ ''
%""'~
Algonquin

'llliiJ.

liberty ~.tili!l~s
Page 8 of 33

COST ALLOCATION 1v1ANUAL

Figure 2: Illustration of APUC Corporate Cost Distributions
Algonquin Power& UtllltlesCorp
(APUCI
Assigne d
Costs (a)

Asslened
Costs (b}

CAM Table t

Asslened
Payrol l
Costs (b)

CAM Tab le4

CAM Tables

There are
currently

no LUSC

allocated
cosu.

(a) Costs that are directly assignable to unregulated companies
(b) Costs that are directly a ssignable to regu late d companies
(c) Costs that benefi t both unregulated and regulated operations
(d) Costs that bene fi t all regulated operations

As illustrated in Figure 2 and as described above, APUC incurs three types of costs
that are passed on to its direct and indirect subsidiaries. The first type is APUC's
costs that directly benefit a particular specific unregulated company, which are
directly assigned to that unregulated company. The second type is APUC's costs
that directly benefit a particular regulated company, which are directly assigned to
that regulated company. The third type are APUC's remaining costs that benefit
the entire enterprise (bo th regulated and unregulated), which are allocated between
regulated and unregulated company groups pursuant to CAM T able 1. Information
within T able 1 includes: (a) each type of cost incurred by APUC that is to be
allocated between regulated and unregulated parts o f the business; (b) the factors
used to allocate each type o f cost between regulated and unregulated activity; (c)
Ir.ii ALGONQUIN
r• I Power & Util~iesCorp.
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the rationale for selecting the factors that are used for allocation; and (d) examples
of the specific allocated costs. The costs allocated to the regulated companies as a
group are then reallocated to individual companies using the Utility Four-Factor
allocation methodology set forth in CAM Table 2 (described below), resulting in
utility-specific allocated charges from APUC.
For an example of how an APUC invoice would be assigned or allocated, please
see Appendix 3.
Certain costs, which are incurred for the benefit of APUC's businesses, are not
allocated to any subsidiary. These include costs such as certain corporate travel
and certain overheads.

3.2 Labor Services and Cost Allocation From APCo To LUC
From time to time, APCo may provide Engineering and Technical Labor to LUC
or its utilities. These charges plus an allocation for corporate overheads such as
rent, materials/ supplies, etc. are capitalized and directly charged to the relevant
utility.
From time to time, APCo employees may provide administrative support to LUC
or its utilities. These charges are direct charged using time sheets.

4.

SCOPE OF SERVICES PROVIDED BY LUC TO ITS
SUBSIDIARIES, APUC AND APCO, AND HOW
THOSE COSTS ARE DISTRIBUTED

Each distribution utility can be assigned and/or allocated costs from APUC, LUC
and LUSC. This section provides an overview of the services and the cost
methodology for LUC.

4.1 Overview of LUC Services and Costs
Please refer to Figure 2 for a diagram of the various flows of costs that may arise
from each affiliate, including LUC.
As illustrated in Figure 2, LUC incurs three types of costs that are passed on to
other direct or indirect sub sidiaries. The first type is an LUC cost that directly
benefits a particular regulated company, which is directly assigned to that regulated
ALGONQu1N
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company. The second type is an LUC cost that benefits all of the regulated
companies, which is allocated using the Utility Four-Factor Methodology
described in CAM Table 2. Both of these cost types are described in section 4.2
below.
The third type of costs arising from LUC are those from shared services6 that
benefit both the regulated group of companies and the unregulated group of
companies within the Liberty / Algonquin family, which are allocated between the
two groups pursuant to the methodology described in section 4.3 and as set forth
in CAM Table 4.

4.2 LUC Services and Costs Provided to Utilities
LUC provides its regulated utilities with the following services: accounting,
administration, corporate finance, human resources (including training and
development), information technology, rates and regulatory affairs, environment,
health, safety, and security, customer service, procurement, risk management, legal,
and utility planning. The following are examples of some of the services provided:
(i) budgeting, forecasting, and financial reporting services including preparation of
reports and preservation of records, cash management (including electronic fund
transfers, cash receipts processing, managing short-term borrowings and
investments with third parties); (ii) development of customer service policies and
procedures; (iii) development of human resource policies and procedures; (iv)
selection of information systems and equipment for accounting, engineering,
administration, customer service, emergency restoration and other functions and
implementation thereof; (v) development, placement and administration of
insurance coverages and employee benefit programs, including group insurance
and retirement annuities, property inspections and valuations for insurance; (vi)
purchasing services including preparation and analysis of product specifications,
requests for proposals and similar solicitations; and vendor and vendor-product
evaluations; (vii) energy procurement oversight and load forecasting; and (viii)
development of regulatory strategy.
LUC will assign costs that can be directly attributable to a specific utility. These
include direct labor and direct non-labor costs. However, the indirect LUC costs
cannot be directly attributed to an individual utility. LUC allocates its indirect
As discussed later, LUC costs that benefit both regulated and unregulated businesses are incurred within Liberty
Algonquin Business Services ("LABS"), which is a business unit within LUC that serves both regulated and
unregulated entities.

6
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labor and indirect non-labor costs, inclucling capital costs, to its regulated utilities
using a Utility Four-Factor Methodology. LUC uses the Utility Four-Factor
Methodology to allocate costs incurred for the benefit of all of its regulated assets
("System-Wide Costs") to all o f its utilities.
The Utility Four-Factor Methodology allocates costs by relative size of the utilities.
The methodology used by LUC involves four allocating factors, or drivers: (1)
Utility Plant; (2) Total Customers; (3) Non-Labor Expenses; and (4) Labor, with
each factor assigned an equal weight, as shown in Table 2 below.

Table 2: Utility Four-Factor Methodology Factors and Weightings
Factor
Utility Plant
Customer Count
Non-Labor Expenses
Labor
T otal

WeiJ?ht
25%
25%
25%
25%
100%

LUC also uses the Utility Four-Factor Methodology to allocate to its regulated
utilities the system-wide indirect labor and indirect non-labor costs allocated to
LUC from APUC.
Table 3 provides a simplified hypothetical example to demonstrate how the Utility
Four-Factor Methodology would be calculated based on ownership of only two
hypothetical utilities.

Table 3: U tility Four-Factor Methodology Example

Factor

Utility 1

Utility 2

Total All
Utilities

Utility 1 %
of Total

Factor
Weight

Utility 1
Allocation

Utility Plant ($)

727

371

1098

66%

25%

17%

Customer
Count(#)

6000

1000

7000

86%

25%

21%

Labor($)

57

32

89

64%

25%

16%

Non-Labor
Expenses ($)

108

41

149

72%

25%

18%

Total Allocation

72%
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As can be seen from these hypothetical numbers in Table 3, Utility 1 would b e
allocated 72% of the total indirect costs incurred by LUC, based on its relative size
and application o f the Utility Four-Factor Methodology. Utility 2 would b e
allocated the remaining 28%. LUC has developed and utilized this methodology
to better allocate costs, recognizing that larger utilities require more time and
management attention and incur greater costs than smaller ones.
On occasion there may be costs which are incurred for the benefit of two or more
utilities, but not all of the utilities. These costs are directly assigned to utilities as
per the vendor invoice, or, if the invoice doesn 't specify a share for each utility, the
Utility Four-Factor Methodology is used. In this situation, the weighting is
determined by only including the utilities that benefited from the service and
excluding the utilities that did not receive the service.
For an example of how an LUC invoice would be assigned or allocated, please see
Appendix 4.

4.3 Shared Services from LUC
The third type of costs arising from LUC are those from shared services 7 that
benefit both the regulated group of companies and the unregulated group of
companies within the Liber ty/ Algonquin family.
Consistent with the organization practices described earlier, shared services and
costs (within LUC) are assigned when they are directly attributable to a specific
business unit8. Labor charges for LUC shared services staff are assigned using
time sheets that depict the amount of time that is to be direct charged to either
LUC or APCo.
Indirect costs for services fro m the shared services functions that cannot be
directly assigned are allocated between the regulated and unregulated business
units, LUC and AP Co, pursuant to the methodology set forth in CAM Tables 4a
and 4b. Similar to Table 1, Tables 4a and 4b include: (a) each type of cost incurred
by LUC that is to be allocated between regulated and unregulated parts of the
business; (b) the fac tors used to allocate each type o f cost between regulated and
7

Liberty Algonquin Business Services ("L\BS") is a business unit found organizationally within LUC that serves
both regulated and unregulated entities.

8

To clarify, if a LABS service is for only one specific organization, such as the unregulated generation business,
r\PCo, the cost will be directly charged to that business unit.
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unregulated activity; (c) the rationale for selecting the factors that are used for
allocation; and (d) examples of the specific allocated costs. The costs allocated to
the regulated companies as a group are then reallocated to individual companies
using the Utility Four-Factor Methodology set forth in CAM Table 2, resulting in
utility-specific allocated charges from LUC.
For an example of how an invoice or cost within LUC's shared services (LABS)
would be assigned or allocated, please see Appendix 5.

4.3.1 Business Services and Corporate Services
LUC shared services that benefit the entire company, i.e., APCo and LUC, are
internally referenced under two names - Business Services and Corporate Services.
The services and functions within each category are shown in the tables below9.
Indirect costs from Business Services and Corporate Services are allocated using
the following methodology shown in Tables 4a and 4b, respectively, which are
designed to closely align the costs with the driver of the activity.

Table 4a: Summaty of Corporate Allocation Method of LUC Business
Services Indirect Costs
Type of Cost
Information
Technology

Allocation
Rationale
I'vlethodology
Number of
IT function is
90% driven by factors
Employees
10% which include
O&M
number of
employees and
O&M. The larger
the number of
employees, the
more support,
software and IT
infrastructure is
required.

Examples
E nte1prise wide
support,
architecture, etc.
Third party fees

9

Note that the shared service functions fo und in Tables 4a and 4b are unchanged from those shown in Table 4 in
the prior version of the Cr\ i\1. These functions have simply been reorganized into these two Tables, 4a and 4b, to
show the differentiation between Business Services and Corporate Services.
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Human Resources N umber of
E mployees

HR function is
100% driven by number
of employees. A
greater number of
employees requires
additional HR
support

HR policies,
payroll
processmg,
benefits,
employee
surveys

Training

Number of
Employees

Training is directly
100% proportional to the
number of
employees per
function

Courses,
lectures, in
house training
sessions by third
party providers

Facilities and
Building Rent

Square Footage
100%

Office space
occupied accurately
reflects space
requirements of
each subsidiary

Corporate o ffice
building

Number of
Environmen t,
Health, Safety and E mployees
Security

Procurement

E HSS training, etc.
100% is directly
proportional to the
number of
employees per
function

50% Procurement
Capital Expenditures function is based
50%
on typical
proportion of
expenditures

O&M
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Table 4b: Summary of Corporate Allocation Method of LUC Corporate
Services Indirect Costs
Risk Management

Financial
Reporting and
Administration

Treasury

Internal Audit

33.3% This function is
33.3% driven by factors
33.3% which reflect the
relative size and
complexity of Risk
Management Revenues, Net
Plant and O&M
costs.
33.3% This function is
Revenue
O&M
33.3% driven by factors
Net Plant
33.3% which reflect the
relative size and
complexity of
Financial Reporting
and Admin. Revenues, Net
Plant and O&M
costs.
Capital Expenditures Treasury activity is
typically guided by
25%
50% the amount of
O&M
Net Plant
25% necessary
capex/plant for
each utility, and
operating
costs/ cash flow
Net Plant
25% This function is
75% driven by factors
O&M
which reflect the
relative size and
complexity of
Internal audit
activity. Larger
Plant and operating
costs drive of a
given facility drive
Net Plant
Revenue
O&M

Software
platform, fees
and
administration

Employee labor
and related
administration
and third party
fees

Third party
financing,
employee labor
and related
administration
and programs

Third party fees,
employee labor
and related
administration
and programs
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Communications

Number of
E mployees

Legal Costs

Net Plant
Number of
Employees
O&M

5.

more activity from
IA.
Communications
100% cost is directly
proportional to the
number of
employees
33.3% This function is
driven by factors
33.3% which include Net
33.3% Plant, as typically
the higher the value
of plant, the more
legal work it
attracts; similarly, a
greater number of
employees are
typically m ore
indicative of larger
facilities that
require greater
levels of attention;
and O&M costs
tend to be a third
factor indicative of
size and legal
complexity.

E nterprise wide
support and
related
administration
Employee labor
and related
administration
and programs,
including third
party legal

LIBERTY UTILITIES SERVICE CORP.

Each distribution utility can be assigned and / or allocated costs from A.PUC, LUC
and LUSC. T his section provides an overview of the services and the cost
methodology for LUSC.
All U.S.-based utility employees are employed, or will be employed, by Liberty
Utilities Service Corp. (LUSC). All employees' costs, such as salaries, benefits,
insurances etc. are to be paid by LUSC and direct charged to the company to
which the employee is dedicated and performs work. Services provided from
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LUSC to each regulated utility shall be done on a time sheet basis to the extent
possible. In infrequent instances where time sheeting may not be possible, the
allocation factors shown in Table 5 are to be used.

Table 5: Summary of Allocation Method of LUSC Indirect Costs
Allocation
Methodology
Customer count

Type of Cost
Customer Care
and Billing

100%

IT/ Tech Support

Number of
Employees

100%

Gas Control

Net Plant

100%

Legal

Net Plant
Number of
E mployees
O&M

33.3%

lrjl ALGONQUIN

Examples

Customer count
accurately reflects
the resource
requirements of the
Customer Care and
Billing group

Customer Care
and Billing
employees and
related
administrations

Technical support
100% requirements are
related to the
number of
employees

Human Resources Number of
Employees

, . I Power& utihtiescorp.

Rationale

HR function is
driven by number
of employees. A
greater number of
employees requires
additional HR
support
T he greater the
plant, the more
control required

Allocated based on
the relative size of
33.3% affiliate and
33.3% employee count.

~,,,

%
i.i Algonquin

Tech support
staff, associated
administration,
and required
software,
hardware, etc.
HR policies,
payroll
processing,
benefits,
employee
surveys
Gas Control
labor,
administration,
and associated
program s
Employee labor
and related
administration
and programs,
including third
party legal

" - Liberty Y.t~i~J!s
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Regulatory

Net Plant
Number of
Employees
O&M

33.3%

Allocated based on
the relative size of
33.3% affiliate and
33.3% employee count.

Utility-wide
studies or third
party costs
beneficial to all
utilities

EHSS training, etc.
100% is directly
proportional to the
number of
employees
50% Based on typical
O&M
Capital Expenditures proportion of
50%
expenditures

Utility-wide
programs,
employee labor
and related
administration
Utility-wide
support and
related
ad ministration

Number of
Environment,
Health, Safety and Employees
Security

Procurement

Please note the allocation methodology can be adjusted based on the number of
participating utilities. For example, Customer Service representatives who serve
only the New Hampshire utilities will only have their indirect costs allocated, if
any, based on the number of customers within New Hampshire. Labor costs
associated with energy procurement are directly billed to the utilities requiring
energy procurement services using timesheets.

6. CORPORATE CAPITAL
A.PUC or LUC will make capital investments for the benefit of all the utilities or
facilities it owns (examples include corporate headquarters, IT systems, etc.). All
capital investments kept at the corporate level benefiting all facilities will be
distributed monthly in the form of an intercompany operating expense charge that
captures the depreciation expense and cost of capital associated with the assets. All
costs associated to service the investment will be allocated to APCo and LUC's
utilities based on that department's allocation where the capital investment is
made. For example, if the capital investment is made in Human Resources then
the allocation m ethodology used for Human Resources to allocate non-capital
indirect costs as shown in Table 4a will be used to allocate the charge associated
with the corporate capital expenditures, including the cost of capital, depreciation,
property tax, operation and maintenance costs and all other associated costs. Any
corporate capital charges allocated to LUC are then reallocated to individual
companies using the Utility Four-Factor Methodology set forth in CAM Table 2.
1'41 ALGONQUIN
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7. UPDATINGALLOCATIONS
Allocation percentages 10 are updated annually. These annual updates to the
allocation percentages are based on the most recent audited financial statements
and other actual, year-end information. The updated percentages come into effect
each April 151 and are valid through to the following March 31 si. These allocations
percentages are also updated if an entity is either acquired or sold.

8. CAM TRAINING
The oversight o f the CAM is currently the responsibility of the corporate
Regulatory department. Any updates or revisions are coordinated and completed
by this group. The CAM, and any support material, is distributed to Finance and
Regulatory staff throughout the organization at least annually. Any revisions to the
CAM are distributed immediately upon finalization to this same audience.
Training sessions are conducted annually to Finance, Regulatory and other affected
departments. As part of the employee orientation program, new employees
receive an introduction to the CAM. Further enhancements and additions to this
employee training program to foster and enhance the organization's understanding
of the CAM are ongoing. For example, it is anticipated that an online training
module will be created and deployed across the organization, supplemented by a
self-certification process.

To clarify, the factors and weightings are expected to remain constant. It is the underlying information used to
calculate the allocation percentages that is updated annually, such as the most recent net plant figures, or the most
recent numbers o f employees, for example.
10
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9. APPENDICES
APPENDIX 1- NARUC GUIDELINES FOR COST
ALLOCATIONS
Guidelines for Cost Allocations and Affiliate Transactions:
The following Guidelines for Cost Allocations and Affiliate Transactions
(Guidelines) are intended to provide guidance to jurisdictional regulatory
authorities and regulated utilities and their affiliates in the development of
procedures and recording of transactions for services and products between a
regulated entity and affiliates. T he prevailing premise of these Guidelines is that
allocation methods should not result in subsidization of non-regulated services or
products by regulated entities unless authorized by the jurisdictional regulatory
authority. These Guidelines are not intended to be rules or regulations prescribing
how cost allocations and affiliate transactions are to be handled. They are intended
to provide a framework for regulated entities and regulatory authorities in the
development of their own policies and procedures for cost allocations and
affiliated transactions. Variation in regulatory environment may justify different
cost allocation methods than those embodied in the Guidelines.
The Guidelines acknowledge and reference the use of several different practices
and methods. It is intended that there be latitude in the application of these
guidelines, subject to regulato1y oversight. T he implementation and compliance
with these cost allocations and affiliate transaction guidelines, by regulated utilities
under the authority of jurisdictional regulatory commissions, is subject to Federal
and state law. Each state or Federal regulatory commission may have unique
situations and circumstances that govern affiliate transactions, cost allocations,
and/ or service or product pricing standards. For example, The Public Utility
Holding Company Act of 1935 requires registered holding company systems to
price "at cost" the sale of goods and services and the undertaking of construction
contracts between affiliate companies.
The G uidelines were developed by the NARUC Staff Subcommittee on Accounts
in compliance with the Resolution passed on March 3, 1998 entitled "Resolution
Regarding Cost Allocation for the Energy Industry" which directed the Staff
Subcommittee on Accounts together with the Staff Subcommittees on Strategic
Issues and Gas to prepare for NARUC's consideration, "Guidelines for E nergy
Cost Allocations." In addition, input was requested from other industty parties.
fAI ALGONQUJN
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Various levels of input were obtained in the development of the Guidelines from
the Edison Electric Institute, American Gas Association, Secuii.ties and Exchange
Commission, the Federal Energy Regulatory Commission, Rural Utilities Service
and the National Rural Electric Cooperatives Association as well as staff of various
state public utility commissions.
In some instances, non-structural safeguards as contained in these guidelines may
not be sufficient to prevent market power problems in strategic markets such as
the generation market. Problems ati.se when a firm has the ability to raise prices
above market for a sustained period and/ or impede output of a product or service.
Such concerns have led some states to develop codes of conduct to govern
relationships between the regulated utility and its non-regulated affiliates.
Consideration should be given to any "unique" advantages an incumbent utility
would have over competitors in an emerging market such as the retail energy
market. A code of conduct should be used in conjunction with guidelines on cost
allocations and affiliate transactions.

A. DEFINITIONS
1. Affiliates - companies that are related to each other due to common ownership
or control.
2. Attestation Engagement - one in which a certified public accountant who is in
the practice of public accounting is contracted to issue a written communication
that expresses a conclusion about the reliability of a wti.tten assertion that is the
responsibility of another party.
3. Cost Allocation Manual (CAM) - an indexed compilation and documentation of
a company's cost allocation policies and related procedures.
4. Cost Allocations - the methods or ratios used to apportion cos ts. A cost
allocator can be based on the origin of costs, as in the case of cost drivers; costcausative linkage of an indirect nature; or one or more overall factors (also known
as general allocators).
5. Common Costs - costs associated with services or products that are of joint
benefit between regulated and non-regulated business units.
6. Cost Driver - a measurable event or quantity which influences the level of costs
incurred and which can be directly traced to the origin of the costs themselves.
lfil A LGONQUIN
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7. Direct Costs - costs which can be specifically identified with a particular service
or product.
8. Fully Allocated costs - the sum of the direct costs plus an appropriate share of
indirect costs.
9. Incremental pricing - pricing services or products on a basis of only the
additional costs added by their operations while one or more pre-existing services
or products support the fixed costs.
10. Indirect Costs - costs that cannot be identified with a particular service or
product. This includes but not limited to overhead costs, administrative and
general, and taxes.
11. Non-regulated - that which 1s not subject to regulation by regulatory
authorities.
12. Prevailing Market Pricing - a generally accepted market value that can be
substantiated by clearly comparable transactions, auction or appraisal.
13. Regulated - that which is subject to regulation by regulatory authorities.
14. Subsidization - the recovery of costs from one class of customers or business
unit that are attributable to another.

B. COST ALLOCATION PRINCIPLES
The following allocation principles should be used whenever products or services
are provided bet:\veen a regulated utility and its non-regulated affiliate or division.
1. To the maximum extent practicable, in consideration of administrative costs,

costs should be collected and classified on a direct basis for each asset, service or
product provided.
2. The general method for charging indirect costs should be on a fully allocated
cost basis. Under appropriate circumstances, regulatory authorities may consider
incremental cost, prevailing market pricing or other methods for allocating costs
and pricing transactions among affiliates.
IJil ALGONQU IN
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3. To the extent possible, all direct and allocated costs between regulated and nonregulated services and products should be traceable o n the books of the applicable
regulated utility to the applicable Uniform System of Accounts. Documentation should
be made available to the appropriate regulatory authority upon request regarding
transactions between the regulated utility and its affiliates.

4. The allocation methods should apply to the regulated entity's affiliates in order
to prevent subsidization from, and ensure equitable cost sharing among the
regulated entity and its affiliates, and vice versa.

5. All costs should be classified to services or products which, by their very nature,
are either regulated, non-regulated, or common to both.
6. The primary cost driver of common costs, or a relevant proxy in the absence of
a primary cost driver, sh ould be identified and used to allocate the cost between
regulated and non-regulated services or products.

7. The indirect costs of each business unit, including the allocated costs of shared
services, should be spread to the services or products to which they relate using
relevant cost allocators.

C. COST ALLOCATION MANUAL (NOT TARJFFED)

Each entity that provides both regulated and non-regulated services or products
should maintain a cost allocation manual (CAM) or its equivalent and notify the
jurisdictional regulatory authorities of the CAM's existence. The determination of
what, if any, information should be held confidential should be based on the
statutes and rules of the regulatory agency that requires the info1mation. Any entity
required to provide notification of a CA.M(s) should make arrangements as
necessary and appropriate to ensure competitively sensitive information derived
therefrom be kept confidential by the regulator. At a minimum, the CAM should
contain the following:
1. An organization chart of the holding company, depicting all affiliates, and
regulated entities.

2. A description of all assets, services and products provided to and from the
regulated entity and each of its affiliates.
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3. A description of all assets, services and products provided by the regulated
entity to non-affiliates.
4. A description of the cost allocators and methods used by the regulated entity
and the cost allocators and methods used by its affiliates related to the regulated
services and products provided to the regulated entity.

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)
The affiliate transactions pricing guidelines are based on two assumptions. First,
affiliate transactions raise the concern of self-dealing where market forces do not
necessarily drive prices. Second, utilities have a natural business incentive to shift
costs from non-regulated competitive operations to regulated monopoly
operations since recovery is more certain with captive ratepayers. Too much
flexibility will lead to subsidization. However, if the affiliate transaction pricing
guidelines are too rigid, economic transactions may be discouraged.
The objective of the affiliate transactions' guidelines is to lessen the possibility of
subsidization in order to protect monopoly ratepayers and to help establish and
preserve competition in the electric generation and the electric and gas supply
markets. It provides ample flexibility to accommodate exceptions where the
outcome is in the best interest of the utility, its ratepayers and competition. As
with any transactions, the burden of proof for any exception from
the general rule rests with the proponent of the exception.
1. Generally, the price for services, products and the use of assets provided by a
regulated entity to its non-regulated affiliates should be at the higher of fully
allocated cos ts or prevailing market prices. Under appropriate circumstances,
prices could be based on incremental cost, or other pricing mechanisms as
determined by the regulator.
2. Generally, the price for services, products and the use of assets provided by a
non-regulated affiliate to a regulated affiliate should be at the lower of fully
allocated cost or prevailing market prices. Under appropriate circumstances, prices
could be based on incremental cost, or other pricing mechanisms as determined by
the regulator.
3. Generally, transfer of a capital asset from the utility to its non-regulated affiliate
should be at the greater of prevailing market price or net book value, except as
IFi1 ALGONQUIN
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otherwise required by law or regulation. Generally, transfer of assets from an
affiliate to the utility should be at the lower of prevailing market price or net book
value, except as otherwise required by law or regulation. To determine prevailing
market value, an appraisal should be required at certain value thresholds as
determined by regulators.
4. Entities should maintain all information underlying affiliate transactions with the
affiliated utility for a minimum of three years, or as required by law or regulation.

E. AUDIT REQUIREMENTS
1. An audit trail should exist with respect to all transactions between the regulated
entity and its affiliates that relate to regulated services and products. The regulator
should have complete access to all affiliate records necessary to ensure that cost
allocations and affiliate transactions are conducted in accordance with the
guidelines. Regulators should have complete access to affiliate records, consistent
with state statutes, to ensure that the regulator has access to all relevant
information necessary to evaluate whether subsidization exists. The auditors, not
the audited utilities, should determine what information is relevant for a particular
audit objective. Limitations on access would compromise the audit process and
impair audit independence.
2. Each regulated entity's cost allocation documentation should be made available
to the company's internal auditors for periodic review of the allocation policy and
process and to any jurisdictional regulatory authority when appropriate and upon
request.
3. Any jurisdictional regulatory authority may request an independent attestation
engagement of the CAM. T he cost of any independent attestation engagement
associated with the CAM, should be shared between regulated and non-regulated
operations consistent with the allocation of similar common costs.
4. Any audit of the CAM should not otherwise limit or restrict the authority of
state regulatory authorities to have access to the books and records of and audit
the operations of jurisdictional utilities.
5. Any entity required to provide access to its books and records should make
arrangements as necessary and appropriate to ensure that competitively sensitive
information derived therefrom be kept confidential by the regulator.
ril ALGONQUIN
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F. REPORTING REQUIREMENTS
1. The regulated entity should report annually the dollar amount of non-tariffed

transactions associated with the provision of each service or product and the use
or sale of each asset for the following:
a. Those provided to each non-regulated affiliate.
b. Those received from each non-regulated affiliate.
c. Those provided to non-affiliated entities.
2. Any additional information needed to assure compliance with these Guidelines,
such as cost of service data necessary to evaluate subsidization issues, should be
provided.
Source:
http: //www. na ruc.org/ Publicati.ons I Guidelines%20for%20Cost%20J\lloca ti.ons%20and
%20Affiliate%20Transacti.ons.pdf
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APPENDIX 2 - DETAILED EXPLANATION OF APUC COSTS
1.

APUC STRATEGIC MANAGEMENT COSTS

Strategic management decisions are critical for any public utility. The need for
strategic management is even more pronounced for APUC as a publicly traded
company, which depends on access to capital funding through public sales of
units. APUC seeks to hire talented strategic managers that aid in running each
facility owned by the company as efficiently and effectively as possible. This
ensures the long term health of each utility and ensures that rates are kept as low
as possible without compromising the level of service. It also facilitates each
regulated utility's access to necessary capital funding at reduced costs. The costs
included in Strategic Man agement Costs fall into the following categories.
a. Board of Directors
The Board of Directors provides strategic oversight on all company affairs
including high level approvals of strategy, op eration and maintenance budgets,
capital budgets, etc. In addition, the Board of Directors provides corporate
governance and ensures that capital and costs are incurred prudently, which
ultimately protects ratepayers.
b. General Legal Services
General legal services involve legal matters not specific to any single facility,
including review of audited financial statemen ts, annual information filings, Sedar
filings, review o f contracts with credit facilities, incorporation, tax issues of a legal
nature, market compliance, and other similar legal costs. These legal services are
required in order for APUC to provide capital funding to individual utilities,
without which the utilities could not provide adequate service. Additionally, the
services ensure that APUC's subsidiaries remain compliant in all aspects of
operations and prevent those entities from being exposed to unnecessary risks.
c. Professional Services
Professional Services including strategic plan reviews, capital market advisory
services, E RP System maintenance, benefits consulting, and other similar
professional services. By providing these services at a parent level, the subsidiaries
are able to benefit from economies of scale. Additionally, some of these services
improve APUC's access to capital which benefits all of its subsidiaries.
~ ALGONQUIN
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2.

ACCESS TO CAP IT AL MARKETS

One of APUC's primary functions is to ensure its subsidiaries have access to
quality capital. APUC is listed on the Toronto Stock Exchange, a leading financial
market. In order to allow its subsidiaries to have continued access to those capital
markets, APUC incurs the following costs. These services and costs are a
prerequisite to the subsidiaries continued access to those capital markets.
a. License and Permit Fees
In connection with APUC's participation in the Toronto Stock Exchange, APUC
incurs certain license and permit fees such as Sedar fees, annual filing fees,
licensing fees, etc. These licensing and permit fees are required in order to sell
units on the Toronto Stock Exchange, which in turn provides funding for utility
operations.

b. Escrow Fees
In connection with the payment of dividends to unit holders, APUC incurs escrow
fees. Escrow fees are incurred to ensure continued access to capital and ensure
continuing and ongoing investments by shareholders. Without such escrow fees,
APUC's subsidiaries would not have a readily available source of capital funding.

c. Unit Holder Communications
Unit holder communication costs are incurred to comply with filing and regulatory
requirements of the Toronto Stock Exchange and meet the expectations of
shareholders. These costs include items such as news releases and unit holder
conference calls. In the absence of shareholder communication costs, investors
would not invest in the units of APUC, and in turn, APUC would not have capital
to invest in its subsidiaries. With such communications services, the subsidiaries
would not have a readily available source of capital funding.

3.

APUC FINANCIAL CONTROLS

Financial control costs incurred by APUC include costs for audit services and tax
services. These costs are necessary to ensure that the subsidiaries are operating in a
manner that meets audit standards and regulatory requirements, which have strong
financial and operational controls, and financial transactions are recorded
IFil ALGONQUIN
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accurately and prudently. Without these services, the regulated utilities would not
have a readily available source of capital funding.
a. Audit Fees
Audits are done on a yearly basis and reviews are performed quarterly on all
facilities owned by APUC on an aggregate level. These corporate parent level
audits reduce the cost of the stand-alone audits significantly for utilities which
must perform its own separate audits. Where stand-alone audits are not required,
ratepayers receive benefits of additional financial rigor, as well as access to capital,
and financial soundness checks by third parties. Finally, during rate cases, the
existence of audits provides staff and intervenors additional reliance on the
company records, thus reducing overall rate case costs. The aggregate audit is
necessary for the regulated utilities to have continued access to capital markets and
unit holders.
b. Tax Services
Taxes are paid on behalf of the regulated utilities at the parent level as part of a
consolidated United States tax return. Tax services such as planning and filing are
provided by third parties. Filing tax returns on a consolidated basis benefits each
regulated utility by reducing the costs that otherwise would be incurred by such
utility in filing its own separate tax return.

4.

APUC ADMINISTRATIVE COSTS

Finally, achninistrative costs incurred by APUC such as rent, depreciation of office
furniture, depreciation of computers, and general office costs are required to house
all the services mentioned above. Without these administrative costs, the
employees of APUC could not perform their work and provide the necessary
services to the regulated utilities. T hese achninistrative costs also include training
for corporate employees.
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APPENDIX 3 - LIFE OF AN APUC INVOICE
A schematic is provided below showing the trail o f an invoice received by APUC
for services to be charged to its subsidiaries. The schematic is intended to visually
explain the distribution of charges from APUC to APCo and Liberty Utilities
comparues.

APUC Invoice

Indirect Corporate
Costs

APUC Factors I Driver
Tabl e 1

Direct Charge
Specific Entity

APCo

Liberty Utilities

LUC Factors / Driver
Table 2

Water, Electric &
Gas Utilities
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APPENDIX 4 - LIFE OF A LIBERTY UTILITIES INVOICE
A schematic is provided below showing the trail of an invoice received by Liberty
Utilities (LUC) for services to be charged to its subsidiaries. The schematic is intended to
visually explain the distribution of charges from LUC to Liberty Utilities companies.

LUC Invoice

Indirect Corporate
Costs

LUC Factors I Driver
Table 2

Direct Charge
Specific Entity

Water, Electric &
Gas Utilities
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APPENDIX 5 - LIFE OF A SHARED SERVICES INVOICE
A schematic is provided below showing the trail of an invoice for shared services
provided within Liberty Utilities for services to be charged to affiliates and
subsidiaries. The schematic is intended to visually explain the distribution of
charges from shared services to APCo and Liberty Utilities companies.

Shared Service
Invoice

Indirect Corporate
Costs

LUC Factors / Driver
Table 4a & 4b

Direct Charge
Specific Entity

AP Co

Liberty Utilities

LUC Factors I Driver
Table 2

Water, Electric &
Gas Utilities
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TIIE EMPIRE DISTRICT ELECTRIC COMPANY
Consolidated Statements of Income
Year Ended December 31,

2014

2015

2013

(OOO's, except per share amounts)

Operating revenues:
Electric ........................................... .
Gas .............................................. .
Other ............................................ .

$555,085
41,702
8,786

$592,491
51,842
7,997

$536,413
50,041
7,876

605,573

652,330

594,330

169,860
19,502
113,551
3,309
48,522
80,550
34,800
39,178

215,086
27,025
110,691
2,987
46,775
86
73,185
39,398
37,098

175,406
25,795
105,333
3,142
40,873
2,409
69,306
37,465
34,938

509,272

552,331

494,667

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

96,301

99,999

99,663

Other income and (deductions):
Allowance for equity funds used during construction ..........
Interest income .....................................
Benefit/(provision) for other income taxes ..................
Other - non-operating expense, net ......................

4,850
145
988
(3,429)

6,420
51
178
(1,302)

3,853
566
(27)
(1,218)

2,554

5,347

3,174

43,802
266
(2,845)
1,035

40,637
113
(3,497)
990

40,354
60
(2,087)
1,065

42,258

38,243

39,392

$ 56,597

$ 67,103

$ 63,445

Operating revenue deductions:
Fuel and purchased power .............................
Cost of natural gas sold and transported . . . . . . . . . . . . . . . . . . .
Regulated operating expenses ...........................
Other operating expenses ..............................
Maintenance and repairs ..............................
Loss on plant disallowance .............................
Depreciation and amortization ..........................
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other taxes ........................................

Interest charges:
Long-term debt .....................................
Short-term debt .....................................
Allowance for borrowed funds used during construction . . . . . . . .
Other ............................................

.
.
.
.
.
.
.
.
.

.
.
.
.

.
.
.
.

Net income .......................................... .
Weighted average number of common shares outstanding -

basic .. .

43,671

43,291

42,781

Weighted average number of common shares outstanding -

diluted .

43,718

43,314

42,803

Total earnings per weighted average share of common stock -

basic .

$

1.30

$

1.55

$

1.48

Total earnings per weighted average share of common stock Diluted ........................................... .

$

1.29

$

1.55

$

1.48

Dividends declared per share of common stock ................ .

$

1.04

$ 1.025

$ 1.005

The accompanying notes are an integral part of these consolidated financial statements.

60

TIIE EMPIRE DISTRICT ELECTRIC COMPANY
Consolidated Statements of Common Stockholders' Equity
Common
Stock

Capital in
excess of Par

Retained
earnings

Total

($-OOO's)

Balance at December 31, 2012 ....................
Net income .......... ' .....................
Stock/stock units issued through:
Stock purchase and reinvestment plans ...........
Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . . .

.

$42,484

$628,199

560

11,326

Balance at December 31, 2013 . . . . . . . ' . . . . . . . . . . .
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Stock/stock units issued through:
Stock purchase and reinvestment plans ...........
Dividends declared ...........................

43,044

639,525

435

10,018

Balance at December 31, 2014 .... ' ......... ' .....
Net income ................................
Stock/stock units issued through:
Stock purchase and reinvestment plans ...........
Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . . .

43,479

649,543

342

7,923

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

$43,821

.

Balance at December 31, 2015

$657,466

$ 47,115
63,445

$717,798
63,445

( 43,006)

11,886
(43,006)

67,554
67,103

750,123
67,103

(44,381)

10,453
(44,381)

90,276
56,597

783,298
56,597

(45,430)

8,265
(45,430)

$101,443

$802,730

The accompanying notes are an integral part of these consolidated financial statements.
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THE EMPIRE DISTRICT ELECTRIC COMPANY
Consolidated Statements of Cash Flows
Year Ended December 31,

2015

2014

2013

($-OOO's)

Operating activities:
Net income ........................................ .
Adjustments to reconcile net income to cash flows from operating
activities:
Depreciation and amortization including regulatory items ....... .
Pension and other postretirement benefit costs, net of contributions
Deferred income taxes and unamortized investment tax credit, net .
Allowance for equity funds used during construction .......... .
Stock compensation expense ............................ .
Loss on plant disallowance ............................. .
Non-cash loss on derivatives ............................ .
Regulatory reversal of gain on sale of assets ................ .
Other ............................................ .
Cash flows impacted by changes in:
Accounts receivable and accrued unbilled revenues ........... .
Fuel, materials and supplies ............................ .
Prepaid expenses, other current assets and deferred charges ..... .
Accounts payable and accrued liabilities ................... .
Asset retirement obligation ............................. .
Interest, taxes accrued and customer deposits ............... .
Other liabilities and otber deferred credits ................. .
Net cash provided by operating activities

$ 56,597

88,801
(9,184)
36,617
(4,850)
4,082
6,994

$ 67,103

$ 63,445

82,754
1,973
41,693
(6,420)
4,057
86
1,245
44

71,734
(1,888)
28,272
(3,853)
2,984
2,409
14
1,236

(24,174)
(8,121)
(6,051)
1,141
(1,326)
1,411
( 4,192)

(14,312)
10,891
689
(880)
(734)
1,386
(3,942)

151,223

157,451

(625)
16,514
(3,151)
( 4,863)
(8,630)
(73)
1,111
5,492
184,832

(Continued)

The accompanying notes are an integral part of these consolidated financial statements.
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THE EMPIRE DISTRICT ELECTRIC COMPANY
Consolidated Statements of Cash Flows (Continued)
Year Ended December 31,

2015

2014
($-OOO's)

2013

Investing activities:

Capital expenditures - regulated ...................... .
Capital expenditures and other investments - non-regulated .. .
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total net cash used in investing activities .................. .

$(183,206) $(211,429) $(152,524)
(2,243)
(1,998)
(2,259)
(1,854)
1,485
(185,449) (215,281) (153,298)

Financing activities:

Proceeds from first mortgage bonds, net ................. .
Long-term debt issuance costs ........................ .
Proceeds from issuance of common stock, net of issuance costs .

Redemption of senior notes ..........................
Net short-term borrowings (repayments) .................
Dividends .......................................
Other ..........................................

.
.
.
.

60,000
(818)
5,513

60,000
(651)
7,994

(19,000)
(45,430)

40,000
(44,381)
(274)

150,000
(1,879)
9,546
(98,000)
(20,000)
(43,006)
(714)

Net cash provided by I (used) in financing activities .......... .

265

62,688

(4,053)

Net increase (decrease) in cash and cash equivalents ......... .
Cash and cash equivalents, beginuing of year . . . . . . . . . . . . . . . .

(352)
2,105

(1,370)
3,475

100
3,375

Cash and cash equivalents, end of year

$

1,753

$

2015

2,105

$

2014

3,475
2013

Supplemental cash flow information:
Interest paid ..................................... .
Income taxes (refunded) paid, net of refund .............. .

$ 42,858 $ 40,127
(17,256)
23,103

$ 39,033

Snpplementary non-cash investing activities:
Change in accrued additions to property, plant and equipment
not reported above ............................... .
Capital lease obligations for purchase of new equipment ..... .

$
$

$

(8,924) $
17

9,427

10,584

The accompanying notes are an integral part of these consolidated financial statements.
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APPENDIX

Algonquin Power& Utiitles COIP
unaueited Pro Forma conso~dated Balance Sheet
September 30, 2015
~n niDlons of Cgdian dollars\
APUC

Ellllllre

Pro Forma

Proforma
Consolldated

Adjusrments

Assets

Currents assets:
Cash and cash equivalents

552

S2

,.

124

Acccunts receivable, net
Natural gas in storage
suppnes and consimables lroentory
R99ulatory assets
Prapaid expenses
Long-termirr.restments
Deferred income taxes

146

lnccme taxes receivable
Derivative instruments
Other current assets
Total current assets

1
12
16
369

Property, plant and equipment, net
Intangible assels, net
GoodlMU

3718
80
107

2656

208

270

Regulatory assets
Derivative lnstrunents
Long-term Jmestments
Deferred incon-e taxes
Other assets
Total assets

15
27

15

Subscription receipts
Additional paid-in capital
Deficit

Accirnulated otl1ercom12£ehenslVe income

Non-controITinQ Interest
Total stockholders' equity
Tola I Habinlies and shareholders egultv

270

71

37
10
42

53

36
56
35
11 J(c)
13 J(C)

23

47
1

3
6
268

53

15
22
24

661

(53} J(b}
923 J(b}

1S
4759

4
3251

19

58
61

139
37

6374
80
1029

477

76
146

"'

S55

43

35

LIABU.ITJES AtlD STOCKHOLDERS' EQUITY
CurrentHabililies:
Accounts payable
Accrued UalliUties
Dividends payable
R99ulatory liabiDties
Long-termnabiDlies
Pension and other post-en-p!oyment benefits
O!her long-term nabililies
Derivative instruments
Preferred shares, SeriesC
Income taxes nabinty
Deferred rncomelaxes
Total current fiabinlies
Long-term nabinlies
Regulatory liabnities
Deferred incorre taxes
Derivative lnstnments
Pension and other post-employrrent benefits
Other!ong-termliablnties
Preferred shares. Selies C
Redeemable non-contro~ing interest
Shareholders' equity:
Praferredshares
Comrrun shares

5(1941) J(b)
1000 J(C)
(40) J(c)
(50) J(c)
1078 J(d)
(13) J(d)
(34) J(e)

76
146
38
23

894

8903

77
200

37

35
22

8

44
44

22

43
7
1
5

20

63
12
1
5

308

175

483

1592

1140
1B2
546
4
100
33

1078 J(d)

5S

(58) J(g)
1000 J(c)
(29) J(c)

116
201

90
154
185

1S
11
214
1654

111

3809
298
747
94
254
213
1S
11
214
2625

111

37
(524)

375
137

(875)
(137}
(34)
(37)
(13)

238
1729

1071

(194)

238
2616

356
2034

1071

(184)

356
2971

54759

53251

5894

58903

See accon-panying rotes to unaudned proforma consondated financial statements
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J(g)
J{g)
J{e)
3(C)
J(d)

37
(608)

Algonquin Power & Utilities Corp
Unaucllted Pro Fonna Consolidated Statement of Operations
For the year ended December 31, 2014
(in millions of Canadian dollars)

APUC

Empire

$207
446
66
202
22
944

$652
57
2

Revenue
Regulated electricity distribution
Regulated gas distribution
Regulated water reclamation and distribution
Non-regulated energy sales
Other revenue

Expenses
Operating
Regulated fuel & electricity purchased
Regulated gas purchased
Non-regulated energy purchased
Administrative expenses
Depreciation of property, plant and equipment
Amortization of intangible assets
Other amortization
Gain on foreign exchange

Proforma
Adjustments

Proforma
Consolidate

$859
503
69
202

31

9
720

1664

236

147

383

121
261

238

358
291
39
106

39
35
109

30

71

5

189
5

(1)

(1)

80

1

Operating income from continuing operations

Interest expense
Interest, dividend income and other income
Loss (gain) on sale of assets
Acquisition-related costs
Write-down of Jong-lived assets

804

567

1371

139

154

293

62

41

(8)

(5)

(12)

67

37

20

3
8
123

72

117

(20)

170

124

20 3(d)

3
8

Earnings (loss) from operations before income taxes
Income tax expense (recovery)
Current
Deferred

Earnings from continuing operations
Loss from discontinued operations, net of tax
Net eamings (loss)

4

(3)

13

46

(8) 3(d)

17

43

(8)

56

74

(13)

117
(2)

74

(13)

115

1
52
52

(2)

54

Net earnings attributable to the non controlling interest

(22)

Net earnings floss) attributable to Algonquin Power & Utilities Corp

$76

Weighted average shares of common stock outstanding (in milfions)
Basic
Diluted

214
216

Basic net earnings per share from continuing operations
Basic net earnings per share
Diluted net earnings per share from continuing cperations
Diluted net earnings per share

$74

$(13)

$137

94 3(h)
94 3(h)

308
311

$

0.32

$
$
$

0.31

$
$

0.32

$

0.31

$

See accompanying notes to unaudited pro fonna consolidated financial statements
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(22)

0.42

0.41
0.42
0.41

Algonquin Power & Utilities Corp
Unaudited ProForma Consolidated statement of Operations
Nine month period ended September 30, 2015

fin rnillions of Canadian dollars/

APUC

Pro Forma
Empire Adjustments

ProForma
Consolidated

Revenue

Regulated electricity distribution
Regulated gas distribution
Regulated water reclamation and distribution
Non-regulated energy sales
Other revenue

$170
350
58
160
31
768

$542
39
2

211
101
168
23
27
100
4
4
(3)
635

136
169
19

458

347
269
187
23
87
176
4
4
(3)
1093

132

133

265

49
(6)
(3)
1
2
(2!
40

39

15 3(d)

39

15

103
(7)
(3)
1
2
(2)
94

92

94

(15)

171

7
25
32

36
35

(6) 3(dl
(6

59

(9)

59

(9)

$711
389
60
160
39
1358

8
591

Expenses

Operating
Regulated electricity purchased
Regulated gas purchased
Non-regulated energy purchased
Administrative expenses
Depreciation ofpropelty, plant and equipment
Amortization of intangible assets
Other amortization
Gain on forei9n excha!];!e

Operating income from continuing operations

Interest expense
Interest, dividend income arx:l other income
Loss (gain) on sale of assets
Acquisition-related costs
Write-down of long-lived assets
Loss 'gain} on derivative financial instruments

Earnings (loss) from operations before income taxes
Income tax expense (recovery)

Current
Deferred

Earnings from continuing operations
Loss from discontinued O!:!erations. net of tax

60
(1!
59

Net earnings Ooss)

Net earnings attributable to the non controlling interest

(20)

Net earnings (loss) attributable to Algonquin Power & Utllltles Corp.

$79

Weighted average shares of common stock outstanding (in millions)
Basic
Dl!uted

252
255

Basic net earnings per share from continuing operations
Basic net earnings per share
Diluted net earnings per share from continuing operations
Diluted net earnings per share

$
$
$

$

See accompanying notes to unaudited proforma consolidated financial statements
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0.29
0.29
0.28
0.28

59
76

6
55
62
110
(1!
109
(20)

$59

$(9)

$129

94 3(h)
94 3(h)

346
349
$
$

$
$

0.35
0.35
0.35
0.35

Algonquin Power & Utilities Corp.
Notes to the unaudited pro forma consolidated financial statements
As at and for the nine months ended September 30. 2015 and for the year ended December 31. 2014

I.

BASIS OF PRESENTATION
The accompanying unaudited pro forma consolidated financial statements give effect to the proposed
acquisition (the "Acquisition"") by Algonqnin Power aud Utilities Corp. ("APUC"" or the "Company"") of
the Empire District Electric Company and its subsidiaries (collectively, "Empire"') as described in the
preliminary short form prospectus dated February 15, 2016 (the "Prospectus""). The accompanying
unaudited pro forma consolidated financial statements have been prepared by management of APUC
and are derived from the unaudited and audited consolidated financial statements of APUC as at and for
the nine months ended September 30, 2015 and for the year ended December 31, 2014, respectively,

and the unaudited and audited consolidated financial statements of Empire as at and for the nine
months ended September 30, 2015 and for the year ended December 31, 2014, respectively.
The accompanying unaudited pro forma consolidated financial statements utilize accounting policies that

are consistent with those disclosed in the Company's and Empire's audited consolidated financial
statements as at December 31, 2014 and unaudited consolidated financial statements as at September
30, 2015 and were prepared in accordance with accounting principles generally accepted in the United

States. The accompanying unaudited pro forma consolidated balance sheet and unaudited pro forma
consolidated statements of operations reflect the Acquisition as if it had closed on September 30,
2015 and January 1, 2014, respectively. The accompanying unaudited pro forma consolidated
financial statements may not be indicative of the results that would have been achieved if the transactions
reflected therein had been completed on the dates indicated or the results which may be obtained in the
future. For instance, the actual purchase price allocation will reflect the fair value, at the purchase date,
of the assets acquired and liabilities assumed based upon the Company's evaluation of such assets and
liabilities following the closing of the Acquisition and, accordingly, the final purchase price allocation,
as it relates principally to goodwill, may differ materially from the preliminary allocation reflected
herein.
The accompanying unaudited pro forma consolidated financial statements should be read in conjunction
with the description of the Acquisition and the financing thereof provided in the Prospectus; the audited
and unaudited consolidated financial statements of Empire, including the notes thereto, included in the
Prospectus; and the audited and unaudited consolidated financial statements of APUC, including the
notes thereto, incorporated by reference in the Prospectus.
Certain amounts in the historical financial statements of Empire have been reclassified in the pro forma
balance sheet and statements of operations to reflect the presentation classifications in APUC's
consolidated financial statements.
The underlying assumptions for the pro forma adjustments provide a reasonable basis for presenting
the significant financial effect directly attributable to the Acquisition. These pro forma adjustments are
tentative and are based on currently available financial information and certain estimates and
assumptions. The actual adjustments to the consolidated financial statements will depend on a number
of factors. Therefore, it is expected that the actual adjustments will differ from the pro forma
adjustments, and the differences may be material.
2.

DESCRIPTION OF TRANSACTION
Pursuant to an agreement and plan of a merger between Liberty Energy Utilities Co. ("Liberty
Energy""), a direct wholly-owned subsidiary of APUC, and Empire, the Company will indirectly
purchase all of the outstanding common shares of Empire for US$34.00 per share. Based on the
purchase price calculation as detailed in the merger agreement dated February 9, 2016, the estimated
net purchase price for the equity of Empire is approximately $1.9 billion (Note 3a). The Company will
also assume Empire's consolidated debt, which was approximately US$876 million as at September 30,
2015.
The accompanying unaudited pro forma consolidated financial statements assume that at closing, the
Acquisition will be financed through the net proceeds from a $1 billion common equity issuance (as
F-89

Algonquin Power & Utilities Corp.
Notes to the unaudited pro fonna consolidated financial statements
As at and for the nine months ended September 30, 2015 and for the year ended December 31, 2014
further described below), with the balance initially funded through the Acquisition Credit Facility (as
defined and described below).

The common equity is assumed to be issued through the 5% convertible unsecured subordinated
debentures (the "Debentures") represented by instahnent receipts offered on a public offering, all as
described in the Prospectus. The company has also arranged a committed debt bridge facility for $2.2
billion repayable in full on the first anniversary following it's advance which together with existing cash
and other sources available to APUC, an existing revolver and the Debentures represented by instalment
receipts contemplated in the Prospectus, will fully fund the net purchase price and thereby ensure
sufficient liquidity to close the Acquisition.

The accompanying unaudited pro forma consolidated financial statements assume that the
Debentures will be issued and immediately fully converted into APUC common shares at the assumed
closing date of the Acquisition. Therefore, the accompanying unaudited pro forma consolidated
statements of operations do not recognize interest costs associated with the Debentures. The Company
anticipates that the regulatory approval process prior to closing will be approximately 12 months. Due to
many factors, including the timing of regulatory approval, the estimated closing period is subject to
change which would change the amount of interest expense incurred on the Debentures, and the related
income tax recovery. Interest costs associated with the Debentures are expected to be funded through
operating cash flows and/or the Revolving Credit Facility.
3.

PROFORMA ASSUMPTIONS AND ADWSTMENTS

(a) Purchase Price and Financing Structure
The following is the estimated net purchase price, estimated net funding requirements and assumed
financing structure for the Acquisition. These estimates have been reflected in the accompanying
unaudited pro forma consolidated financial statements.
Estimated Net Purchase Price
Estimated net purchase price, before ass urned debt
Assumed debt of Bnpire
Estimated purchase price
Estimated Net Funding Requirements
Estimated net purchase price before assumed
AssumeddebtofBnpire
Common share issuance costs (Note 3(c))
Acquisition credit facility costs (Note 3(d))
Estimated acquisition costs (Note 3(e))
Interest on equity (Note 3(c))
Estimate net funding requirements
Assumed Financing Structure
Assumed debt of Bnpire
Common share issuance (Note 3(c))
Acquisition credit facility (Note 3(d))

long~te1111

Cdn$millions

$

debt

$

3.115
(1.174)
1,941

$

1,941
1,174
40
13

34
50

$

3.252

$

1,174

$

1,078
3.252

1,000

(b) Allocation of estimated net purchase price

The estimated net purchase price has been allocated to the estimated fair values of Empire net assets and
liabilities as at September 30, 2015 in accordance with the acquisition method, as follows:
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As at and for the nine months ended September 30, 2015 and for the year ended December 31, 2014
FV and
other
Empire adjustment Net Total

CdnSmilllons
Assets acquired
Cash and cash equivalents

S2

Restricted cash
Accout1s receivable - trade, net

S2

6

6

68

68

Accrued unbilled revenues

22

22

Accounts receivable -

34

34

other

Fuel, rraterials and suppies

80

80

A"epaid expenses and other

42

42

Unrea~zed

gain in fair value of derivative contracts

3

3

Regulatory assets

10

10

Total current assets

268

268

26SO

2680

A-operty, plant and equiprrent, net

270

Regulatory assets

Goodwil

53

UnaITDrtized debt issuance costs

12

Other
Total assets

4
$3287

270
(53)
12
5(53)

4
$3234

Llabllltles assumed
Accounts payable and accrued liabllities

573

573

Short-termdebt

22

22

Regulatory liabillties
OJstorrer deposits

8
19

19

Interest accrued

20

20

Q.Jrrent rraturities of long-term debt

6

6

26

26

175

175

Unreaized loss in fair value of derivative contracts
Taxes accrued
Other current liabmties
Total current liabilities

Obfigalions under capital lease
First rrortgage bonds and secured debt
Unsecured debt
Regulatory

liabil~ies

Ceferred incorre taxes
Unarrortized investrrent tax credits
Pension and other postretirerrent benern obligations

8

5

5

1011

1011

136

136

182

182

546

546

24

24

100

100

Unreaized loss in fair value of derivative contracts

4

4

33

33

Liabilities associated with assets held for sale

$2216

$2216

Net assets at fair value, as at Septerrber 30, 2015

S1071

S1018

Other

Estirrated net purchase price, before assurred debt and acquis~ion costs

1941

Goodwin

5923

Based in Joplin, Missouri, Empire is an investor-owned, regulated utility providing electric, natural gas
(through its wholly-owned subsidiary The Empire District Gas Company) and water service in Missouri,
Kansas, Oklahoma and Arkansas. As part of Empire's electric segment, they also provide water service
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to three towns in Missouri. The Empire District Gas Company ("EDG"), a wholly-owned subsidiary of
Empire, engages in the distribution of natural gas in Missouri. The determination of earnings is based
on regulated rates of return that are applied to rate bases and does not change with a change of
ownership. "Rate bases" includes jurisdictional rate base, in some cases assets earning a return through
clauses and riders.
The excess of the estimated net purchase price of the Acquisition, before assumed debt and acquisition
costs, over the assumed fair value of net assets acquired from Empire is classified as goodwill on the
accompanying unaudited proforma consolidated balance sheet.
(c) Common Share Issuance
Assumed financing for the Acquisition contemplates the issuance, through the exercise of conversion
rights under the Debentures, of approximately 94.3 million APUC common shares at $10.60 per share
for gross proceeds of approximately $1 billion.
Underwriting costs are estimated at 4% of gross proceeds in the aggregate or approximately $40
million and will result in a corresponding deferred income tax asset of approximately $11 million
based on APUC's Canadian statutory income tax rate of 26.50%.
Interest costs associated with the Debentures at 5% are expected at a minimum to be $50 million for a
12 month period prior to closing and will result in a corresponding deferred income tax asset of
approximately $13 million based on APUC's Canadian statutory income tax rate of 26.50%. These
unaudited pro form.a consolidated fmancial statements assume that the Debentures will be issued and
immediately fully converted into APUC common shares at the assumed closing date of the
Acquisition. As this incremental interest is directly related to the acquisition and is not-recurring, the
accompanying unaudited pro forma consolidated statements of operations do not include interest costs
associated with the Debentures. However, the estimated interest costs for the 12 month period and the
related tax effect have been reflected as a pro forma adjustment to deficit in the unaudited pro forma
consolidated balance sheet.
(d) Acquisition Credit Facility
For the purpose of this pro forma, the Acquisition assumes a drawdown of the Acquisition Credit
Facility in the amount of $1.1 billion. Although the Company has shown the Acquisition Credit
Facility drawn in such amount at closing, APUC currently expects that it will refinance the
Acquisition Credit Facility before or after closing from one or more capital market offerings of
common or preferred equity, convertible debentures and long-term debt. As a result the assumed
utilization of the Acquisition Credit Facility is not representative of the financing structure or financing
costs expected to be in place following closing of the Acquisition.
The interest rate is estimated at 1.9%, which would result in incremental interest expense for the year
ended December 31, 2014 and for the nine months ended September 30, 2015 of $20 million and
$15 million, respectively. Incremental interest expense would result in corresponding deferred income
tax benefits of $8 million and $6 million, respectively, based on APUC' s US statutory income tax rate
of38%.
Estimated Acquisition Credit Facility related costs of approximately $13 million have been included as
a pro forma adjustment to deficit as opposed to being reflected in the unaudited pro forma consolidated
statements of earnings of the Company on the basis that these expenses are directly incremental to the
Acquisition of Empire and are non-recurring in nature.
(e) Acquisition costs
Acquisition costs are estimated at approximately $34 million. Acquisition costs are composed of
estimated investment banking, accounting, tax, legal and other costs associated with the completion
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of the Acquisition. These costs have been included as a pro forma adjustment to deficit on the
unaudited pro forma consolidated balance sheet. These costs are not reflected in the unaudited pro
forma consolidated statements of operations on the basis that these expenses are directly incremental
to the Acquisition of Empire and are non-recurring in nature.
(f) Income taxes

Income taxes applicable to the pro forma adjustments are calculated at APUC's average tax rates of
26.50% (for items with tax effect in the Canadian entities) and 38% (for items in the US entities).
The deferred income tax asset and liability is the cumulative amount of tax applicable to temporary
differences between the accounting and tax values of assets and liabilities. Deferred income tax assets
and liabilities are measured at enacted tax rates expected to apply when these differences are expected
to reverse.
(g) Empire historical shareholders' equity
The historical shareholders' equity of Empire, which includes common shares, additional paid-in capital
and retained earnings, has been eliminated in the unaudited pro forma balance sheet.
(h) Earnings per common share
The calculation of the pro forrna earnings per common share for the year ended December 31, 2014 and
for the nine months ended September 30, 2015 reflects the issuance of approximately 94.3 million APUC
common shares upon the conversion of the Debentures which is assumed to take place on closing of the
Acquisition, as if the issuance had taken place on January 1, 2014.
(i) Foreign exchange translation
The assets and liabilities of Empire, which has a US dollar functional currency, and reporting currency,
are translated to APUC's Canadian dollar reporting currency at the exchange rate in effect as at
September 30, 2015. Revenues and expenses of Empire's operations are translated at the average
exchange rate in effect during the respective reporting periods. The following exchange rates were
utilized for the unaudited pro forma consolidated financial statements:
Balance Sheet (US$ to Cdn$)
Spot Rate September 30, 2015: 1.3345
Statement of Operations (US$ to Cdn$)
Average Rate Year ended December 31, 2014
Average Rate Nine months ended September 30, 2015

F-93

1.1045
1.2600

20160316160346
Filed Date: 03/16/2016
State Corporation Commission
of Kansas

Twelve months ended December 31,
2014

Twelve months ended December 31 ,
2013

Windsor
Locks

Windsor
Locks

Performance(GW-hrs sold)

112.4

Performance(steam sales - billion lbs)

609. 1

Sanger

Total

134.2

246.6

115.3

609. 1

623.0

Sanger

Total

137.4

252.7
623.0

(all dollar amounts in $ millions)

Revenue
Energy/steam sales

$

23.1 $

19.8 $

42.9

(7.5) $

(22.6)

12.3 $

20.3

$

17.6 $

16.9 $

34.5

(6.0)

(17.2)

Less:
Cost of Sales - Fuel
Net Energy/Steam Sales

(15.1)

$

Other revenue
Total net revenue

8.0 $
1.3

$

1.9

(11.2)
$

0.5

3.2

9.3 $

14.2 $

23.5

(4.4)

(5.0)

(9.4)

6.4 $

$

6.9 $

10.9 $

17.3

1.9

2.4

12.8 $

19.7

(4.8)

(8.5)

Expenses
Operating expenses
Facility operating profit

$

Interest and other income (loss)
Divisional operating profit

4.9 $

9.2 $

$

14.1

(3.7)
$

3.2 $

(0.5)

8.0 $

11.2

$

0.2

13.6

11.4

2014 Twelve Month Operating Results
The Generation Group's Sanger and Windsor Locks Thermal Facilities purchase natural gas from different suppliers and at
prices based on different regional hubs. As a result, the average landed cost per unit of natural gas will differ between the
two facilities in the average landed cost for natural gas and may result in the faci lities showing differing costs per unit compared
to each other and compared to the same period in the prior year. Total natural gas expense will vary based on the volume of
natural gas consumed and the average landed cost of natural gas for each MMBTU.
Production data, revenue and expe nses have been adjusted to remove the results of the EFW and BCI Thermal Faci lities,
which were divested on April 4, 2014 for proceeds approximating the carrying value of the net assets on the Consolidated
Balance Sheet of the Company as at March 31, 2014. The results of the EFW and BCI Thermal Facilities for the period up
to the date of sale are reported as discontinued operations. See Financial Statement note 17 for details.
For the twelve months ended December 31, 2014, the Thermal Energy Division's operating profit was $13.6 million , as
compared to $11.4 million in the same period in 2013, an increase of $2 .2 mi llion. The Windsor Locks Thermal Facility
contributed $4.9 million, while the Sanger Thermal Facility contributed $9.2 million of operating profit during the twe lve
months ended December 31, 2014, as compared to $3.2 million and $8.0 million, respectively, during the same period in
the prior year. Interest and other income for the twelve months ended December 31, 2014 was a loss of $0.5 million, as
compared to income of $0.2 million during the same period in the prior year. As a resu lt of the stronger U.S. dollar, operating
profit was positively impacted by $1.1 million .

Windsor l ocks Therma l Facility
For the twelve months ended December 3 1, 2014, the Windsor Locks Thermal Facil ity sold 609. l billion lbs of steam and
112.4 GW-hrs of electricity, as compared to 623.0 billion lbs of steam and 115.3 GW-hrs of electricity in the comparable
period of 2013.
The Windsor Locks Thermal Facility's operating profit was driven by energy/steam sales of $23. l million (U .S. $20.9 million),
as compared to $17 .6 million (U.S. $17 .1 million) in the same period in 2013. The increase in electricity/steam sales is
attributed to a higher average price for gas as a result of the better ISO NE electricity market price driven by seasonally low
temperatures in the first half of 2014. Gas costs for the period were $15. l mill ion (U.S. $13 .7 million), as compared to
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$11.2 million (U .S. $10.9 million) in the same period in 2013. The increase in gas costs is a resul t of increases in the
average landed cost of natural gas per MMBTU in the first three quarters of the year, as compared to the same period in 2013.
As natural gas expense is a significant revenue driver and component of operating expenses, the division compares ' net energy
sa les' (see non-GAAP Financial Measures) as an appropriate measure of the division's results. For the twelve months ended
Dece mber 31, 2014, net energy/steam sales at the Windsor Locks Thermal Facility totalled $8.0 million (U.S. $7 .2 million),
as compared to $6.4 million (U .S. $6.2 million) during the same period in 2013, an increase of $1.6 mill ion (U .S . $1.0
million).
Operating expenses excluding natural gas costs were $4.4 million (U.S. $4.0 million), as compared to $3.7 million (U.S.
$3.6 million) during the same period in 2013. The increase is primarily attributable to a stronger U.S. dollar and the cost
of RECs sold in the first nine months of 2014 but generated in 2013 (an offset to operating expense is booked when a REC
is generated and is recorded as inventory). The Windsor Locks Thermal Facility's resulting net operating income for the twelve
months ended December 3 1, 2014 was $4. 9 million (U.S. $4.4 million) , as compared to $3 .2 million (U .S. $3. 1 million)
in the same period in 2013, an increase of $1.7 million ; $0.4 million of the increase is attributable to the stronger U. S.
dollar.

Sanger Thermal Facility
For the twelve months ended December 31, 2014 , the Sanger Thermal Faci lity sold 134.2 GW-hrs of electricity, as compared
to 137.4 GW-hrs of electricity in the comparable period of 2013. The decrease in production is due to the Sanger Thermal
Facility's planned outage and limitation of run hours in the first quarter of 2014.
For the twelve months ended December 31, 2014, the Sanger Thermal Facility's operating profit was driven by energy/steam
sa les of $19.8 million (U .S. $17.9 million), as compa red to $16.9 million (U.S. $16.4 million) in the same period in 2013,
an increase of $2.9 million. The increase in energy/steam sales is attributed primarily to increased gas prices, as compared
to 2013, which is a pass through to customers. Capacity revenues rema ined unc hanged at $8.4 million. Gas costs for the
period were $7 .5 million (U.S. $6.8 million), as compared to $6.0 million (U.S. $5.8 million) in the same period in 2013.
The increase in gas costs is largely due to a 19% increase in the average cost of natural gas per MM BTU and a stronger U.S.
dollar, as compared to the same period in 2013.
As natural gas expense is a significant revenue driver and component of operating expen ses, the division compares 'net energy
sales' (see non-GAAP Financial Measures) as an appropriate measure of the division's results. For the twelve months ended
December 31, 2014, net energy sales at the Sanger Thermal Fac ility totalled $1 2.3 million (U.S. $11.1 million), as compared
to $10.9 million (U.S. $10.6 million) during the same period in 2013, an increase of $1.4 million primarily due to more
favorable pricing on the variable portion of the supply contract and an increase in the U.S. dollar exchange rate.
Operating expenses excluding natural gas costs were $5.0 million (U.S. $4.5 million), as compared to $4.8 million (U.S.
$4.7 million) during the same period in 2013. The Sa nger Thermal Facility's resulting net operating income for the twelve
months ended December 31 , 2014 was $9.2 million (U .S. $8.3 million), as compared to $8.0 million (U .S. $7.8 million)
in the same period in 2013, an increase of $1. 2 million; $0. 7 million of the increase is attributable to the stronger U.S.
dollar.

GENERAT ION BUSINESS GROUP
Development Division
The Development Division works to identify, d evelop and construct new power generating fac ilities, as we ll as to identify, and
acquire , operating projects that would be compl ementary and accretive to the Generation Group's existing portfolio. The
Development Division is focused on projects within North America and is committed to working proactively with all stakeholders
including local comm unities. The Generation Group's approach to project development and acquisition is to maximize the
utilization of internal resources while minimizing external costs. This allows projects to mature to the point where most major
elements and uncertainti es are quantified and resolved prior to the commencement of project construction. Major elements
and uncertainties of a project include the signing of a PPA, obtaining the required financing commitments to develop the
project, completion of environmental and other req uired permitting, and fixing the cost of the major capi tal components of
the project. It is not until all major aspects of a project are secured that the Generation Group's Development Division will
begin construction or exec ute an acquisition agreement.
The Generation Group's Development Division has successfully completed, is constructing and is developing a number of
power generation projects. The projects are as follows:
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Project Name

Location

Size
(MW)

Estimated
Capital Cost
(millions)

Commercial
Operation

PPA Term

Production
GW-hrs

Projects Completed
Cornwal l Solar Facility 1

Ontario

10 $

4 7 .6

2014

20

14.4

Quebec

24 $

69.7

2014

20

76.9

34 $

117.3

Saskatc hewan

23 $

81.3

20 15

20

104.0

California

20 $

67.9

2015

20

53.3

43 $

149.2

200 $

374.5

2015116

20

8 14.7

Quebec

24 $

70.0

2016/17

20

66.0

Cal ifornia

10 $

31.3

2016

20

26.5

Ontario

75 $

260 .0

2016/17

20

235.0

Saskatchewan

177 $

340.0

20 17/18

25

720.0

Total Projects in Development

486 $

1,075.8

1,862.2

Total in Construction and Development

529 $

1,225.0

2,019.5

St. Damase Wind Facility

1

Total Completed

91.3

Projects in Construction
Morse Wind Project 1
Bakersfie ld I Solar

Project 1·2

Total Project in Construction

157.3

Projects in Development
Odell Wind Project 1·3

Minnesota

Va l Eo Wi nd Project1•4·s
Bakersfield 11 Solar Projectl. 6
Amherst Island Wind
Chaplin Wind

Project 1

Proj ect 1•7

I

PPA Signed.

2

Total cost of the project is expected to be approximately $58.5 mi ll ion in U.S. dollars.

3

Total cost of the project is expected to be approximately $ 322.8 million in U.S. dollars.

4

The Val Eo Wind Project is being developed in two phases: Phase I of the project (24 MW) will be erected in 2015 and thelOl MW Phase II of
the project will be constructed following evaluation of the wind resource at the site, completion of satisfactory permitting and entering into
appropriate energy sales arrangements.

5

Size, Estimated Capital Costs, Com mercial Operation Date, PPA Term and Production refer solely to Phase I of the Val-Eo Wind Project.

6

Total cost of t he project is expected to be approximately $27 .0 million in U.S. dollars.

7

The Chaplin project is being developed in two phases: Phase I of the project, which comprises approximately 35 MW of the total project, will
be erected in 201 7 and Phase II of the project, which comprises the remaining approximately 142 MW, will be constructed following evaluation
of the wind resource at the site, and completion of satisfactory permitting.

Projects Completed
Cornwall Solar Facility
Construction of the project is now comp lete and commercial operation was achieved on March 27, 2014. The Cornwall Solar
Faci lity is anticipated to have energy production of 14.4 GW-hrs/year. The Cornwa l l Solar Faci l ity has been granted a 10 MW
Feed In Tariff (' FIT' ) contract by the OPA, with a 20 year term and a rate of $443/MW-hr, result ing in expected initial annual
revenues of approximate ly $6.2 million. Operat ing results from this project are now being reported i n the Generation Group's
renewable energy results.
St. Damase Wind Facility
Constructi on of th e St. Damase Wind Faci lity is now comp lete and commerc ial operation was achieved on December 2, 20 14.
Th e faci lity has a 20 year PPAwith Hydro Quebec. It is a 24 MW fac il ity and is expected to generate $7.4 million in revenue
in its f irst full yea r of operations.
It is expected that the turb ines and other compone nts utilized in the first 24 MW phase of the Saint-Damase Wind Faci lity
will qua lify as CRCE, and therefore a significant portion of the Phase I capita l cost wi ll be eligible for a refundable Quebec
CRCE Tax Cred it. In June 2014, the government of Quebec re leased the 2014-2015 budget, wh ich incl uded a 2 0 % reduction
in va lue for a wide range of tax credits, including th e Quebec CRCE Tax Cred it. The estimated value of the Quebec CRCE tax
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credit for the St. Damase project is expected to be approximately $16.6 million. Phase II of the project will be constructed
following evaluation of the wind resource at the site, completion of satisfactory permitting, and entering into appropriate energy
sales arrangements. Operating results from this project are now being reported in the Generation Group's renewable energy
results.

Projects in Construction
Morse Wind Project
The Morse Wind Project is comprised of three contiguous projects with 25 MW of aggregate installed generating capacity.
The project is to be constructed near Morse, Saskatchewan, approximately 180 km west of Regina. It is contemplated that
the project will have additional land under lease or option in order to facilitate future expansion.
Based on the award of 25 MW under Saskatchewan's Green Options Partner Program, SaskPower has offered the Generation
Group a 20 year contract for the procurement of 23 MW of wind generation to match the nameplate capacity of the proposed
turbines.
The Generation Group executed an asset purchase agreement with a local developer, Kineticor, to acquire assets related to
two adjacent 10 MW wind energy development projects in Saskatchewan and a further 5 MW was developed by the Generation
Group independently. All of the individual projects comprising the Morse wind project were selected bySaskPower in accordance
with the SaskPower Green Options Partners Program.
The turbine supply agreements have been executed with Siemens and the Balance of Plant Engineering, Procurement and
Construction agreement has been signed. The turbine placement has been finalized and registered land leases have been
executed with the landowners. Installation of access roads and foundations are completed, and turbine delivery commenced
in January 2015. Seven of ten turbine have been erected, and the project is expected to be operational by March 31, 2015.

Bakersfield I Solar Project
The Generation Group has entered into an agreement for the continuing development of a 20 MWac solar powered generating
station located in Kern County, California. Following commissioning, the Bakersfield Solar Project is expected to generate
53.3 GW-hrs of energy per year. All energy from the project will be sold to PG&E pursuant to a 20 year agreement with
expected first full year revenues of U.S. $4.7 million. The Generation Group has entered into a partnership agreement with
a third party (the "Tax Partner") pursuant to which the Tax Partner will receive the majority of the tax attributes associated
with the project. The Tax Partner will contribute U.S. $22.0 million to the project with the remaining of the total estimated
cost of U.S. $58.5 million to be funded by the Generation Group.
Construction of the project commenced in the second quarter of 2014 and was placed in service on December 30, 2014.
Testingtoensure the plant will be ready and available for commercial operations was conducted and confirmed by the Generation
Group and independent engineers. Final construction efforts continue, with the project expected to reach full commercial
operation in the first quarter of 2015.

Projects in Development
Odell Wind Project
The Odell Wind Project is a 200 MW wind development located in Cottonwood, Jackson, Martin, and Watonwan counties in
Minnesota and is being constructed on approximately 23,000 acres of leased land. The project will utilize 100 Vestas Vll0-2.0
wind turbines. Pursuant to a 20-year PPA, all energy, capacity and renewable energy credits from the project will be sold to
Northern States Power Company, a subsidiary of Xcel Energy Inc., which is a diversified utility operating in the midwest
U.S. Construction is expected to begin in the second quarter of 2015, with total costs estimated at U.S. $322.8 million. It
is anticipated that the Odell Project will qualify for U.S. federal production tax credits having satisfied the Internal Revenue
Service 5% beginning of construction investment safe-harbor guidance. Accordingly, approximately 60% of the permanent
project financing is expected to be funded by tax equity investors.
The Generation Group's participation in the project will be via a 50% equity interest in a new joint venture with a third party
developer. The Company is accounting for the joint venture as an equity method investment since both partners have joint
control of the new venture. The Generation Group holds an option to acquire the other 50% interest on commencement of
operations, which is expected in late 2015 or early 2016.

Val-Eo Wind Project
Phase one of the Val-Ea Wind Project is located in the local municipality of Saint-Gideon de Grandmont, which is within the
regional municipality of Lac-Saint-Jean-Est. The project proponents include the Val-Ea Wind cooperative formed by community
based landowners and the Generation Group. The first 24 MW phase of the project is expected to be comprised of eight wind
turbines, producing approximately 66.0GW-hr annually. Construction of the first 24 MW phase of the project is expected to
begin in 2015 with commercial operations commencing in 2016. The second phase of the project would entail the development
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of an additional 101 MW. The permitting and the Environmental Impact Assessment are ongoing with a projected provincial
minister's decree in early 2015.
The Generation Group's equity interest in the project is subject to final negotiations with the Val-Eo community cooperative
but, in any event, will not be less than 25%. It is believed that the first 24 MW phase of the Val-to Wind Project will qualify
as Canadian Renewable Conservation Expense and therefore the project will be entitled to a refundable tax credit equal to
approximately $18.0 million.
Commission de Protection du TerritoireAgricole Quebec ("CPTAQ") approval has been received for 8 turbine locations, roads,
and the collection system. Land option agreements have all been secured, and the process of converting these options is
currently underway. Proposals for the procurement of the substation and balance of plant have been received and evaluated.
The final construction schedule is pending the signing of the turbine supply agreement.

Bakersfield II Solar Project
The Bakersfield II Solar Project is a 10 MW project adjacent to the Generation Group's 20 MW Bakersfield I Solar Project in
Kern County, California, which is currently under construction.
The 10 MW Bakersfield II Solar Project executed a 20 year PPA on September 22, 2014 with a large California based electric
utility. The project will be located on 64 acres of land adjacent to the 20 MW Bakersfield I Solar Project. Construction of
Bakersfield I Solar is nearing completion, with commercial operations expected to occur in the first quarter of 2015.
The total project cost for Bakersfield II Solar of approximately U.S. $27 .0 million will be funded with a combination of senior
debt, common equity, and contributions from tax equity investors. Consistent with financing structures utilized for U.S. based
renewable energy projects including Bakersfield I Solar, it is anticipated that Bakersfield II Solar will source financing in the
amount of approximately 40% of the capital costs from certain tax equity investors.
Construction of Bakersfield 11 Solar is anticipated to commence in mid-2015 following receipt of local permits and finalization
of necessary construction contracts, subject to approval by the APUC board of directors. Commercial operation is targeted to
occur in the first half of 2016.

Amherst Island Wind Project
The Amherst Island Wind Project is located on Amherst Island near the village of Stella, approximately 15 kilometers southwest
of Kingston, Ontario. In February 2011, the 75 MW project was awarded a FIT contract by the OPA as part of the second
round of the OPA's FIT program.
The Amherst Island Wind Project is currently contemplated to use Class 111 wind turbine generator technology. The available
wind resource is forecast to produce approximately 235 GW-hrs of electrical energy annually, depending upon the final turbine
selection for the project. Final negotiations on the turbine supply agreement is ongoing. Total capital costs for the facility
are currently estimated to be $260 million, and engineering, procurement and construction contractor selection is underway.
The financing of the project will be arranged and announced when all required permitting and all other pre-construction
conditions have been satisfied.
The Renewable Energy Approval ("REA") application was submitted in April 2013 and posted to the environmental registry
in early January 2014 and has been undergoing technical review. Changes to the project design have been initiated to optimize
construction and project performance, which will require a modification of the application documents. Once the REA is issued
in final form, it may be appealed by interested parties within 15 days of its release. If the REA is appealed, the appeal process
is expected to take up to 6 months. Other permitting processes are progressing according to schedule. The project has a
planned construction time frame of 12 to 18 months with most of the construction expected to occur in 2016.

Chaplin Wind Project
In the first quarter of 2012, the Generation Group entered into a 25 year PPA with SaskPower for development of a 177 MW
wind power project in the rural municipality of Chaplin, Saskatchewan, 150 km west of Regina, Saskatchewan.
The project will be split into two phases where Phase I will approximate 35 MW of the total project and is currently planned
to be operational in 2017. The first phase will involve installing test turbines to prove the project viability. The second phase,
the infill construction phase, will only commence provided the results of the first phase are successful.
The total facility will be constructed at an estimated capital cost of $340.0 million and consist of approximately 77 multimegawatt wind turbines. In the total project's first full year of operation, the Generation Group expects to achieve EBITDA
of $36.5 million. The 25 year PPA features a rate escalation provision of 0.6% throughout the term of the agreement. The
project will take advantage of its favorable location by interconnecting with a nearby 138Kv line and will be compliant with
SaskPower's latest interconnection requirements.
In March 2014, after review of the Project Proposal Environmental Assessment and Supplemental documentation (including
the preliminary proposed layout), the project was deemed a development by the Environmental Assessment Branch. An
additional detailed environmental review is currently being completed. It is anticipated that the Environmental Assessment
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documentation will be submitted to the government in the first quarter of 2015. The expected capital costs of the project
are approximately $340 million. The Generation Group anticipates entering into a partnership and development agreement
using a similar structure to what was utilized in the development of the Red Lily I Facility, in order to facilitate the development
of the project and to optimize returns.
Ontario RFP Qualification
The Generation Group has qualified for participation in the anticipated 2015 Large Renewable Procurement I process with
the IESO. The Generation Group may submit offers into the expected RFP for up to 100 MW of solar power and up to 100
MW of wind power. The IESO is expected to award up to 140 MW of solar projects and 300 MW of wind projects. RFP bids
are due on September 1, 2015, with successful bidders being announced in December 2015.

DISTRIBUTION BUSINESS GROUP
The Distribution Group operates rate-regulated utilities providing distribution services to approximately 488,000 connections
in the natural gas, electric, water and wastewater sectors. The Distribution Group's strategy is to grow its business organically
and through business development activities while using prudent acquisition criteria. The Distribution Group believes that
its business results are maximized by building constructive regulatory and customer relationships, and enhancing community

connections.
December 31, 2014

Utility System Type

Assets

{all dollar amounts in U.S. $ millions)
Electricity

$

December 31, 2013

Connections

Assets

Connections

276.6

92,000

292,000

661.5

292,000

261.2

103,000

233.0

97,400

488,000

$

1,171.l

481,400

$

66.5

325.0

93,000

Natural Gas

726.0

Water and Wastewater
Total

$

1,312.2

Accumulated Deferred Income Taxes

$

79.6

$

The Distribution Group aggregates the performance of its utility operations by utility system type - electricity, natural gas,
and water and wastewater systems.
The electric distribution systems are comprised of regulated electrical distribution utility systems and serve approximately

93,000 connections in the states of California and New Hampshire.
The natural gas distribution systems are comprised of regulated natural gas distribution utility systems and serve approximately
292,000 connections located in the states of New Hampshire, Illinois, Iowa, Missouri, Georgia, and Massachusetts.
The water and wastewater distribution systems are comprised of regulated water distribution and wastewater collection utility
systems and serve approximately 103,000 connections located in the states of Arkansas, Arizona, Texas, Illinois, and Missouri.
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Three months ended
December 31,

2014

Three months ended
December 31 ,

2014

2013
U.S.$
(m il lions)

U.S.$
(millions)

2 013
Can$
(mi l l ions)

Can$
(millions)

Revenue
Utility electricity sales and distribution
Less: Cost of Sales - Electricity
Net Utility Sales - Electricity

$

Utility natural gas sales and distribution
Less: Cost of Sales - Natural Gas
Net Utility Sales - Natural Gas

$

Net Utility Sa les - Water Di stribution & Wastewater
Treatment

47.8

41.9

54.4

46.4

(29.9)

(25.2)

(34.2)

(26.5)

17.9

$

16.7

$

20.2

$

19.9

102.5

83.5

116.8

88.0

(65.6)

(54.1)

(74.9)

(57.1)

36.9

$

29.4

$

41 .9

$

30.9

15.0

14.0

18.6

14.6

Gas Transportation

6.8

4.5

7.7

4.7

Other Revenue

3.0

1.2

3.5

1.3

Net Utility Sales

$

$

(39.7)

Operating expenses

$

40.7

65.8

$

32.5

$

7 1.4
(35.6)

0.9

0.7
$

91.9
(46.2)

(34.0)

0.8

Other income
Distribution Group operating profit

79.6

$

0.6

46.6

$

36.4

2014 Fourth Quarter Operating Resu lts
For the three months ended December 31, 2014, the Distribution Group reported an operating profit of U.S. $40.7 million,
as compared to U.S. $32.5 million for th e comparable period in the prior year. Th e increase is primarily due to implementation
of higher rates at the Granite State Electric and Peach State Gas Systems and the acqu isition of th e New Eng land Gas System
on December 20, 20 13. Detailed results are discussed in the following sections. Measured in Canad ian dollars, the group's
operat ing profi t was $46.6 mi llion, as compared to $36.4 million for the comparable period in the prior yea r. In addition to
the factors described below, operating profit measured in Canadian dollars i ncreased by $5.9 million due to a stronger U.S.
dollar.
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Electric Distribution Systems

Three months ended
December 31

2014

2013

Average Active Electric Connections For The Period
Residential

80,000

78,000

Commercial and Industrial

12,000

12,000

Total Average Active Electric Connections For The Period

92,000

90,000

Residential

134.9

146.4

Commercial and Industrial

230.5

222.5

Total Customer Usage (GW-hrs)

365.4

368.9

Customer Usage (GW-hrs)

For the th ree months ended December 31, 2014 the electric distribution systems' usage totalled 365.4 GW-hrs, as compared
to 368.9 GW-hrs for the same period in 2013, a decrease of 3.5 GW-hrs. The decrease in residential usage can be primarily
attributed to a lower number of heating degree days experienced at the CalPeco Electric System's service territory. A heating
degree day is generally defined as the number of degrees that a day's average temperature is below 65 degrees Fahrenheit
(18 degrees Celsius).
For the three months ended December 31, 2014, the electric distribution systems' revenue from utility electricity sales totalled
U.S. $47.8 million, as compared to U.S. $41.9 million during the same period in 2013, an increase of U.S.$5.9 million, or
14.1 %. For the three months ended December 31, 20 14, fuel and purchased power costs for the electric distribution systems
totalled U.S. $29.9 million , as compared to U.S. $25.2 million during the same period in 20 13, an increase of U.S. 4. 7
million, or 18.7%.
The purchase of electricity by the electric distribution systems is a significant revenue driver and component of operating
expenses, however these costs are effectively passed through to its customers. As a result, 'net utility sales' (see non-GAAP
Financial Measures) are a more appropriate measure of the results. For the three months ended December 31, 2014, net
utility sales for the electric distribution systems were U.S. $17 .9 million, as compared to U.S. $16. 7 million during the same
period in 20 13, an increase of U.S. $1.2 million, or 7%. The increase in net utility sales is primarily attributed to increased
rates at the Granite State Electric System as a result of finalization of the general rate case in March 20 14. Under the base
rate revenue decoupling mechanism approved by the CPUC, which became effective on January 1, 2013, the Cal Peco Electric
System's base rate revenues are not impacted by fluctuations in customer demand due to the variations in the weather
cond itions and changes in the number of customers. Instead, the CalPeco Electric System is required to record 1/12 of its
annual base rate reve nue requirement each month. The electricity commodity continues to be passed through to the Cal Peco
Electric System's customers according to their consumption.

Natural Gas Distribution Systems

Three months ended
December 31,

2014

2013

Average Active Natural Gas Connections For The Period
Residential

248,000

217,000

27,000

24,000

275,000

241,000

Residential

3,918,000

3,376,000

Commercial and Industrial

2,885,000

2,779,000

Total Customer Usage (MMBTU)

6,803,000

6,155,000

Commercial and Industri al
Total Average Active Natural Gas Connections For The Period
Customer Usage (MMBTU)

For the three months ended December 31, 20 14, usage at the natural gas distribution systems totalled 6,803,000 MMBTU,
as compared to 6,155,000 MMBTU during the same period in 2013, an increase of 648,000 MMBTU , or 10.5%. The
increase in natural gas usage, as compared to the same period in 20 13, can primarily be attributed to the acquisition of the
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New England Gas System on December 20, 2013, at which usage totalled 1,053,000 MMBTU, and a higher number of
heating degree days experienced in the Peach State Gas System's service territory. The increase was partially offset by a lower
number of heating degree days experienced in the EnergyNorth Gas System and the Midstates Gas Systems service territories,
as compared to the same period in 2013.
For the three months ended December 31, 2014, revenue excluding transportation revenue from natural gas sales and
distribution totalled U.S. $102.5 million, as compared to U.S. $83.5 million during the same period in 2013, an increase
of U.S. $19.0 million or 22.8%. For the three months ended December 31, 2014, natural gas purchases totalled U.S. $65.6
million, as compared with U.S. $54.1 million for the same period in 2013, an increase of U.S. $11.5 million or 21.3%. The
cost of natural gas is passed through to the natural gas systems' customers. As a result, 'net utility sales' (see non-GAAP
Financial Measures) are a more appropriate measure of the results. For the three months ended December 31, 2014, net
utility sales for the natural gas distribution systems, excluding transportation, totalled U.S. $36.9 million, as compared to
U.S. $29.4 million during the same period in 2013, an increase of U.S. $7.5 million, or 25.5%. The increase in net utility
sales can be primarily attributed to the acquisition of the New England Gas System on December 20, 2013, which contributed
U.S. $4.3 million of the total increase, and a U.S. $3.l million increase at the Peach State Gas System primarily due to
increased rates as a result of the GRAM filing.
For the three months ended December 31, 2014, revenue from gas transportation sales totalled U.S. $6.8 million, as compared
to U.S. $4.5 million during the same period in 2013, an increase of U.S. $2.3 million. The increase in gas transportation
sales can be primarily attributed to the acquisition of the New England Gas System on December 20, 2013, which contributed
U.S. $1.2 million of the total increase, and a U.S. $1.0 million increase at the EnergyNorth Gas System, primarily due to
increased customer demand.

Water and Wastewater Distribution Systems

Three months ended
December 31,
2014

2013

Average Active Connections For The Period
Wastewater connections

40,000

36,900

Water distribution connections

58,000

55,900

Total Average Active Connections For The Period

98,000

92,800

535

507

Water sold (millions of gallons)

1,940

2,080

Total Gallons Provided

2,475

2,587

Gallons Provided
Wastewater treated (millions of gallons)

During the three months ended December 31, 2014, the water and wastewater distribution systems provided approximately
1,940 million gallons of water to its customers and treated approximately 535 million gallons of wastewater, as compared to
2,080 million gallons of water and 507 million gallons of wastewater during the same period in 2013. The decrease in the
gallons of water provided to customers can be attributed to increased precipitation, primarily in the state of Arizona during
the three months ended December 31, 2014, as compared to the comparable period in the prior year.
The increase in average active wastewater and water distribution connections can be primarily attributed to the acquisition of
the White Hall Water System on May 30, 2014.
For the three months ended December 31, 2014, revenue from wastewater treatment and water distribution totalled U.S.
$6.9 million and U.S. $8.1 million, respectively, as compared to U.S. $6.1 million and U.S. $7.9 million, respectively, during
the same period in 2013. The increase in wastewater treatment and water distribution revenue was primarily due to an
increase in rates at the LPSCo Water and Sewer System, effective May 1, 2014, and the acquisition of the White Hall Water
System on May 30, 2014.

Other Revenue
For the three months ended December 31, 2014, other revenue totalled U.S. $3.0 million, as compared to $1.2 million
during the same period in 2014. The other revenue consists of water heater rental service and a contract to supply gas to
Fort Benning.
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Operatin g Expenses
For the th ree mont hs ended December 3 1, 201 4 , operat ing expenses, excluding electricity purchases, totalled U .S. $39. 7
m il lion, as compared to U.S. $34.0 million d uring the same period in 20 13, an increase of U.S. $5.7 mi ll ion, or 1 7%. The
major factors resulting in the increase in the Distri bution Group's operat ing expenses in th e three months ended December
3 1, 20 14, as compared to t he corresponding period in 20 13, are set out as follows:

(all dollar amounts in U.S. $ millions)

Quarter end ed
December 31 , 2014

Comparative Prior Period Operating Expenses

$

34.0

Significa nt Changes:
Acquisition of New England Gas System

6.3

Decrease in operat ing expenses at Granite State Electr ic Uti lity and EnergyNorth Gas Ut ility

(1.4)

Acqu isition of Wh ite Hall Water System

0.2

Increase in operating expenses at CalPeco Electric System

0.2

Other

0.4

Current Period Operat ing Expenses

$
Twelve months ended
December 31,

20 14

Twelve months ended
December 31,

20 14

20 13
U.S.$
(mil lions)

U.S. $
{millions)

39.7

201 3
Can$
(m il lions)

Can$
(millions)

Revenue
Uti lity electricity sales and distri but ion

186.8
(108.8)

Less: Cost of Sales - Electricity
Net Uti lity Sa les - Electricity

$

Utility natural gas sales and distribution
Less: Cost of Sales - Natura l Gas
Net Util ity Sales - Natura l Gas

16 1.3

$

78.0

(94.5)
$

66.8

$

206.7

166.2

(120.5)

(97.4)

86.2

$

68.8

378.2

236.0

419.9

243. 1

(234.8)

(1 44.5)

(26 1.1 )

(14 8 .8)

143.4

$

91.5

$

158.8

$

94.3

Net Uti lity Sales - Water Distribut ion & Wastewater
Treatment

58.7

55.6

66.4

57.4

Gas Transportation

23.5

16.8

26. 1

17.3

5.1

1.2

5.7

1.3

Other Revenue

$

Net Utility Sales

308.7

$

(162.7)

Operati ng expenses

3.0

Other income
Distribution Group operating profit

$

149.0 $

231.9

$

(1 27.5)
3.1

107.5 $

343.2

$

(180.4)

(131.6)

3.4
166.2

239. 1

3.2
$

110.7

2014 Twelve Month Operating Results
For the twelve months ended December 31, 2014, t he Distri bution Group reported an operati ng prof it of U.S. $ 149.0 mi llion,
as compared to U.S. $ 107 .5 million for the comparable period in t he prior year. The i ncrease is primarily due to the acquisi t ion
of the New England Gas System on December 20, 2013, the acquisition of the Peach State Gas System on April 1, 20 13,
and higher rates at the Granite State Electric System. Detailed results are discussed in th e following secti ons. Measured in
Canadian dollars, the group's operating profit was $166.2 million, as compared to $ 11 0. 7 million for the comparable period
in the prior year. In addition t o t he f actors discussed below, operating profit measured in Canad ian dollars increased by $17.2
mil lion d ue to a stronger U.S. dollar.

40

I

Management's Discussion & Analysis

Electric Distribution Systems

Twelve months ende d
December 3 1,
2014

2013

Average Active Electric Connections For The Period
Residential

79,000

78,000

Commercial and Industrial

12,000

12,000

Total Average Active Electric Connections For The Period

91,000

90,000

Residential

557.4

585.9

Commercia l and Industrial

933.4

905.5

1,490.8

1,491.4

Customer Usage (GW-hrs)

Total Customer Usage (GW-hrs)

For the twelve months ended December 31, 2014, the electric distribution systems' usage totalled 1,490.8 GW-hrs, as
compared to 1,491.4 GW-hrs for the same period in 2013. The decrease in residential usage can be primarily attributed to
a lower number of heating degree days experienced at the Cal Peco Electric System's service territory.
For the twelve months ended December 31, 2014, the electric distribution systems revenue from utility electricity sa les
totalled U.S. $186.8 million, as compared to U.S. $161.3 million during the same period in 2013, an increase of U .S. $25.5
million, or 15.8%. For the twelve months ended December 31, 2014, fuel and purchased power costs for the electric
distribution systems totalled U.S $108.8 million, as compared to U .S. $94.5 million for the same period in 2013, an increase
of U.S. $14.3 mill ion, or 15.1 %.
The purchase of electricity by the electric distribution systems is a significant revenue driver and component of operating
expenses, but th ese costs are effectively passed through t o its customers. As a result, 'net utility sales' (see non-GAAP Financial
Measures) are a more appropriate measure of the results. For the twelve months ended December 31, 2014, net utility sa les
for the electric distribution systems were U.S . $78.0 million , as compared to U.S. $66.8 million for the same peri od in 2013,
an increase of U.S. $11.2 million, or 16.8%. Th e increase in net utility sales can be primarily attributed to an increase in
distribution rates to customers from finalizati on of the Granite State Electric System's general rate case , as well as U.S. $2.5
million in add itional revenue recognized in the first quarter of 2014, wh ich represented the difference from the interim rates
previously granted to the Granite State Electric System and the final rates retroactive to July 1, 2013. Under the base rate
revenue decoupling mechanism approved by the CPUC, which became effective on January 1, 2013, the CalPeco Electric
Syst em's base rate revenues are not impact ed by flu ctuations in customer demand due to the variati ons in th e weather
conditions and changes in the number of customers. Instead, the CalPeco Electri c System is required to record 1/12 of its
annual base rate revenue requirement each month. The electricity commodity continues to be passed through to the Cal Peco
Electric System's customers according t o th eir consu mption .
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Natural Gas Distribution Systems

Twelve months ended
December 31 ,
2013

2014
Average Active Natural Gas Connections For The Period
Residential

248,000

204,000

26,000

23,000

274,000

227,000

Residential

18,915,000

12,401 ,000

Commercial and Industrial

12,673,000

8, 706,000

Total Customer Usage (MMBTU)

31,588,000

21,107,000

Commercial and Industrial
Total Average Active Natural Gas Connections For The Period
Customer Usage (MMBTU)

For the twelve months ended December 31, 2 014, customer usage at the natural gas distribution systems totalled 3 1,588,000
MMBTU, as compared to 21,107,000 MMBTU duri ng the sa me period in 2013, an increase of 10,481 ,000 MMBTU, or
49 .7%. The increase in natural gas usage, as compared to the same period in 2013, can be primarily attributed to th e
acquisitions of the Peach State Gas System on April 1, 2013 and the New England Gas System on December 20, 20 13; th e
New England Gas System usage totalled 5,273,000 MMBTU.
For the twe lve months ended December 3 1, 20 14, reve nue from natura l gas sales and distribution totalled U.S. $378.2
million, as compared to U.S. $236.0 million during the same period in 20 13, an increase of U.S. $142.2 mi llion. For the
twelve months ended December 3 1, 20 14, natural gas purchases tota lled U.S. $23 4 .8 million, as compared to U.S. $144.5
mi ll ion for the same period in 2013, an increase of U.S. $90.3 million . The cost of natural gas is passed through to th e
natura l gas distribution systems' cust omers. As a result, 'net utility sa les' (see non-GAAP Financial Measures) are a more
appropri ate measure of results. For the twe lve months ended December 3 1, 2014, net utility sales, excl uding transportation ,
for the natural gas distributi on systems totalled U.S. $143 .4 million , as compared to U.S . $91.5 million during the same
period in 2013, an increase of U. S. $51.9 million, or 57% . The increase is attributed as follows: U.S. $30.5 million increase
from the New England Gas System, which was acquired on December 20, 2013; U.S. $4.5 mi llion increase f rom the EnergyNorth
Gas System, primarily due to the colder winter weat her experienced during the fi rst quarter of 2014, as compared to the first
quarter of 2013; U.S. $ 15.1 million increase from the Peach State Gas System; primari ly attributed to the Inclusion of twelve
months of operating results in 2014, as compared to nine months in 2013; increased rates as a resu lt of the GRAM f il ing at
the Peach State Gas System; and a U.S. $1.8 million increase f rom the Midstates Gas Systems due to the colder winter
weather experi enced during the first quarter of 20 14, as compared to the f irst quarter of 20 13.
For the twe lve months ended December 3 1, 2014, revenue from gas transportation sales totalled U.S. $23.5 million, as
compared to U.S. $16.8 mi llion during the same period in 20 13, an increase of U.S. $6.7 million. The increase in gas
transportation sales can be primarily attributed to the acquisition of the New England Gas System on December 20 , 2013,
which contribu ted U.S. $6.1 million of the total increase.

Water and Wastewater Distribution Systems

Twelve months ended
December 3 1,
2014

2013

Average Active Connections For The Period
Wastewater connect ions

39,000

36,600

Water distribut ion connections

58,000

55,800

Total Average Active Connections For The Period

97,000

92,400

Wastewater treated (millions of ga llons)

2,127

2,034

Water sold {millions of gallons)

8,310

8,162

10,437

10,196

Gallons Provided

Total Gallons Provided
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Average active wastewater and water distribution connections increased primarily due to the acquisition of the White Hall
Water and Sewer System on May 30, 2014.
During the twelve months ended December 31, 2014, the water and wastewater distribution systems provided approximately
8,310 million gallons of water to its customers and treated approximately 2,127 million gallons of wastewater, as compared
to 8, 162 million gallons of water and 2,034 million gallons of wastewater during the same period in 2013. The increase in
water sold can be primarily attributed to the acquisition of the White Hall Water System on May 30, 2014, and an additional
month of operations from the Pine Bluff Water System in the first twelve months of 2014, as compared to the first twelve
months of 2013. The increase in wastewater treated is primarily attributed to an increase in wastewater treated at our sewer
utilities located in the state of Arizona.
For the twelve months ended December 31, 2014, revenue from wastewater treatment and water distribution totalled U.S.
$26.1 million and U.S. $32.6 million, respectively, as compared to U.S. $24.3 million and U.S. $31.3 million, respectively,
during the same period in 2013. Increased rates at the LPSCo Water and Sewer System, effective May 1, 2013, Rio Rico
Water System, effective August 1, 2013, and Woodmark Waste System, effective October 1, 2013, are the primary drivers of
the increase along with the acquisition of the White Hall Water System on May 30, 2014.

Other Revenue
For the twelve months ended December 31, 2014, otherrevenue totalled U.S. $5. l million, as compared to U.S. $1.2 million
during the same period in 2014. The other revenue consists of water heater rental service and a contract to supply gas to
Fort Benning.

Operating Expenses
For the twelve months ended December 31, 2014, operating expenses, excluding electricity purchases, totalled U.S. $162.7
million, as compared to U.S. $127.5 million during the same period in 2013, an increase of U.S. $35.2 million, or 28%.
The major factors resulting in the increase in DBG operating expenses in the twelve months ended December 31, 2014, as
compared to the corresponding period in 2013, are set out as follows:

(all dollar amounts in U.S. $ millions)

Year to date
December 31, 2014

Comparative Prior Period Operating Expenses

$

127.5

Significant Changes:
Acquisition of New England Gas System

26.3

Increase in operating expenses al the Granite State Electric System and EnergyNorth Gas System

4.6

Increase in operating expenses al the Peach State Gas System

2.2

Increase in operating expenses al the Midstates Gas Systems

0.8

Acquisition of White Hall Water System

0.5

Other
Current Period Operating Expenses

0.8
$

162.7

The primary reason for the increase in operating expenses for the twelve months ended December 31, 2014, as compared to
the corresponding period in 2013, was the acquisition of the New England Gas System on December 20, 2013. The full year
of operating expenses, as compared to eleven days of operating expenses in 2013, contributed an additional U.S. $26.3
million.
Operating expenses at the Granite State Electric and EnergyNorth Gas Systems were U.S. $4.6 million higher than the prior
fiscal year, primarily due to increased bad debt expense in the first nine months of the year, a property tax assessment related
to a prior assessment year, and additional work for leak repairs.
The increase in operating expenses at the Peach State Gas System of U.S. $2.2 million was primarily due to twelve months
of operation during the twelve months ended December 31, 2014, as compared to nine months of operation during the nine
months ended December 31, 2013. The Peach State Gas System was acquired on April 1, 2013.
The increase in operating expenses at the Midstates Gas Systems of U.S. $0.8 million can be primarily attributed due to
increased costs for billings services and communication expenses.
The acquisition of the White Hall Water System on May 30, 2014 resulted in an increase in operating expenses of U.S. $0.5
million during the twelve months ended December 31, 2014.
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Regulatory Proceedings
The following table summarizes the major regulatory proceedings within the Distribution Group currently underway:

Utility

State

Regulatory
Proceeding Type

Rate Request
U.S.$
(millions)

Current Status

Completed Rate Cases
Granite State Electric System

New
Hampshire

General Rate Case

$13,000

Final Order issued on March
2014 approving a $9.8 million
rate increase effective April 1,
20 14.

Granite State Electric System

New
Hampshire

General Rate Case Step Adjustment

$1,200

Final Order issued on March
2014 approving a $1.1 million
in step increase for 20 14
effective Apri I 1, 2014

Peach State Gas System

Georgia

GRAM

$4,900

Final Order issued on May
20 14 approving a $3.2 million
rate increase retroactive to
February 1, 2014, and the
recovery of $1. 7 million of
carrying charges on deferred
rate base in a future GRAM
filing.

Peach State Gas System

Georgia

GRAM

$3,900

Final Order issued on
December 2014 approving a
$3.7 million rate increase
effective February 1, 2015.

LPSCo Water System

Arizona

General Rate Case

$3,000

Fina l Order issued on April
20 14 approving a $1.8 million
rate increase effective May 1,
2014.

Missouri Gas System

Missouri

General Rate Case

$7,600

Final Order issued on
December 2014 approving a
$4.9 mi llion rate increase
effective January 2, 2015.

Illinois

General Rate Case

$5,700

Final Order issued on February
11, 2015 approving a $4.6
million revenue increa se
effective February 20, 2015.

Arkansas

General Rate Case

$2,500

App lication was fil ed on July
2, 2014; Order expected in
Q2 2015

New
Hampshire

General Rate Case

$16,100

App lication filed on August 1,
20 14; a temporary rate
increase was approved on
November 21, 2014 allowing
a $7.4M interim increase
effective December 1, 2014 ,
retroactive to November 1,
2014 upon approval of
permanent rates. A fina l
permanent rates decision is
expected in Q3 2015.

Illinois Gas System

Pending Rate Cases
Pine Bluff Water System

EnergyNorth System

Completed Rate Cases
In the first quarter of 20 13, the Granite State Electric System f iled a rate case with the New Hampshire Public Uti l ities
Commission (' NH PUC' ) seeking an increase in rates of U.S. $13.0 million, and an addition al U.S. $1.2 mil lion increase in
20 14 subject to the completion of certain capital projects. On March 17, 2014, the commission approved a settlement of
U.S. $9.8 mil lion and U.S. $1.1 million step increase for 20 14.
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On October 1, 2013, the Peach State Gas System filed an application for an increase in revenue of U.S. $4.9 million in its
annual GRAM filing with the GPSC. In January 2014, the Distribution Group and the Staff of the GPSC agreed to a settlement
which will provide an annual revenue increase of U.S. $3.2 million, and the recovery of U.S. $1.7 million of carrying charges
on deferred rate base in a future GRAM filing. Commission approval was received in May 2014, with new rates effective as
of June 1, 2014.
On October 1, 2014, the Peach State Gas System filed an application for an increase in revenue of U.S. $3.9 million in its
annual GRAM filing with the GPSC. New rates to be effective February 1, 2015 for the period February 1, 2015, through
January 31, 2016 were to reflect changes in revenue levels and cost of service. The GRAM uses a 12 month base period
ending June 30, 2014 (Historic Test Year) with adjustments for the 12 months ending August 31, 2015 (Forward Looking
Test Year). Commission approval was received on December 2, 2014.
On February 28, 2013, LPSCo Water System filed a general rate case with the Arizona Corporation Commission related to the
LPSCo Water System sought, among other things, an increase in EBITDA by U.S. $3.0 million over the 2012 results if approved
as filed. The application sought recognition of increased capital investment and increased operating expenses over current
rates. In addition to a revenue increase, the application sought an accelerated infrastructure recovery surcharge, a purchased
power pass-through mechanism to recover power price increases between test years, a property tax accounting deferral to
defer increases in property taxes between test years, and a policy statement on rate design to begin the gradual shift of moving
more revenue recovery to fixed charges versus commodity charges. In April 2014 the commission approved a $1.8 million
increase in rates effective on May 1, 2014.
On February 6, 2014, the Midstates Gas System filed a rate case with the Missouri Public Service Commission ("MOPSC')
seeking an increase in revenue of U.S. $7.6 million, consisting of U.S. $6.3 million in new, incremental revenue and U.S.
$1.3 million through the ISRS surcharge (infrastructure system replacement surcharge). The filing is based on a test year
ending September 30, 2013, with revenues, expenses and rate bases adjusted to reflect known and measurable changes
through April 30, 2014. The case has concluded and an Order was issued on December 3, 2014, approving a U.S. $4.9
million revenue increase effective January 2, 2015.
On March 31, 2014, the Midstates Gas System filed a rate case with the Illinois Commerce Commission ("ICC"} seeking an
increase in EBITDA of U.S. $5.7 million. The filing is based on a test year that includes anticipated capital expenditures
within 2014 and 2015. The case has concluded and an Order was issued on February 11, 2015, approving a U.S. $4.6
million revenue increase effective February 20, 2015.
Pending Rate Cases
On July 2, 2014, Pine Bluff Water System filed an application with the Arkansas Public Service Commission ("APSC"} seeking
an increase in revenue of U.S. $2.5 million based on a test year ending January 31, 2014, with proforma changes to certain
operating expenses and rate base capital additions. The previous test year ended September 30, 2009. An Order and new
rates are expected in the second quarter of 2015.
On August 1, 2014, the EnergyNorth Natural Gas System in New Hampshire filed an application for an increase in revenue
of U.S. $16.1 million, or approximately 9.6%. The application includes a revenue decoupling proposal and seeks recovery
of capital costs related to the conversion of the system to the Distribution Group ownership. Expected implementation of the
new permanent rates is in the third quarter of 2015. A temporary rate increase was approved on November 21, 2014 allowing
a U.S. $7.4 million interim rate increase effective December 1, 2014, retroactive to November 2014 upon approval of
permanent rates.
Acquisition Approval Applications
On September 19, 2014, the Distribution Group announced the entering into an agreement with Western Water Holdings, a
wholly-owned investment of Carlyle Infrastructure, to acquire the regulated water distribution utility Park Water Company
("Park Water System"}. Park Water System owns and operates three regulated water utilities engaged in the production,
treatment, storage, distribution, and sale of water in Southern California and Western Montana. The three utilities collectively
serve approximately 74,000 customer connections and have more than 1,000 miles of distribution mains.
The acquisition requires the approval of both the California Public Utilities Commission ("CPUC"} and the Montana Public
Service Commission ("MPSC"). An approval application was filed on November 24, 2014 with the CPUC seeking approval
for APUC, through its wholly owned subsidiary Liberty Utilities Co., to acquire the two water utilities located in California
owned by the Park Water Company, Park Central Basin and Apple Valley Ranchos Water. A decision on the California application
is expected in the third quarter of 2015. An approval application was also filed on December 15, 2014 with the MPSC seeking
approval for APUC, through its wholly owned subsidiary Liberty Utilities Co., to effectively acquire Mountain Water Company.
A decision on the application is expected in the fourth quarter of 2015.
Mountain Water Company is the water utility in Western Montana owned by Park Water Company which serves the municipality
of Missoula. Mountain Water Company is currently the subject of a condemnation proceeding by the city of Missoula (See
"Regulatory Risk").
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TRANSMISSION BUSINESS GROU P
In 2014, APUC created the Transmission Group which the Company believes complements the growth of the Generation and
Distribution Groups. The Transmission Group is responsible for identifying, evaluating, and capitalizing upon natural gas
pipeline and electric transmission asset opportunities in North America.
For its first major project on November 24, 20 14, the Transmission Group announced an agreement to participate in a natural
gas pipeline transmission project in partnership with Kinder Morgan, Inc. Specifica lly, Kinder Morgan Operating L.P. "A,"
a wholly owned subsidiary of Kinder Morgan, Inc., and Liberty Utilities (Pipeline & Transmission) Corp., a wholly owned
subsidiary of APUC, have agreed to form a new entity ('Northeast Expansion LLC' ) to undertake the development, construction
and ownership of a 30-inch or 36-inch natural gas transmission pipeline to be located between Wright, NY and Dracut, MA
(the "Project"), which will be operated by Tennessee Gas Pipeline Company, L.L.C. ("Tennessee"). The Project is scalable
up to 2.2 billion cubic feet per day (Bcf/d), and the pipeline capacity will be co ntracted with local distribution utilities, and
other customers, to help ease constraints on natural gas supply in the northeast U.S. and help ensure much needed reliability
to the power-generation grid. It is anticipated that Tennessee will receive a FERC certificate in the fourth quarter of 20 16,
with construction anticipated to begin in January 20 17 and commercial operations expected by Nov. 1, 2018.
Under the agreement, APUC will initially subscribe for a 2.5% interest in Northeast Expansion LLC. APUC also has an
opportunity to increase its participation up to 10%. The total capital investment opportunity for APUC could be up to U.S.
$400 million, depending on the final pipeline configuration and design capacity.
The U.S . $3-$4 billion infrastructure project consists of 188 miles of pipeline and six new compressor stations to be constructed
through the states of New York, Massachusetts and New Hampshire. The pipeline is designed to provide up to 2.2 Bcf/day
of firm gas deliveries to gas distribution utilities, gas fired generation, industrial customers and other New England consumers.
Given the proposed route of the project, the Distribution Group will also look to economically expand its gas distribution utility
footprint in New Hampshire as well to serve over twenty new communities with natural gas service.
Under the current September 15, 2014 application before the FERC under Docket No. PF 14 - 22, the project sponsor has
proposed the following development ca lendar of events for proceeding with the project:
1st Draft of the Environmental Review

March 6, 2015

2nd Draft of the Environmental Review

June 5, 2015

FERC Section 7 Certificate Application Filed

September, 2015

FERC Section 7 Certificate Approval Received

October 3 1, 2016

Targeted In- Service of Core NED Project

November 1, 20 18

The project route has recently been modified to address a number of comments rai sed by various stakeholders and is shown
as the orange solid li ne on the map below and has been filed with the FERC for further consideration.

Continued development of the project in 20 15 will include ongoing environmental research , further outreach programs,
development of procurement plans for long lead time items and continued marketing of avai lable f irm capacity prior to and
following the September 2015 FERC application.
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APUC: CORPORATE AND OTH ER EXPENSES
Three months ended
December 31,

APUC: CORPORATE AND OTHER EXPENSES

2014

(all dollar amounts in $mi llions)

Year ended December 31,

2013

2014

2013

Corporate and other expenses:
Administrative expenses

$

(Gain}/loss on foreign exchange
Interest expense
Interest, dividend and other

1

lncome 1

10.5

$

5.2

$

34.7

$

23.5

(0. 1)

(1.1)

(0.6)

14. 1

14.4

62.4

53.4

0.5

0.7

3.2

2.5

0.3

Write down of long lived assets

0.3

Acquisition-related costs

1.6

0.6

2.6

2.1

(Gain}/loss on derivative financial instruments

2.0

(2.7)

1.4

(5. 2)

Income tax expense

3.7

5.2

8.5

16.8

9.2

Excludes income directly pertaining to the Generation and Distribution Groups (disclosed in the relevant sections).

2014 Annual Corporate and Other Expenses
During the year ended December 31 , 201 4, administrative expenses totalled $34.7 million, as compared to $23.5 million
in the same period in 2013. The expense increase for the period is primarily due to approximately $6.3 million of expenses
previously classified as direct operating expenses that have been reclassified in 2014 as administrative expenses as certain
fun ctions are now being performed centrally as part of a shared services function across the entire company. The remaining
$4. 9 million increase primarily relates to additional costs inc urred to administer A PU C's operation s as a result of the company's
growth.
For the year ended December 3 1, 2014, interest expense totalled $62.4 million, as compared t o $53.4 million in the same
period in 2013. The increased interest expense is a result of new indebtedness incurred during the fi rst half of 201 4 used
to partially finance new acquisitions and fund other growth initiatives.
For the year ended December 31 , 2014, interest , dividend and other income totalled $3.2 million, as compared to $2.5
million in the same period in 2013, an increase of $0.7 million due to an incremental $2 .5 million in rental income earned
in 2014, partially offset by $1.8 million in decreased dividends from APUC's share investment in the Kirkland and Cochrane
Therma l Faci lities.
For the year ended December 31, 2014, acquisition related costs totalled $2.6 million, as compared to $2.1 million in the
same period in 2013. Acquisition related costs will vary from period to period depending on the level of activity and complexity
associated with various acquisitions.
For the year ended December 3 1, 2014, loss on derivative financ ial instruments totalled $1.4 million, as compared to a ga in
of $5 .2 million in the same period in 2013. The decrease was primarily driven by derivative losses on hedges to purchase
electric ity for resale at contracted rates that differ from the market rate .
An income tax expense of $16.8 million was recorded in the year ended December 31, 2014, as compared to an income tax
expense of $9.2 million during the sa me period in 2013. The increase in income tax expense for th e year ended December 3 1,
2014 is primarily due to increased earnings from operations, increased deferred taxes on HLBV income, a stronger U.S . dollar,
and other items permanently non-deductible for tax purposes.

2014 Fourth Quarter Corporate and Other Expenses
During the quarter ended December 31, 2014, administrative expenses totalled $10.5 million, as compared to $5.2 mi llion
in the same period in 2013. The increase was primarily due to $3.9 million in additional costs incurred to administer APUC's
operations as a result of the company's growth and $1.4 million of expenses previously c lassified as direct operating expenses
that have been reclassifi ed in 2014 as administrative expenses as certain fun ctions are now being performed centrally as part
of a shared services fu ncti on across the entire company.
For the quarter ended December 3 1, 2014, interest expense totalled $14.1 million, as compared to $14.4 million in the
same period in 2013. The decreased interest expense is a result of increased capitalization of interest expense due to the
ongoing development projects during th e end of period.
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For the quarter ended December 31, 2014, interest , dividend and other income totalled $0.5 million, as compared to $0.7
mill ion in the same period in 2013. Interest, dividend and other income primarily consists of $0.7 million in rental income,
partially offset by $0.3 million in decreased dividends from APUC's share investment in the Kirkland and Cochrane Therma l
Facilities.
For the quarter ended December 31 , 2014, loss on derivative financial instruments tota lled $2 .0 mill ion, as compared to a
gain of $ 2. 7 million in the same period in 2013. The decrease was primarily driven by derivative losses on hedges to purchase
electric ity for resale at contracted rates that differ from the market rate.
An income tax expense of $3. 7 million was recorded in the three months ended December 31, 2014, as compared to an
income tax expense of $5.2 million during the same period in 2013. The decrease in income tax expense for the quarter
ended December 31, 2014 is primarily due to a reversal of an alternative minimum tax liability accrued in prior year, which
is no longer a liability based on the amended legislation in the Internal Revenue Code, offset by increased earnings from
operations, increased deferred taxes on HLBV income, and a stronger U.S. dollar.

NON-GAAP PERFO RMAN CE MEASURES
Reconciliation of Adjusted EBITDA to net earnings
The fol lowing table is derived from and should be read in conjunction with the audited Consolidated Statement of Operations.
This supplementary disclosure is intended to more fully explain disclosures related to Adjusted EBITDA and provides additiona l
information related to the operating performance of APU C. Investors are cautioned that this measure should not be construed
as an alternative to GAAP consolidated net earnings.
Three months ended
December 31,
20 14

(a ll dollar amounts in $ mi llions)

Net earnings attributable to Shareholders

$

Year ended
December 31,

2 0 13

31.6

$

2014

13.2

$

2 0 13

75.7

$

20.3

Add (deduct):
Net earnings I (loss) attributable to the non-controll ing
interest, exclusive of HLBV

0.5

3.4

5.0

9.6

Loss from discontinued operations

1.5

6.7

2.1

42.0

Income tax expense

3.7

5.2

16.8

9.2

Interest expense

14.1

14.4

62.4

53.4

Loss I (Gain) on sale of assets

(0.1)

0.6

(0.4)

0.8

Non-cash write downs

0.3

Acquisition costs

1.6

0.6

2.6

2.1

(Gain) I Loss on derivative financial instruments

2.0

(2. 7)

1.4

(5.2)

Realized gain I (loss) on energy derivative contracts
(Gain) I Loss on foreign exchange

(0.2)

0.3

3.6

0 .5

0.3

(0.1)

(1.1)

(0.6)

29.0

Depreciation and amortization
Adjusted EBITDA

8.5

$

84.3

26.9
$

68.5

11 4.0

$

290.6

96.0
$

228. 1

Hypothetical Liquidation at Book Va lue ("HLBV") represents the value of net t ax attributes earned by the Generation Group
in the period from electricity generated by certain of its U.S. wind power generation faci lities. The value of net tax attributes
earned in the three and twe lve months ended December 31 , 2014 amounted to approximately $8.9 mil lion and $2 7.2 mill ion ,
respectively.
For the year ended December 31, 2014, Adjusted EBITDA tota lled $290.6 million, as compared to $2 28 .1 million during
the same period in 2013, an increase of $62.5 million. For the quarter ended December 31, 2014, Adjusted EB ITDA totalled
$84.3 million, as compared to $68.5 million, an increase of $15.8 million compared to the same period in 2013.
The major factors impacting Adjusted EBITDA are set out below. A more detai led analysi s of these factors is presented within
the business unit ana lysis.
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(all dollar amounts in $ millions)

Quarter ended
December 31,
2014

Comparative Prior Period Adjusted EBITDA

$

Year ended
December 31,
2014

68.5

$

228.l

Significant Changes:
Generation Business Group:
Renewable
Increase I (decreased) hydrology resource

2.2

(2.0)

Decreased/increased wind resources for the quarter/year to date, at the U.S. Wind
Faci lities offset by unfavorable periodic hedge settlements shortfalls at the Minonk,
Sandy Ridge and Senate facilities

3.2

2.8

Higher realized prices on sale of Renewable Energy Credits at the U.S. Wind Facilities

1.1

4.9

Start of commercial operations for the Cornwal l Solar Facility

0.3

4.8

Increased wind resources at the St Leon wind facilities

0 .3

3 .1

Unfavorable retail pricing at AES partial ly offset by gains from hedge settlements and
increased customer load .

1.2

(1.8)

Thermal
Increased market prices at the Sanger and Windsor Locks Thermal Facility

0.3

1.3

(0.1)

0.7

Increased delivery and treatment of water and wastewater systems

0.7

3 .2

Increased rates at the Granite State Electric System

1.4

10.2

Changes in customer demand and higher operating expenses at the EnergyNorth and
the Midstates Gas Systems

1.8

1.9

2013 Acquisition of the New England and Peach State Gas Systems

2.5

23.6

Increase earnings due to acquisition of New England Gas System's water heater rental
service and the Peach State Gas System's Fort Benning operation

1.8

Higher realized prices on sale of Renewable Energy Credits
Distribution Business Group:

Administrative expense
Increased results from the stronger U.S. dollar
Other
Curren t Period Adjusted EBITDA

$

3.8

(5.4)

(11.2)

6.6

18.4

(2.1)

(1.2)

84.3

,,

$

!

290.6

\
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Reconciliation of adjusted net earnings to net earnings
The following table is derived from and should be read in conjunction with the audited Consolidated Statement of Operations.
Thi s supplementary disclosure is intended to more fully explain disclosures related to adjusted net earnings and provides
additional information related to the operating performance of APUC. Investors are cautioned that this measure should not
be construed as an alternative to consolidated net earnings in accordance with GAAP.
The following table shows the reconciliation of net earnings to adjusted net earnings exclusive of these items:
Three months ended
December 31,

Net earnings attributable to Shareholders

2013

2014

(all dollar amounts in $ millions)

$

Year ended
December 31,

31.6

$

2014

13.2

$

20 13

75.7

$

20.3

Add (deduct):
(Gain) I Loss from discontinued operations, net of tax

1.5

6.7

2.1

42.0

(Gain) I Loss on derivative financial instruments, net of tax

1.2

(1.6)

0.8

(3.1)

(0.5)

(0 .2)

0.7

(1.2)

(0.1)

0.4

8.5
(0.3)

0.5

(Gain) I Loss on foreign exchange, net of tax

0.2

(0.1)

(0.7)

(0 .3)

Acqu isition costs, net of tax

1.0

0.4

1.6

1.3

Reali zed gain I (loss) on derivative financia l instruments,
net of tax

0.3

Write down long li ved assets
(Gain) I Loss on asset disposal , net of tax

Adjusted net earnings

$

35.2

$

18.8

$

88.4

$

59.5

Adjusted net earnings per share

$

0.14 $

0.08

$

0.37

$

0.26

For the year ended December 31, 2014, adjusted net earnings totalled $88.4 million, as compared t o ad justed net earnings
of $59.5 million, an increase of $28. 9 million as compared to the same period in 2013. The increase in adjusted net earnings
for the year ended December 31, 2014 is primarily due to higher income from operations partial ly offset by higher interest
expense, and deprec iation and amortization expense as compared to the same period in 2013.
For the three months ended December 31, 2014, adjusted net earnings totalled $35.2 million, as compared to adjusted net
earnings of $18.8 million, an increase of $16.4 million as compared to the same period in 2013. The increase in adjusted
net earnings for the three months ended December 3 1, 2014 is primari ly due to increased earnings from operation s partially
offset by higher depreciati on and amortization expense, and higher interest expense as compared to the same period in 2013 .
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Reconciliation of adjusted funds from operations to cash flows from operating activities
The following table is derived from and should be read in conjuncti on with the audited Consolidated Statement of Operations
and Statement of Cash Flows. This supplementary disclosure is intended to more fu lly exp lain disclosures re lated t o adjusted
fund s from operati ons and provides additional information re lated to th e operat ing performance of APUC. Investors are
cautioned that thi s measure shou ld not be construed as an alternative to funds from operations in accordance with GAAP.
Th e following tab le shows the reconciliation of funds from operat ions to adjusted funds from operat ions exclusive of these
items:
Three months ended
December 31,
2014

(all dollar amounts in $ millions)

Cash f lows from operating activities

$

Year ended
December 31,

20 13

96.5

$

20 14

28.4

$

20 13

192.7

$

98.9

Add (deduct):
Changes in non-cash operating items

(33.1)

13.5

0.5

47.8

0.9

3 .5

1.7

4 .4

9.0

1. 7

2.6

2.1

Cash (provided)/used in discontinued operation
Product ion Tax Credits received from non-controlling
interests
Acquisition costs
Adju sted funds from operations

1.6

$

Adjusted f unds from operations per share

65.9

0 .6

$

0.27

46 .0

$

0 .22

206.5

$

154 .9

0.92

0.73

For the year ended December 31 , 2 014 , adjusted funds from operations totalled $ 206.5 mi ll ion, as compared to adjusted
funds from operations of $1 54 .9 mi ll ion, an increase of $51.6 million as compared to the same period in 2013.
For the three months ended December 3 1, 20 14, adjusted fu nds f rom operations t otalled $65.9 mill ion , as co mpared to
adjusted fu nds from operat ions of $46.0 mi ll ion, an increase of $1 9.9 million as compared to the same period in 2013.

SUMMARY OF PROPERTY, PLANT, AND EQUIPM ENT EXPENDITUR ES
Three months ended
December 3 1,
2014

(all dollar amounts in $ millions)

Year ended
December 31,
2014

20 13

20 13

GENERATION GROUP
Renewable

$

59.6

$

0.5

Thermal

18.0

$

197.1

$

46.9

4.0

1.3

2.6

Total Generation Business Group

$

60.1

$

19.3

$

20 1.1

$

49.5

DISTRIBUTION GROUP

$

77.4

$

43 .4

$

176.8

$

108.9

$

158.4

4.3

Corporate
Total

$

14 1.8

54.5
$

62.7

$

432.4

The company's consolidated capital expenditure plan for 201 5 is approximately $26 1.0 mi llion. The Generation Grou p expects
to invest approximately $107.0 mi ll ion primarily in connection with the development of its existing project pipeline. The
Distribution Group expects to invest approximately $ 14 7 .0 mill ion pri marily to improve t he reliability and effi ciency of its gas
and electric utility distr ibution systems. The Transmission Group expects to invest approxi ma tely $7 .0 mi ll ion for th e natura l
gas pi pel ine transmission project .
AP UC anticipates that it ca n generate sufficie nt l iquidity t hrough internally generated operati ng cash flows, revolving credit
faci lit ies, as well as the debt and equity capital markets to finance its property, plant and equipment expenditures and other
commitments.
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2014 Twelve Month Property Plant and Equipment Expenditures
During the twelve months ended December 31, 2014, the Generation Group incurred capital expenditures of $20 1 . 1 million,
as compared to $49.5 million during the comparable period in 2013.
During the twelve months ended December 31, 2014, the Generation Group's Ren ewable Energy Division spent $197.1
million in capital expenditures, as compared to $46.9 million in the comparable period in 2 013. The ca pital expenditures
primarily relate to the completion of the Cornwall Solar and St. Damase Wind Facilities, and the construction of the Bakersfield
Solar and Morse Wind Projects. The Generation Group's Thermal Energy Division net capital expenditures were $4.0 million,
as compared to $2 .6 million in the comparable period in 2013. The ca pital expenditures in the year were $1.2 million at
Windsor Locks and $ 2.8 million at Sanger.
During the twelve months ended December 3 1, 20 14, the Di stribution Group invested $176.8 million in capita l expenditures,
as compared to $108.9 million during the comparab le period in 2013. The capital expenditures primarily relate to the
completion of a second supply line, reliability enhancements, and new business projects at the Granite State Electric System;
improvement and replenishment opportunities at the Cal Peco Electri c System; leak prone pipe replacements, leak repairs and
pipeline corrosion protection systems relating to enhancing safety and reliability at the EnergyNorth, Midstates, New England,
and Peach State Gas Systems; and improvement, replenishment and new business projects at the water and wastewater
utilities located in Arizona and at the Pine Bluff Water System.

2014 Fourth Quarter Property Plant and Equipment Expenditures
During the three months ended December 31, 2014, the Generation Group incurred capita l expenditures of $60. l million,
as compared to $19.3 million during the comparable period in 2013. During the three months ended December 3 1, 2 014,
the Generation Group's Renewable Energy Division spent $ 59.6 million in capital expenditures, as compared to $1 8.0 million
in the comparable period in 2013. The capita l expenditu res primarily relate to completion of construction at the St. Damase
Wind Facility and the continued construction at the Bakersfield Solar Project. The Generation Group's Thermal Energy Division
net capital expenditures were $0.5 million , as compared to $1. 3 million in the comparable period in 2013. The 20 14 thermal
ca pital expenditures consist of $0.4 million relating to Windsor Locks Thermal Faci lity and $0.1 million relating to Sanger
Thermal Facility.
During th e three months ended December 3 1, 2014, the Di stributi on Group invested $77.4 million in ca pital expenditures,
as compared to $43.4 million during the comparable period in 2013. The Distribution Group's investment was primarily
related to reliability en hancements, and new business projects at the Granite St ate Electric System; improvement and
replenishment opportunities at the Cal Peco Electric System; leak prone pipe replacements, leak repairs and pipeline corrosion
protection systems relating to enhancing safety and reliability at the EnergyNorth, Midstates, New England, and Peach State
Gas Systems; and improvement, repleni shment and new business projects at the water and wastewater utilities located in
Arizona and at the Pine Bluff Water System .

Quebec Dam Safety Act
As a result of the dam safety legislation passed in Quebec (Bi ll C-93), the Generation Group has comp leted technical assessments
on its hydroelectric facility dams owned or leased within the Province of Quebec. Out of th ese, nine assessments have been
submitted to and accepted by the Quebec government. The assessments have identified possible remedial work at seven
faci lities. Of th ese seven, remediation work has now been comp leted at three faci lities, monitoring activiti es and options
analysis are being performed for two facilities, and remedial work is being planned at two facilities.
The Generation Group currently estimates further cap ital expenditures of approximately $7.9 mi ll ion related to compliance
with the legislation. It is anticipated that these expenditures will be invest ed over a period of several years approximately as
fo llows:
Total

(all dollar amounts in $ millions)

Future Estimated Bill C-93 Capital Expenditures

$

7.9

2015
1.0

2016
3. 1

2017

2018

3.5

0.3

The majority of these ca pital costs are associated with the Belleterre, Riviere-d u-Loup, and St. Alban Hydro Facilities.
The Generation Group is presently working with the provincial authorities to reclassify, decommission or remove several small
dams upstream of the Belleterre Hydro Fac ility that are not required for power generation. The Ge neration Group anticipates
co mpletion of any required work on these dams by 2017.
Engineering for the Riviere-du-Loup Hydro Facility was completed in 2012. Following addi tional geotechnical investigation
in 2014, the remediation work is now estimated at $1.1 million. Completi on of the remedia l work is anticipated in 2015.
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The dam safety study and a detailed condition assessment for the St. Alban Hydro Facility have been comp leted. The Generation
Group anticipates engineering and regu latory review for the remediation of the main dam to be completed in 2015, with
remed ial work in 2016 to 2017.
On May 18, 2014, the Donnacona Hydro Faci lity experienced ice damage du ring the spring thaw and has been shut down .
The Generation Group had previously planned capital expenditures for the Donnacona Hydro Facility in 2015 and 2016 in
the amount of $7 .8 million. It has been determined , in consultation with its 3rd party engineers, that a dam re-build is
required to return the facility to operation. The Generation Group is currently evaluating environmental permitting and rebui ld
scenarios. Consequently, the Generation Group does not ant icipate any near-term expenditures re lated to Bi ll C-93 compliance
of the existing structure.
In addition to the Bill C-93 related dam remediation work, the Generation Group has implemented a dam condition monitoring
program at some of the above faci lities following recommendations specified i n the dam safety reviews.

LI QUIDITY AND CAP ITAL RESERVES
APUC has revo lving operating facilities available for APUC, the Generation Group and the Distribution Group to manage the
liquidity and working capital requirements of each division (collectively the "Facilities").

Bank Credit Facilities
The following table sets out t he amounts drawn, letters of credit issued and outstanding amounts available to APUC and its
operating groups as at December 31, 2014 under the Faci l ities:
As atDec31
2013

As at December 31 , 2014
(all dollar amounts in $ millions)
Committed Faci l ities

Corporate
$

65.0

Generation
Group

Distribution
Group

$

$

Funds drawn on Faci lities
Letters of Credit issued
Funds available for draws on the Faci lities

(10.8)

$

54.2

$

350.0

232.0

Total
$

647.0

$

477.7

(23.4)

(23.9)

(47.3)

(210.2)

(96.0)

(7 .0)

(113.8)

(64.9)

230.6

$

201.1

$

485.9

Cash on Hand
Tota l liquidity and capital reserves

Total

$

202.6

9.3

$

54.2

$

230.6

$

20 1.1

$

495.2

13.8
$

2 16.4

As at December 31, 2014, the Company's $65.0 million senior unsecured revo lving credit facility (the "Corporate Credit
Faci lity'), was undrawn and had $10.8 million of outstanding letters of credit. The faci lity matures on November 19, 2016
and is subject to customary covenants.
As at December 31, 20 14, the $350.0 million Generation Credit Facility had drawn $23.4 mi ll ion and had $96.0 million in
outstanding letters of credit. On July 31, 20 14, the Generation Group increased the credit avai lable under its credit faci lity
to $350 mil lion from $200 mi ll ion. The larger credit facility wi ll be used to provide additional l iquidity in support of the
group's $1,225.0 mil lion development portfolio to be completed over the next four years. In addition to the larger size, the
maturity of the cred it facility has been extended from three to four years extending to July 31, 20 18.
As at December 31, 20 14, the Distribution Group's $232.0 mi ll ion (U.S. $200.0 mi ll ion) senior unsecured revolving credit
facility (the "Distribution Credit Facility") had drawn $23.9 mi ll ion (U.S. $20.6 million) and had $7.0 mill ion (U.S. $6.0
mil l ion)of outstanding letters of credit. The faci l ity matures on September 30, 2018 and is subject to customary covenants

Long Term Debt
On January 17, 2104, the Generation Group issued $200.0 mil lion 4.65% senior unsecured debentures with a maturity date
of February 15, 2022 (the ' Generation Debentures') pursuant to a private placement in Canada and the United States. The
Generation Debentures were sold at a price of $99.864 per $100.00 principal amount resulting in an effective yield of 4.67% .
Concurrent with the offering, t he Generation Group entered into a fixed for fixed cross currency swap, coterminous with the
Generation Debentures, to economically convert the Canadian dollar denominated debentures into U.S. dollars, resulting in
an effective interest rate throughout the term of approximately 4. 77%.
On Dece mber 3 1, 2014, the U.S. $19.2 mil lion senior debt for the Sanger Thermal Facil ity was repaid.
As at December 3 1, 20 14, the weighted average tenor of APUC's total long term debt is approximate ly 8.0 years with an
average interest rate of 4.9%.
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Contractual Obligations
Information concerning contractual obligations as of December 31, 2014 is shown below:
Due 1
to 3 years

Due less
than 1 year

Total

{all dollar amounts in $ millions)

Due 4
to 5 years

91.0

Due after
5 years

Long-term debt obligations

$

1,280.0

9.1

Advances in aid of construction

$

81.1

1.1

Interest on long-term debt obligations

$

438.3

64.2

Purchase obligations

$

267.9

267.9

Environmental obl igation

$

72.6

Cross currency swap

$

36.3

Interest rate forward

$

4 .7

Interest rate swap

$

1.4

1.4

Energy derivative contracts

$

2.9

2.3

Purchased power

$

118.2

118.2

Gas delivery, service and supply agreements

$

264.3

52.8

68.0

55.3

88.2

Long term service agreements

$

637.3

28.6

64.7

62 .9

481.1

Capita l projects

$

22 .0

22.0

Operating leases

$

121.1

5.6

9.6

8.5

97.4

Other obligations

$

40.5

9.9

0.9

Total obligations

$

3,388.6

218.8

961.1
80.0

125.3

102. 1

146.7

19.6

36.6

6.1

10.3

1.5

3.0

2.4

29.4

Derivative financial instruments:

4.7

$

604.2

0.6

$

399.7

29 .7

$

460.8

$

1,923.9

Equity
The common shares of APUC are publicly traded on the Toronto Stock Exchange ("TSX"). As at December 31, 2014, APUC
had 238, 149,468 issued and outstanding common shares.
APU C may issue an un limited number of common shares. The holders of common shares are entitled to dividends, if and
when declared; to one vote for each share at meetings of the holders of common shares; and to receive a pro rata share of any
remaining property and assets of APUC upon liquidation, dissolution or windi ng up of APUC. All shares are of the same class
and with equal rights and privi leges and are not subject to future calls or assessments.
On September 16, 20 14, APUC completed the offering of 16,860,000 common shares at a price of $8.90 per share, for
gross proceeds of approximately $150.0 million. On September 26, 2014, the underwriters exercised the over-allotment
option granted with the offering and an additional 2,529,000 common shares were issued on the same terms and conditions
of the offering. As a resu lt, APUC issued 19,389,000 common shares under the offering for the total gross proceeds of
approximately $172.6 mi llion.
On December 11, 20 14, APUC comp leted a public offering of 10,055,000 common shares at a price of $9.95 per share,
for gross proceeds of approximate ly $100.0 mi llion.
APUC is also authorized to issue an unlimited number of preferred shares, issuable in one or more series, containing terms
and conditions as approved by the Board. As at December 31, 20 14, APUC had outstanding:
•

4,800,000 cumu lative rate reset Series A preferred shares, yielding 4.5% annua lly for the initial si x-year period
ending on December 31, 2018;

•

100 Series C preferred shares that were issued in exchange for 100 Class B l imited partnership un its by St. Leon
Wind Energy LP; and

•

4,000,000 cumulative rate reset Series D preferred shares, yie lding 5.0% an nually for the in itial five-year period
ending on March 3 1, 20 19.

APUC has a shareholder dividend reinvestment plan (the "Reinvestment Plan") for registered holders of shares of APU C. As
at December 31, 20 14, 63.8 mi llion common shares representing approximately 27% of total shares outstanding had been
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registered with the Reinvestment Plan and 2,262 ,885 shares were issued during the year ended December 3 1, 2014. During
the quarter ended December 31 , 2014, 665, 172 common shares were issued under the Reinvestment Plan, and subsequent
to the end of the quarter, on January 15, 2015, an additional 706,680 common shares were issued under the Reinvestment
Plan.

Emera subscription receipts
For the year ended December 31, 2014, APUC did not issue any common shares to Emera.
On October 7, 2014, the Company issued 8,708,170 Subscription Receipts of APUC at a purchase price of $8.90 per
Subscription Receipt for an aggregate subscription price of $77 .5 million . The investment was made under the Strategic
Investment Agreement between Emera and APUC, in support of the acquisition by APUC of the Odell Wind Project in Minnesota
(the "Odell Acquisition"). The proceeds of the subscription are intended to be used by APUC to partially finance the Odell
Acquisition and the completion of the Odell Wind Project. Subject to adjustments as provided in the applicable subscription
agreement, Emera may convert the Subscription Receipts into common shares of APUC on a one-for-one basis on November
14, 2015 (the first anniversary of the closing of the Odell Acquisition) or the commercial operation date of the Odell Wind
Project, whichever is first to occur.
On December 2, 2014, the Corporation issued 3,316,583 subscription receipts of APUC at a purchase price of $9.95 per
subscription receipt for an aggregate subscription price of $33.0 million . The investment was made under the Strategic
Investment Agreement between Emera and APUC, in support of the acquisition by APUC of the Park Water Company in Montana
(the "Park Water Acquisition"). The proceeds of the subscription are intended to be used by APUC to partially finance the
Park Water Acquisition. Subject to adjustments as provided in the applicable subscription agreement, Emera may convert
the Subscription Receipts into common shares of APUC on a one-for-one basis on December 29, 2015 (the first anniversary
of the closing of the subscription transaction) or the closing of the Park Water Acquisition, whichever is first to occur.
Conversion of the aforementioned Subscription Receipts into common shares is conditional on Emera's holdings not exceeding
25% of the outstanding common shares of APUC at the time of conversion.
As at March 15, 2015, in total, Emera owns 50,126,766 APUC common shares representing approximately 21.0% of the
total outstanding common shares of the Company, and there are 12,024, 753 subscription receipts currently held by
Emera. APUC believes issuance of shares to Emera is an efficient way to raise equity as it avoids underwriting fees, legal
expenses and other costs associated with raising equity in the cap ital markets.

SHARE BASED COMPEN SATION PLANS
For the three and twelve months ended December 31, 20 14, APUC recorded $1.1 million and $3.2 million, respectively, in
total share-based compensation expense, as compared to $0.6 million and $2.0 million, respectively, for the same period in
20 13. No tax deduction was realized in the current year. The compensation expense is recorded as part of administrative
expenses in the Consolidated Statement of Operations. The portion of share-based compensation costs capitalized as cost of
construction is insignificant.
As at December 31, 2014, total unrecognized compensation costs related to non-vested options and share unit awards were
$2 .1 million and $2.4 million, respectively, and are expected to be recognized over a period of 1. 71and1.6 1 years, respectively.

Stock Option Plan
APUC has a stock option plan that permits the grant of share options to key officers, directors, employees and selected service
providers. Except in certain circumstances, the term of an option shall not exceed ten (10) years from the date of the grant
of th e opti on.
APUC determines the fair value of options granted using the Black-Scholes option-pricing model. The estimated fair value
of options, including the effect of estimated forfeitures, is recognized as expense on a straight-line basis over the options'
vesting periods while ensuring that the cumulative amount of compensation cost recognized at least equals the value of the
vested portion of the award at that date. During the year, the Company issued 969 ,998 options to employees of the Company.
As at December 31, 2014, a total of 5,537, 127 options had been issued and outstanding under the plan.

Performance Share Units
APUC issues performance share units ("PSUs") to certain members of management other than senior executives as part of
APUC's long-term incentive program. The PSUs provide for settlement in cash or shares at the election of APUC.
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During t he year, the Company settled 11 ,406 vested PSUs for $ 0.2 mi ll ion in cash. The plan provides for settleme nt i n cash
or shares at the electi on of the Company. At the annual general meeting held on June 18, 20 14, the shareholders approved
a maximum of 500,000 shares issuable from Treasury to settle PSUs. With the ability to issue shares from Treasury or purchase
shares on the market, the Company expects to settle the remaining PSUs in shares. As a result, the PSUs continue to be
accounted for as equity awards. During the year, the Company issued 407 ,962 PSUs to executives and employees of the
Company.
As at December 31, 20 14, a total of 440,086 PSU's have been granted and outstanding under the PSU plan.

Directors Deferred Share Units
APU C has a Deferred Share Unit Plan. Under the plan, non-employee directors of APU C may elect annually to receive all or
any portion of th eir compensation in deferred share units ("DSU s" ) in lieu of cash compensation. The DSUs provide for
settlement in cash or shares at the election of APUC. As APUC does not expect to settle the DSU's in cash, these DSUs are
accounted for as equity awards. During the year, the Company issued 35,455 DSU s to the directors of the Company.
As at December 31, 2014, a t otal of 110,241 DSUs had been granted under the DSU plan.

Employee Share Purchase Plan
APUC has an Employee Share Purchase Plan (the "ES PP" ) which allows eligible employees to use a portion of their earnings
to purchase common shares of APUC. The aggregate number of shares reserved for issuance from treasury by APUC under
this plan shall not exceed 2,000,000 shares. During the year, th e Company issued 93,598 common shares to employees
under the ESPP plan.
As at December 3 1, 2014, a tota l of 240,411 shares had been issued under the ESPP.

MANAGEMENT OF CAPITAL STRUCTURE
APU C views its capital structure in terms of its debt and equity levels, at its individual operating groups and at an overall
company level.
APUC's objectives when managing capital are :

•

To maintain its capital structure consistent with investment grade credit metrics appropri ate to t he sectors in whic h
APUC operates;

•

To maintain appropriate debt and equity levels in conju nction with standard industry practices and to limit financia l
constraints on the use of cap ital;

•

To ensure cap ital is available to finance ca pital expendi tures sufficient to maintain existing assets;

•

To ensure ge neration of cash is sufficient to fund sustainable dividends t o shareholders as well as meet current tax
and internal cap ital requirements;

•

To maintain sufficien t cash reserves on hand to ensure sustainab le dividends made to shareholders; and

•

To have appropriately sized revolving credit faci lities available for ongoing investment in growth and development
opportunities.

APUC mon itors its cash position on a regular basis to ensure funds are available to meet cu rrent norma l as we ll as capi tal and
other expenditures. In addition, APUC continuously reviews its ca pital structure to ensure its individual business groups are
using a cap ital structure which is appropriate for their respective industries.

RELAT ED PARTY TRANSACTIONS
Ian Robertson and Chris Jarratt ("Senior Executives"), respectively Chief Executive Officer and Vice-Chair of APUC, are indirect
shareholders of Algonquin Power Management Inc. ("APM I"), the former manager of the Company and several related affi liates
(collectively the "Parti es" ). Prior to 2010, th ere were several related party transaction s and co-owned assets which existed
pursuant to the external management structure before the internalizati on of management which occurred on December 21,
2009.
In 2011, the Board formed an independent committee ("Ind ependent Board Committee") and initiated a process to revi ew
all of the remai ning business associat ions with th e Parties in order to reduce and/or eliminate th ese relationships. The
Independent Board Committee engaged independent consultants and advisors to assist with this process and to provide advice
in respect thereof. Specifica lly, t he independent advisors provided advice to the Independent Board Committee in relation
to t he va luati ons of the generati ng assets, tax and legal matters.
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The process, initiated in 2011, was completed in November 2013 and all related party transactions, except as noted below,
between APUC and the Parties have been addressed to the satisfaction of the Independent Board Committee and the Board
as discussed below.
The following describes the business associations and resolution with APM I and Senior Executives,
Due to and from related parties

Effective December 31, 2013, APUC paid the Parties $1.8 million in connection with outstanding fees and the Parties paid
APUC $0.8 million in connection with reimbursement of expenses. As at December 31, 2014, $0.047 million (2013 $0.047 million) remains due from Algonquin Power Systems Ltd., a corporation partially owned by the Senior Executives.
Equity interests in Rattle Brook Hydro, Long Sault Hydro, and BC/ Thermal Facilities

The Parties own interests in three power generation facilities in which APUC also has an interest. A brief description of the
facilities is provided as follows,
•

Rattle Brook is a 4 MW hydroelectric generating facility ("Rattle Brook") constructed in 1998 in which APUC owns a
45% interest and Senior Executives hold an equity interest in the remaining 55%.

•

Long Sault Hydro Facility is an 18MW hydroelectric generating facility constructed in 1997. APUC acquired its interest
in Long Sault Hydro Facility by way of subscribing to two notes from the original partners. One of the original partners,
an affiliate of APMI, is entitled to receive 5% of the equity cash flows commencing in 2014.

•

Brampton Cogeneration ("BCI Thermal Facility") is an energy supply facility which sells steam produced by EFW. In 2004,
APMI acquired 50 Class B partnership units in BCI Thermal Facility entitling them to 50% of the cash flow above 15%
return on the investment.

Effective December 31, 2013, APUC acquired the Parties' shares of Algonquin Power Corporation Inc. ("APC') which owns
the partnership interest in the 18MW Long Sault Hydro Facility and the partnership interest in the BCI Thermal Facility plant
for an amount equal to $3.8 million. As APUC already consolidates Long Sault Hydro Facility as a VIE, the acquisition of this
partnership interest was treated as an equity transaction. The payment resulted in an adjustment to deferred tax liability of
$10.7 million in regards to tax attributes acquired with the partnership interests and an adjustment of $14.6 million to equity
of the shareholders of the Company as the partnership interests had a nominal carrying amount prior to the exchange.
In addition, APUC sold its 45% interest in the 4 MW Rattle Brook Hydro Facility to the Parties for gross proceeds $3.4 million
for a loss on sale, net of tax of $0.4 million.
APUC earned a fee of $0.4 million from APC during the year ended December 31, 2013 related to settlement of the related
party transactions.
St. Leon LP Units
Third party investors, including Senior Executives, previously held 100 Class B limited partnership units issued by the St.
Leon Limited Partnership, which is the legal owner of the St. Leon Wind Facility.
On January 1, 2013, the Company issued 100 redeemable Series C preferred shares and exchanged such shares for the 100
Class B units (note 11) including 36 units held indirectly by Senior Management. The Series C preferred shares provide
dividends identical to what is expected from the Class B units, as determined by independent consultants retained by the
Independent Board Committee. As of January 1, 2013, no Senior Executives have any further direct or indirect ownership of
the St. Leon Wind Facility.
Office Facilities
APUC has leased its head office facilities since 2001 on a triple net basis from an entity partially owned by the Senior
Executives. Base lease costs for the year ended December 31, 2014 were $0.3 million (2013 $0.3 million). In the fourth
quarter of 2014, APUC moved all head office employees into new premises and terminated the related party lease for nominal
consideration. There is no further related party matter in relation to an office lease.
Chartered Aircraft
As part of its normal business practice, APUC has utilized chartered aircraft when it is beneficial to do so and had previously
entered into an agreement to charter aircraft in which the Senior Executives have a partial ownership. During the year ended
December 31, 2013, APUC reimbursed direct costs in connection with the use of the aircraft of $0.5 million. As at December
31, 2013, the Independent Board Committee and the Parties agreed that all future utilization of chartered aircraft would be
undertaken through a third-party charter operator at fair market value and under arrangements in which the Senior Executives
have no interest. Final arrangements in this regard had not been completed as at December 31, 2014. During the year ended
December 31, 2014, APUC reimbursed direct costs in connection with the use of the aircraft of $0.7 million.
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Trafalgar
The Company owns debt on seven hydroelectric facilities owned by Trafalgar Power Inc. and an affiliate ("Trafalgar"). In 1997,
Trafalgarwent into default under its debt obligations and an affiliate of APMI moved to foreclose on the assets. Subsequently,
Trafalgar went into bankruptcy. APUC and the affiliate of APMI have been jointly involved in litigation and in bankruptcy
proceedings with Trafalgar since 2004. APMI initially funded $2.0 million in legal fees prior to 2004.
In 2004, the Board reimbursed APMI $1.0 million of the total third party legal fees (which to that point totalled $2.0 million),
and APUC agreed to fund future legal fees, third party costs and other liabilities. It was agreed that any net proceeds from
the lawsuits would be shared proportionally to the quantum of net costs funded by each party.
A member of the Board is an executive at Emera. Related Party Transactions between APUC and Emera are discussed below:
•

For the year ended December 31, 2014, the Company sold electricity to Maine Public Service Company ("MPS"), a
subsidiary of Emera, amounting to U.S. $5.8 million (2013 - U.S. $6.0 million). In 2011, APUC provided a corporate
guarantee to MPS in an amount of U.S. $3.0 million and a letter of credit in an amount of U.S. $0.l million, primarily
in conjunction with a three year contract to provide standard offer service to commercial and industrial customers in
Northern Maine. For the year ended December 31, 2014, the Company purchased natural gas amounting to U.S. $5.0
million (2013 - U.S. $1.3 million) from Emera for its gas utility customers. Both the sale of electricity to Emera and the
purchase of natural gas from Emera followed a public tender process, the results of which were approved by the regulator
in the relevant jurisdiction.

•

In 2011, APUC provided a corporate guarantee in an amount of U.S. $1.0 million to a subsidiary of Emera providing lead
market participant services for fuel capacity and forward reserve markets to ISO NE for the Windsor Locks Thermal Facility.
There has not been any transaction under this contract in the last three years.

The above related party transactions have been recorded at the exchange amounts agreed to by the parties to the transactions.
Other
A spouse of one of the Senior Executives provided market research consulting services to certain subsidiaries of the Company.
During the year ended December 31, 2014, APUC paid $0.192 million (2013 - $0.045 million) in relation to these services.

ENTERPRISE RISK MANAGEMENT
An enterprise risk management ("ERM") framework is embedded across the organization that systematically and broadly
identifies, assesses, and mitigates the key strategic, operational, financial, and compliance risks that may impact the
achievement of our objectives. APUC's ERM policy details the risk management processes, risk appetite, and risk governance
structure which clearly establishes accountabilities for managing risk across the organization.
As part of the risk management processes, risk registers have been developed across the organization through ongoing risk
identification and risk assessment exercises facilitated by APUC's internal ERM team. Key risks and associated mitigation
strategies are reviewed by the Executive Risk Steering Committee on a monthly basis and presented to the Board of Directors
on a quarterly basis. The key risk categories assessed include: safety, environment, natural disasters, security (physical and
cyber), operations, organizational effectiveness, contracts, budget, capital projects, return on M&A activity, markets, liquidity,
financial reporting, strategic, and regulatory.
Risks are assessed consistently across the organization using a common risk matrix to assess impact and likelihood. Financial,
reputation and safety implications are considered when determining the impact of a potential risk. Risk treatment priorities
are established based upon these risk assessments and incorporated into the development of APUC's strategic plans.
The development and execution of risk treatment plans are actively monitored by the ERM team through a centralized risk
register software application. APUC's internal audit team is responsible for conducting audits to validate and test the
effectiveness of controls for the key risks. Audit findings are discussed with business owners and reported to the Board audit
committee on a quarterly basis. All material changes to exposures, controls or treatment plans of key risks are reported to
the ERM team, Executive Risk Steering Committee, and the Board of Directors for consideration.
APUC's ERM framework follows the guidance of ISO 31000:2009. The Board oversees management to ensure the risk
governance structure and risk management processes are robust, and that APUC's risk appetite is thoroughly considered in
decision-making across the organization.
The risks discussed below are not intended as a complete list of all exposures that APUC is encountering or may encounter.
A further assessment of APUC and its subsidiaries' business risks is also set out in the most recent AIF.
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Treasury Risk Management
Foreign Currency Risk
Currency fluctuations may affect the cash flows APUC would realize from its consolidated operations, ascertain APUC subsidiary
businesses sell electricity or provide utility services in the United States and receive proceeds from such sales in U.S. dollars.
Such APUC businesses also incur costs in U.S. dollars. At the current exchange rate, approximately 78% of EB IT DA in 2014
and 77% of cash flow from operations is generated in U.S. dollars. APUC estimates that, on an unhedged basis, a $0.10
increase in the strength of the U.S. dollar relative to the Canadian dollar would result in a net impact on U.S. operations of
approximately $22.8 million ($0.10 per share) on an annual basis.
In light of the currency profile of its operations, APUC changed the currency of its dividend to U.S. dollars in the third quarter
of 2014. APUC further manages currency risk through the matching of U.S. long term debt to finance its U.S. operations,
thereby creating a natural hedge for the operating profit vis a vis financing cost. APUC's policy is not to utilize derivative
financial instruments for trading or speculative purposes. APUC may from time to time enter into short term foreign currency
derivative contracts to hedge exposure of anticipated transactions denominated in a foreign currency.

Market Price Risk
The Distribution Business Group is not exposed to market price risk as rates charged to customers are stipulated by the
respective regulatory bodies.
The Generation Group predominantly enters into long term PPAs for its generation assets and hence is not exposed to market
risk for this portion of its portfolio. Where a generating asset is not covered by a power purchase contract, the Generation
Group may seek to mitigate market risk exposure by entering into financial or physical power hedges requiring that a specified
amount of power be delivered at a specified time in return for a fixed price. There is a risk that the Company is not able to
generate the specified amount of power at the specified time resulting in production shortfalls under the hedge that then
requires the Company to purchase power in the merchant market. To mitigate the risk of production shortfalls under hedges,
the Generation Group generally seeks to structure hedges to cover less than 100% of the anticipated production, thereby
reducing the risk of not producing the minimum hedge quantities. Nevertheless, due to unpredictability in the natural resource
or due to mechanical failures, production shortfalls may be such that the Generation Group may still be forced to purchase
power in the merchant market at prevailing rates to settle against a hedge.
Hedges currently put in place by the group along with residual exposures to the market are detailed below:
On May 15, 2012, the Generation Group entered into a financial hedge, which expires December 31, 2016, with respect to
its Dickson Dam Hydro Facility located in the Western region. The financial hedge is structured to hedge 75% of the facility's
expected production volume against exposure to the Alberta Power Pool's current spot market rates. The annual unhedged
production based on long term projected averages is approximately 16,000 MW-hrs annually. Therefore, each U.S. $10.00
per MW-hr change in the market prices in the Western region would result in a change in revenue of U.S. $0.2 million on an
annualized basis.
The July 1, 2012 acquisition of Sandy Ridge Wind Facility included a financial hedge, which commenced on January 1, 2013
for a 10 year period. The financial hedge is structured to hedge 72% of the Sandy Ridge Wind Facility's expected production
volume against exposure to PJM Western Hub current spot market rates. The annual unhedged production based on long term
projected averages is approximately 44,000 MW-hrs annually. Therefore, each U.S. $10 per MW-hr change in the market
prices would result in a change in revenue of about U.S. $0.4 million for the year.
The December 10, 2012 acquisition of Senate Wind Facility included a physical hedge, which commenced on January 1,
2013 for a 15 year period. The physical hedge is structured to hedge 64% of the Senate Wind Facility's expected production
volume against exposure to ERGOT North Zone current spot market rates. The annual unhedged production based on long
term projected averages is approximately 188,000 MW-hrs annually. Therefore, each U.S. $10 per MW-hr change in the
market prices would result in a change in revenue of about U.S. $1.9 million for the year.
The December 10, 2012 acquisition of the Minonk Wind Facility included a financial hedge, which commenced on January
1, 2013 for a 10 year period. The financial hedge is structured to hedge 73% of the Minonk Wind Facility's expected
production volume against exposure to PJM Northern Illinois Hub current spot market rates. The annual unhedged production
based on long term projected averages is approximately 186,000 MW-hrs annually. Therefore, each U.S. $10 per MW-hr
change in market prices would result in a change in revenue of about U.S. $1.9 million for the year.
Under each of the above noted hedges, if production is not sufficient to meet the unit quantities under the hedge, the shortfall
must be purchased in the open market at market rates. The effect of this risk exposure cannot be quantified as it is dependent
on both the amount of shortfall and the market price of electricity at the time of the shortfall.
In addition to the above noted hedges, from time to time the Generation Group enters into short-term derivative contracts
(with terms of one to three months) to further mitigate market price risk exposure due to production variability. As at December
31, 2014, the Generation Group had not entered into any such hedges.
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The January 1, 2013 acquisition of the Shady Oaks Wind Facility included a power sales contract, which commenced on
January 1, 2013 for a 20 year period. The power sales contract is structured to hedge the preponderance of the Shady Oaks
Wind Facility's production volume against exposure to PJM ComEd Hub current spot market rates. For the unhedged portion
of production based on expected long term average production, each U.S. $10 per MW-hr change in market prices would
result in a change in revenue of about U.S. $0.5 million for the year.

Credit/Counterparty Risk
APUC and its subsidiaries are subject to credit risk through its long term power purchase contracts, trade receivables, derivative
financial instruments and short term investments. APUC has processes in place to monitor and evaluate this risk on an ongoing
basis including background credit checks and security deposits from new customers.
APUC does not believe the credit risk of default by counterparties to its long term power purchase contracts to be significant,
as approximately 84.7% of the Generation Group's revenues are earned from large utility customers having a credit rating of
Baal or better by Moody's Rating Services or BBB+ or higher by S&P Rating Services. The following chart sets out the
Generation Group's significant customers, their credit ratings and percentage of total revenue associated with the customer,
Approximate
Annual
Revenues

Credit
Rating 1

Counterparty

Percent of
Divisional
Revenue

Generation Group - Renewable Energy
PJM Interconnection LLC

Aa3

49.0

33.6%

Manitoba Hydro

Aal

31.1

21.4%

Hydro Quebec

Aa2

22.6

15.5%

Ontario Electricity Financial Corporation

Aa2

17.8

12.2%

N/A

8.0

5.5%

128.5

88.2%

Emera Maine

2

Total - Renewable Energy

$

Generation Group - Thermal Energy
Pacific Gas and Electric Company

Baal

19.8

46.1%

Connecticut Light and Power

Baal

23.2

53.9%

Total - Thermal Energy

$

43.0

100.0%

Total - Generation Group

$

171.5

84.7%

'

Ratings by Moody's or Standard & Poor's as of February 2015.

2

Maine Public Service is a subsidiary of Emera which has a corporate rating of BBB+.

The remaining revenue is primarily earned by the Distribution Group. In this regard, the credit risk attributed to the Distribution
Group's accounts receivable balances at the water and wastewater distribution systems total U.S. $5.9 million which is spread
over approximately 97,000 connections, resulting in an average outstanding balance of approximately $60 dollars per

connection.
The natural gas distribution systems accounts receivable balances related to the natural gas utilities total U.S. $62.0 million,
while electric distribution systems accounts receivable balances related to the electric utilities total U.S. 24.3 million. The
natural gas and electrical utilities, respectively, derive over 91 % and 87% of their revenue from residential customers.
In addition to the counterparty risk related to customer sales outlined above, the Generation and Distribution Groups utilize
derivative instruments as hedges of certain financial risks as discussed elsewhere in this MD&A. APUC is exposed to credit
risk related to counterparties to the extent those derivative instruments are in an asset position at a point in time. The company
manages counterparty risk by entering into these instruments with counterparties having a credit rating of BBB- or better.

Interest Rate Risk
The majority of debt outstanding in APUC and its subsidiaries is subject to a fixed rate of interest and as such is not subject
to interest rate risk. Borrowings subject to variable interest rates are as follows'
•

60

The Corporate Credit Facility is subject to a variable interest rate. The APUC Facility has no amounts outstanding as
at December 31, 2014. As a result, a 100 basis point change in the variable rate charged would not impact interest
expense.
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•

The Generation Credit Facility had $23.4 million outstanding as at December 31, 2014. As a result, a 100 basis
point change in the variable rate charged would impact interest expense by $0.2 million annually.

•

The Distribution Credit Facility had $23.9 million outstanding as at December 31, 2014. As a result, a 100 basis
point change in the variable rate charged would impact interest expense by $0.2 million annually.

•

The Generation Group is party to an interest rate swap whereby the group pays a fixed interest rate of 4.47% on a
notional amount of $60.5 and receives floating interest at 90 day COOR, up to the expiry of the swap in September
2015. This interest rate swap is not being accounted for as a hedge and, consequently, changes in fair value are
recorded in earnings as they occur. As a result, a 100 basis point change in the variable rate would impact derivative
gains/losses by $0.01 million.

•

The Shady Oaks Senior Debt Facility had $88.2 million outstanding as at December 31, 2014. As a result, a 100
basis point change in the variable rate charged would impact interest expense by $0.9 million annually.

APUC does not actively manage interest rate risk on its variable interest rate borrowings due to the primarily short term and
revolving nature of the amounts drawn. The interest rate swap, although not designated as a hedge, serves to partially offset
interest rate movements against the variable pay portion of the Company's debt.

To mitigate refinancing risk, from time to time APUC may seek to fix interest rates on expected future financings. In the
fourth quarter, the Generation Group entered into a hedge to fix the underlying interest rate for the anticipated refinancing of
its $135.0 million bond maturing in July 2018. Hedge accounting treatment will apply to this transaction. Consequently,
changes in fair value, to the extent deemed effective, will be recorded into other Comprehensive Income.

Tax Risk and Uncertainty
Although APUC is of the view that all expenses being claimed by APUC are reasonable and that the cost amount of APUC's
depreciable properties have been correctly determined, there can be no assurance that the Canada Revenue Agency or the
Internal Revenue Service will agree. A successful challenge by either agency regarding the deductibility of such expenses or
the correctness of such cost amounts could impact the return to shareholders.

Unit Exchange Transaction
On October 27, 2009, unitholders of Algonquin Power Income Fund exchanged their trust units on a one for one basis for
common shares of Algonquin Power & Utilities Corp (the "Unit Exchange Transaction"). As a result of the Unit Exchange
Transaction, APUC recorded certain additional tax attributes to the extent management believed they were more likely than
not to be realized. The excess of the carrying amount of the tax attributes assumed over the consideration paid was recorded
as a deferred credit of $55.6 million on the date of the Unit Exchange Transaction (the "Transaction Date"). The deferred
credit has been recognized into income as a deferred income tax recovery in relative proportion to the amount of the related
tax attributes that have been utilized since the Transaction Date.
Subsequent to the Balance Sheet date, APUC received a proposal letter from the Canada Revenue Agency ("CRA") which
outlines its intention to challenge the tax consequences of APUC's 2009 Unit Exchange. CRA is seeking to apply the acquisition
of control rules or the general anti-avoidance rules of the Income Tax Act (Canada) the effect of which would be to deny APUC
of the benefit of the tax attributes assumed as part of the Unit Exchange Transaction.
Should APUC receive a Notice of Reassessment covering the 2009, 2010, 2011, 2012 and 2013 taxation years, APUC will
be required to make a deposit payment of 50% of the tax liability (including interest and any applicable penalties) claimed
by the CRA in order to appeal the expected reassessment. Based on the tax amounts related to the 2009 to 2013 taxation
years, that payment amount would be approximately $17.5 million. Additionally, assuming the 2014 taxation year will be
similarly reassessed, a further payment of approximately $3.1 million would also be required. APUC would also be required
to make a deposit payment of 50% of the taxes the CRA claims are owed in any future tax year if the CRA were to issue a
similar notice of reassessment for such years and APUC were to appeal it.
Should APUC be successful in defending its position, all such payments plus applicable interest, will be refunded to APUC.
If the CRA is successful, APUC will be required to pay the balance of the taxes assessed (plus applicable interest and any
applicable penalties).
APUC has 90 days from the date of any Notice of Reassessment to prepare and file a Notice of Objection, which would be
reviewed by the CRA's appeals division. If the CRA appeals division does not allow APUC's initial appeal, APUC has the option
to file its case with the Tax Court of Canada. APUC anticipates that legal proceedings through the various tax courts could
take approximately two to four years.
APUC remains confident in the appropriateness of its tax filing position and the expected tax consequences of the Unit
Exchange Transaction and intends to vigorously defend such position. APUC strongly believes that the acquisition of control
or the general anti-avoidance rules do not apply to the Unit Exchange Transaction and intends to file its future tax returns on
a basis consistent with its previous tax returns. As a result, the probability of any potential final cash payment and impact
on net earnings cannot be estimated at this time, but could range from $nil to $45.0 million.
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The impact of the proposal on APUC's tax provision has been considered by management; however, management continues
to believe that the most likely outcome has not changed and it is more likely than not, that APUC will be successful in defending
its position. On this basis, APUC's 2014 financial statements do not include the impact of a potential reassessment. Until
the matter is resolved with CRA, or should new facts arise that would result in a change to management's assessment of the
most likely outcome, any future deposit tax payments made by APUC will be recorded to the balance sheet and will not impact
either adjusted funds from operations or net earnings.
On a consolidated basis, APUC and its Canadian subsidiaries have tax attributes that are available to reduce or eliminate cash
taxes. Should the CRA ultimately be successful in the appeal process, APUC will seek to refile prior year tax returns and
accelerate the use of such tax attributes to minimize any actual cash taxes that would otherwise be owed as a result of the
reassessment of the tax consequences of the Unit Exchange.

Liquidity Risk
Liquidity risk is the risk that APUC and its subsidiaries will not be able to meet their financial obligations as they become
due.
Both the Generation Group and the Distribution Group have established financing platforms to access new liquidity from the
capital markets as requirements arise. APUC continually monitors the maturity profile of its debt and adjusts accordingly to
ensure sufficient liquidity exists to meet liabilities when due.
As at December 31, 2014, APUC and its subsidiaries had a combined $485.9 million of committed and available revolving
credit facilities remaining and $9.3 million of cash resulting in $495.2 million of total liquidity and capital reserves.
APUC currently pays a dividend of U.S. $0.35 per common share per year. The Board determines the amount of dividends
to be paid, consistent with APUC's commitment to the stability and sustainability of future dividends, after providing for
amounts required to administer and operate APUC and its subsidiaries, for capital expenditures in growth and development
opportunities, to meet current tax requirements, and to fund working capital that, in its judgment, ensures APUC's long-term
success. Based on the level of common share dividends paid during the year ended December 31, 2014, cash provided by
operating activities exceeded common share dividends declared by 2.2 times and Adjusted Cash From Operations exceeds
common share dividends by 3.4 times.
The current and long term portion of debt totals approximately $1,280.0 million with maturities set out in the Contractual
Obligation table. In the event that APUC was required to replace the Facilities and project debt with borrowings having less
favorable terms or higher interest rates, the level of cash generated for dividends and reinvestment may be negatively impacted.
The cash flow generated from several of APUC's operating facilities is subordinated to senior project debt. In the event that
there was a breach of covenants or obligations with regard to any of these particular loans which was not remedied, the loan
could go into default which could result in the lender realizing on its security and APUC losing its investment in such operating
facility. APUC actively manages cash availability at its operating facilities to ensure they are adequately funded and minimize
the risk of this possibility.

Commodity Price Risk
The Generation Group's exposure to commodity prices is primarily limited to exposure to natural gas price risk. The Distribution
Groups is exposed to energy and natural gas price risks at its electric and natural gas systems. In this regard, a discussion
of th is risk is set out as follows:

•

The Sanger Thermal Facility's PPA includes provisions which reduce its exposure to natural gas price risk. In this
regard, a $1.00 increase in the price of natural gas per MMBTU, based on expected production levels, would result
in an increase in net revenue by approximately $0.2 million on an annual basis.

•

The Windsor Locks Thermal Facility's Energy Services Agreement includes provisions which reduce its exposure to
natural gas price risk but has exposure to market rate conditions for sales above those to its primary customer. In this
regard, a $1.00 increase in the price of natural gas per MMBTU, based on expected production levels, would result
in a decrease in net revenue by approximately $0.1 million on an annual basis.

•

The Maritime region provides short-term energy requirements to various customers at fixed rates. The energy
requirements of these customers are estimated at approximately 174,000 MW-hrs in fiscal 2015, of which 90,000
MW-hrs is presently contracted. While the Tinker Hydro Facility is expected to provide the majority of the energy
required to service these customers, the Maritime region anticipates having to purchase approximately 80,000 MWhrs of its energy requirements at the ISO-NE summer spot rates to supplement self-generated energy should the
Maritime region be able to reach the estimated 174,000 MW-hrs. The risk associated with the expected market
purchases of 80,000 MW-hrs is mitigated through the use of short-term financial energy hedge contracts which cover
approximately 90% of the Maritime region's anticipated purchases during the price-volatile winter months at an
average rate of approximately $65 per MW-hr. For the amount of anticipated purchases not covered by hedge contracts,
each $10.00 change per MW-hr in the market prices in ISO-NE would result in a change in expense of $0.5 million

on an annualized basis.
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The Cal Peco Electric System provides electric service to the Lake Tahoe California basin and surrounding areas at rates approved
by the CPUC. The Cal Peco Electric System purchases the energy, capacity, and related service requirements for its customers
from NV Energy via a PPA at rates reflecting NV Energy's system average costs.
The Cal Peco Electric System's tariffs allow for the pass-through of energy costs to its rate payers on a dollar for dollar basis,
through the energy cost adjustment clause ("ECAC") mechanism, which allows for the recovery or refund of changes in energy
costs that are caused by the fluctuations in the price of fuel and purchased power. On a monthly basis, energy costs are
compared to the CPUC approved base tariff energy rates and the difference is deferred to a balancing account. Annually,
based on the balance of the ECAC balancing account, if the ECAC revenues were to increase or decrease by more than 5%,
the CalPeco Electric System's ECAC tariff allows for a potential adjustment to the ECAC rates which would eliminate the risk
associated with the fluctuating cost of fuel and purchased power. The Cal Peco Electric System also benefits from a revenue
decoupling mechanism and a vegetation management memorandum account. The revenue decoupling mechanism decouples
base revenues from fluctuations caused by weather and economic factors reducing volumetric risk for the utility. The vegetation
management memorandum account allows for the tracking and pass through of vegetation management expenses, one of the
largest expenses of the utility, reducing the potential for expenses to exceed the amounts allowed for in general rate s.
The Granite State Electric System is an open access electric utility allowing for its customers to procure commodity services
from com petitive energy suppliers. For those customers that do not choose their own competitive energy supplier, Granite
State Electric System provides a Default Service offering to each class of customers through a competitive bidding process.
This process is undertaken semi-annually for all customers. The winning bidder is obligated to provide a full requirements
service based on the actual needs of the Granite State Electric System's Default Service customers. Since this is a full
requirements service, the winning bidder take on the risk associated with fluctuating customer usage and commodity prices.
The supplier is paid for the commodity by the Granite State Electric System which in turns receives pass-through rate recovery
through a formal filing and approval process with the NHPUC on a semi-annual basis. The Granite State Electric System is
only committed to the winning Default Service supplier(s) after approval by the NH PUC so that there is no ri sk of commodity
commitment without pass-through rate recovery.
The EnergyNorth Natural Gas System purchases pipeline capacity, storage and commodity from a variety of counterparties.
The EnergyNorth Natural Gas System's portfolio of assets and its planning and forecasting methodology are approved by the
NH PUC bi-annually through an Integrated Resource Plan filing. In addition, EnergyNorth Natural Gas System files with the
NH PUC for recovery of its transportation and commodity costs through a semi-annual basis through the Cost of Gas ("COG")
filing and approval process. The EnergyNorth Natural Gas System establishes rates for its customers based on the NH PUC
approval of its filed COG. These rates are designed to fully recover its anticipated transportation and commodity costs. In
order to minimize commodity price fluctuations, the EnergyNorth Natural Gas System locks in a fixed price basis for
approximately 14% of its normal winter period purchases under a NHPUC approved hedging program . All costs associated
with the fixed basis hedging program are allowed to be pass-through to customers through the COG filing and the approved
rates in said filing. Should commodity prices increase or decrease relative to the initial semi-annual COG rate filing, the
EnergyNorth Natural Gas System has the right to automatically adjust its rates going forward in order to min imize any under
or over collection of its gas costs. In addition, any under collections may be carried forward with interest to the next year's
period COG filing, i.e. winter to winter and summer to summer.
The purchases pipeline capacity, storage and commodi ty from a variety of counterparties, and files with the three individual
State Commissions for recovery of its transportation and commodity costs through an annual Purchase Gas Adjustment ("PGA")
filing and approval process. The Midstates Gas Systems establishes rates for its customers within the PGA filing and these
rates are designed to fully recover its anticipated transportation and commodity costs. In order to minimize commodity price
fluctuations, the Company has implemented a commodity hedging program designed to hedge approximately 25-50% of its
non-storage related commodity purchases. All gains and losses associated with the hedging program are allowed to be passthrough to customers through the PGA filing and are embedded in the approved rates in said filing. Rates can be adjusted
on a monthly or quarterly basis in order to account for any commodity price increase or decrease relative to the initial PGA
rate, minimizing any under or over collection of its gas costs.

OPERATIONAL RISK MANAGEMENT
Mechanical and Operational Risks
APUC's profitability could be impacted by, among other things, equipment failure, the failure of a major customer to fulfill
its contractual obligations under its PPA, reductions in average energy prices, a strike or lock-out at a facility, and expenses
related to claims or clean-up to adhere to environmental and safety standards.
The Generation Group's hydro assets utilize dams to pond water for generation and if the dams burst potentially catastrophic
amounts of water would flood downriver from the facility. The dams can be subjected to drought conditions and lose the
ability to generate during peak load conditions, causing the facilities to fall short of either hedged or PPA committed production
levels. The risks of the hydro facilities are mitigated by regular dam inspections and a maintenance program of the facility
to lessen the risk of dam failure .
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The Generation Group's wind assets could on catch on fire and, depending on the season, could ignite significant amounts of
forest or crop downwind from the wind farms. The wind units could also be affected by large atmospheric conditions (e.g. El
Nina), which will lower wind levels below our PPA and hedge minimum production levels. Production risks associated with
the wind turbine generators is mitigated by properly maintaining the units using long term maintenance agreements with the
turbine O&M's, which provide for regular inspections and maintenance of property and liability insurance policies. Icing can
be mitigated by shutting down the unit as icing is detected at the site.
The Generation Group's Thermal Energy Division uses natural gas and oil, and produce exhaust gases, which if not properly
treated and monitored could cause hazardous chemicals to be released into the atmosphere. The units could also be restricted
from purchasing gas/oil due to either shortages or pollution levels, which could hamper output of the facility. The mechanical
and operational risks at the Thermal Energy Division are mitigated through the regular maintenance of the boiler system, and
by continual monitoring of exhaust gases. Fuel restrictions can be hedged somewhat by long term purchases.
All of the Generation Group's renewable and thermal generating stations are subject to mechanical breakdown. The risk of
mechanical breakdown is mitigated by properly maintaining the units and by regular inspections.
The Distribution Group's water and wastewater distribution systems operate under pressurized conditions within pressure
ranges approved by regulators. Should a water distribution network become compromised or damaged, the resulting release
of pressure could result in serious injury or death to individuals or damage to other property.
The Distribution Group's electric distribution systems are subject to storm events, usually winter storm events, whereby power
lines can be brought down with the attendant risk to individuals and property. In addition, in forested areas, power lines
brought down by wind can ignite forest fires which also bring attendant risk to individuals and property.
The Distribution Group's natural gas distribution systems are subject to risks which may lead to fire and/or explosion which
may impact life and property. Risks include third party damage, compromised system integrity, type/age of pipelines, and
severe weather events.
These risks are mitigated through the diversification of APUC's operations, both operationally (the Generation and Distribution
Groups) and geographically (Canada and U.S.), the use of regular maintenance programs, including pipeline safety programs
and compliance programs, and maintaining adequate insurance and the establishment of reserves for expenses.

Regulatory Risk
Profitability of APUC businesses is in part dependent on regulatory climates in the jurisdictions in which it operates. In the
case of some Generation Group's hydroelectric facilities, water rights are generally owned by governments who reserve the
right to control water levels which may affect revenue.
The Distribution Group's facilities are subject to rate setting by State regulatory agencies. The time between the incurrence
of costs and the granting of the rates to recover those costs by State regulatory agencies is known as regulatory lag. As a result
of regulatory lag, inflationary effects may impact the ability to recover expenses, and profitability could be impacted. As a
strategy to mitigate, the Distribution Group seeks to obtain approval for regulatory constructs in the states in which it operates
to allow for timely recovery of operating expense. A fundamental risk faced by any regulated utility is the disallowance of
costs to be placed into its revenue requirement by the utility's regulator. To the extent proposed costs are not allowed into
rates, the utility will be required to find other efficiencies or cost savings to achieve its allowed returns.
The Distribution Group regularly works with its governing authorities to manage the affairs of the business employing both
local state level and corporate resources.
Condemnation Expropriation Proceedings

The Distribution Group's electricity and natural gas distribution systems could be subject to condemnation or other methods
of taking by government entities under certain conditions. Any taking by government entities would legally require just and
fair compensation be paid to the Distribution Group and the Distribution Group believes such compensation would reflect fair
market value for any assets that are taken. Notwithstanding the determination of such fair and just compensation will be
undertaken pursuant to a legal proceeding and therefore there is no assurance that the value received for assets taken will be
in excess of book value. In 2014, the Company entered into an agreement to acquire the regulated water distribution utility
Park Water Company. The Park Water Company owns and operates three regulated water utilities engaged in the production,
treatment, storage, distribution, and sale of water in Southern California and Western Montana. Mountain Water Company is
the water utility in Western Montana serving the municipality of Missoula owned by Park Water Company. Mountain Water
Company is currently the subject of a condemnation proceeding by the city of Missoula. It is not known when the condemnation
proceeding will conclude or whether the city of Missoula will be successful in its condemnation efforts. If the city of Missoula
is successful in its condemnation efforts, the quantum of compensation to be paid by the city of Missoula for such taking will
be subsequently determined by a valuation hearing by the courts. In respect of such potential valuation hearing, expert reports
have been prepared by Mountain Water Company which indicate a fair value of Mountain Water Company of between US
$116.0 million and US$141.0 million.
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Asset Retirement Obligations
APUC and its subsidiaries complete periodic reviews of potential asset retirement obligations that may require recognition.
As part of this process, APUC and its subsidiaries consider the contractual requirements outlined in their operating permits,
leases, and other agreements, the probability of the agreements being extended, the ability to quantify such expense, the
timing of incurring the potential expenses, as well as other factors which may be considered in evaluating if such obligations
exist and in estimating the fair value of such obligations.
The Distribution Group's facilities are operated with the assumption that their services will be required in perpetuity and there
are no contractual decommissioning requirements. In order to remain in compliance with the applicable regulatory bodies,
the Distribution Group has regular programs at each facility to ensure its equipment is properly maintained and replaced on
a cyclical basis. These costs can generally be included in the facility's rate base and thus the Distribution Group expects to
be allowed to earn a return on such investment.
In conjunction with recent acquisitions and developed projects, the Company assumed certain asset retirement obligations.
The asset retirement obligations mainly relate to legal requirements for: (i) removal of wind facilities upon termination of land
leases; (ii) cut (disconnect from the distribution system), purge (clean of natural gas and PCB contaminants), and cap gas
mains within the gas distribution and transmission system when mains are retired in place, or dispose of sections of gas main
when removed from the pipeline system; (iii) clean and remove storage tanks containingwaste oil and other waste contaminants;
and (iv) remove asbestos upon major renovation or demolition of structures and facilities.

Environmental Risks
APUC and its subsidiaries face a number of environmental risks that are normal aspects of operating within the renewable
power generation, thermal power generation, and utilities business segments, which have the potential to become environmental
liabilities. Many of these risks are mitigated through the maintenance of an adequate insurance program, which includes
property, equipment breakdown, environmental, and liability policies.
The Generation Group's ongoing operations and historic activities are subject to various environmental laws and regulations
and are regulated by federal agencies such as the United States Environmental Protection Agency, Federal Energy
Regulatory Commission ("FERG"), NERC, Environment Canada, Fisheries and Oceans Canada; and State/Provincial
Agencies, such as the New York State Department of Environmental Conservation ("NYSDEC"), California Air Resource
Board, Connecticut Department of Environmental Protection ("CDEP"), Illinois Department of Environmental Protection
("IDEP'), Pennsylvania Game Commission ("PGC"), Alberta Environment, Manitoba Conservation, Ontario Ministry of the
Environment, Ontario Ministry of Natural Resources, among others. Power generation facilities generate air emissions,
noise, potential for flooding, spill risk, possible disruption of protected wildlife, along with the generation of industrial
wastewater and certain amounts of hazardous wastes.
The Distribution Group faces environmental risks that are normal aspects of operating within its business segment. The
primary environmental risks associated with the operation of an electrical distribution system are related to potential accidental
release of mineral oil to the environment from non-operational events and the management of hazardous and universal waste
in accordance with the various Federal, State and local environmental laws. Like most other industrial companies, the
Distribution Group generates some hazardous wastes as a result of its operations. Under Federal and State Supertund laws,
potential liability for historic contamination of property may be imposed on responsible parties jointly and severally, without
fault, even if the activities were lawful when they occurred.
In order to monitor and mitigate these risks and to remain within the regulatory requirements appropriate for these assets,
the Generation and Distribution Groups investigate promptly all reported accidental releases to take all required remedial
actions and manages hazardous waste and universal waste streams in accordance with the applicable Federal and State
Legislation.
The primary risks associated with the operation of gas distribution systems are related to uncontrolled natural gas
releases, equipment damage by construction equipment/third parties or severe weather events. The gas distribution assets
are regulated by the Pipeline Hazardous Material Safety Administration (PHMSA) under the United States Department of
Transportation and their respective State regulations in which the assets are located. Natural Gas Distribution Systems are
subject to detailed inspections by State Regulatory Agencies to ensure adherence to applicable regulations. State Regulator
Agencies review the Company's policies in reference to operation and maintenance, construction, training, emergency response,
reporting, contractor management and measurements. The Distribution Group monitors all aspects of pipeline safety and
quickly mitigates any identified concerns.
The primary risks associated with the operation of power generation facilities are related to uncontrolled contaminant releases
(or above the permitted limits), not being in continued compliance with permits and licenses obligations such as, continuous
emissions monitoring, periodic reporting/source testing, general performance/operating conditions, operations adjustments
(wind projects) resulting from post construction wildlife mortality monitoring, dam safety, potential accidental release of
mineral oil or other hazardous materials to the environment.
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The Distribution Group's ongoing operations and historic activities are subject to various federal, state and local environmental
laws and regulations and are regulated by agencies such as the United States Environmental Protection Agency, the New
Hampshire Department of Environmental Services ("NHDES"). Similar to other industrial companies, the gas and electric
distribution utilities generate certain hazardous wastes. Under federal and state Superfund laws, potential liability for historic
contamination of property may be imposed on responsible parties jointly and severally, without fault, even if the activities
were lawful when they occurred. In the case of regulated utilities these costs are often allowed in rate case proceedings to
be recovered from rate payers over a specified period.
Prior to their acquisition by the Distribution Group, the EnergyNorth Gas Utility, the Granite State Electric Utility, and the
New England Gas System were named as potentially responsible parties for remediation of several sites at which hazardous
waste is alleged to have been disposed as a result of historic operations of Manufactured Gas Plants ("MGP") and related
facilities. The Distribution Group is currently investigating and remediating, as necessary, those MGP and related sites where
it is the lead project manager in accordance with plans submitted to the NHDES. The Distribution Group believes that
obligations imposed on it because of those sites will not have a material impact on its results of operations or financial position.
The Distribution Group estimates the remaining undiscounted and unescalated cost of these MGP-related environmental
cleanup activities will be $72.6 million which, at discount rates ranging from 2.1%to3.4%, represents $72.3 million on a
discounted basis, as the Distribution Group's estimate of costs for known issues that has been accrued at December 31, 2014.
By rate orders, the Regulator provided for the recovery of site investigation and remediation costs and accordingly, at
December 31, 2014 the Company has reflected a regulatory asset of $102.7 million for the remediation of the MGP and
related sites.
APUC's policy is to record estimates of environmental liabilities when they are known or considered probable and the related
liability is estimable.

Cycles and Seasonality
Generation Group
The Generation Group's hydroelectric operations are impacted by seasonal fluctuations and year to year variability of the
available hydrology. These assets are primarily "run-of-river" and as such fluctuate with natural water flows. During the winter
and summer periods, flows are generally lower while during the spring and fall periods flows are generally higher. The ability
of these assets to generate income may be impacted by changes in water availability or other material hydrologic events within
a watercourse. Year to year the level of hydrology varies impacting the amount of power that can be generated in a year.
The Generation Group's wind generation facilities are impacted by seasonal fluctuations and year to year variability of the
wind resource. During the spring and fall periods, winds are generally stronger than during the summer periods. The ability
of these facilities to generate income may be impacted by naturally occurring changes in wind patterns and wind strength.
The Generation Group's solar generation facilities are impacted by seasonal fluctuations and year to year variability in the solar
radiance. For instance, there are more daylight hours in the summer than there are in the winter resulting in higher production
in the summer months. The ability of these facilities to generate income may be impacted by naturally occurring changes in
solar radiance.
The Company attempts to mitigate the above noted natural resource fluctuation risks by acquiring or developing generating
stations in different geographic locations.
Distribution Group
The Distribution Group's demand for water is affected by weather conditions and temperature. Demand for water during
warmer months is generally greater than cooler months due to requirements for irrigation, swimming pools, cooling systems
and other outside water use. If there is above normal rainfall or rainfall is more frequent than normal the demand for water
may decrease adversely affecting revenues.
The Distribution Group's demand for energy from its electric distribution systems is primarily affected by weather conditions
and conservation initiatives. The Distribution Group provides information and programs to its customers to encourage the
conservation of energy. In turn, demand may be reduced which could have short term adverse impacts to revenues.
The Distribution Group's primary demand for natural gas from its natural gas distribution systems is driven by the seasonal
heating requirements of its residential, commercial, and industrial customers. The colder the weather the greater the demand
for natural gas to heat homes and businesses. As such, the natural gas distribution systems demand profiles typically peaks
in the winter months of January and February and declines in the summer months of July and August. Year to year variability
also occurs depending on how cold the weather is in any particular year.
The Company attempts to mitigate the above noted risks by seeking regulatory mechanisms during rate case proceedings.
Certain jurisdictions have approved constructs to mitigate demand fluctuations. For example, at the Peach State Gas System
in Georgia, a weather normalization adjustment is applied to customer bills during the months of October through May that
adjusts commodity rates to stabilize the revenues of the utility for changes in billing units attributable to weather patterns.
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Not all regulatory jurisdictions in which the Distribution Group operates have approved mechanisms to mitigate demand
fluctuations.

Development and Construction Risk
The Generation Group actively engages in the development and construction of new power generation facilities. The current
pipeline of projects either currently in construction or in development is $1.2 billion and are mainly renewable solar and wind
projects. There is always a risk that material delays and/or cost overruns could be incurred in any of the projects planned or
currently in construction affecting the company's overall performance. Examples of inherent risks pertaining to power
generation facility development can include: technical issues with the interconnection utility, unfavorable permitting results
or delays emanating from State, Provincial or Federal agency interface, construction delays or cost overruns, equipment
performance outside of expectations, and land owner disputes. The Generation Group mitigates these risk through its due
diligence processes, sound project management principals and appropriate contingency plans and reserves.
The strength and consistency of the wind resource will vary from the estimate set out in the initial wind studies that were
relied upon to determine the feasibility of the wind facility. If weather patterns change or the historical data proves not to
accurately reflect the strength and consistency of the actual wind, the assumptions underlying the financial projections as to
the amount of electricity to be generated by the facility may be different and cash could be impacted.
The amount of solar radiance will vary from the estimate set out in the initial solar studies that were relied upon to determine
the feasibility of the solar facility. If weather patterns change or the historical data proves not to accurately reflect the strength
and consistency of the solar radiance, the assumptions underlying the financial projections as to the amount of electricity to
be generated by the facility may be different and cash could be impacted.
For certain of its development projects, the Generation Group relies on financing from third party Tax Equity Investors. These
investors typically provide funding upon commercial operation of the facility. Should certain facilities not meet the conditions
required for tax equity funding, expected returns from the facilities may be impacted.

Obligations to Serve
The Distribution Group may have facilities located within areas of the United States experiencing growth. These utilities may
have an obligation to service new residential, commercial and industrial customers. While expansion to serve new customers
will likely result in increased future cash flows, it may require significant capital commitments in the immediate term.
Accordingly, the Distribution Group may be required to solicit additional capital or obtain additional borrowings to finance
these future construction obligations.

Litigation Risks and Other Contingencies
APUC and certain of its subsidiaries are involved in various litigations, claims and other legal proceedings that arise from time
to time in the ordinary course of business. Any accruals for contingencies related to these items are recorded in the financial
statements at the time it is concluded that a material financial loss is likely and the related liability is estimable. Anticipated
recoveries under existing insurance policies are recorded when reasonably assured of recovery.

Trafalgar Proceedings
Trafalgar commenced an action in 1999 in U.S. District Court against APUC, and various other entities related to them in
connection with, among other things, the sale of the Trafalgar Class B Note by Aetna Life Insurance Company to APUC and
in connection with the foreclosure on the security for the Trafalgar Class B Note which includes interests in the Trafalgar
entities and in the hydroelectric generating facilities in New York (the "Trafalgar Hydro Facilities"). In 2001, Trafalgar and
other entities also filed for Chapter 11 reorganization in bankruptcy court and also filed a multi-count adversary complaint
against certain subsidiary entities of APUC, which complaint was then transferred to the District Court. In 2006, the District
Court decided that Aetna had complied with the provisions concerning the sale of the Trafalgar Class B Note, that APUC was
therefore the holder and owner of the Trafalgar Class B Note, and that all other claims by Trafalgar with respect to the transfer
of the TrafalgarClass B Note were without merit. Further, on November 6, 2008, the claims that were remaining in the District
Court against APUC were dismissed by summary judgment. On October 22, 2009, Trafalgarfiled an appeal from the November
6, 2008 summary judgment to the United States Court of Appeals for the Second Circuit. As discussed further below, as the
proceedings continued, the United States Second Circuit Court of Appeals, among other things, (i) on November 2, 2010
dismissed the claims against APUC in the civil proceedings; and (ii) on January 30, 2013, held that Algonquin has a security
interest in Trafalgar's engineering malpractice claim and its proceeds.
With respect to the civil proceedings, the United States Second Circuit Court of Appeals dismissed all the claims against
APUC in the civil proceedings and remanded one issue to the District Court. On April 3, 2012, the District Court granted
APUC summary judgment on its counter-claims against Trafalgar. The District Court found that Trafalgar was in default of the
indenture and the loan agreements and that APUC was entitled to proceed to enforce its rights against its collateral. Trafalgar
filed a notice of appeal of the Memorandum-Decision and Order. The appeal was argued on March 21, 2013. On March 25,
2013, the United States Second Circuit Court of Appeals affirmed the decision of the District Court giving APUC judgment
on its claims. Trafalgar asked the United States Second Circuit Court of Appeals for reconsideration of its decision or to certify
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a legal question to the Connecticut Supreme Court. On May 21, 2013, the United States Second Circuit Court of Appeals
denied Trafalgar's petition and the matter was sent back to the District Court for further proceedings with respect to the
enforcement of APUC's remedies under the loan documents, including the calculation of the debt and the disposition of
collateral. The District Court entered judgment in favor of APUC with regard to the default and APUC's entitlement to recourse
to the collateral, but without determining the amount due under the note. The District Court then closed the case.
With respect to the bankruptcy proceedings, on January 30, 2013, the United States Second Circuit Court of Appeals held
that Algonquin did have a security interest in Trafalgar's engineering malpractice claim and its proceeds. On February 20,
2013, Trafalgar filed a petition for a rehearing with the United States Second Circuit Court of Appeals, and in the alternative,
sought to have the Second Circuit certify a legal question to the New York State Court of Appeals. The Second Circuit denied
the petition and certification request which petition was denied on June 17, 2013. On September 16, 2013, Trafalgar filed
a Petition for a Writ of Certiorari with the United States Supreme Court. Algonquin filed a brief in opposition to the Petition
on October 18, 2013. On December 2, 2013, the United States Supreme Court denied Trafalgar's petition for a Writ of
Certiorari. Algonquin filed and served a motion seeking an order terminating the automatic stay and directing the distribution
of the funds held in the escrow account to Algonquin. Algonquin's motion for relief from the automatic stay has been denied
without prejudice to re-filing the motion after the court determines the amount of Algonquin's claim and the validity of any
defenses to the claim. Algonquin and Trafalgar have each filed motions with the Court seeking a determination of those issues.
Those motions are under consideration by the Court.
The Court has approved the sale of all seven of the Trafalgar facilities. Of the seven, one has closed while the other six is
anticipated to close upon obtaining regulatory approval. The parties are attempting to resolve this matter through good faith
settlement negotiations.
Cate Ste-Catherine Water Lease Dues

On December 19, 1996, the Attorney General of Quebec (the "Quebec AG") filed suit in Quebec Superior Court against
Algonquin Development (Cote Ste-Catherine) Inc. (Development Hydromega), a predecessor company to an a subsidiary entity
of APUC. The Quebec AG at trial claimed $5.4 million for amounts that Algonquin Development Cote Ste-Catherine Inc. had
been paying to Seaway Management under the water lease relating to the Cote Ste-Catherine hydroelectric generating facility.
Algonquin Development (Cote Ste-Catherine) Inc. brought the Attorney General of Canada into the proceedings. On March
27, 2009, the Superior Court dismissed the claim of the Quebec AG. Quebec AG appealed this decision on April 24, 2009,
and the appeal was heard in January 2011.
On October 21, 2011, the Quebec Court of Appeal ordered Algonquin Development (Cote Ste-Catherine) Inc. to pay
approximately $5.4 million (including interest) to the government of Quebec relating to water lease payments that Algonquin
Development (Cote Ste-Catherine) Inc. has been paying to the Seaway Management under the water lease in prior years. The
water lease with Seaway Management contains an indemnification clause which management believes mitigates this claim
and management intends to vigorously defend its position. The potential unrecoverable loss, if any, for the related prior periods
could be up to $6.0 million. The parties are attempting to resolve this matter through good faith negotiations.
Long Sault global adjustment claim

In December 2012, N-R Power and Energy Corporation, Algonquin Power (Long Sault) Partnership, and N-R Power Partnership
("Long Sault") commenced proceedings (together with the other similarly affected non-utility generators) against the OEFC
relating to the OEFC's interpretation of certain provisions of a PPA between Long Sault and the OEFC, in relation to the use
of the global adjustment ("GA") as a price escalator. As a result of the OEFC's application of the new GA calculation to the
calculation of total market cost of electricity ("TMC") of and, in turn, an index derived from TMC, the rate OEFC has paid to
Long Sault under the PPA beginning with the application of OEFC's new TMC calculation in July 2011 has not escalated as
contemplated in the PPA and term sheet. A Notice of Application was issued at the end of December 2012 with supporting
materials filed at the end of April 2013. The Application was heard in May 2014. On March 12, 2015, the Ontario Superior
Court of Justice ruled that the methodology that the OEFC used from January 1, 2011 onward to calculate payments under
Long Sault's PPA, and those of other producers, did not comply with the terms of those PPAs. The decision further requires
the OEFC to revert to its pre-2011 methodology for calculating payments and to pay producers the difference between the
payments calculated by the OEFC since 2011 and the amount of the payments they would have received using the pre-2011
methodology, plus interest and costs. The OEFC has until April 13, 2015 to appeal this decision.
Dimas and Katsekas Breach of Contract Claim

On September 30, 2013, Dimas and Katsekas previous owners of the Clement Dam Hydroelectric, LLC. ("Clement Dam Hydro
Facility"), filed a demand for arbitration with Algonquin Power Fund (America) Inc. ("APFA") alleging breach of the Purchase
Agreement and Royalty Agreement. The claim is for $1,345,257 for alleged breach of such agreements and $155,821 for
alleged unpaid royalties. The plaintiffs have demanded arbitration pursuant to such agreements. An arbitration hearing date
is scheduled for May, 2015.
The Royalty Agreement obligations were guaranteed by the Clement Dam Hydro Facility pursuant to a guaranty. On December
14, 2014, Dimas and Katsekas filed a complaint against the Clement Dam Hydro Facility which seeks to enforce certain
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obligations under a guaranty. In the event the claimants prevail against APFA in the aforementioned arbitration, and APFA
does not pay any judgment rendered against it, claimants will pursue their claims against the Clement Dam Hydro Facility.
APFA is defending the Clement Dam in this matter pursuant to the sale agreement with the purchaser of the Clement Dam
Hydro Facility. At present, the litigation has been stayed pending the outcome of the arbitration proceeding.

Synergies Energy Services, LLC, Breach of Contract Claim
On September 4, 2013, the plaintiff, previous owners of the Great Falls Hydro Facility, filed a complaint for alleged breach
of the 2000 purchase and sale agreement and failure to pay a transfer payment thereunder in the event of the sale of the
hydro facility. The claim is for $3,000,000 for alleged breach of the 2000 purchase and sale agreement. The case has been
settled.

Conex Energy-Canada, LLC and Conex Energy, Inc. Breach of Contract Claim
On October 31, 2013, the plaint'1ffs filed a complaint for, among other things, alleged breach of a confidential agreement in
relation to the development and construction of the 10-megawatt solar photovoltaic Cornwall Solar Facility. On March 3,
2014, Algonquin brought a motion to dismiss the case. The Court has since dismissed the case.

Bryson School District in Texas Property Taxes Claim
On February 10, 2014, the Generation Group received correspondence from the Bryson School District (the "School District"}
in Texas regarding Senate Wind LLC's property taxes claiming the Senate Wind Facility owes an additional $2.2 million of
property taxes based on an indemnity in the 2010 agreement with the School District. Senate Wind LLC and the District have
settled this matter.
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QUARTERLY FINANCIAL INFOR MATION
The following is a summary of unaudited quarterly f inancial information for the eight quarter ended December 31 , 2014:

1'1 Quarter
Revenue

2"d Quarter
2014

201 4

(all dollar amounts in $ millions except per share information)

$

343.5

$

189.3

4th Quarter
2 014

3'd Quarter
2014

$

151.9

$

259.3

Adjusted EBITDA

97.5

66.4

41.4

84.3

Net earnings I (loss) attributable to shareholders
from continuing operat ions

35.6

15.3

(6.1)

33. 1
31.6

Net earnings I (loss) attributable to shareholders

35.9

14.6

(6.3)

Net earnings I (loss) per share from continuing
operations

0. 16

0.06

(0.04)

0 . 13

Net earnings I (loss) per share

0.17

0.06

(0.04)

0.13

Adjusted net earnings

36.8

16.5

(0.4)

35.2

Adjust net earnings per share

0 .1 7

0.07

(0.01)

0 . 14

Total Assets

3,652.7

3,56 1. 9

3,808.5

4, 113. 7

Long term debt1

1,409.4

1,389.3

1,413.5

1, 280.0

0.09

0.09

0. 10

Dividend declared per common share

1st Quarter
201 3

$

Reve nue

193.3

2nd Quarter
201 3

$

148.8 $

0 .10

3rd Quarter
2013

127.9

4th Quarter
2013

$

205.3

Adjusted EB ITDA

62.8

56.5

40.2

68 .5

Net earnings I (loss) attributable to shareholders
from continui ng operations

20.3

15.8

6.3

19.8

Net earnings/{loss) attributable to shareholders

19.2

(18.1)

6.0

13.2

Net earnings I (loss) per share from continu i ng
operations

0.09

0.08

0.02

0 .09

Net earnings/Closs) per share

0.09

(Q.09)

0.02

0.06

Adjusted net earnings

19.6

15.4

6.9

18.8

Adjust net earnings per share

0.09

0.08

0.03

0.08

3,476.5

3,201.8

3,156.4

3,476.5

1,255.5

1,091.5

1,092.0

1,255.6

0.08

0.09

0 .09

0.09

Total Assets
Long term debt

1

Dividend declared per common share
1

Long term debt includes c urrent and long term portion of debt and convertible debentures

The quarterly resu lts are impacted by various factors including seasonal fluctuat ions and acqu isitions of faci lit ies as noted in
t his MD&A.
Quarterly revenues have f l uctuated between $1 27 .9 mil lion and $343.5 mi ll ion over the prior two year peri od . A number of
factors impact q uarterly resu lts incl uding acquisitions, seasonal fluctuations, hydrology and winter and summer rates built
into the PPAs. In addition, a factor impacting revenues year over year is the f l uctuation in the strength of the Canadian dollar
relat ive to the U.S. dollar which can resu lt in signi ficant changes in reported revenue from U.S. operations.
Quarterly net earnings attributable to shareholders have fluctuated between net earnings attributa ble to shareholders of $35.9
mil lion and a net loss of $18.1 mil l ion over the prior two year period. Earnings have been sign ificantly impacted by non-cash
factors such as deferred tax recovery and expense, impairment of intangibles, property, plant and equipment and mark-tomarket gains and losses on financial instruments.
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ISSUANCE OF FOURTH QUARTER AND YEAR END FINANCIAL RESULTS
Shortly before the originally scheduled release of its 2014 financial results, APUC became aware of certain anonymous,
unproven allegations regarding certain APUC personnel. APUC shared the allegations with its auditors, and delayed releasing
its financial results in order to consider, together with the auditors, whether certain of the allegations which related to Algonquin's
financial reporting and related practices cou ld impact its financial results. This assessment, which was led by a commi ttee
of independent directors with the assistance of independent legal and accounting advisors was completed and on March 16,
20 15 APUC released its financial results, having determined that the allegations did not impact APUC's financial results.
The committee's investigation into the allegations which are not related to APUC' s financial reporting and related practices
is continuing to be dealt with in a confidential manner in accordance with APUC's complaint-handling policies.

DISCLOSUR E CONTROLS
At the end of the fi scal year ended December 31, 2014, APUC carried out an evaluation, under the supervision of and with
the participation of APUC's management, including the Chief Executive Officer ("CEO") and the Chief Financial Officer
("CFO" ), of the effectiveness of the design and operations of APUC's disclosure controls and procedures (as defined in Rule
13a - 15(e) and Rule 15d - 15(e) under the Securities Exchange Act of 1934, as amended (the "Exc hange Act")). Based
on that evaluation, the CEO and the CFO have concluded that as of December 31, 2014, APUC's disclosure controls and
procedures are effective.

INTERNAL CONTROLS OVER FIN ANCIAL REPORTING
APUC's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles.
A company's internal control over financial reporting includes those policies and procedures that (i) pertain to the mai ntenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of APUC;
(ii) provide reasonable assurance that transaction s are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and th at rece ipts and expe nditures of APUC are being made on ly
in accordance with authorizations of management and direct ors of APUC; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of APUC' s assets that could have a material
effect on the financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect all misstatements.
Additionally, projections of any evaluation of effectiveness to future periods are subject to the ri sk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
During the year ended December 31, 201 4, there has been no change in APUC's internal control over financ ial reporting that
has materially affected, or is reasonably likely to materially affect, APUC's internal control over financial reporting. On May
14, 20 13, the Committee of Spon soring Organizations of the Treadway Commission (COSO) publi shed?
an updated Internal Control - Integrated Framework (2013) and related illustrative documents. The company adopted the
new framework in 20 14.
Management conducted an evaluation of the design and operation of APUC's internal control over financial reporting as of
December 3 1, 2 014 based on the criteri a set forth in Internal Control - Integrat ed Framework (2013) issued by th e Committee
of Sponsoring Organizations of the Treadway Commission. This evaluation in cluded revi ew of th e documentation of controls,
evaluation of the design effectiveness of controls, t esting of the operating effectiveness of controls, and a conclusion on this
evaluation. Based on thi s evaluation, management has concluded that APUC's intern al control over financia l reporting was
effective as of December 3 1, 2014.

CRITICAL ACCO UNTING ESTIMATES AND POLI CIES
The preparation of consolidated financial statements requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, related amounts of revenues and expenses, and disclosure of co ntingent assets
and liabilities. Significa nt areas requiring the use of management estimates relat e to the useful lives and recoverability of
depreciable assets, recoverability of deferred t ax assets, rate-regulation, unbilled revenue , pension and post-emp loyment
benefits, fair va lue of derivatives and fair value of assets and liabil iti es acquired in a business com bination. Actual results
may differ from these estimates.
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APUC's significant accounting policies are discussed in Note 1 to the consolidated financial statements. Management bel ieves
the following accounting policies involve the application of critical accounting estimates. Accordingly, these accounting
estimates have been reviewed and discussed with the Audit Committee of the Board of Directors of APUC.

Estimated useful lives and recoverabi lity of Long-Lived Assets, Intangibles and Goodwill
The provisions for depreciation of property and equipment for financial reporting purposes are made on the straight-l in e method
based on the estimated service lives of the assets. Depreciation rates on utility assets are subject to regulatory review and
approval, and depreciation expense is recovered through rates set by ratemaking authorities. The recovery of those costs is
dependent on the ratemaking process. Non-regulated property and equipment are depreciated on a straight-line basis over
useful lives of the related assets. Management believes the lives and methods of determining depreciation are reasonable,
however, changes in economic conditions affecting the industries could result in a reduction of the estimated useful lives of
those non-regulated assets or in an impairment write-down of the carrying value of these properties.
The carrying value of long-lived assets, including identifiable intangibles and goodwill, is reviewed whenever events or changes
in circumstances indicate that such carrying values may not be recoverable. Some of the factors APUC considers as indicators
of impairment include whether a facility is operating, its plan for return to service , external influences such as natural disasters,
energy pricing and profitability and changes in regulation. Changes in circumstances, market conditions and estimates of
future cash flows could negatively affect the recovery of APUC's assets and result in an impairment charge.

Valuation of Deferred Tax Assets
Income taxes are accounted for using the asset and liability method. Under this method, deferred income taxes are recognized,
at currently enacted income tax rates, to reflect the tax effect of temporary differences between the financial and tax basis of
assets and liabilities, as well as operating loss and tax credit carryforwards. The amount of deferred tax assets recognized is
limited to the amount of the benefit that is more li kely than not to be realized.
In assessing the realization of deferred tax assets, management considers whether it is more likely than not that some portion
or all of the deferred tax assets will not be realized and provides any necessary valuation allowances as required. Although
management believes the assumptions, judgments and estimates are reasonable, changes in tax laws and changes in operations
could sign ificantly impact the amounts provided for income taxes in our financial statements.

Accounting for Rate Regulation
Accounting guidance for regulated operations provides that rate-regulated entities account for and report assets and liabilities
cons istent with the recovery of those incurred costs in rates if the rates established are designed to recover the costs of
providing the regulated service and if the competitive environment makes it probable that such rates can be charged and
collected. This accounting guidance is applied to the Distribution Group's operations. Certain expenses and revenues subject
to utility regulation or rate determination normally reflected in income are deferred on the balance sheet as regulatory assets
or liabi lities and are recognized in income as the related amounts are included in service rates and recovered from or refunded
to customers. Regu latory assets and liabilities are recorded when it is probable that these items wi ll be recovered or reflected
in future rates. Determining probability requires significant judgment on the part of management and includes, but is not
limited to, consideration of testimony presented in regulatory hearings, proposed regulatory decisions, final regulatory orders
and industry practice. If events were to occur that wou ld make the recovery of these assets and liabilities no longer probable,
these regulatory assets and liabilities would be required to be written off or written down .

Unbilled Energy Revenues
Revenues related to natural gas, electricity and water delivery are generally recognized upon delivery to customers. The
determ ination of customer billings is based on a systematic reading of meters throughout the month. At the end of each
month, amounts of natural gas, energy or water provided to customers si nce the date of the last meter reading are estimated,
and the corresponding unbilled revenue is recorded. Factors that can impact the estimate of unbilled energy include, but are
not limited to, seasonal weather patterns compared to normal, total volumes supplied to the system, l ine losses, economic
impacts, and composition of customer classes. Estimates are reversed in the following month and actual revenue is recorded
based on subsequent meter readings.

Derivatives
APUC uses derivative instruments to manage exposure to changes in commod ity prices, foreign exchange rates, and interest
rates. Management' s judgment is required to determine if a transaction meets the definition of a derivative and, if it does,
whether the normal purchases and sales exception appl ies or whether individual transactions qualify for hedge accounting
treatment. Management's judgment is also required to determine the fair va lue of derivative transactions. APUC determines
the fair va lue of derivative instruments based on forward market prices in active markets adjusted for nonperformance risk.

0
' "J I ~
Management's Discussion & Analysis

72 1

A significant change in estimate could affect APUC's results of operations if the hedging relationship was considered no longer
effective.

Pension and Post-employment Benefits
In conjunction with recent utilities acquisitions, the Company assumed defined benefit pension and post-employme nt benefit
plan s for qualifying employees in the related acquired bu sinesses. The obligations and related costs are calcu lated using
actuarial concepts, which include critical assumptions related to the discou nt rate, expected rate of return on plan assets and
medica l cost trend rates. These assumptions are important elements of expense and/or liability measurement and are updated
on an annual basis, or upon the occurrence of significant events. The Company used the new mortality tables CRP-2014) and
the mortality improvement scale (MP-20 14) that were recently released by the Society of Actuaries in the c urrent year
assumptions. This change resulted in an increase to the pension and post-employment obligation s of approximately U.S.
$16.5 million.

Business Combinations
The Company has completed a number of business acquisitions in the past few years. Management's judgment is required
to estimate the purchase price, to identify and to fair value all assets and liabilities acquired. The determination of the fair
value of assets and liabilities acquired is based upon management's estimates and certain assumptions generally included in
a present value calculation of the related cash flows. A significa nt change in estimate could affect APUC's results of operations.
Additional disclosure of APUC's critical accounting estimates is also available on SEDAR at www.sedar.com and on the APUC
website at www.AlgonguinPowerandUtilities.com.
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MANAGEMENT'S REPORT
Financial Reporting
The preparation and presentation of the accompanying Consolidated Financial Statements, MD&A and all financial information
in the Financial Statements are the responsibility of management and have been approved by the Board of Directors. The
Financial Statements have been prepared in accordance with U.S. generally accepted accounting principles. Financial
statements, by nature include amounts based upon estimates and judgments. When alternative accounting methods exist,
management has chosen those it deems most appropriate in the circumstances. Management has prepared the financial
information presented elsewhere in this document and has ensured that it is consistent with that in the consolidated financial
statements.
The Board of Directors and its committees are responsible for all aspects related to governance of the Company. The Audit
Committee of the Board of Directors, composed of directors who are unrelated and independent, has a specific responsibility
to oversee management's efforts to fulfill its responsibilities for financial reporting and internal controls related thereto. The
Committee meets with management and independent auditors to review the consolidated financial statements and the internal
controls as they relate to financial reporting. The Audit Committee reports its findings to the Board of Directors for its
consideration in approving the consolidated financial statements for issuance to the shareholders.

Internal Control over Financial Reporting
Management is also responsible for establishing and maintaining adequate internal control over financial reporting. The
Company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles.
Management assessed the effectiveness of the Company's internal control over financial reporting as of December 31, 2014,
based on the framework established in Internal Control- Integrated Framework (2013) issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Based on this assessment, management concluded that the Company
maintained effective internal control over financial reporting as of December 31. 2014.

March 16, 2015

Ian Robertson
Chief Executive Officer

David Bronicheski
Chief Financial Officer
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INDEPENDENT AUDITORS' REPORT OF REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders of Algonquin Power & Utilities Corp.
We have audited the accompanying consolidated financial statements of Algonquin Power & Utilities Corp., which
comprise the consolidated balance sheets as at December 31, 2014 and 2013 and the consolidated statements of
operations, comprehensive income, equity, and cash f lows for the years then ended, and a summary of significant
accounting pol icies and other explanatory information.

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

Auditors' responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards and the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated fin ancial
statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of the
risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making
those ri sk assessments, the auditors consider internal control relevant to the entity's preparation and fair presentation
of the consolidated financial statements in order to design aud it procedures that are appropriate in the circumstances.
An audit also includes examining, on a t est basis, evidence supporting the amounts and disclosures in the consolidated
financial statements, evaluating the appropriateness of accounting policies used and th e reasonableness of accounting
estimates made by management, as well as evaluating the overa ll presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the consolidated financ ial statements present fairly, in all material respects, th e consolidated financia l
position of Algonquin Power & Utilities Corp. as at December 31, 2014 and 2013, and the consolidated results of
its operations and its cas h flows for th e yea rs then ended, in conformity with United Stat es generally accepted
accounting principles.

Other matter
We also have audi ted, in accordance with the standards of the Public Company Accounting Oversight Board (Un ited
States), Algonquin Power & Utilities Corp. ' s internal control over financial reporting as of December 3 1, 2014, based
on criteria established in Internal Control- Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (20 13 framework) and our report dated March 16, 20 15 expressed an unqualified
opinion on Algonquin Power & Utilities Corp.'s internal control over financial reporting.

Chartered Professional Accountants,
Licensed Public Accounta nts
Toronto, Canada
March 16, 20 15
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROLS UNDER STANDARDS OF THE PUBLIC COMPANY ACCOUNTING
OVERSIGHT BOARD (UNITED STATES)

To the Shareholders of Algonquin Power & Utilities Corp.
We have audited Algonquin Power & Utilities Corp.'s internal control over financial reporting as of December 31,
2014, based on criteria establ ished in Internal Control- Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (2013 framework) (the COSO criteria). Algonq uin Power & Util ities Corp.'s
management is responsible for maintaining effective internal control over financial reporting, and for its assessment
of the effectiveness of internal control over financial reporting included in the accompanying Management's Report
on Internal Control over Financial Reporting. Our responsibility is to express an opinion on Algonquin Power & Utilities
Corp.'s internal control over financial reporting based on our audit.
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obta in reasonable assurance about whether
effective interna l control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion.
A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with United States generally accepted accounting principles. A compa ny's internal control over financial reporting
includes those policies and procedures that (1) pertai n to the maintenance of records that, in reasonable detail ,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with genera lly accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's
assets that cou ld have a material effect on the financial statements.
Because of its inherent limitations, internal control over financia l reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.
In our opinion, Algonquin Power & Utilities Corp. maintained, in all material respects, effective interna l control over
financial reporting as of December 31 , 2014, based on the COSO criteria.
We also have audited, in accordance with Canadian generally accepted auditing standards and the standards of the
Public Company Accounti ng Oversight Board (United States), the consolidated balance sheets of Algonquin Power
& Utilities Corp. as of December 31, 2014 and 2013, and the related consolidated statements of operations,
comprehensive i ncome, equity, and cash flows for the years then ended of Algonquin Power & Utilities Corp . and our
report dated March 16, 2015 expressed an unqualified opinion thereon .

Chartered Professional Accountants,
Licensed Public Accountants
Toronto, Canada
March 16, 2015
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Algonquin Power & Utilities Corp.
Consolidated Balance Sheets
(thousands of Canadian dollars)

December 31,
2014

December 31,
2013

$

$

ASSETS
Current assets,
Cash and cash equivalents
Accounts receivable, net (note 4)
Natural gas in storage (note l(g))
Supplies and consumables inventory
Regulatory assets (note 7)
Prepaid expenses
Notes receivable (note 8)
Deferred income taxes (note 20)
Income taxes receivable (note 20)
Derivative instruments (note 25)
Assets held for sale (note 17)

9,273
188,573
31,550
11,825
61,645
10,431
2,966
7,210
568
10,688
334,729

Property, plant and equipment, net (note 5)
Intangible assets, net (note 6)
Goodwill (note 6)
Regulatory assets (note 7)
Derivative instruments (note 25)
Long-term investments (note 8)
Deferred income taxes (note 20)
Other assets (note 12)

3,278,422
54,011
92,328

13,839
160,636
25,609
7,924
26,125
11,341
598
19,652
379
9,176
23,927
299,206
2,708,704
54,416

187,699
31,782

84,647
164,223
27,123

43,279
57,065
35,100

32,746
86,632
18,784

$ 4,114,415 $ 3,476,481
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Algonquin Power & Utilities Corp.
Consolidated Balance Sheets
(thousands of Canadian dollars)

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Dividends payable (note 16)
Regulatory liabilities (note 7)
Long-term liabilities (note 9)
Pension and other post-employment benefits (note 10)
Other long-term liabilities (note 13)
Advances in aid of construction (note l(o))
Derivative instruments (note 25)
Environmental obligations (note 23(a)(ii))
Preferred shares, Series C (note 11)
Liabilities held for sale (note 17)
Income taxes liability (note 20)
Deferred credits (note 13)
Deferred income taxes (note 20l
Long-term liabilities (note 9)
Advances in aid of construction (note l(o))
Regulatory liabilities (note 7)
Deferred income taxes (note 20)
Derivative instruments (note 25)
Deferred credits (note 13)
Pension and other post-employment benefits (note 10)
Environmental obligation (note 23(a)(ii))
Other long-term liabilities (note 13)
Preferred shares. Series C (note 11)
Redeemable non-controlling interest (note 3(c))
Equity:
Preferred shares (note 14(b))
Common shares (note 14(a))
Subscription receipts (note 14(a)(iii))
Additional paid-in capital
Deficit
Accumulated other comprehensive income (loss) (note 15)
Total Equity attributable to shareholders of Algonquin Power & Utilities Corp.
Non-controlling interests
Total Equity
Commitments and contingencies (note 23)
Subsequent events (notes 3(a). 14(c)(iv) and 20)

December 31,
2014

December 31,
2013

$

$

68,540
199,374
25,395
20,590
9,130
333
9,873
1,149
5,183
19,643
1,085
3,633
18,638
3.702
386,268
1,270,893
79,955
102,196
130,758
40,088
13,624
138,602
52,662
33,227
17.608
1,879,613

14,489
146,338
17,535
21,632
8,339
305
7,451
1,239
2,492
10,111
1,038
1,471
5,159
7,778
2.308
247,685
1,247,249
77,697
101,657
137,153
13,729
17,115
70,532
59,444
20,492
17.767
1,762,835

12,146
213,805
1,633,262
110,503
33,068
(505,305)
34.213
1,519,546
316.842
1,836,388

116,546
1,351,264
7,313
(488,406)
(31.410)
955,307
510.654
1,465,961

$ 4,114,415 $ 3,476,481
See accompanying notes to consolidated financial statements
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Algonquin Power & Utilities Corp.
Consolidated Statements of Operations
Year ended December 31

(thousands of Canadian dollars, except per share amounts)

2014

2013

Revenue
Regulated electricity distribution
Regulated gas distribution

$

206,667

$

446,025
66,419
202,300

Regulated water reclamation and distribution
Non-regulated energy sales
Other revenue

166,156
260,424
57,350
180,191

22,149
943,560

11,170
675,291

Operating

235,984

Regulated electricity purchased
Regulated gas purchased
Non-regulated energy purchased

120,506
261,116
39,264

180,346
97,376

Administrative expenses
Depreciation of property, plant and equipment
Amortization of intangible assets

34,692
108,974
4,626

Expenses

other amortization
Gain on foreign exchange

(5,200)
43,331
60,649

3,674

Earnings from continuing operations
Loss from discontinued o~erations, net of tax {note 17)

Net earnings
Net loss attributable to non-controlling interests (note 19)

1
$

2,526
6,629

13,133
16,807
55,642
(2, 127)

9,155
51,494
(42,011)

53,515
(22, 186)

9,483
(10,813)

1

75,701
0.32 $
(0.01)
0.31
0.32
(0.01)

Diluted net earnings per share from continuing operations (note 21)
Diluted net loss per share from discontinued operations (note 21)
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(7' 785)
750
2,140

2,552

Current
Deferred

80

103,980
53,426

8,463
1,375
66 614
72,449

Earnings from continuing operations before income taxes
Income tax expense {note 20)

See accompanying notes to consolidated financial statements

571,311

62,418
(7,758)
(436)

Acquisition-related costs
Write-down of long-lived assets
Loss (gain) on derivative financial instruments (note 25(b)(iv))

Diluted net earninss ~er share (note 21)

(567)

804,497
139,063

Interest expense
Interest, dividend income and other income
Loss (gain) on sale of assets

Basic net earnings per share from continuing operations (note 21)
Basic net loss per share from discontinued operations (note 21)
Basic net earnings per share (note 21)

91,978
4,200
(159)

447
(1,112)

Operating income from continuing operations

Net earnings attributable to shareholders of Algonguin Power & Utilities Core.

148,784
25,835
23,518

1

0.31

20,296
0.28
(0.21)
0.07
0.28
(0.20)

1

0.07

Algonquin Power & Utilities Corp.
Consolidated Statements of Comprehensive Income
Year ended December 31

(thousands of Canadian dollars)

2014
Net earnings

$

2013

53,515

$

9,483

Other comprehensive income:
Foreign currency translation adjustment, net of tax recovery of $1,049 and tax
expense of $149, respectively (notes l(v), 25(b)(iii) and 25(c))
Change in fair value of cash flow hedge, net of tax expense of $7,638 and $5,103,
respectively (note 25(b)(ii))
Change in unrealized appreciation in value of available-for-sale investments

81,597

6,434

17,308

1

Change in pension and other post-employment benefits, net of tax recovery of
$22,446 and tax expense of $10,896, respectively (note 10)
Other comprehensive income, net of tax
Comprehensive income
Comprehensive income attributable to the non-controlling interests
Comprehensive income attributable to shareholders of Algonquin Power & Utilities Corp.

100,548

(35,669)

16,727

71,314

115,632

124,829

125,115

7,077
$

117,752

31,362
$

93, 753

See accompanying notes to consolidated financial statements
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Algonquin Power & Utilities Corp.
Consolidated Statement of Equity

(thousands of Canadian dollars)
For the year ended December 31, 2014

Algonquin Power & Utilities Corp. Shareholders

Balance,
December 31, 2013

Common
shares

Preferred
shares

$1,351,264

$116,546

Subscription
receipts

Additional
paid-in
capital

Accumulated
deficit

$

$ 7,313

$ (488,406) $

Net earnings (loss)

Accumulated
OCI

Noncontrolling
interests

(31,410) $510,654

75,701

(22,186)

Total
$1,465,961
53,515

Redeemable noncontrolling interests
not included in equity
(289)
Other comprehensive
income

42,051

Dividends declared
and distributions to
non-controlling
interests
Dividends and
issuance of shares
under dividend
reinvestment plan

(75,205)

29,263

(4, 738)

(289)
71,314

(79,943)

(17,395)

17,395

Contributions received
from non-controlling
interests

9,934

Issuance of
subscription receipts
(note 14(a)(iii))

110,503

9,934

110,503

Shares issued
pursuant to public
offering, net of costs
(note 14(a)(i))

263,869

263,869

Issuance of common
shares under
employee share
purchase plan

734

734

Share-based
compensation

3,203

Preferred shares
Series D, net of costs
(note 14(b))

97,259

97,259

Acquisition of noncontrolling interest
(note 3(g))
Balance,
December 31, 2014

~32

3,203

22,552
$1,633,262

$213,805

Consolidated Financial Statements

$ 110,503

$ 33,068

$ (505,305) $

23,572

(205,796)

34,213

$316,842

(159,672)
$1,836,388

Algonquin Power & Utilities Corp.
Consolidated Statement of Equity

(thousands of Canadian dollars)
For the year ended December 31, 2013

Algonquin Power & Utilities Corp. Shareholders

Balance,
December 31, 2012

Common
shares

Preferred
shares

$1,245,326

$116,546

Subscription
receipts

Additional
paid-in
capital

Accumulated
deficit

61, 160

$ 5,224

$ (406, 143) $ (104,867) $484,883

$

Net earnings (loss)

Accumulated
OCI

other comprehensive
income

73,457

(59,773)

Dividends and
issuance of shares
under dividend
reinvestment plan

13,970

Exercise and
conversion of
subscription receipts

90,464

Total
$1,402,129

(10,813)

20,296

Dividends declared
and distributions to
non-controlling
interests

Noncontrolling
interests

9,483

42, 175

115,632

(5,591)

(65,364)

(13,970)

(90,464)

Issuance of
subscription receipts
(note 14(a)(iii))

29,304

Conversion and
redemption of
convertible
debentures

960

Issuance of common
shares under
employee share
purchase plan

544

29,304

960

(17)

Share-based
compensation expense

527

2,089

2,089

Preferred shares,
Series C (note 11)

(18,497)

(18,497)

Acquisition of noncontrolling interest
(note 18)

(10,302)

(10,302)

Balance,
December 31, 2013

$1,351,264

$116,546

$

$ 7,313

$ (488,406) $

(31,410) $510,654

$1,465,961

See accompanying notes to consolidated financial statements
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Algonquin Power & Utilities Corp.
Consolidated Statements of Cash Flows
( thousands of Canadian dollars)

Year ended December 3 1
2013

2014
Cash provided by (used in):
Operating Activities
Net earnings from cont inuing operations

$

55,642

$

5 1,494

Adjustments and items not affecting cash:

108,974

Depreciation of property, plant and equipment
Amortization of intangible assets

91,978
4,200

4,626
1,799
13, 133
3,046
3,203
(1 ,910)
(2,050)

Other amortizat ion
Deferred taxes
Unrealized loss (gain) on derivative financial instruments
Share-based compensation
Cost of equ ity funds used for construction purposes
Pension and post-employment expense
Write-down of long-lived assets

2,891
6,629
(6,758)
2,000
(1,786)
(302)

8,463

Loss on sale of long-lived assets
Changes in non-cash operating items (note 24)

(1, 790 )

Changes in non-cash operating items from discontinued operations (note 24)

1,26 2
(1 ,682)

Cash used in discont inued 012erations (note 17)

750
(47,819)

192,716

36
(4,388)
98,925

(57,848)
(9,503)

(52,335)
(5,400)

11 ,845
8,976
(4,738)

1,672
(7,263)

Financing Activities
Cash dividends on common shares
Cash dividends on preferred shares
Cash contributions from non-controlling interests
Production based cash contributions from non-controlling interest
Cash distributions to non-controlling interest s

261 ,452
110,503
96,27 1
(3,043)

Issuance of common shares, net of costs
Proceeds from subscription receipts
Issuance of preferred shares, net of costs
Deferred f inancing costs
Increase in deferred insurance proceeds & revenue

29,983

(2,240)

13,132
(1 27,12 1)
236,528
(286,552)
(48)

Acquisition of non-controlling interest
Increase in long-term liabi lities
Decrease in long-t erm liabilities
Increase (decrease) in advances in aid of construct ion
Increase (decrease) in ot her long-term liabilities

950,346
(685 ,472)
2,299
(1 ,574)
230,016

5,486
255,340

Investing Activities
(Increase) decrease in restricted cash
Increase in other assets
Distributions received in excess of equity income
Proceeds from sale of discontinued operations
Receipt of princ ipal on not es receivable
Additions to property, plant and equ ipm ent
Acquisitions of long-term investments
Acquisitions of operating entities

Effect of exchange rate differences on cash
Decrease in cash and cash equivalents
Cash and cash eguivalents, beginning of :tear

~

Sueelemental disclosure of cash flow information:
Cash paid during t he year for interest expense
Cash paid during t he year for income taxes
Non-cash t ransact ions: Prol:lert~, IO!lant and eguil:lment acguisitions in accruals
See accompanying notes to consolidated f inancial st atement s
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1,430
(3,004)

264
20,826
280
(432,373)
(25,432)
(8,757)

727
24,968
109
(158,377)
(239,014)

5 709
(453,268)
646
(4,566)

Proceeds from sale of investment

Cash and cash eguivalents, end of ~ear

(1 1,034)
(2, 751)

13,839
9,273

3 408
(369,753)
1,529
(39,283)

~

2014

53, 122
13,839

2013

$
$

60,682
2,571

$
$

i

25,568

i

44, 185
1,107
101829

Algonquin Power & Utilities Corp.
Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
Algonquin Power & Utilities Corp. ("APUC" or the "Company") is an incorporated entity under the Canada Business Corporations
Act. APUC is a diversified generation, transmission and distribution utility company. The distribution business group operates
in the United States under the name of Liberty Utilities Co. ("Distribution Group") and provides rate regulated water, electricity
and natural gas utility services. The non-regulated generation business group operates under the name Algonquin Power Co.
("Generation Group") and owns or has interests in a portfolio of North American based contracted wind, solar, hydroelectric
and natural gas powered generating facilities. The transmission business group operates under the name Liberty Utilities
(Pipeline & Transmission) ("Transmission Group") and invests in rate regulated electric transmission and natural gas pipeline
systems in the United States and Canada.

1.

Significant accounting policies
(a)

Basis of preparation
The accompanying consolidated financial statements and accompanying notes have been prepared in
accordance with generally accepted accounting principles in the United States ("U.S. GAAP") and follow
disclosures required under Regulation S-X provided by the Securities and Exchange Commission ("SEC").

(b)

Basis of consolidation
The accompanying consolidated financial statements of APUC include the accounts of APUC and its wholly
owned subsidiaries and variable interest entities ("VIEs") where the Company is the primary beneficiary
(note l(m)). lntercompany transactions and balances have been eliminated.

(c)

Accounting for rate regulated operations
The regulated utility operating companies owned by the Company are subject to rate regulation generally
overseen by the public utility commissions of the states in which they operate (the "Regulator"). The Regulator
provides the final determination of the rates charged to customers. APUC's regulated utility operating
companies are accounted for under the principles of U.S. Financial Accounting Standards Board ("FASB")
ASC Topic 980, Regulated Operations ("ASC 980"). Under ASC 980, regulatory assets and liabilities are
recorded to the extent that they represent probable future revenues or expenses associated with certain
charges or credits that will be recovered from or refunded to customers through the rate making process.
Included in note 7 "Regulatory matters" are details of regulatory assets and liabilities, and their current
regulatory treatment.
In the event the Company determines that its net regulatory assets are not probable of recovery, it would no
longer apply the principles of the current accounting guidance for rate regulated enterprises and would be
required to record an after-tax, non-cash charge (credit) against earnings for any remaining regulatory assets
(liabilities). The impact could be material to the Company's reported financial condition and results of
operations.
The electric and gas utilities' and the water utilities' accounts are maintained in accordance with the Uniform
System of Accounts prescribed by the Federal Energy Regulatory Commission ("FERC") and National
Association of Regulatory Utility Commissioners, respectively.

(d)

Cash and cash equivalents
Cash and cash equivalents include all highly liquid instruments with an original maturity of three months
or less.

(e)

Restricted cash
Restricted cash represents reserves and amounts set aside pursuant to requirements of various debt
agreements and requirements of ISO New England, Inc. Cash reserves segregated from APUC's cash balances
are maintained in accounts administered by a separate agent and disclosed separately as restricted cash as
part of other assets (note 12) in these consolidated financial statements. APUC cannot access restricted
cash without the prior authorization of parties not related to APUC.
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Algonquin Power & Utilities Corp.
Notes to t he Consolidated Financial Statements
December 3 1, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting poli cies (continued)
(f)

Accounts receivable
Trade accounts rece ivable are recorded at the invoiced amount and do not bear interest. Th e Company
maintains an allowance for doubtful accounts for estimated losses inherent in its accounts receivabl e portfolio.
In establishing the required allowance, management considers historica l losses adjusted to take into account
current market conditions and customers' financia l condition, the amount of receivables in dispute, and the
receivab les aging and current payment patterns. Account balances are charged against th e allowance after
all mea ns of collection have been exhausted and the potentia l for recovery is considered remote. The Company
does not have any off-balance sheet credit exposure related to its c ustomers.

(g)

Natural gas in storage
Natural gas in storage is reflected at weighted average cost or fi rst-in-first-out as required by regulators and
represents natural gas and liquefied natural gas that will be utilized in the ordinary course of bu siness of
the gas utilities. Existing rate orders allow the Company to pass through the cost of gas purcha sed direct ly
to the rate payers along with any applicable authorized del ivery surcharge adjustments. Accordingly, the
recoverable val ue of gas in storage does not fall below the cost to the Company (note 7(d)).

(h)

Supplies and consumables inventory
Supplies and consumables inventory (other t han capital spares and rotatable spares, which are inc luded in
property, plant and equipment) are charged to inventory when purchased and then capita lized to plant or
expensed, as appropriate, when installed, used or become obsolete. These items are stated at the lower of
cost and replacement cost.

(i)

Property, plant and equipment
Property, plant and equipment, consisting of renewable and thermal ge neration assets, electrical, gas, water
and wastewater distribution assets, equipment and land, are recorded at cost. The costs of acquiring or
constructing property, p lant and equipment include the following: materi als, labour, contractor and
professional servi ces, construction overhead directly attributable to the capital project (where applicable),
interest for non-regulated property and allowance for equity funds used during construction {"AFUDC") for
regulated property. Plant and equipment under capital leases are initially recorded at cost determined as
the present value of minimum lease payments.
AFUDC represents the cost of borrowed funds and a return on other funds. Under ASC 980, an allowance
for funds used during constructi on projects that are included in rate base is capita lized. This allowance is
designed to enable a utility to capita lize financing costs during periods of construction of property subject
to rate regulation. For operations that do not apply regu latory accounting, interest related only to debt is
capita lized as a cost of construction in accordan ce with ASC 835 Interest. The interest cap ital ized that
relates to debt reduces interest expense on the consolidated statements of operations. The AFUDC capitalized
that relat es to equity funds is recorded as interest, dividend and other income on the consolidated statements
of operations.

20 14
Interest cap italized on non-regulated property

$

3,584

2013

$

669

AFUDC capi ta lized on regulated property:
Allowance for borrowed funds

1,577

1,055

Allowance for eguitz: funds

1!910

1,786

Tota l

i

1.011

~

315 10

Improvements that increase or prolong the serv ice life or capacity of an asset are cap italized. Maintenance
and repair costs are expensed as incurred. Cost incurred for major expenditures or overhau ls that occur at
regular interva ls over th e life of an asset are ca pital ized and depreciated over the related interval.
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Algonquin Power & Utilities Corp.
Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting policies (continued)
(i)

Property, plant and equipment (continued)
Investment tax credits and government grants are recorded as a reduction to the cost of assets and are
amortized at the rate of the related asset as a reduction to depreciation expense. Contributions in aid of
construction represent amounts contributed by customers, governments and developers to assist with the
funding of some or all of the cost of utility capital assets. It also includes amounts initially recorded as
advances in aid of construction (note l(o)) but where the advance repayment period has expired. These
contributions are recorded as a reduction in the cost of utility assets and are amortized at the rate of the
related asset as a reduction to depreciation expense.
The Company's depreciation is based on the estimated useful lives of the depreciable assets in each category
and is determined using the straight-line method. The ranges of estimated useful lives and the weighted
average useful lives are summarized below:

Range of useful lives

Weighted average
useful lives

2014

2013

2014

2013

3-60
3-40

3 -60
3 -40

36
25

35
24

5-100
5-75
5-75
5-50

5-80
8- 75
5-50
5-50

41
41
39
14

38
41
39

Generation Group
Renewable
Thermal
Distribution Group
Gas
Electrical
Water & wastewater
Equipment

24

In accordance with regulator-approved accounting policies, when depreciable property, plant and equipment
of the Distribution Group are replaced or retired, the original cost plus any removal costs incurred (net of
salvage) are charged to accumulated depreciation with no gain or loss reflected in results of operations.
Gains and losses will be charged to results of operations in the future through adjustments to depreciation
expense. In the absence of regulator-approved accounting policies, gains and losses on the disposition of
property, plant and equipment are charged to earnings as incurred.
(j)

Intangible assets
The fair value of power sales contracts acquired in business combinations is amortized on a straight-line
basis over the remaining term of the contract. The periods range from 6 to 25 years from the date of
acquisition.
Customer relationships acquired in business combinations are amortized on a straight-line basis over their
estimated life of 40 years.

(k)

Goodwill
Goodwill represents the excess of the purchase price of an acquired business over the fair value of the net
assets acquired. Goodwill is not included in the rate-base on which regulated utilities are allowed to earn a
return and is not amortized.
During the fourth quarter of each year, and when indicators of impairment are present, the Company assesses
qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit to
which goodwill is attributed is less than its carrying amount. If it is more likely than not that a reporting
unit's fair value is less than its carrying amount or if a quantitative assessment is elected, the Company
calculates the fair value of the reporting unit. The carrying amount of the reporting unit's goodwill is
considered not recoverable if the carrying amount of the reporting unit as a whole exceeds the reporting
unit's fair value. An impairment charge is recorded for any excess of the carrying value of the goodwill over
the implied fair value. Goodwill is tested for impairment between annual tests if an event occurs or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying amount.
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Algonquin Power & Utilities Corp.
Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting policies (continued)
(I)

Impairment of long-lived assets
APUC reviews property, plant and equipment and intangible assets for impairment whenever events or changes
in circumstances indicate the carrying amount may not be recoverable.
Assets held and used: Recoverability of assets expected to be held and used is measured by comparing the
carrying amount of an asset to undiscounted expected future cash flows. If the carrying amount exceeds
the recoverable amount, the asset is written down to its fair value.
Assets held for sale: Recoverability of assets held for sale is measured by comparing the carrying amount of
an asset to its fair value less the cost to sell. If the carrying amount exceeds the recoverable amount, the
asset is written down to its fair value less estimated costs to sell.

(ml

Variable interest entities
The Company performs analyses to assess whether its operations and investments represent VI Es. To identify
potential VIEs, management reviews contracts under leases, long-term purchase power agreements and
jointly-owned facilities. VI Es of which the Company is deemed the primary beneficiary are consolidated. The
primary beneficiary of a VIE has both the power to direct the activities of the entity that most significantly
impact its economic performance and the right to receive benefits or the obligation to absorb losses of the
entity that could potentially be significant to the entity. In circumstances where APUC is not deemed the
primary beneficiary, the VIE is not consolidated (note 8(a)).
The Long Sault Hydroelectric Facility ("Long Sault") is a hydroelectric generating facility in which APUC
acquired an interest by way of subscribing to two notes from the original developers. The notes receivable
effectively provide APUC the right to 70% after tax cash flows of the facility from 2014 to 2027 and 62.5%
thereafter. The Company also has the right to acquire 58% of the equity in the facility at the end of the
term of the notes in 2038. Effective December 31, 2013, APUC acquired an equity interest in Long Sault
(note 18). APUC has determined that the facility is a VIE. Since the Company is the primary beneficiary,
the Long Sault entity is subject to consolidation by the Company. Total net book value of generating assets
and long-term debt of Long Sault amounts to $42,689 (2013-$44,319) and $36,049 (2013 - $37,143),
respectively. The Long Sault debt only has recourse over the Long Sault generating assets. The financial
performance of Long Sault reflected on the consolidated statements of operations includes non-regulated
energy sales of $10, 778 (2013 - $10, 155), operating expenses and amortization of $3,201 (2013 - $2,391)
and interest expense of $3,781 (2013 - $3,632).
The Saint-Damase Wind Powered Generating Facility ("Saint-Damase") is a 24 megawatt ("MW') wind powered
generating facility located near St. Damase, Quebec which achieved commercial operation on December 2,
2014. The Company owns a 50% interest in the corporation with the remaining 50% interest held by the
Municipality of Saint-Damase. The Company also provided subordinated construction loans to the project.
APUC has determined that the corporation holding the facility is a VIE. Since the Company is the primary
beneficiary, Saint- Damase is subject to consolidation by the Company. Total net book value of generating
assets and third-party long-term debt of Saint-Damase amounts to $69,655 and $23,400, respectively. The
financial performance of Saint-Damase reflected on the consolidated statements of operations for its first
month of operations in 2014 includes non-regulated energy sales of $440, operating expenses and
amortization of $217 and interest expense of $39.

(n)

Long-term investments and notes receivable
Investments in which APUC has significant influence but are not controlled are accounted using the equity
method. Equity method investments are initially measured at cost including transaction costs and interest
when applicable. APUC records its share in the income or loss of its investees in interest, dividend and
other income in the consolidated statements of operations.
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Algonquin Power & Utilities Corp.
Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting policies (continued)
(n)

Long-term investments and notes receivable (continued)
Notes receivable are financial assets with fixed or determined payments that are not quoted in an active
market. Notes receivable are initially recorded at cost, which isgenerallyfacevalue. Subsequent to acquisition,
the notes receivable are recorded at amortized cost using the effective interest method. The Company
acquired these notes receivable as long-term investments and does not intend to sell these instruments prior
to maturity. Interest from long-term investments is recorded as earned.
If a loss in value of a long-term investment is considered other than temporary, an allowance for impairment
on the investment is recorded for the amount of that loss. An allowance for impairment loss on notes
receivable is recorded if it is expected that the Company will not collect all principal and interest contractually
due. The impairment is measured based on the present value of expected future cash flows discounted at
the note's effective interest rate.

(o)

Advances in aid of construction
The Company's regulated utilities have various agreements with real estate development companies (the
"developers") conducting business within the Company's utility service territories, whereby funds are
advanced to the Company by the developers to assist with funding some or all of the costs of the development.
These amounts are recorded as Advances in aid of construction on the consolidated balance sheet.
In many instances, developer advances can be subject to refund but the refund is non-interest bearing.
Refunds of developer advances are made over periods generally ranging from 10 to 20 years. Advances not
refunded within the prescribed period are usually not required to be repaid. After the prescribed period has
lapsed, any remaining unpaid balance is transferred to contributions in aid of construction and recorded as
an offsetting amount to the cost of property, plant and equipment. In 2014, $4,608 (2013 - $627) was
transferred from advances in aid of construction to contributions in aid of construction.

(p)

Deferred water rights and customer deposits
Deferred water rights are related to a hydroelectric generating facility which has a fifty-year water lease with
the first ten years of the water lease requiring no payment, which is a form of lease inducement. An annual
average rate for water rights was estimated for the entire life of the lease and that average rate is being
expensed over the lease term. The result of this policy is that the deferred water rights inducement amount
recorded in the first ten years is being drawn down in the last forty years.
Customer deposits resu It from the Company's obi igation by state regulators to collect a deposit from customers
of its facilities under certain circumstances when services are connected. The deposits are refundable as
allowed under the facilities' regulatory agreement. The deposits bear monthly interest and are applied to
the customer account after 12 months if the customer is found to be creditworthy.

(q)

Pension and other post-employment plans
The Company has established defined contribution pension plans, defined benefit pension plans, and other
post-employment benefit ("OPEB") plans for its various employee groups in Canada and the United States.
The Company recognizes the funded status of its defined benefit pension plans and OPEB plans on the
consolidated balance sheets. The Company's expense and liabilities are determined by actuarial valuations,
using assumptions that are evaluated annually as of December 31, including discount rates, mortality,
assumed rates of return, compensation increases, turnover rates and healthcare cost trend rates. The impact
of modifications to those assumptions and modifications to prior services are recorded as actuarial gains and
losses in accumulated other comprehensive income ("AOCI') and amortized to net periodic cost over future
periods using the corridor method. The costs of the Company's pension for employees are expensed over
the periods during which employees render service and are recognized as part of administrative expenses in
the consolidated statements of operations.

.'
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Algonquin Power & Utilities Corp.
Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting policies (continued)
(r)

Asset retirement obligations
The Company recognizes a liability for asset retirement obligations based on the fair value of the liability
when incurred, which is generally upon acquisition, construction, development or through the normal
operation of the asset. Concurrently, the Company also capitalizes an asset retirement cost, equal to the
estimated fair value of the asset retirement obligation, by increasing the carrying value of the related longlived asset. The asset retirement costs are depreciated over the asset's estimated useful life and are included
in depreciation expense on the consolidated statements of operations, or regulatory assets when the amount
is recoverable through rates. Increases in the asset retirement obligation resulting from the passage of time
are recorded as accretion of asset retirement obligation in the consolidated statements of operations, or
regulatory assets when the amount is recoverable through rates. Actual expenditures incurred are charged
against the accumulated obligation.

(s)

Share-based compensation
The Company has several share-based compensation plans: a share option plan; an employee common share
purchase plan ("ESPP"); a deferred share unit ("DSU") plan; and a performance share unit ("PSU") plan.
The Company recognizes all employee share-based compensation as a cost in the consolidated financial
statements. Equity classified awards are measured at the grant date fair value of the award. The Company
estimates grant date fair value of options using the Black-Scholes option pricing model.

(t)

Non-controlling interests
Non-controlling interest represents the portion of equity ownership in subsidiaries that is not attributable to
the equity holders of the parent company. Non-controlling interests are initially recorded at fair value and
subsequently the amount is adjusted for the proportionate share of earnings and other comprehensive income
("OCI') attributable to the non-controlling interests and any dividends or distributions paid to the noncontrolling interests.
Certain of the Company's U.S. based wind and solar businesses are organized as limited liability corporations
and partnerships and have non-controlling Class A membership equity investors ("Class A partnership units")
which are entitled to allocations of earnings, tax attributes and cash flows in accordance with contractual
agreements. The share of earnings attributable to the non-controlling interest holders in these subsidiaries
is calculated using the Hypothetical Liquidation at Book Value ("HLBV") method of accounting. The HLBV
method uses a balance sheet approach, which measures the allocation of income or loss of the Class A
partnership units in each period by calculating the change in the amount of distribution the partners would
contractually be entitled to based on a hypothetical liquidation of the book value carrying amounts of the
entity at the beginning of a reporting period compared to the end of that period (note 19).
If a transaction results in the acquisition of all, or part, of a non-controlling interest in a subsidiary, the
acquisition of the non-controlling interest is accounted for as an equity transaction. No gain or loss is
recognized in net earnings or comprehensive income as a result of changes in the non-controlling interest,
unless a change results in the loss of control by the Company.
Equity instruments subject to redemption upon the occurrence of uncertain events not solely within APUC's
control are classified as temporary equity on the consolidated balance sheets. The Company records temporary
equity at issuance based on cash received less any transaction costs. At each balance sheet date, the
Company reevaluates the classification of its redeemable instruments, as well as the probability of redemption.
If the redemption amount is probable or currently redeemable, the Company records the instruments at their
redemption value. Increases or decreases in the carrying amount of a redeemable instrument are recorded
within accumulated deficit. When the redemption feature lapses or other events cause the classification of
an equity instrument as temporary equity to be no longer required, the existing carrying amount of the equity
instrument is reclassified to permanent equity at the date of the event that caused the reclassification.
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1.

Significant accounting policies (continued}
(u}

Recognition of revenue
Revenue derived from non-regulated energy generation sales, which are mostly under long-term power
purchase contracts, is recorded at the time electrical energy is delivered.
Revenues related to utility electricity and natural gas sales and distribution are recorded based on metered
consumptions by customers, which occur on a systematic basis throughout a month, rather than when the
electricity or natural gas is delivered. At the end of each month, the electricity and natural gas delivered to
the customers from the date of their last meter read to the end of the month is estimated and the corresponding
unbilled revenues are calculated. These estimates of unbilled revenue and sales are based on the ratio of
billable days versus unbilled days, amount of electricity or natural gas procured during that month, historical
customer class usage patterns, weather, line loss, unaccounted-for gas and current tariffs.
Revenue for the Company's Calpeco Electric System, Peach State and New England Gas Systems is subject
to a revenue decoupling mechanism approved by their respective regulator which require to charge approved
annual delivery revenues on a systematic basis over the fiscal year. As a result, the difference between
delivery revenue calculated based on metered consumption and approved delivery revenue is recorded as a
regulatory asset or liability to reflect future recovery or refund, respectively, from customers (note 7(j}}.
Waterreclamation and distribution revenues are recorded when water is processed or delivered to customers.
At the end of each month, the water delivered and wastewater collected from the customers from the date
of their last meter read to the end of the month is estimated and the corresponding unbilled revenues are
calculated. These estimates of unbilled revenues are based on the ratio of billable days versus unbilled
days, amount of water procured and collected during that month, historical customer class usage patterns
and current tariffs.
On occasion, a utility is permitted to implement new rates that have not been formally approved by the
regulatory commission, which are subject to refund. The Company recognizes revenue based on the interim
rate and if needed, establishes a reserve for amounts that could be refunded based on experience for the
jurisdiction in which the rates were implemented.
Revenue is recorded net of sale taxes.
During the year, the Company settled insurance claims for business interruption at some of its renewable
generation facilities under repairs and as a result recognized revenue of $1,227 (2013 - $6,455).

(v)

Foreign currency translation
The Company's reporting currency is the Canadian dollar.
The Company's U.S. operations are determined to have the U.S. dollar as their functional currency since the
preponderance of operating, financing and investing transactions are denominated in U.S. dollars. The
financial statements of these operations are translated into Canadian dollars using the current rate method,
whereby assets and liabilities are translated at the rate prevailing at the balance sheet date, and revenues
and expenses are translated using average rates for the period. Unrealized gains or losses arising as a result
of the translation of the financial statements of these entities are reported as a component of OCI and are
accumulated in a component of equity on the consolidated balance sheets, and are not recorded in income
unless there is a complete or substantially complete sale or liquidation of the investment.
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(in thousands of Canadian dollars, except as noted and per share amounts)

1.

Significant accounting policies (continued)
(w)

Income taxes
Income taxes are accounted for using the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of assets and liabilities and their respective tax bases. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. A valuation allowance is recorded against
deferred tax assets to the extent that it is considered more likely than not that the deferred tax asset will not
be realized. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in earnings
in the period that includes the date of enactment. Income tax credits are treated as a reduction to current
income tax expense in the year the credit arises or future periods to the extent that realization of such benefit
is more likely than not. Investment tax credits are recorded as an offset to the related long-lived asset and
are amortized over the estimated life of the asset as credits to income tax expense.
The organizational structure of APUC and its subsidiaries is complex and the related tax interpretations,
regulations and legislation in the tax jurisdictions in which they operate are continually changing. As a result,
there can be tax matters that have uncertain tax positions. The Company recognizes the effect of income
tax positions only if those positions are more likely than not of being sustained. Recognized income tax
positions are measured at the largest amount that is greater than 50% likely of being realized. Changes in
recognition or measurement are reflected in the period in which the change in judgment occurs.

(x)

Financial instruments and derivatives
Accounts receivable and notes receivable are measured at amortized cost and there is no liquid market for
these investments. Long-term liabilities, SeriesC preferred shares and other long-term liabilities are measured
at amortized cost using the effective interest method, adjusted for the amortization or accretion of premiums

or discounts.
Transaction costs that are directly attributable to the acquisition of financial assets are accounted for as part
of the respective asset's carrying value at inception. Transaction costs that are directly attributable to the
issuance of financial liabilities, costs of arranging the Company's revolving credit facilities and costs
considered as commitment fees paid to financial institutions are recorded in deferred financing costs.
Deferred financing costs, premiums and discounts on long-term debt are amortized using the effective interest
method while deferred financing costs relating to the revolving credit facilities are amortized on a straightline basis over the term of the respective revolving credit facility.
The Company uses derivative financial instruments as one method to manage exposures to fluctuations in
exchange rates, interest rates and commodity prices. APUC recognizes all derivative instruments as either
assets or liabilities in the consolidated balance sheets at their respective fair values. The fair value recognized
on derivative instruments executed with the same counterparty under a master netting arrangement are
presented on a gross basis on the consolidated balance sheets. The amounts that could net settle are not
significant. The Company applies hedge accounting to financial instruments used to manage its foreign
currency risk exposure and price risk exposure associated with sales of generated electricity.
For derivatives designated in a cash flow hedge relationship, the effective portion of the change in fair value
is recognized as OCI. The ineffective portion is immediately recognized in earnings. The amount recognized
in AOCI is reclassified to earnings in the same period as the hedged cash flows affect earnings under the
same line item in the consolidated statements of operations as the hedged item. If the hedging instrument
no longer meets the criteria for hedge accounting, expires or is sold, terminated, exercised, or the designation
is revoked, then hedge accounting is discontinued prospectively. The amount recognized in AOCI is transferred
to the consolidated statements of operations in the same period that the hedged item affects earnings. If
the forecast transaction is no longer expected to occur, then the balance in AOCI is recognized immediately

in earnings.
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(in thousands of Canadian dollars, except as noted and per share amounts)
1.

Significant accounting policies (continued)
(x)

Financial instruments and derivatives (continued)
Foreign currency gain or loss on derivative or financial instruments designated as a hedge of the foreign
currency exposure of a net investment in foreign operations, that are effective as a hedge are reported in the
same manner as the translation adjustment (in OCI) related to the net investment. To the extent that the
hedge is ineffective, such differences are recognized in earnings.
Calpeco Electric System and Granite State Electric System enter into power purchase agreements ("PPA")
for load serving requirements. These contracts meet the exemption for normal purchase and normal sales
and as such, are not required to be recorded at fair value as derivatives and are accounted for on an accrual
basis. Counterparties are evaluated on an ongoing basis for non-performance risk to ensure it does not impact
the conclusion with respect to this exemption.

(y)

Fair value measurements
The Company utilizes valuation techniques that maximize the use of observable inputs and minimize the
use of unobservable inputs to the extent possible. The Company determines fair value based on assumptions
that market participants would use in pricing an asset or liability in the principal or most advantageous
market. When considering market participant assumptions in fair value measurements, the following fair
value hierarchy distinguishes between observable and unobservable inputs, which are categorized in one of
the following levels:

(z)

•

Level 1 Inputs: Unadjusted quoted prices in active markets for identical assets or liabilities
accessible to the reporting entity at the measurement date.

•

Level 2 Inputs: Other than quoted prices included in Level 1, inputs that are observable for the
asset or liability, either directly or indirectly, for substantially the full term of the asset or liability.

•

Level 3 Inputs: Unobservable inputs for the asset or liability used to measure fair value to the extent
that observable inputs are not available, thereby allowing for situations in which there is little, if
any, market activity for the asset or liability at measurement date.

Commitments and contingencies
Liabilities for loss contingencies arising from environmental remediation, claims, assessments, litigation,
fines, and penalties and other sources are recorded when it is probable that a liability has been incurred and
the amount can be reasonably estimated. Legal costs incurred in connection with loss contingencies are
expensed as incurred.

(aa)

Use of estimates
The preparation of financial statements requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of these consolidated financial statements and the reported amounts of revenue and expenses during the
year. Actual results could differ from those estimates. During the years presented, management has made
a number of estimates and valuation assumptions, including the useful lives and recoverability of property,
plant and equipment, intangible assets and goodwill: the recoverability of notes receivable and long-term
investments; the recoverability of deferred tax assets; assessments of unbilled revenue; pension and OPEB
obligations: timing effect of regulated assets and liabilities; contingencies related to environmental matters:
the fair value of assets and liabilities acquired in a business combination: and, the fair value of financial
instruments. These estimates and valuation assumptions are based on present conditions and management's
planned course of action, as well as assumptions about future business and economic conditions. Should
the underlying valuation assumptions and estimates change, the recorded amounts could change by a material
amount.

Notes to the Consolidated Financial Statements

93

Algonquin Power & Utilities Corp.
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(in thousands of Canadian dollars, except as noted and per share amounts)
2.

Recently issued accounting pronouncements
(a)

Recently adopted accounting pronouncements
The FASB issued ASU 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit
When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists. This newly
issued accounting standard requires an entity to present an unrecognized tax benefit, or a portion of an
unrecognized tax benefit as a reduction to a deferred income tax asset for a net operating loss carryforward,
a similar tax loss, or a tax credit carryforward, except in some specific situations. The adoption of this
standard did not have an impact on the Company's financial position or results of operations.
The FASB issued ASU 2013-10, Derivatives and Hedging (Topic 815): Inclusion of the Fed Funds Effective
Swap Rate (or Overnight Index Swap Rate) as a Benchmark Interest Rate for Hedge Accounting Purposes.
This newly issued accounting standard permits the Fed Funds Effective Swap Rate (OIS) to be used as a
U.S. benchmark interest rate for hedge accounting purposes under Topic 815, in addition to interest rates
on direct Treasury obligations of the U.S. government and the London Interbank Offered Rate. The
amendments also remove the restriction on using different benchmark rates for similar hedges. The adoption
of this standard did not have an impact on the Company's financial position or results of operations.
The FASB issued ASU 2013-04, Liabilities (Topic405): Obligations Resulting from Joint and Several Liability
Arrangements for Which the Total Amount of the Obligation Is Fixed at the Reporting Date. This newly issued
accounting standard provides guidance for the recognition, measurement, and disclosure of obligations
resulting from joint and several liability arrangements for which the total amount of the obligation within the
scope of this guidance is fixed at the reporting date, except for obligations addressed within existing guidance
in U.S. GAAP. Examples of obligations within the scope of this update include debt arrangements, other
contractual obligations, and settled litigation and judicial rulings. The adoption of this standard did not
have an impact on the Company's financial position or results of operations.

(b)

Recent accounting guidance not yet adopted
The FASB issued ASU 2015-02, Consolidation (Topic 810): Amendments to the Consolidation Analysis,
which ends the deferral granted to investment companies from applying the VIE guidance and makes targeted
amendments to the current consolidation guidance. Some of the more notable amendments are (1) the
identification of variable interests when fees are paid to a decision maker or service provider, (2) the VIE
characteristics for a limited partnership or similar entity and (3) the primary beneficiary determination. This
ASU may be applied using a modified retrospective approach by recording a cumulative-effect adjustment
to equity as of the beginning of the fiscal year of adoption or retrospectively to all prior periods presented in
the financial statements. The standard is effective for periods beginning after December 15, 2015. Early
adoption is permitted. The Company is currently in the process of evaluating the impact of adoption of this
standard on its consolidated financial statements.
The FASB issued ASU 2015-01, Income Statement: Extraordinary and Unusual Items (Subtopic 225-20),
to simplify income statement classification by removing the concept of extraordinary items from U.S. GAAP.
As a result, items that are both unusual and infrequent will no longer be separately reported net of tax after
continuing operations. This ASU may be applied prospectively or retrospectively to all prior periods presented
in the financial statements. The standard is effective for periods beginning after December 15, 2015. Early
adoption is permitted, but only as of the beginning of the fiscal year of adoption. The adoption of this
standard is not expected to have an impact on the Company's results of operations.
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(in thousands of Canadian dollars, except as noted and per share amounts)
3.

Business acquisitions and development projects
(a)

Acquisition of New Hampshire Gas
Subsequent to year-end, the Distribution Group completed the acquisition of New Hampshire Gas, a regulated
propane gas distribution utility located in Keene. New Hampshire. The New Hampshire Gas System services
approximately 1,200 propane gas distribution customers. Total purchase price for the New Hampshire Gas
System is approximately U.S. $3,047, subject to certain closing adjustments.

(b)

Agreement to acquire Park Water System
On September 19, 2014, the Company entered into an agreement to acquire the regulated water distribution
utility Park Water Company ("Park Water System"). Park Water System owns and operates three regulated
water utilities engaged in the production, treatment, storage, distribution, and sale of water in Southern
California and Western Montana. Total consideration for the utility purchase is expected to be approximately
U.S. $327,000, which includes the assumption of approximately U.S. $77,000 of existing long-term utility
debt and is subject to certain working capital and other closing adjustments. Closing of the transaction is
subject to certain conditions including state and federal regulatory approval, and is expected to occur in the
latter half of 2015.

(c)

Development of Bakersfield Solar Project
During the year, the Company constructed a 20 MWac solar powered generating facility located in Kern
County, California. As of December 31, 2014, the Company has incurred U.S $56,814 in the development
and construction of the solar energy project which is recorded as property, plant and equipment. The facility
was placed in service on December 31, 2014. Sales of power to the utility under the power purchase
agreement is planned for early 2015.
On August 13, 2014, the Generation Group entered into a definitive partnership agreement with a thirdparty (the "Tax Investor"). It is anticipated that approximately U.S. $22,800 will be funded by the Tax
Investor. With its partnership interest, the Tax Investor wil I receive the majority of the tax attributes associated
with the project. The Tax Equity investment as of December 31, 2014 is U.S. $10,470.
Under certain conditions, the Tax Investor has the right to withdraw from the Bakersfield Solar Project and
require the Company to redeem its interests for cash over a contractual payment period. As a result, the
Company accounts for this interest as temporary equity and records this interest outside of permanent equity
on the consolidated balance sheets as 'Redeemable non-controlling interest". The Company records temporary
equity at issuance based on cash received less any transaction costs. As of December 31, 2014, transaction
costs of $956 have been recorded as a reduction to Redeemable non-controlling interest.
At each balance sheet date, the Company will reevaluate the classification of its redeemable instrument, as
well as the probability of redemption. If the redemption amount is probable or currently redeemable, the
Company will record the instruments at its redemption value. Increases or decreases in the carrying amount
of a redeemable instrument will be recorded within accumulated deficit. Redemption is not considered
probable as of December 31, 2014.

(d)

Commercial operation of Saint-Damase Wind Facility
Saint-Damase is a 24 MW wind powered generating facility located near St. Damase, Quebec which achieved
commercial operation on December 2, 2014. Total net book value of generating assets of Saint-Damase
amounts to $69,655. Property, plant and equipment are amortized over the estimated useful life of the
assets using the straight-line method. The weighted average useful life of the Saint-Damase Wind Generating
Facility is 35 years.
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3.

Business acquisitions and development projects (continued)
(e)

Commercial operation of Cornwall Solar Facility
On March 27, 2014, the Cornwall Solar Facility, a 10 MWac solar powered generating facility located near
Cornwall, Ontario, commenced commercial operations. The Company invested $41,551 in the development
and construction of the solar energy project which is recorded as property, plant and equipment, as well as
additional amounts related to development rights and other intangible assets, for a total investment of
$47,561. Property, plant and equipment are amortized over the estimated useful life of the assets using
the straight-line method. The weighted average useful life of the Cornwall Solar Powered Facility is 33 years.

(f)

Acquisition of White Hall Water System
On May 30, 2014, the Distribution Group acquired the assets of the White Hall Water System, a regulated
water distribution and wastewater treatment utility located in White Hall, Arkansas. The White Hall Water
System serves approximately 1,900 water distribution and 2,400 wastewater treatment customers. Total
purchase price for the White Hall Water System assets, adjusted for certain working capital and other closing
adjustments, is approximately U.S. $4,499.

(g)

Acquisition of non-controlling interest in U.S. Wind farms
On March 31, 2014, the Company acquired the 40% interest in Wind Portfolio SponsorCo, LLC ("Wind
Portfolio SponsorCo") from Gamesa Corporaci6n Tecnol6gica, S.A. for approximately U.S. $115,000. Wind
Portfolio SponsorCo indirectly holds the interests in Sandy Ridge, Senate and Minonk Wind acquired in
2012. As a result of the transaction, the Generation Group now owns 100% of Wind Portfolio SponsorCo's
Class B partnership units resulting in the elimination of the non-controlling interest in respect of the Class
B partnership units of Wind Portfolio SponsorCo as follows:
Elimination of non-controlling interest

'in

Class B partnership units

$

Non-controlling interest portion of currency translation adjustment recorded to AOCI

(21,029)

Non-controlling interest portion of unrealized gain on cash flow hedges recorded to
AOCI
Decrease in deferred income tax asset

(32,551)

Additional paid-in capital

(22,552)

Cash
(h)

205,796

(2,543)

$

127,121

Acquisition of New England Gas System
On December 20, 2013, the Company acquired certain regulated natural gas distribution utility assets (the
"New England Gas System") located in the State of Massachusetts. Total purchase price for the New England
Gas System, net of the debt assumed, is $67,010 (U.S. $62, 745), including the purchase price adjustment
of U.S. $3, 108 finalized in Q2 2014.
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3.

Business acquisitions and development projects (continued)
(h)

Acquisition of New England Gas System (continued)
In 2014, the Company received additional information which was used to refine the estimates for fair value
of assets acquired and liabilities assumed. The carrying value of those assets and liabilities were
retrospectively adjusted to the amounts detailed in the table below. The key adjustments were an increase
to the regulatory asset for pension of U.S. $4,642, a decrease of property, plant and equipment of U.S.
$1, 190, an increase of the environmental obligation of U.S. $4,408 and an increase of the pension obligation
of U.S. $772.
Working capital

$

Restricted cash

7,543
595

Property, plant and equipment

83,365

Regulatory assets

52,601

Other assets

1,221

Long-term debt

(25,349)
(9,874)

Regulatory liabilities
Pension and OPEB

(26,184)

Environmental obligation

04,933)
(1,158)

Deferred income tax liability, net

(817)

Other liabilities
Total net assets acquired

$

67,010

The determination of the fair value is based upon management's estimates and assumptions with respect
to the fair values of the assets acquired and liabilities assumed.
Property, plant and equipment are amortized in accordance with regulatory requirements over the estimated
useful life of the assets using the straight-line method. The weighted average useful life of the New England
Gas System assets is 31 years.
All costs related to the acquisition have been expensed through the consolidated statements of operations.
The New England Gas System contributed revenue of $91, 782 (2013 - $3,582) and net earnings of $10,819
(2013 - $1,153) to the Company's consolidated financial results for 2014.
(i)

Acquisition of Shady Oaks Wind Facility
Effective January 1, 2013, the Company acquired the 109.5 MW Shady Oaks wind-powered generating
facility ("Shady Oaks Wind Facility"). The purchase agreement provides for final purchase price adjustments
based on working capital at the acquisition date, energy generated by the project and basis differences
between the relevant node and hub prices which are expected to be finalized in 2015. Changes in
measurement of the final purchase price adjustment subsequent to December 31, 2013, the end of the
business combination measurement period, are recorded in current period operations. To that effect, a gain
of U.S. $1,133 was recognized in 2014.

4.

Accounts receivable
Accounts receivable as of December 31, 2014 include unbilled revenue of $52,880 (December 31, 2013 - $45,27 4)
from the Company's regulated utilities. Accounts receivable as of December 31, 2014 are presented net of allowance
for doubtful accounts of $7,229 (December 31, 2013 - $8,461).
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5.

Property, plant and equipment
Property, plant and eq uipment consist of the following:
2014
Cost

Accum ulated
depreciation

Net book
val ue

Generati on Group
2 17,615

$ 1,479,405

13 0 ,227

53,1 3 1

77,096

Water & wastewater

358,520

78,290

280,230

Electri city

34 7,633

23,659

323,974

Gas

849, 136

45, 777

8 0 3,3 59

Renewabl e

$ 1,697,020

Th erma l

$

Distribution Group

Land

19,3 4 7

Equipment and other

19,347

119,367

29,526

89,841

Construct ion in progress
Generat ion

82,840

82,840

Di stribution

122,330

122,330

$ 3, 726,420

$

447,998

$ 3 ,278,422

201 3
Cost

Accumulated
depreciation

Net book
va l ue

Generation Group
Re newable

$ 1,438,2 29

166,175

$ 1,272,054

116,9 7 5

43,596

73,3 79

Water & wastewater

303 ,4 10

63 ,8 0 7

2 3 9 ,6 0 3

Electri c ity

277,679

16,782

260,897

Gas

682,445

15,769

666,676

29,100

49,781

Thermal

$

Di stribution Group

8 ,2 66

Land
Equipment and other

8,266

78,881

Construction in progress
Generati on

54,432

54,432

Distribution

83,6 16

83,6 16

i

310431933

1

335 1229

1 21708J04

Renewab le generation assets include cost of $ 155 ,629 (20 13 - $86, 774 ) and accumulated deprec iation of $34,0 13
(20 13 - $ 3 1, 739) related to facilities under capital lease or owned by consol idated VIEs. Depreciation expense of
fac ilities under capi ta l lease was $2 ,274 (201 3 - $2,155).
Investments tax credits, government grants and contributions rece ived in aid of construction of $3 6 2 (2013 - $3,098)
have been credited to t he cost of the distribution assets. Water and wastewat er distri bution asset s include expansio n
costs of $1,000 on whi ch the Company does not currently earn a return .
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6.

Intangible assets and goodwill
Intangible assets consist of the following:
2014
Cost
Power sales contracts

$

Customer re lation s hi~ s

$

64,605
31,094
95,699

Accumulated
amortization

$
$

Net book
value

33,704
7,984
41 ,688

$
$

30,901
23, 110
54,011

2013
Cost
Power sales contracts

Accumulated
amortization

Net book
value

$

61,430
28,5 12

$

28,987
6,539

$

32,443
2 1,973

1

891942

1

35 1526

1

5414 16

Customer relati o nshi~s

Estimated amortization expense for intangible asset s for the next two years is $4,750 each year, $3,000 in year three,
$2,640 in year four and $2,580 in year five.
Changes in goodwill are as follows:
Distribution Group
Balance, January 1, 2013

$

748

Adjustme nts

5,1 80

Foreign exchange
Balance, December 31, 20 13

$

84,647

$

92,328

7,68 1

Foreign exchange
Balance, December 31, 20 14

7.

6 1,459
17,260

Business acquisitions

Regulatory matters
The Company's regulated utility operating companies are subject to regulation by the public uti lity comm issions of
the states in which they operate. The respective public uti lity commissions have jurisdiction with respect to rate,
service, accounting policies, issuance of securities, acquisitions and other matters. These utilities operate under
cost-of-service regulation as adm inistered by these state authorities. The Company's regulated uti l ity operating
companies are accounted for under th e principles of ASC 980 . Under ASC 980, regulatory asset s and l iabi lities th at
would not be record ed under U. S. GAAP for non-regu lated entities are recorded to th e extent that they represent
probable future revenues or expenses associated with certain charges or credits that wi ll be recovered from or refunded
to customers t hrough the rate-setting process.
At any given time, the Company ca n have several regu latory proceedings underway. The financia l eff ects of these
proceedings are reflected in the consolidated financia l statements based on regulatory approval obtained to the extent
that there is a financia l impact during the appl icable reporting period.
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7.

Regulatory matters (continued)
On March 17, 2014, the Granite State Electric System received a Final Order from the New Hampshire Public Utilities
Commission approving a rate increase of U.S. $10,875 consisting of U.S. $9,760 in base rates and an additional
U.S. $1, 115 for incremental capital expended after the test year. In addition, the Order allows for a one time recovery
of rate case expenses of U.S. $390. The new rates were effective as of April 1, 2014 for service rendered on and
after July 1, 2013.
On April 18, 2014, the LPSCo Water System received a Final Order from the Arizona Corporation Commission approving
a rate increase of U.S. $1,767 in connection with its rate application filed on February 28, 2013. The new rates
became effective on May 1, 2014.
In May 2014, the Peach State Gas System received a Final Order from the Georgia Public Service approving an annual
revenue increase of U.S. $3,235 in connection with its annual GRAM filing on October 1, 2013. The new rates were
effective as of June 1, 2014 for service rendered on and after February 1, 2014.
On December 4, 2014, the Peach State Gas System received a Final Order from the Georgia Public Service approving
an annual revenue increase of U.S. $3,680 in connection with its annual GRAM filing on October 1, 2014. The new
rates are effective as of February 1, 2015.
Regulatory assets and liabilities consist of the following:

2014

2013

Regulatory assets
Environmental costs (a)

$

Pension and post-employment benefits (b)
Storm costs (c)
Commodity costs adjustment (d)
Rate case costs (e)
Vegetation management
Debt premium (f)
Rate adjustment mechanism (j)
Asset retirement obligation (g)
Tax related
Other
Total regulatory assets

$

Less current regulatory assets

Non-current regulatory assets

$

102,735 $
65,745
3,080
41,502
4, 161
3,260
4,658
6,207
1,682
4,350
11 964
249,344 $
(61,645)
187,699 $

85,029
64,997
5,437
15,904
3,119
2,297
4,504
28
1,468
2,995
4,570
190,348
(26, 125)
164,223

Regulatory liabilities
Cost of removal (h)

$

Rate-base offset (i)
Commodity costs adjustment (d)
Pension and post-employment benefits (b)
Rate adjustment mechanism (j)
Storm costs (c)
Depreciation adjustment mechanism
Tax related
Other
Total regulatory liabilities

$

Less current regulatory liabilities
Non-current regulatory liabilities

$

78,013 $
23,427
10,389
592
448
1,030
3,518
145
5 224
122,786 $
(20,590)
102,196 $

68,698
25,082
17,394
6,770
1,681

133
3,531
123,289
(21,632)
101,657
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7.

Regulatory matters (continued)
(a)

Environmental remediation costs recovery: Actual expenditures incurred for the clean-up of certain former
gas manufacturing facilities (note 23 (a)(ii)) are recovered through rates over a period of 7 years and in a
jurisdiction are subject to an annual cap.

(bl

Pension and post-employment benefits: As part of business acquisitions, the regulators authorized a regulatory
asset or liability being set up for the amounts of pension and post-employment benefits that have not yet
been recognized in net periodic cost and were presented as AOCI prior to the acquisition. An amount of
$28,284 relates to a recent acquisition and was authorized for recognition as an asset by the regulator.
Recovery is anticipated to be approved in a final rate order in 2015. The balance is recovered through rates
over the future services years of the employees at the time the regulatory asset was set up (an average of 10
years) or consistent with the treatment of OCI under ASC 712 Compensation-Nonretirement Postemployment
Benefits and ASC 715 Compensation-Retirement Benefits before the transfer to regulatory asset occurred.

(c)

Storm costs: Incurred repair costs resulting from certain storms over or under amounts collected from
customers, which are expected to be recovered or refunded through rates.

(d)

Commodity costs adjustment: The revenue of the electric and natural gas utilities includes a component
which is designed to recover the cost of electricity or natural gas through rates charged to customers. Under
deferred energy accounting, to the extent actual natural gas and purchased power costs differ from natural
gas and purchased power costs recoverable through current rates, that difference is not recorded on the
consolidated statements of operations but rather is deferred and recorded as a regulatory asset or liability
on the consolidated balance sheets. These differences are reflected in adjustments to rates and recorded
as an adjustmentto cost of natural gas or electricity in future periods, subjectto regulatory review. Derivatives
are often utilized to manage the price risk associated with natural gas purchasing activities in accordance
with the expectations of state regulators. The gains and losses associated with these derivatives (note 25
(b)(i)) are recoverable through the commodity costs adjustment.

(e)

Rate case costs: The costs to file, prosecute and defend rate case applications are referred to as rate case
costs. These costs are capitalized and amortized over the period of rate recovery granted by the regulator.

(f)

Debt premium: The value of debt assumed in the acquisition of the New England Gas System has been
recorded at fair value in accordance with ASC 805 Business Combinations. The Massachusetts regulator
allows for recovery of interest at the coupon rate of the debt and a regulatory asset has been recorded for
the difference between the fair value and face value of the debt. The debt premium is recovered over the
remaining term of the debt (note 9).

(g)

Asset retirement obligation: Asset retirement obligations incurred by the uti Iities are expected to be recovered
through rates.

(h)

Cost of removal: The regulatory liability for cost of removal represents amounts that have been collected from
ratepayers for costs that are expected to be incurred in the future to retire the utility plant.

(i)

Rate-base offset: The regulators imposed a rate-base offset that would reduce the revenue requirement at
future rate proceedings. The rate-base offset declines on a straight-line basis over a period of ten years.

(j)

Rate adjustment mechanism: Revenue for Calpeco Electric System and Peach State Gas System is subject
to a revenue decoupling mechanism approved by their respective regulator which require charging approved
annual delivery revenues on a systematic basis over the fiscal year. As a result, the difference between
delivery revenue calculated based on metered consumption and approved delivery revenue is recorded as a
regulatory asset or liability to reflect future recovery or refund, respectively, from customers. In addition,
retroactive rate adjustments for services rendered but collected over a period not exceeding twenty-four
months is accrued upon approval of the Final Order.

As recovery of regulatory assets is subject to regulatory approval, if there were any changes in regulatory positions
that indicate recovery is not probable, the related cost would be charged to earnings in the period of such determination.
The Company earns carrying charges on the regulatory balances related to commodity costs adjustment, rate case
costs, vegetation management and storm costs in some jurisdictions.
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8.

Long-term investments
Long-term investments consist of the following,
2014

2013

Equity-method investees
50% interest in Odell Wind Project (a)

$

2,267

2.5% interest in natural gas pipeline development (b)

1,063

32.4% of Class B non-voting shares of Kirkland Lake Power Corp. (c)

1,512

$
4,851

25% of Class B non-voting shares of Cochrane Power Corporation (c)

3,772

50% interest in the Valley Power Partnership

1,253

1,718

640

Other
Total

325

$

6 735

$

$

17,582

$

10,666

Notes receivable
Development loans (a)
Red Lily Senior loan, interest at 6.31 % (d)

11,588

11,588

6,565

6,565

Chapais Energie, Societe en Commandite interest at 10.789%

649

1,928

Silverleaf resorts loan, interest at 15.48% maturing July 2020

2,344

2,149

Red Lily Subordinated loan, interest at 12.5% (d)

Other

(a)

448

39,510

22,678

(2,966)

Less current portion
Total
Total long-term investments

782

$
$

(598)

36 544

$

22,080

43,279

$

32,746

Odell Wind Project
On November 14, 2014, the Company acquired a 50% equity interest in Odell SponsorCo LLC ("Odell
SponsorCo"), which indirectly owns a 200 MW construction-stage wind development project ("Odell Wind
Project") in the state of Minnesota. The total construction costs of the Odell Wind Project are estimated to
be U.S. $322,766.
On the acquisition of the Odell Wind Project by Odell SponsorCo, the two members each contributed U.S.
$1,000 to the capital of Odell SponsorCo. Upon execution of third-party construction loan and tax equity
documents expected in the second quarter of 2015, each party will contribute another U.S. $23,800 to the
capital of Odell SponsorCo. The Company holds an option to acquire the other 50% interest for total
contributions, subject to certain adjustments, on commencement of operations, which is expected in late
2015 or early 2016.
As of December 31, 2014, Odell SponsorCo is considered a VIE namely due to the low level of its equity at
that point. The Company is not considered the primary beneficiary of Odell SponsorCo as the two members
have joint control and all decisions must be unanimous. As such, the Company is accounting for the joint
venture as an equity method investment. The Company's maximum exposure to loss is $311,966 as of
December 31, 2014.
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8.

Long-term investments (continued)
(a)

Odell Wind Project (continued)
The Company entered into a committed loan and credit support facility with Odell SponsorCo. During
construction, the Company is obligated to provide Odell SponsorCo with cash advances and credit support
(in the form of letters of credit, escrowed cash, or guarantees) in amounts necessary for the continued
development and construction of the Odell Wind Project. The loan bears interest at an annual rate of 8% on
outstanding principal amount until commercial operation date and 5% thereafter until maturity date, and
the letters of credit are charged an annual fee of 2% on their stated amount. Any loan outstanding to Odell
SponsorCo, to the extent not otherwise repaid earlier, is repayable in cash on the fifth anniversary of the
availability termination date which is thirty days following the commercial operation date.
As of December 31, 2014, the Company had loaned U.S. $13,159 to Odell SponsorCo for development
costs of the Odell Wind Project. No interest revenue was accrued on the loan due to insufficient collateral
in Odell SponsorCo. The following credit support was also issued by the Company: a U.S. $15,000 letter of
credit on behalf of the Odell Wind Project, to the utility under the PPA; guarantee of the obligations of the
Odell Wind Project under the wind turbine supply agreement between Odell SponsorCo and Vestas-American
Wind Technology, Inc.; a U.S.$23,800 letter of credit on behalf of Odell SponsorCo, to Enel Kansas, LLC
under the purchase and sale agreement. The guarantee obligations are recognized under other long-term
liabilities and were valued at U.S. $720 using a probability weighted discounted cash flow (level 3).

(bl

Natural Gas Pipeline Development
On November 24, 2014, APUC announced that it plans to participate in the development of Kinder Morgan
Inc's proposed Northeast Energy Direct natural gas pipeline project. The Company and Kinder Morgan
Operating L.P. "A" formed a new entity ("Northeast Expansion LLC") to undertake the development,
construction and ownership of a 30-inch or 36-inch natural gas transmission pipeline to be constructed
between Wright, NY and Dracut, MA. The pipeline capacity will be contracted with local distribution utilities,
and other customers in the northeast U.S. The project is expected to reach commercial operations by late
2018. Under the agreement, APUC initially subscribed for a 2.5% interest in Northeast Expansion LLC with
an opportunity to increase its participation up to 10%. The total capital investment assumingAPUC exercises
its right to subscribe for 10% of the pipeline is expected be up to U.S. $400,000, depending on the final
pipeline configuration and design capacity by the end of 2018. As of December 31, 2014, APUC had
invested U.S. $375 in Northeast Expansion LLC. The Company assessed that its interest of 2.5% in a limited
liability corporation together with the option to increase its participation to 10% and the commitment from
its New Hampshire subsidiary to a firm gas transportation agreement for service on the pipeline facilities
provide significant influence. As such, the interest is accounted as an equity method investment.

(c)

Kirkland Lake Power Corp. and Cochrane Power Corporation
In September 2014, the Company was informed that future cash flows from its investments in Kirkland Lake
Power Corp. ("Kirkland") and Cochrane Power Corporation ("Cochrane") are likely to be significantly reduced
in the future based on the current power purchase rates negotiations. As the loss in value of these investments
is considered other than temporary, an allowance for impairment of $3,414 and $3,772 on Kirkland and
Cochrane, respectively, was recorded in the consolidated statements of operations. The fair value of the
investments (level 3) was estimated using cash flow information provided by the investees.
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8.

Long-term investments (continued)
(d)

Red Lily I
The Red Lily I Partnership (the "Partnership") is owned by an independent investor. The Company provides
operation and supervision services to the Red Lily I project, a 26.4 MW wind energy facility located in
southeastern Saskatchewan.
The Company's investment in Red Lily I is in the form of participation in a portion of the senior debt facility,
and a subordinated debt facility to the Partnership.
The senior debt facility consists of two tranches. A third-party lender advanced $27,000 of senior debt to
the Partnership as Tranche 1. In 2011, APUC advanced $13,000 of senior debt as Tranche 2 to the
Partnership and received a pre-payment of $1,412 in 2012. Another third-party lender has also advanced
$4,000 of senior debt Tranche 2 to the Partnership. The Company's senior loan Tranche 2 to the Partnership
earns interest at the rate of 6.31 % and will mature in 2016. Tranche 1 is being repaid in equal blended
monthly payments of principal and interest at a rate of 6.99% based upon a twenty-five year amortization.
Both tranches of senior debt are secured by substantially all the assets of the Partnership on a pari passu
basis.
The subordinated loan earns an interest rate of 12.5%, and the principal matures in 2036 but is repayable
by the Partnership in whole or in part at any time after 2016, without a pre-payment premium. The
subordinated loan is secured by substantially all the assets of the Partnership but is subordinated to the
senior debt.
A second tranche of subordinated loan for an amount equal to the amounts outstanding on Tranche 2 of the
senior debt but no greater than $17,000 will be advanced in 2016 by the Company. The proceeds from
this additional subordinated debt are required to be used to repay Tranche2 of the Partnership's senior debt,
including the Company's portion.
In connection with the subordinated debt facility, the Company has been granted an option to subscribe for
a 75% equity interest in the Partnership in exchange for the outstanding amount on its subordinated loan
of up to $19,500, exercisable for a period of 90 days commencing in 2016. The fair value of the conversion
option as of December 31, 2014 and 2013 was determined to be negligible.

The above notes are secured by the underlying assets of the respective facilities.
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9.

Long-term liabilities
Long-term liabilities consist of the following:

2014

2013

Generation Group
$350,000 revolving credit facility, interest rate is equal to bankers' acceptance or
LIBOR plus a variable rate as outlined in the credit facility agreement. The current
rate is BA or LIBOR plus 1.45%. maturing July 31, 2018.
Algonquin Power Co.:
Senior Unsecured Notes:
$200,000 bearing an interest rate of 4.65% maturing February 15, 2022;
$150,000 bearing an interest rate of 4.82% maturing February 15, 2021;
$135,000 bearing an interest rate of 5.50% maturing July 25, 2018.
The notes have interest only payments, payable semi-annually in arrears.

$

23,400

$

124,570

484,553

284,757

Shady Oaks Wind Facility:
Senior Debt:
U.S. $76,000 Chinese Development Bank Corporation loan facility, bearing an
interest rate of 6 month LIBOR plus 280 basis points, maturing June 30, 2026.
The facility has principal and interest payments, payable semi-annually in arrears.

88,168

129,759

Long Sault Hydro Facility:
Senior Debt:
Bonds bearing an interest rate of 10.21% maturing December 31,2027. The
bonds have interest and principal payments, payable monthly in arrears.

36,048

37, 143

Sanger Thermal Facility:
Senior Debt:
U.S. $19,200 California Pollution Control Finance Authority Variable Rate Demand
Resource Recovery Revenue Bond Series l 990A, bearing an effective interest rate
determined by the remarketing agent. The bond has interest only payments,
payable monthly in arrears. The effective interest rate in 2014 was 2.01 %
(2013 - 1. 72%). The bonds were fully repaid on December 31, 2014.
Chuteford Hydro Facility:
Senior Debt:
Bonds bearing an interest rate of 11.6%, maturing April 1, 2020. The bond has
principal and interest payments, payable monthly in arrears.

20,421

3,028

3,417

23,898

85,620

423,436

388,214

Distribution Group
U.S. $200,000 revolving credit facility, interest rate is equal to LIBOR plus a
variable rate as outlined in the credit facility agreement. The current rate is LIBOR
plus 1.25%, maturing September 30, 2018.
Liberty Utilities Co.:
Senior Unsecured Notes:
U.S.$ 50,000, bearing an interest rate of 3.51%, maturing July 31, 2017;
U.S. $ 25,000, bearing an interest rate of 3.23%, maturing July 31, 2020;
U.S. $115,000, bearing an interest rate of 4.49%, maturing August 1, 2022;
U.S. $ 15,000, bearing an interest rate of 4.14%, maturing March 13, 2023;
U.S.$ 75,000, bearing an interest rate of 3.86%, maturing July 31, 2023;
U.S.$ 60,000, bearing an interest rate of 4.89%, maturing July 30, 2027;
U.S. $ 25,000, bearing an interest rate of 4.26%, maturing July 31, 2028.
The notes have interest only payments, payable semi-annually.
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2014

2013

Calpeco Electric System:
Senior Unsecured Notes:
U.S. $45,000 bearing an interest rate of 5.19%, maturing December 29, 2020;
U.S. $25,000 bearing an interest rate of 5.59%, maturing December 29, 2025.
The notes have interest only payments, payable semi-annual ly in arrears.

81,207

74,452

Liberty Water Co:
Senior Unsecured Notes:
U.S. $50,000 bearing an interest rate of 5.60% $5,000 matures annually
beginning June 20, 2016; $25,000 maturing December 22, 2020.
The note bears interest payments semi-annually in arrears.

58,005

53,180

New England Gas System:
First mortgage bonds:
U.S. $6,500, bearing an interest rate of 9.44%, maturing February 15, 2020;
U.S. $7,000, bearing an interest rate of 7.99%, maturing Sept ember 15, 2026;
U.S. $6,000, bearing an interest rate of 7.24%, maturing December 15, 2027.
The notes have interest only payments, payable semi-annua lly in arrears.

27,288

25,244

Granite State Electric System:
Senior unsecured notes:
U.S. $5,000, bearing an interest rate of 7.37%, maturing November 1, 2023;
U.S. $5,000, bearing an interest rate of 7.94%, maturing July 1, 2025; and,
U.S. $5,000, bearing an interest rate of 7.30%, maturing June 15, 2028.
The notes have interest only payments, payable semi-annually.

17,402

15,954

LPSCo Water System:
1999 and 2001 IDA Bonds bearing interest rates of 5.95% and 6.75% and
maturing October 1, 2023 and October 1, 2031, respectively. The bonds have
principa l and interest payments, payable monthly in arrears.

12,441

11,668

1, 149

1,189

$ 1,280,023

$ 1,255,588

Bella Vi sta Water System:
Water Infrastructure Financing Authority of Arizona loans bearing interest rates of
6.26% and 6.10%, and maturing March 1, 2020 and December 1, 2017,
respectively. The loans have principal and interest payments, payable monthly and
quarterly in arrears.

Less: current portion

(8, 339)

(9, 130)

$ 1,270,893

)\ l

A

$ 1,247,249

'

J'

~
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9.

Long-term liabilities (continued)
Certain long-term debt issued at a subsidiary level relating to a specific operating facility is secured by the respective
facility with no other recourse to the Company. The loans have certain financial covenants, which must be maintained
on a quarterly basis. Noncompliance with the covenants could restrict cash distributions/dividends to the Company
from the specific facilities.
Generation Group
On December 31, 2014, the U.S. $19,200 senior debt for the Sanger thermal facility was repaid.
On July 31, 2014, the Company increased the credit available under the senior unsecured revolving credit facility
to $350,000 from $200,000. The larger revolving credit facility will be used to provide additional liquidity in support
of the Generation Group's development portfolio to be completed over the next three years. The maturity of the
revolving credit facility has been extended to July 31, 2018.
On January 17, 2014, the Company issued $200,000 senior unsecured debentures bearing interest at 4.65% and
with a maturity date of February 15, 2022. The debentures were sold at a price of $99.864 per $100.00 principal
amount. Interest payments are payable on February 15 and August 15 each year, commencing on February 15, 2014.
the Company incurred deferred financing costs of $1,568, which are being amortized to interest expense over the
term of the loan using the effective interest rate method. Concurrent with the offering, the Company entered into a
cross currency swap, coterminous with the debentures, to economically convert the Canadian dollar denominated
offering into U.S. dollars. The Company designated the entire notional amount of the cross currency fixed for fixed
interest rate swap and related short-term U.S. dollar payables created by the monthly accruals of the swap settlement
as a hedge of the foreign currency exposure of its net investment in the Company's U.S. operations. The gain or loss
related to the fair value changes of the swap and the related foreign currency gains and losses on the U.S. dollar
accruals that are designated as, and are effective as, an economic hedge of the net investment in a foreign operation
is reported in the same manner as the translation adjustment (in OCI) related to the net investment (note 25(b)(iii)).
Effective January 1, 2013, concurrent with the acquisition of Shady Oaks Wind Facility (note 3(i)), the Company
assumed existing long-term debt of approximately U.S. $150,000. Principal of U.S. $46,000 was repaid in 2014
leaving a balance of U.S. $76,000 outstanding as of December 31, 2014. The semi-annual principal repayment
schedule for the following 11.5 years ranges from U.S. $3,000 to U.S. $6,000 with a final repayment in 2026. This
debt may be repaid in whole or in part on an interest payment date, annually May 15 or November 15, without penalty.
Distribution Group
On December 20, 2013, in connection with the acquisition of the New England Gas System, the Company assumed
first mortgage bonds of U.S. $6,000, bearing an interest rate of 7.24%, maturing December 15, 2027; U.S. $7,000,
bearing an interest rate of 7.99%, maturing September 15, 2026; and, U.S. $6,500, bearing an interest rate of
9.44%, maturing February 15, 2020.
On September 30, 2013, the Company increased the maximum availability under its senior unsecured revolving
credit facility from U.S. $100,000 to $200,000 to meet future working capital requirements and allow for greater
financial flexibility. The revolving credit facility has a maturity date of September 30, 2018.
On July 31, 2013, the Company issued U.S. $125,000 of senior unsecured notes through a private placement in
three tranches, U.S. $25,000, bearing an interest rate of 3.23%, maturing July 31, 2020; U.S. $75,000, bearing
an interest rate of 3.86%, maturing July 31, 2023; and, U.S. $25,000, bearing an interest rate of 4.26%, maturing
July 31, 2028. The proceeds from the private placement financing were used lo fund a portion of the acquisition
of the Peach State Gas System.
On March 14, 2013, the Company issued U.S. $15,000 of senior unsecured notes through a private placement in
connection with the acquisition of the Pine Bluff Water System. The notes bear interest at 4.14% and mature
March 13, 2023.
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9.

Long-term liabilities (continued)
APUC
On November 19, 2013, APUC increased the maximum availability under its senior unsecured revolving credit facility
from U.S. $30,000 to $65,000. The revolving credit facility will be used for general corporate purposes and has a
maturity date of November 19, 2016. As of December 31, 2014 and 2013, no amounts were outstanding under
this revolving credit facility.
As of December 31, 2014, the Company had accrued $18,770 in interest expense (2013. $14,057). Interest paid
on the long-term liabilities in 2014 was $61,287 (2013 - $49,746).
Principal payments due in the next five years and thereafter are:

2015
Generation
Group

$

Distribution
Group
Total

10.

8,599

2016
$

531
$

9,130

8,779

2017
$

6,393
$

15,172

$

2019

2018

11,300

$ 169,822

64,435

30,349

75,735

$200,171

$

$

Thereafter

Total

12,132

$ 424,517

6,492

536,626

644,826

18,624

$ 961,143

$1,279,975

$

635,149

Pension and other post-employment benefits
The Company provides defined contribution pension plans to its employees. The Company's contributions for 2014
were $3,287 (2013 - $2,437).
In conjunction with recent utilities acquisitions, the Company assumed defined benefit pension and OPEB plans for
qualifying employees in the related acquired businesses. The legacy plans of the electricity and gas utilities are noncontributory defined pension plans covering substantially all employees. Benefits are based on each employee's years
of service and compensation. The Company initiated a defined benefit cash balance pension plan covering substantially
all its new employees and current employees at its water utilities, under which employees are credited with a percentage
of base pay plus a prescribed interest rate credit. The OPES plans provide health care and life insurance coverage to
eligible retired employees. Eligibility is based on age and length of service requirements and, in most cases, retirees
must cover a portion of the cost of their coverage.
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10.

Pension and other post-employment benefits (continued)
(a)

Net pension and OPEB obligation
The following table sets forth the projected benefit obligations, fair value of plan assets, and funded status
of the Company's plans as of December 31:
Pension benefits
2014

OPEB

2013

2014

2013

Change in projected benefit obligation
Projected benefit obligation, beginning of
year

$

Projected benefit obligation assumed
from business combination

178,113

$

1,022

Service cost
Interest cost

45,399

$

31,674
17,943

81

4,828

3,273

8,549

4,350

39,704

Actuarial loss (gain)

$

73,601

(560)

Modifications to pension plan

104,291

(11,395)

2,022

1,602

2,186

1,508

14,893

(8,499)

Benefits paid

(8, 125)

(3,597)

(1,255)

(1,158)

Loss on foreign exchange

18,432

7,509

5,012

2,329

Projected benefit obligation, end of year

$

241,963

$

178,113

$

68,257

$

45,399

Change in plan asset
Fair value of plan assets, beginning of
year

139,280

66,524

Plan assets acquired in business
combination

13,395

10,195

57,285

Actual return on plan assets

6,568

Employer contributions

5,676

3,013

Benefits paid

(7,414)

Gain on foreign exchange

12,880

10,733

Fair value of plan assets, end of year

$

156,990

Unfunded status

$

(84,973) $

658
1, 176

1,730

(222)

1,208

(3,597)

(1,255)

(1,157)

5,322

1,201

139,280

14,295

761

$
(38,833) $

$

13,395

(53,962) $

(32,004)

(305)

(333)

(84,973)

(38,528)

(53,629)

(32,004)

(84,973) $

(38,833) $

(53,962) $

(32,004)

$

Amounts recognized in the consolidated
balance sheets consists of:
Current liabilities
Non-current liabilities
Net amount recognized

$

The accumulated benefit obligation for the pension plans was $219,007 and $162, 179 as of
December 31, 2014 and 2013, respectively.
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December 3 1, 2014 and 20 13

(in thousands of Canadian dollars, except as noted and per share amounts)
10.

Pension and other post-employment benefits (continued)
(a)

Net pension and OPEB obligation (continued)
The amounts recognized in AOC I before tax were as follows:
AOCI
Pension
$

Balance, January 1, 2013
Current year net actuaria l gain

OPEB

3,333 $
(17,777)

821
(9,878)

82
(23)

Current year prior service loss
Amortization of net actuarial loss
$

Balance at December 3 1 1 2013

(26)

(14,385) $
43,350
(563)

Current year net actuarial loss
Current year prior service credit

(91083)
14,338

349

Amortization of net actuaria l gain

i

Balance at December 3 11 2014

28175 1

641

i

5 1896

The net actuarial loss for the defined benefit pension p lans and OPEB that will be amortized from AOCI into
net periodic benefit cost over the next fi scal year are $1 ,074 and $ 356, respective ly.
(b)

Assumptions
Weighted average assumptions used to determine net benefit cost for 2014 and 2013 were as follows:
Pension benefits
2014

2013

Discount rate
Expected return on assets

4.55%
7.00%

3.68%

Rate of compensation increase

2.97%

3. 13%

5.5 1%

OPEB
2014

2013

4.60%
5.53%

3.69%
5. 18%

NIA

N/A

Health care cost trend rate
Before Age 65

7.63%

7.68%

Age 65 and after

7.63%

7.68%

Assumed Ultimate Medica l Inflation Rate

5.00%

4 .80%

2019

20 19

Year in which Ultimate Rate is reached

Weighted average assumptions used to determine net benefit obligation for 2014 and 2013 were as
fo llows:
Pension benefits
2014

2013

Discount rate

3.71 %

4 .55%

Rate of compensation increase

3.01%

2.97%

Health care cost trend rate
Before Age 65
Age 65 and after
Assumed Ultimate Medical Inflation Rate
Year in wh ich Ultimate Rate is reached

OPEB
2014

2013

3.80%

4.60%

NIA

N/A

7.00%
7.00%

7 .63%
7.63%

5.00%

5.00%

2019

20 19

'(
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(in thousands of Canadian dollars, except as noted and per share amounts)
10.

Pension and other post-employment benefits {continued)
(bl

Assumptions (continu ed)
The Company used the new morta lity tab les (RP-2014) and the mortal ity improvement scale (MP-20 14) that
were recently released by the Society of Actuaries in the current year assumptions. Th is change r esulted in
an increase to the pension and OPEB obligations of approxi mately U.S. $16,500.
In selecting an assumed discount rate, the Company uses a modeling process that involves selecting a portfolio
of high-quality corporate debt issuances (AA- or better) whose cas h flows (via coupons or maturiti es) match
the timing and amount of the Company's expect ed future benefit payments. The Company con siders the
resu lts of this modeling process, as we ll as overall rates of return on high-quality corporate bonds and changes
in such rates over time, to determine its assumed discount rate. The rate of return assumptions are based
on projected long-term market returns for the various asset c lasses in which the plans are invested, weighted
by the target asset allocations.
The effect of a one percent change in the assumed health ca re cost trend rate ( "HCCTR") f or 2014 is as
follows:
2014
Effect of a 1 percentage point increase in the HCCTR on :

$

Year-end benefit obligation

10,998

Tot al service and interest cost

623

Effect of a 1 percentage point decrease in the HCCTR on:

$

Year-end benefit obligation

{503 )

Total service and interest cost
(c)

{8,664)

Benefit costs
The following table lists the components of net benefit costs for the pension plans and OPES recorded as
part of operating expenses in the consol idated st atements of operations. The employee benefit cost s relat ed
to businesses acquired are recorded in the consolidated statements of operations from th e date of acquisition.

OPEB

Pension benefits
2014
Service cost

$

Expected return on plan assets

l ,,
Notes to the Consolidated Financial Statements

$

310 13

3,273

$

3 1486

2,0 22

$

{641)

i

21 939

1,602
1,508
(602)

{628)

23

i

2013

2, 186

(4, 160)

{346)

i

2014

4,350

(10,018)

Amortization of net actuarial loss
(gain)

112

4,828
8,549

Interest cost

Net benefit cost

2013

26

i

2 1534

Algonquin Power

& Utilities Corp.

Notes to the Consolidated Financial Statements
December 31, 2014 and 2013

(in thousands of Canadian dollars, except as noted and per share amounts)

1O.

Pension and other post-employment benefits (continued)
(d)

Plan assets
The Company's investment strategy for its pension and post-employment plan assets is to maintain a diversified
portfolio of assets with the primary goal of meeting long-term cash req uirements as they become due.
The Company's target asset allocation is as follows:
Target(%)

Asset Class

Range (%)

74%
26%
-%

Equity securities
Debt securities
Other

49.7%-78%
21.9%-50.3%
0%-0.5%

The fair values of investments as of December 31, 2014, by asset category, are as follows:
Level 1

Asset Class

Percentage

122 ,943
47,771
570

Equity securities
Debt securities
Other

72%
28%
-%

As of December 31, 2014, the fund s do not hold any material investments in APUC.
(e)

Cash flows
The Company expects to contribute $4,289 to its pension plans and $2,021 to its post-employment benefit
plans in 2015.
The expected benefit payments over the next ten years are as follows:

2016

2015
Pension plan
OPES

$

9,933
2, 157

$

10,471
2,416

2017

$

11 ,099
2,697

2018
$

11 ,709
2,908

2019
$

12,234
3,060

1

'I

2020-2024
$ 69,107
19,472

11

Notes to the Consolidated Financial Statements

113

Algonquin Power & Utilities Corp.
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(in thousands of Canadian dollars, except as noted and per share amounts)
11.

Mandatorily redeemable Series C preferred shares
Effective January 1, 2013, the Company issued 100 redeemable Series C preferred shares in exchange for Class B
limited partnership units issued by the St. Leon Wind Energy LP ("St. Leon LP"), a subsidiary of the Company and
the legal owner of the St. Leon Wind Facility (note 18). Thirty-six of the Series C preferred shares are owned by related
parties controlled by executives of the Company. The preferred shares are mandatorily redeemable in 2031 for
$53,400 per share (fifty-three thou sand and four hundred dollars per share) and have a contractual cumulative cash
dividend paid quarterly until the date of redemption based on a prescribed payment schedule detailed below. As
these shares are mandatorily redeemable for cash, they are accounted for as liabilities in the consolidated financial
statements. The cumulative dividends are indexed in proportion to the increase in CPI over the term of the shares.
The dividend is intended to approximate the distributions that otherwise would have accrued to holders of Class B
limited partnership units. The Series C preferred shares are convertible into common shares at the option of the
holder and the Company, at any time after May 20, 2031 and before June 19, 2031 , at a conversion pri ce of $53,400
per share.
The Series C preferred shares were initially measured at their estimated fair value of $18,497 based on the present
value of the expected contractual cash flows including dividends and redemption amount, discounted at a rate of
5.0%. The recognition of the initial fair value of $18,497 resulted in an adjustment to equity of the shareholders
of the Company as the Class B limited partnership units had a nominal carrying amount prior to the exchange. The
Series C preferred shares are accounted for under the effective interest method, resulting in accretion of interest
expense over the term of the shares. Dividend payments are recorded as a reduction of the Series C preferred share
carrying value.
Estimated dividend payments due in the next five years and dividend and redemption payments thereafter are:

2015
2016
2017
2018
2019

$

Thereafter to 2031
Redemption amount
Less amounts representing interest
Less current portion

12.

1,077
946
895
1,125
1,334
19,525
5,340
30,242
01,549)
18,693
(1,085)
17 608

Oth er assets
Other assets co nsist of the following:

2014
Restricted cash

$

Deferred financ ing costs
Other

$

114
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18,702
10,732
5 666
35,100

2013
$

$

6,021
9,011
3,752
18,784

Algonquin Power & Utilities Corp.
Notes t o the Consolidated Financia l Stat ements
December 3 1, 20 14 and 2 013

(in thousands of Canadian dollars, except as noted and per share amounts)
13.

Other long-term l iabiliti es and Deferred cred its
Other long-term liabilities consist of the followi ng:

201 4
Asset ret irement obligat ion

$

201 3

13,884

$

9,508

11 ,713

8 ,774

Provision for inju ry and damages

1, 173

1,2 15

Deferred water rights inducement

2,683

2,764

Conti nge nt consideration

1,202

1,102

Customer deposits

Other
Less current portion

$

12,445

4,580

43,100

27,94 3

(9,873)

(7,451 )

33,227

$

20,492

The asset retirement obl igation mainly relates to legal requirements to: (i) remove wind farm faci lities upon termination
of land leases; (ii) cut (disconnect from the distribution system), purge (clean of natural gas and PCB contam inants)
and cap gas mains within the gas dist ribution and transmission system when mains are ret ired in place, or secti ons
of gas main are removed f rom the pipeline system; (i ii) clean and remove storage tanks containing waste oil and other
waste contaminants; and (iv) remove asbestos upon major renovation or demol ition of structures and faciliti es. During
the year, APUC recorded add itional asset retirement obligation of $ 2,57 0 (2013 - $1 ,651) for newly constructed
re newable generation facilities.
Deferred credits con sist of the following:

201 4
Deferred t ax credit (note 20)

$

201 3
$

24 ,893

32,262 $
(18,638)

24, 893

19, 130
12, 190

Deferred insurance proceeds

942

Deferred revenue

$
Less: current porti on

$

13,624

$

(7,778)
17, 115

Insura nce proceeds received for some renewable ge neration faci lit ies under repairs are deferred until they are virtua lly
certai n of being rea lized.

14.

Shareholders' ca pital
(a)

Common shares
Number of common shares:

2014
Com mon shares, beginning of year
Publ ic offering (i)

206,348,985
29,444,000

Conversion and redempti on of convertib le debentures (ii)

150,8 16

Conversion of subscription rece ipts (iii)
Issuance of shares under th e dividend reinvestment (iv) and
employee share purchase p lans ((c)(ii))
Common shares, end of year

201 3
188,763,486

15 ,223,0 16

2 ,356,483

2,2 11 ,667

238, 149,468

2 0 6,348, 985

11 I
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14.

Shareholders' capital (continued}
(a)

Common shares (continued)

Authorized
APUC is authorized to issue an unlimited number of common shares. The holders of the common shares
are entitled to dividends if, as and when declared by the Board of Directors (the "Board"}; to one vote per
share at meetings of the holders of common shares; and upon liquidation, dissolution or winding up of APUC
to receive pro rata the remaining property and assets of APUC; subject to the rights of any shares having
priority over the common shares.
On April 23, 2013, the Company's shareholders renewed its shareholders' rights plan (the "Rights Plan"}.
The Rights Plan has a term of three years. Under the Rights Plan, one right is issued with each issued share
of the Company. The rights remain attached to the shares and are not exercisable or separable unless one
or more certain specified events occur. If a person or group acting in concert acquires 20 percent or more
of the outstanding shares (subject to certain exceptions} of the Company, the rights will entitle the holders
thereof (other than the acquiring person or group} to purchase shares at a 50 percent discount from the then
current market price. The rights provided under the Rights Plan are not triggered by any person making a
"Permitted Bid", as defined in the Rights Plan.
(i}

Public offering
In December 2014, APUC issued 10,055,000 common shares at $9.95 per share pursuant to a public
offering for proceeds of $100,047, before issuance costs of $4,243 or $3,021 net of taxes.
In September 2014, APUC issued 19,389,000 common shares at $8.90 per share pursuant to a public
offering for proceeds of $172,562, before issuance costs of $7,648 or $5,719 net of taxes.

(ii)

Conversion and redemption of convertible debentures
In 2013, $960 of Series 3 Debentures were redeemed for 150,816 common shares of APUC.

(iii}

Subscription receipts
On December 29, 2014, the Company received total proceeds of $77,503 from the issuance to Emera of
8,708, 170 subscription receipts at a price of $8.90 per share in connection with the Odell SponsorCo
acquisition (note 8(a}). At any time after the earlier of commencement of operations of the Odell Wind
Project or November 14, 2015, Emera may elect to convert the subscription receipts for no additional
consideration on a one-for-one basis into common shares. In the event that Emera has not elected to convert
the subscription receipts by November 14, 2016, they will automatically convert into common shares.
On December 29, 2014, the Company received total proceeds of $33,000 from the issuance to Emera of
3,316,583 subscription receipts at a price of $9.95 per share in connection with the Park Water System
acquisition (note 3(b}}. At any time after the earlier of the Park Water System acquisition or December 29,
2015, Emera may elect to convert the subscription receipts for no additional consideration on a one-for-one
basis into common shares. In the event that Emera has not elected to convert the subscription receipts by
December 29, 2016, they will automatically convert into common shares.
On March 26, 2013, in connection with the acquisition of the Peach State Gas system, the Company issued
3,960,000 common shares at a price of $7.40 per share for total proceeds of $29,304 pursuant to a
subscription receipt agreement with Emera.
On February 14, 2013, 11,263,016 subscription receipts issued in 2012 were exercised by Emera and
the Company issued 11,263,016 common shares in exchange.
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14.

Shareholders' capital (continued)
(a)

Common shares (continued)

(iv)

Dividend reinvestment plan
The Company has a common shareholder dividend reinvestment plan, which provides an opportunity for
shareholders to reinvest dividends for the purpose of purchasing common shares. Additional common shares
acquired through the reinvestment of cash dividends are purchased in the open market or are issued by
APUC at a discount of up to 5% from the average market price, all as determined by the Company from time
to time. Subsequent to year-end, APUC issued an additional 706,680 common shares under the dividend
reinvestment plan.

(bl

Preferred shares
APUC is authorized to issue an unlimited number of preferred shares, issuable in one or more series, containing
terms and conditions as approved by the Board. On November 9, 2012, APUC issued 4,800,000 Series A
preferred shares, at a price of $25 per share, for aggregate proceeds of $120,000 before issuance cost of
$4, 700 or $3,454 net of tax.
The holders of preferred shares are entitled to receive fixed cumulative preferential dividends at an annual
rate of $1.125 per share, payable quarterly, as and when declared by the Board. The Series A preferred
shares yield 4.5% annually for the initial six-year period up to, but excluding December 31, 2018, with the
first dividend payment occurring December 31, 2012. The dividend rate will reset on December 31, 2018,
and every five years thereafter at a rate equal to the then five-year Government of Canada bond yield plus
2.94%. The Series A preferred shares are redeemable at $25 per share at the option of the Company on
December 31, 2018, and on December 31 of every fifth year thereafter. The holders of Series A preferred
shares have the right to convert their shares into Cumulative Floating Rate preferred shares, Series B (the
"Series B preferred shares"), subject to certain conditions, on December 31, 2018, and on December 31
of every fifth year thereafter. The Series B preferred shares carry the same features as the Series A preferred
shares, except that holders will be entitled to receive quarterly floating-rate cumulative dividends, as and
when declared by the Board, at a rate equal to the then ninety-day Government of Canada treasury bill yield
plus 2.94%. The holders of Series B preferred shares will have the right to convert their shares back into
Series A preferred shares on December 31, 2018, and on December 31 of every fifth year thereafter. The
Series A preferred shares and the Series B preferred shares do not have a fixed maturity date and are not
redeemable at the option of the holders thereof.
On January 1, 2013, the Company issued 100 redeemable Series C preferred shares in exchange for Class
B limited partnership units issued by the St Leon LP. The mandatorily redeemable Series C preferred shares
are recorded as a liability on the consolidated balance sheets (note 11).
On March 5, 2014, APUC issued 4,000,000 Series D preferred shares, at a price of $25 per share, for
aggregate proceeds of $100,000 before issuance costs of $3,729 or $2,741 net of tax.
The holders of the Series D preferred shares are entitled to receive fixed cumulative preferential dividends
at an annual rate of $1.25 per share, payable quarterly, as and when declared by the Board. The Series D
preferred shares yield 5.0% annually for the initial five-year period up to, but excluding March 31, 2019,
with the first dividend payment occurring June 30, 2014. The dividend rate will reset on March 31, 2019,
and every five years thereafter at a rate equal to the then five-year Government of Canada bond yield plus
3.28%. The Series D preferred shares are redeemable at $25 per share at the option of the Company on
March 31, 2019, and on March 31 of every fifth year thereafter. The holders of Series D preferred shares
have the right to convert their shares into Cumulative Floating Rate preferred shares, Series E (the "Series
E preferred shares"), subject to certain conditions, on March 31, 2019, and on March 31 of every fifth year
thereafter. The Series E preferred shares carry the same features as the Series D preferred shares, except
that holders will be entitled to receive quarterly floating-rate cumulative dividends, as and when declared
by the Board, at a rate equal to the then ninety-day Government of Canada treasury bill yield plus 3.28%.
The holders of Series E preferred shares will have the rightto convert their shares back into Series D preferred
shares on March 31, 2019, and on March 31 of every fifth year thereafter. The Series D preferred shares
and the Series E preferred shares do not have a fixed maturity date and are not redeemable at the option of
the holders thereof.
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14.

Shareholders' capita l (continued)
(c)

Share-based compensation
For the year ended December 31, 2014, APUC recorded $3,248 (2013 - $2,046) in total share-based
compensation expense detai led as follows:
2014
Stock options

$

201 3

1,931

Directors deferred share units
Employee share purchase

273

Performance share units

928

Total share-based com pensation

$

1,687

155
75

116

$

3,248

$

129
2,046

The compensation expense is recorded as part of administrative expenses in the consolidated statements of
operations. The portion of share-based compensation costs capitalized as cost of construction is insignificant.
As of December 31, 2014, total unrecognized compe nsation costs related to non-vested options and
performance share unit were $2,084 and $2,380, respectively, and are expected to be recognized over a
period of 1. 71 years and 1.61, respectively.
(i)

Stock option plan
The Company's stock option plan (the "Plan") permits the grant of share options to key officers, directors,
employees and selected service providers. The aggregate number of shares that may be reserved for issuance
under the Plan must not exceed 10% of the number of Shares outstanding at the time the options are granted.
The number of shares subject to each option, the option price, t he expiration date, the vesting and other
terms and conditions relating to each option sha ll be determined by the Board from time to time. Dividends
on the underlying shares do not accumulate during the vesting period. Option holders may elect to surrender
any portion of the vested options which is then exercisable in exchange for the "In-the-Money Amount" . In
accordance with the Plan, the "In-The-Money Amount' represents the excess, if any, of the market price of
a share at such time over the option price, in each case such ' In-the-Money" amount being payable by the
Company in cash or shares at the election of the Company. As the Company does not expect to settle these
instruments in cash, these options are accounted for as equity awards.
In the case of qual ified retirement, the Board may accelerate the vesting of the unvested options then held
by the optionee at the Board's discretion. All vested options may be exercised within ninety days after
retirement. In the case of death, the options vest immediately and the period over which the options can be
exercised is one year. In the case of disability, options continue to vest and be exercisable in accordance
with the terms of the grant and the provisions of the plan. Employees have up to thirty days to exercise
vested options upon resignation or termination.
The estimated fair value of options, including the effect of estimated forfeitures, is recognized as expense
on a straight-line basis over the options' vesting periods whi le ensuring that the cumulative amount of
compensation cost recognized at least equals the val ue of the vested portion of the award at that date. The
Company determines the fair value of options granted using the Black-Scholes option-pricing model. The
risk-free interest rate is based on the zero-coupon Canada Government bond with a similar term to the
expected life of the options at the grant date. Expected volati l ity was estimated based on the adjusted
historical volatility of the Company's shares. The expected life was estimated to equal the contractual life
of the options. The dividend yield rate was based upon recent historical dividends paid on APUC shares.
The following assumptions were used in determining the fair val ue of share options granted:
2014
Risk-free interest rate
Expected vo latility
Expected dividend yield
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1.61%

38%

37%

3.84%

3.83%

8 years

Expected life
Weighted average grant date fair value per option

2013

1.97%

$

2.00

8 years
$

2.00

Algonquin Power & Utilities Corp.
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14.

Shareholders' capital (continued)
(c)

Share-based compensation (continued)

(i)

Stock option plan (continued)
Stock option activity during the period is as follows:

Weighted
average
exercise
price

Number of
awards
Balance at January 1, 2013
Granted
Balance at December 31, 2013
Granted

(ii)

3,750,727

$

816,402
4,567,129

$

969,998

Balance at December 31, 2014

5,537,127

Exercisable at December 31, 2014

3,601,647

$
$

Weighted
average
remaining
contractual
term
(years)

$

5,939

$

7,814

$
4.20 $

19,648

5.25

6.07

7.72

8.00

5.70

5.45

7.95

8.00

6.09

4.96

5.33

Aggregate
intrinsic
value

15,531

Employee share purchase plan
Under the Company's employee share purchase plan ("ESPP"), eligible employees may have a portion of
their earnings withheld to be used to purchase the Company's common shares. The Company will match
(a) 20% of the employee contribution amount for the first five thousand dollars per employee contributed
annually and 10% of the employee contribution amount for contributions over five thousand dollars up to
ten thousand dollars annually, for Canadian employees, and (b) 15% of the employee contribution amount
for the first fifteen thousand dollar per employee contributed annually, for U.S. employees. Common shares
purchased through the Company match portion shall not be eligible for sale by the participant for a period
of one year following the contribution date on which such shares were acquired. At the Company's option,
the common shares may be (i) issued to participants from treasury at the average share price or (ii) acquired
on behalf of participants by purchases through the facilities of the TSX by an independent broker. The
aggregate number of common shares reserved for issuance from treasury by APUC under the ESPP shall not
exceed 2,000,000 common shares.
The Company uses the fair value based method to measure the compensation expense related to the
Company's contribution. For the year ended December 31, 2014, a total of 93,598 common shares (2013
- 85,410) were issued to employees under the ESPP.

(iii)

Directors deferred share units
Under the Company's Deferred Share Unit Plan, non-employee directors of the Company may elect annually
to receive all or any portion of their compensation in DSUs in lieu of cash compensation. Directors' fees are
paid on a quarterly basis and at the time of each payment of fees, the applicable amount is converted to
DSUs. A DSU has a value equal to one of the Company's common shares. Dividends accumulate in the DSU
account and are converted to DSUs based on the market value of the shares on that date. DSUs cannot be
redeemed until the director retires, resigns, or otherwise leaves the Board. The DSUs provide for settlement
in cash or shares at the election of the Company. As the Company does not expect to settle these instruments
in cash, these options are accounted for as equity awards. As of December 31, 2014, 110,241 (2013 74,786) DSUs were outstanding pursuant to the election of the directors to defer a percentage of their
director's fee in the form of DSUs.
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14.

Shareholders' capital (continued)
(c)

Share-based compensation (continued)

(iv)

Performance share units
The Company offers a performance share unit plan to its employees as part of the Company's long-term
incentive program. PSUs are granted annually for three-year overlapping performance cycles. PSUs vest at
the end of the three-year cycle and will be calcu lated based on established performance criteria. At the end
of the three-year performance periods, the number of common shares issued can range from 0% to 184%
of the number of PSUs granted. Dividends accumulating during the vesting period are converted to PSUs
based on the market value of the shares on that date and are recorded in equity as the dividends are declared .
None of these PSUs have voting rights. Any PSU s not vested at the end of a performance period wi l l expire.
The PS Us provide for settlement in cash or shares at the election of the Company. During the second quarter,
the Company settled 22,665 vested performance share units ("PSUs") for $162 in cash. At the annual
general meeting held on June 18, 2014, the shareholders approved a maximum of 500,000 common shares
issuable from Treasury to settle PS Us. With the ability to issue shares from Treasury or purchase shares on
the market, the Company expects to settle the remaining PSUs in common shares. As a result, the PSUs
continue to be accounted for as equity awards.
Compensation expense associated with PSUs is recognized rateably over the performance period and assumes
that performance goals wi ll be achieved at 100%. If goals met differ, compensation cost recognized is
adju sted to reflect the performance conditions achieved .
A summary of the PSUs follows:

Weighted
Average
Grant-Date
Fair Value

Number of awards
Balance at January 1, 2013
Granted

$

5,537

6.58

1.80

6.79

1.23

Exercised

(20,640)

6.70

Forfeited

(2, 185)

6.70

Balance at December 31, 2013

66,195

$

3.00

407,962

8.22

(22,665)

6.13

Forfeited

(11,406)

Balance at December 31, 2014

440,086

$

6.57

42,097

$

6.86

to the Consolidated Financial Statements

$

571
41
(16)

0.62

Exercised

Aggregate
intrinsic
value

(151)

6.57

Granted, including dividends

Exercisable at December 31, 2014

12 Q I ~otes

83,483

Weighted
Average
Remaining
Contractual
Term (years)

$

486
3,333
(185)

8.22

(93)
1.81

$

439

$

486

20160316160511
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15.

Accumulated other comprehensive income (loss)
Accumulated other comprehensive income (loss) consists of the following balances. net of tax,

Foreign
currency
cumulative
translation
Balance, January 1, 2013

$(105,957) $

3,596

OCI before reclassifications

48,486

10,357

Net current period OCI

48,486

65,303

$

Acquisition of non-controlling interest
$

Total

(2,506) $ (104,867)
16,698

75,541

29

(2,084)

16,727
$

$

6,993

519

5,423

(518)

65,303

$ 12,416

1

21.029

2,543

28,861

$ 26,799

Amounts reclassified

Balance, December 31, 2014

$

8,244

$ (57,471) $ 11,840

OCI (loss) before reclassifications

Net current period OCI (loss)

$

Pension and
postemployment
actuarial
changes

(2, 113)

Amounts reclassified

Balance, December 31, 2013

Net change
on
availablefor-sale
investments

Unrealized
gain (loss)
on cash
flow
hedges

$

$

14,221

73,457
$ (31,410)

(35,396)

37,419

(273)

4,632

(35,669) $

42,051
23,572

$

1

$

(21,448) $

34,213

Amounts reclassified from accumulated other comprehensive income (loss) for unrealized gain (loss) on cash flow
hedges affected revenue from non-regulated energy sales while those for pension and post-employment actuarial
changes affected administrative expenses.
16.

Cash dividends
All dividends of the Company are made on a discretionary basis as determined by the Board. For the year ended
December 31, 2014, the Company declared dividends to shareholders on common shares totaling $82,898 (2013
- $68,291) or $0.3695 per common share (2013 - $0.3325 per common share). The Board declared a dividend
on the Company's common shares of U.S. $0.0875 per share payable on January 15, 2015 to the shareholders of
record on December 31, 2014.
For the year ended December 31, 2014, the Company declared and paid dividends to Series A preferred shareholders
totaling $5,400 (2013 - $5,400) or $1.125 per Series A preferred share (2013 - $1.1250 per Series A preferred
share).
For the year ended December 31, 2014, the Company declared and paid dividends to Series D preferred shareholders
totaling $4,103 (2013 - $nil) or $1.0257 per Series D preferred share (2013 - $nil per Series D preferred share).

17.

Divestitures
(a)

EFW Thermal Facility
During 2013, the Company initiated a strategic review of the Company's business plan and opportunities
available for its Energy From Waste Thermal Facility ("EFW Thermal Facility") and Brampton Cogeneration
Inc. ("BCI Thermal Facility"). As a result of the review, the Company decided to sell the facilities. In 2013,
the net assets of the EFW and BCI were written down to their estimated fair value less cost of sale, which
resulted in a write-down of the net assets of $56,851 before tax, or $42,538 net of tax of $14,313. The
Company sold the EFW and BCI Thermal Facilities on April 4, 2014. These assets were part of the Generation,
Thermal reporting segment.
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17.

Divestitures (continued)
(b)

Sale of U.S. Hydro facilities
On June 29, 2013, the Company sold 9 small U.S. hydroelectric generating facilities that were no longer
considered strategic to the ongoing operations of the Company, for gross proceeds of U.S. $23,400 for a
gain on sale of U.S. $960, net of tax recovery of U.S. $1,605. On June 16, 2014, the Company sold its
final small U.S. hydroelectric generating facility for U.S. $3,600. These assets were part of the Generation:
Renewable reporting segment.

(c)

Results from discontinued operations
The assets of the EFW, BCI Thermal Facilities and the small U.S. hydroelectric generating facilities were
presented as assets held for sale on the 2013 consolidated balance sheet and the operating results from
these facilities are disclosed as discontinued operations in the 2014 and 2013 consolidated financial
statements.
The summary of operating results and cash flows from discontinued operations for the years ended
December 31 is as follows:

2014
Non-regulated energy sales

$

Waste disposal fees
other and interest income
Operating and administrative expenses
Foreign exchange
Depreciation of property, plant and equipment
Interest expense
Gain (loss) on sale of assets
Write-off of assets
Non-cash gain on sale of assets
Deposit on sale

143
(3,405)

Loss from discontinued operations, before income taxes

(60,502)

1,278

Income tax recoven'.
Loss from discontinued operations, net of income taxes

2013

2,174 $ 9,327
2,233
8,160
63
336
(5,284) (19,720)
111
80
(2,483)
(19)
(58)
(960)
1,016
(1,971)
(57,160)
105

$

18,491
(2, 127) $(42,011)

Add:
Depreciation of property, plant and equipment
Deposit on sale
Write-off of assets
Non-cash gain on sale of assets

2,483
(143)
1,971
(105)

Incurred closing costs on disposal of assets
Contingent liability

Income tax

recover~

Cash used in discontinued operations
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(2,916)
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(18,491)
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17.

Divestitures (continued)
(c)

Results from discontinued operations (continued)
Assets held-for-sale as of December 31, were as follows:
2014
Property, plant and equipment

2013

$

$

Accounts receivable and prepaid expenses
Total assets held for sale, current

21,193
2,734

$

$

23,927

Liabilities held for sale as of December 31, were as follows:
2014
Accounts payable and accrued liabilities
18.

$

2013
-

$

1,471

Related party transactions
Ian Robertson and Chris Jarratt ("Senior Executives"), respectively Chief Executive Officer and Vice-Chair of APUC,
are indirect shareholders of Algonquin Power Management Inc. ("APMI"), the former manager of the Company and
several related affiliates (collectively, the "Parties"). Prior to 2010, there were several related party transactions and
co-owned assets which existed pursuant to the external management structure before the internalization of
management which occurred on December 21, 2009.
In 2011, the Board formed an independent committee ("Independent Board Committee") and initiated a process to
review all of the remaining business associations with the Parties in order to reduce and/or eliminate these relationships.
The Independent Board Committee engaged independent consultants and advisors to assist with this process and to
provide advice in respect thereof. Specifically, the independent advisors provided advice to the Independent Board
Committee in relation to the valuations of the generating assets, tax and legal matters.
The process initiated in 2011 was completed in November 2013 and all related party transactions except as noted
below, between APUC and the Parties have been addressed to the satisfaction of the Independent Board Committee
and the Board as discussed below.
The following describes the business associations and resolution with APM I and Senior Executives:

Due to and from related parties
Effective December 31, 2013, APUC paid the Parties $1,829 in connection with outstanding tees and the Parties
paid APUC $812 in connection with reimbursement of expenses. As at December 31, 2014, $47 (2013 - $47)
remains due from Algonquin Power Systems Ltd., a corporation partially owned by the Senior Executives.

Equity interests in Rattle Brook, Long Sault, BC/
The Parties owned interests in three power generation facilities in which APUC also has an interest in. A brief
description of the facilities is provided as follows:
•

Rattle Brook is a 4 MW hydroelectric generating facility ("Rattle Brook") constructed in 1998 in which APUC
owned a 45% interest and Senior Executives hold an equity interest in the remaining 55%.

•

Long Sault is an 18 MW hydroelectric generating facility constructed in 1997. APUC acquired its interest in Long
Sault by way of subscribing to two notes from the original partners. One of the original partners; an affiliate of
APMI; was entitled to receive 5% of the equity cash flows commencing in 2014.

•

Brampton Cogeneration is an energy supply facility which sells steam produced by EFW. In 2004, APMI acquired
50 Class B partnership units in BCI entitling them to 50% of the cash flow above 15% return on the investment.
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18.

Related party transactions (continued}
Equity interests in Rattle Brook, Long Sault, BC/ (continued)
Effective December 31, 2013, APUC acquired the Parties' shares of Algonquin Power Corporation Inc. ("APC"} which
owns the partnership interest in the 18 MW Long Sault Rapids hydroelectric facility and the partnership interest in
the Brampton cogeneration plant for an amount equal to $3, 780. As APUC already consolidates Long Sault as a
VIE, the acquisition of this partnership interest was treated as an equity transaction. The payment resulted in an
adjustment to deferred tax liability of $10,692 in regards to tax attributes acquired with the partnership interests
and an adjustment of $14,601 to equity of the shareholders of the Company as the partnership interests had a
nominal carrying amount prior to the exchange.
In addition, APUC sold its 45% interest in the 4 MW Rattle Brook hydroelectric facility to the Parties for gross proceeds
$3,408 for a loss on sale, net of tax of $422.
APUC earned a fee of $400 from APC during the year ended December 31, 2013 related to settlement of the related
party transactions.
St. Leon LP Units
Third-party investors, including Senior Executives previously held 100 Class B limited partnership units issued by
the St. Leon Limited Partnership which is the legal owner of the St. Leon Wind Facility.
On January 1, 2013, the Company issued 100 redeemable Series C preferred shares and exchanged such shares for
the 100 Class B limited partnership units (note 11) including 36 units held indirectly by Senior Executives. The
Series C preferred shares provide dividends identical to what is expected from the Class B limited partnership units,
as determined by independent consultants retained by the Independent Board Committee. As at January 1, 2013,
no Senior Executives have any further direct or indirect ownership of the St. Leon Wind Facility.
Office Facilities
APUC has leased its head office facilities since 2001 on a triple net basis from an entity partially owned by the Senior
Executives. Base lease costs for the year ended December 31, 2014 were $315 (2013 · $310). In the fourth quarter
of 2014, APUC moved all head office employees into new premises and terminated the related party lease for nominal
consideration. There is no further related party matter in relation to an office lease.
Chartered Aircraft
As part of its normal business practice, APUC has utilized chartered aircraft when it is beneficial to do so and had
previously entered into an agreement to charter aircraft in which the Senior Executives have a partial ownership.
During the year ended December 31, 2013, APUC reimbursed direct costs in connection with the use of the aircraft
of $472. As at December 31, 2013, the Independent Board Committee and the Parties agreed that all future
utilization of chartered aircraft would be undertaken through a third-party charter operator at fair market value and
under arrangements in which the Senior Executives have no interest. Final arrangements in this regard had not been
completed as at December 31, 2014. During the year ended December 31, 2014, APUC reimbursed direct costs
in connection with the use of the aircraft of $709.
Trafalgar
The Company owns debt on seven hydroelectric facilities owned by Trafalgar Power Inc. and an affiliate ("Trafalgar"}.
In 1997, Trafalgar went into default under its debt obligations and an affiliate of APMI moved to foreclose on the
assets. Subsequently Trafalgar went into bankruptcy. APUC and the affiliate of APMI have been jointly involved in
litigation and in bankruptcy proceedings with Trafalgar since 2004. APMI initially funded $2 million in legal fees
prior to 2004.
In 2004, the Company reimbursed APMI $1 million of the total third-party legal fees (which to that point totalled
$2 million}, and APUC agreed to fund future legal fees, third-party costs and other liabilities. It was agreed that any
net proceeds from the lawsuits would be shared proportionally to the quantum of net costs funded by each party.
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18.

Related party transactions (continued)
Other related party transactions
A member of the Board is an executive at Emera. Related party transactions between APUC and Emera are discussed
below:
•

For the year ended December 31, 2014, the Company sold electricity to Maine Public Service Company ("MPS"),
a subsidiary of Emera, amounting to U.S. $5,780 (2013 - U.S. $6,042). In 2011, APUC provided a corporate
guarantee to MPS in an amount of U.S. $3,000 and a letter of credit in an amount of U.S. $100, primarily in
conjunction with a three year contract to provide standard offer service to commercial and industrial customers
in Northern Maine. For the year ended December 31, 2014, the Company purchased natural gas amounting to
U.S. $5,006 (2013 - U.S. $1,304) from Emera for its gas utility customers. Both the sale of electricity to Emera
and the purchase of natural gas from Emera followed a public tender process, the results of which were approved
by the regulator in the relevant jurisdiction.

•

In 2011, APUC provided a corporate guarantee in an amount of U.S. $1,000 to a subsidiary of Emera providing
lead market participant services for fuel capacity and forward reserve markets to ISO NE for the Windsor Locks
facility. There has not been any transaction under this contract in the last three years.

The above related party transactions have been recorded at the exchange amounts agreed to by the parties to the
transactions.
Other
A spouse of one of the Senior Executives provided market research consulting services to certain subsidiaries of
the Company. During the year ended December 31, 2014 APUC paid $192 (2013 - $45) in relation to these

services.
19.

Non-controlling interests
Net loss attributable to non-controlling interests consists of the following:
2014
Net earnings attributable to Class B partnership units of Wind Portfolio
SponsorCo

$

3,484

Net loss attributable to Class A partnership units

(27,199)

Other net earnings attributable to non-controlling interests

1,529
(22, 186)

Total net loss attributable to non-controlling interests

$

2013

$

9,556
(20,408)
39

$

(10,813)

On March 31, 2014, the Company acquired the remaining Class B partnership units of Wind Portfolio SponsorCo
from the non-controlling interest holder. As a result of the transaction, the Company now owns 100% of Wind
Portfolio SponsorCo's Class B partnership units (note 3(g)).
The non-controlling Class A membership equity investors ("Class A partnership units") of Wind Portfolio SponsorCo
and of the Bakersfield Solar Project, beginning December 31, 2014 are entitled to allocations of earnings, tax
attributes and cash flows in accordance with contractual agreements. The share of earnings attributable to the noncontrolling interest holders in these subsidiaries is calculated using the HLBV method of accounting as described in
note l(t).
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20.

Income taxes
The provision for income taxes in the consolidated statements of operations represents an effective tax rate
different than the Canadian enacted statutory rate of 26.5% (2013 - 26.5%). The differences are as foll ows:
2014
Expected income tax expense at Canadian statutory rate

$

2013

19, 199

$

16,072

Increase (decrease) resulting from :
Recognition of deferred cred it

(5,763)

(6,676)

Effect of differences in tax rates on transactions in and within foreign
jurisdictions and change in tax rates

(1,677)

(2,338)

Non-taxable corporate dividend

(2,618)

(2,896)

8,824

Non-controlling interest s share of income
Production tax credit

(339)

4,266
(247)

Allowance for eq uity funds used during construction

(746)

(694)

State taxes

604
(677)

Other

!

Income tax exeense

161807

3 13
1,355

1

91155

For the years ended December 31, 2014 and 2013, earnings from continuing operations before income taxes
consists of the following:
2014
Canadian operations

$

U.S. oeerations

20 13

11,930

$

601519

!

721449

19,687
40,962

1

601649

Income tax expense (recovery) attributable to income (loss) consists of:
Current

Deferred

Total

Year ended December 3 1, 2014
Canada

$

5,660
(1,986)

$

1

31674

1

131 133

1

161807

$

1,532

$

881

$

2,413
6,742

1

21526

1

61629

1

91155

United States

(3,538)

$

16,67 1

2, 122
14,685

Year ended December 31, 2013
Canada
United States

I
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20.

Income taxes (continued)
The tax effect of temporary differences between the financi al statement carrying amounts of assets and liabi lities
and their respective tax bases that give rise to significant portions of the deferred tax assets and deferred tax I iabil ities
as of December 3 1, 2014 and 2013 are presented below:

20 14
Deferred tax assets:
Non-capital loss, investment tax credits, currently non-ded uctible interest
expenses, and financing costs

$

Pension and OPEB
Acquisition related costs
Environmental obligation
Production tax credit
Reserves not currently deductible
Other
Total deferred income tax assets
Less valuation allowance
Total deferred tax assets
Deferred tax liabi lities:
Property, plant and equipment
Intangible assets
Outside basis in partnership
Regulatory accounts
Financial derivatives
Tota l deferred tax l iabilities
Net deferred tax liabil ities

$

2013

319,056

$

226,3 14

54,458
5,168
28,555
2,098
2,315
3 988
415,638
{15,534}
400,104

277, 118

(387,931)
(2,752)
(15,194)
(49,399)
{15,013}
(470,289)

(267,344)
(8,321)
(2,210)
(24,745)
{7,675}
(310,295)

(70,185) $

31,433
5,152
23,076
1,633
2,397
2 780
292,785
{15,667)

(33, 177)

The va luation allowance for deferred tax assets as at December 3 1, 2014 was $(15,534) (2013 - $(15 ,667)). The
va luation allowance primarily relates to operating losses that, in the judgment of management, are not more likely
than not to be real ized. In assessing the real izability of deferred tax assets, management considers whether it is more
likely than not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxa ble income during the periods in which those
temporary differences become deductible. Management considers the scheduled reversal of def erred tax liabilities
(including the impact of available carry back and carry forward periods), projected future taxable income, and taxplann ing strategies in making th is assessment.
Deferred income taxes are classified in the financial statements as:

20 14
Current def erred income tax asset
Non-current deferred income tax asset

$

Current deferred income tax liability
Non-current deferred income tax l i ab ilit~

i

201 3

7,210 $
57,065
(3,702)
(1301758)
po 118s> ~

19,652
86,632
(2,308)
(1 37, 153)
(331177)

'l A
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20.

Income taxes (continued)
As of December 31, 2014, the Company had non-capital losses carryforwards available to reduce future year's taxable
income, which expire as follows,
Year of expiry
2015
2016 and onwards

Non-capital loss carryforwards

$

5,426
733 022
738 448

On October 27, 2009, unitholders of Algonquin Power Income Fund exchanged their trust units on a one-for-one
basis for common shares of APUC (the "Unit Exchange Transaction'"). As a result of the Unit Exchange Transaction,
APUC recorded certain additional tax attributes to the extent management believed they were more likely than not
to be realized. The excess of the carrying amount of the tax attributes assumed over the consideration paid was
recorded as a deferred credit of $55,647 on the date of the Unit Exchange Transaction (the "Transaction Date").
The deferred credit has been recognized into income as a deferred income tax recovery in relative proportion to the
amount of the related tax attributes that have been utilized since the Transaction Date.
Subsequent to the balance sheet date, APUC received a proposal letter from the Canada Revenue Agency ("CRA")
which outlines its intention to challenge the tax consequences of the Unit Exchange Transaction. CRA is seeking to
apply the acquisition of control rules or the general anti-avoidance rules of the Income Tax Act (Canada) the effect
of which would be to deny APUC of the benefit of the tax attributes assumed as part of the Unit Exchange Transaction.
Should APUC receive a Notice of Reassessment covering the 2009, 2010, 2011, 2012 and 2013 taxation years,
APUC will be required to make a deposit payment of 50% of the tax liability (including interest and any applicable
penalties) claimed by the CRA in order to appeal the expected reassessment. Based on the tax amounts related to
the 2009 to 2013 taxation years, that payment amount would be approximately $17,500. Additionally, assuming
2014 return will be similarly reassessed, a further payment of approximately $3, 100 would also be required. APUC
would also be required to make a deposit payment of 50% of the taxes the CRA claims are owed in any future tax
year if the CRA were to issue a similar Notice of Reassessment for such years and APUC were to appeal it.
Should APUC be successful in defending its position, all such payments plus applicable interest, will be refunded
to APUC. If the CRA is successful, APUC would be required to pay the balance of the taxes assessed, plus interest
and penalties.
APUC remains confident in the appropriateness of its tax filing position and the expected tax consequences of the
Unit Exchange Transaction and intends to vigorously defend such position. APUC strongly believes that the acquisition
of control or the general anti-avoidance rules do not apply to the Unit Exchange Transaction and intends to file its
future tax returns on a basis consistent with its previous tax returns. As a result, the probability of any potential final
cash payment and impact on net earnings cannot be estimated at this time, but could range from $nil to $45,000.
The impact of the proposal on APUC's tax provision has been considered by management; however, management
continues to believe that the most likely outcome has not changed and it is more likely than not, that APUC will be
successful in defending its position. On this basis, APUC's 2014 financial statements do not include the impact of
a potential reassessment. Until the matter is resolved with CRA, or should new facts arise that would result in a
change to management's assessment of the most likely outcome, any future deposit tax payments made by APUC
will be recorded to the consolidated balance sheets and will not impact net earnings.
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21.

Basic and diluted net earnings per share
Basic and diluted earnings per share have been calculated on the basis of net earnings attributable to the common
shareholders of the Company and the weighted average number of common shares outstanding and subscription
receipts issued (note 14 (a)(iii)) during the year. Diluted net earnings per share is computed using the weightedaverage number of common shares, subscription receipts issued, additional shares issued subsequent to year-end
under the dividend reinvestment plan, PSUs and DSUs outstanding during the period and, if dilutive, potential
incremental common shares issuable upon the exercise of stock options. The dilutive effect of outstanding stock
options is reflected in diluted earnings per share by application of the treasury stock method.
The reconciliation of the net earnings and the weighted average shares used in the computation of basic and diluted
earnings per share are as follows:
2014

$

Net earnings attributable to shareholders of APUC

75,701

Series A Preferred shares dividend

5,400

Series D Preferred shares dividend

4,103

$

Net earnings attributable to common shareholders of APUC
Discontinued o~erations
Net earnings attributable to common shareholders of APUC from continuing
operations - Basic and Diluted

66, 198

2013

$

5,400

$

14,896
(42,011)

$

56,907

(2, 127)

$

68,325

20,296

Weighted average number of shares
Basic
Effect of dilutive securities
Diluted

213,953,870

204,350,689

2,387 722

1,482 515

216 341 592

205 833 204

The shares potentially issuable as a result of 1,786,401 stock options (2013 - 885,418) are excluded from this
calculation as they are anti-dilutive.
22.

Segmented information
During the fourth quarter, the Company aligned its management reporting under three business units - Generation,
Transmission and Distribution. As a result, APUC has four reporting segments. Under Generation, the Company owns
or has interests in hydroelectric, solar and wind power facilities which are aggregated as the renewable segment and
operates co-generation, steam production and other thermal facilities which are aggregated as the thermal segment.
The Distribution reporting segment now aggregates the electric, natural gas and water distribution utilities into a single
reporting segment. Finally, the Transmission reporting segment, invests in rate regulated electric transmission and
natural gas pipeline systems.
The operating segments were aggregated as generation (renewable, thermal), distribution and transmission based on
their economic characteristics. The Transmission segment includes the new equity method investment in the Natural
Gas Pipeline Development (note 8(b)) which is not yet significant and as a result is not presented separately in the
tables below.
For purposes of evaluating divisional performance, the Company allocates the realized portion of any gains or losses
on financial instruments to specific divisions. The unrealized portion of any gains or losses on derivative instruments
not designated in a hedging relationship is not considered in management's evaluation of divisional performance and
is therefore allocated and reported in the corporate segment. The results of operations and assets for these new
segments are reflected in the tables below. The comparative information for 2013 has been reclassified to conform
with the composition of the reporting segments presented in the current year.
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22.

Segmented information (continued)

Year ended December 31, 2014

Generation
Renewable

Corporate

Distribution

Thermal

Total

Total

Revenue
Regulated electricity distribution

$

$

$ 206,667
446,025

$

Regulated gas distribution
Regulated water reclamation and
distribution

$

$ 206,667
446,025

66,419

Non-regulated energy sales
Other revenue

Total revenue
Operating expenses

159,400

42,900

202,300

13,257

3,208

16,465

5,684

66,419
202,300

172,657

46,108

218,765

724,795

46,077

9,405

55,482

180,442

22,149
943,560
60

235,984

Regulated electricity purchased

120,506

120,506

Regulated gas purchased

261,116

261,116

16,676

Non-regulated energy purchased

22,588

39,264

39,264
(60)

109,904

14,115

124,019

162,731

Administrative expenses

(13,120)

(337)

(13,457)

(19,947)

(1,288)

(34,692)

Depreciation of property, plant and
equipment

(48,479)

(5,980)

(54,459)

(52,387)

(2,128)

(108,974)

(2,979)

(891)

(3,870)

(756)

(4,626)

(528)

(447)

Amortization of intangible assets

81

81

Other amortization

1, 112

Gain on foreign exchange

(32,117)

Interest expense
Interest, dividend income and other
income
Gain on sale of asset

(1,751)

(27,139)

(1,411)

(62,418)

3,369

3,202

7,758

(2,552)

(2,552)

(7,465)

(8,463)

(1,589)

(1,375)

1,683

(496)

1,187

110

326

436

(698)

Write-down of long-lived assets
Gain (loss) on derivative financial
instruments

436

Earnings from continuing operations before
income taxes

15,297

Loss from discontinued operations before
income taxes

(3,189)

214

(216)

$

12,108

$

4,072

Property, plant and equipment

$1,602,465

$

72,449

(3,405)
$

16, 180

(3,405)
$

65,043

$ (12,179) $

69,044

85,000

$1,687,465

$1,531,166

59,791

$3,278,422

1,253

3,520

1,563

1,652

6,735

1,795,757

100,603

1,896,360

2,106,638

111,417

4,114,415

197 ,051

4,012

201,063

176,849

54,461

432,373

Capital expenditures
Acquisition of operating entities

Notes to the

(12, 179)

65,043

2,267

Equity-method investees

!

19,585

4,288

Earnings (loss) before income taxes

·.1 ~3 ()

(300)

(698)

214

1,112

(33,868)

Acquisition-related costs

Total assets

286,690

',C~n,sotidated Financial Statements
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22.

Segmented information (continued)

Year ended December 31, 2013

Generation
Renewable
Energy

Distribution

Thermal
Energy

Corporate

Total

Total

Revenue
Regulated electricity distribution

$

$

$

$ 166,156

$ 166,156

$

260,424

Regulated gas distribution
Regulated water reclamation and
distribution

260,424

57,350

57,350

145,661

34,530

180,191

Other revenue

7,058

2,442

9,500

1,270

400

11,170

Total revenue

152,719

36,972

189,691

485,200

400

675,291

40,282

8,514

48,796

131,550

180,346

97,376

97,376

148,784

148,784

Non-regulated energy sales

Operating expenses

180,191

Regulated electricity purchased
Regulated gas purchased
Non-regulated energy purchased

8,684

17,151

25,835

103,753

11,307

115,060

107,490

400
(2,724)

25,835
222,950

Administrative expenses

(13,094)

(223)

(13,317)

(7,477)

Depreciation of property, plant
and equipment

(45, 122)

(5,439)

(50,561)

(41,417)

(91,978)

(2,652)

(856)

(3,508)

(692)

(4,200)

Amortization of intangible assets

81

Other amortization

81

78

159
567

Gain on foreign exchange

(27,472)

Interest expense
Interest, dividend income and
other income

1,867

(1,046)

(28,518)

(23,734)

193

2,060

3,228

(750)

Loss on sale of asset

Gain (loss) on derivative financial
instruments

2,497

15,844

3,936

19,780

Loss from discontinued
operations before income taxes

1,128

(61,630)

(60,502)

16,972

$ (57,694) $

Property, plant and equipment

$1,364,843

Acquisition of operating entities

$

79,828

37,476

(2,140)

5,967

5,200

3,393

60,649
(60,502)

(40,722) $

$1,444,671

(2,140)

37,476

$

$1,264,033

$

3,393

$

147

$2,708,704

1,718

1,718

325

8,623

10,666

1,492,144

116,922

1,609,066

1,673,631

193,784

3,476,481

46,885

2,631

49,516

108,861

158,377

2,083

236,931

239,014

Equity-method investees

Capital expenditures

7,785
(750)

(767)

Earnings from continuing
operations before income taxes

$

(53,426)

(750)

(767)

Earnings (loss) before income
taxes

567

(1,174)

Acquisition-related costs

Total assets

(23,518)

2,083
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22.

Segmented information (continued)
Operational segments (continued)
The majority of non-regulated energy sa les are earned from contracts wit h large public uti lities. The followi ng uti lities
contributed more than 10% of these tota l revenues in either 2014 or 2013: Hydro Quebec 11 % (2013 - 14%) and
Manitoba Hydro 13% (2013 - 14%). The Company has mitigated its credit risk to the extent possible by selling energy
to large util ities in various North America n locations.
APUC operates in the independent power and utility industries in both Canada and the United States. Information on
operations by geographic area is as follows:

2014

2013

Revenue
Canada

$

Un ited States

i

92,267
851 293
943.560

$

65,380
609,911

i

6751291

Property, plant and equipment
Canada

$

United States

i

590,580
2 687 842
31278.422

$

433,153
2,275 551

i

217081704

$

26,802

i

541416

Intangible assets
Canada

$

United States

i

25,601
28410
54.011

27,614

Revenues are attributed to the two countries based on t he location of the underlying generating and util ity facil it ies.

23.

Commitments and contingencies
(a)

Contingencies
APUC and its subsidiaries are involved in various claims and litigation arising out of the ord i nary course and
conduct of its business. Although such matters cannot be predict ed with certainty, management does not
consider APUC's exposure to such litigation to be material to these financial statements, with the exception
of those matters described below. Accrua ls for any contingencies re lated to these items are recorded in the
f i nancial statements at the time it is conc luded that its occurrence is probable and the related liabil ity is
esti mable.

(i)

On October 21, 2011, the Quebec Court of Appea l ordered a subsidiary of APUC to pay approximately $5,400
(i ncludi ng interest) to the Government of Quebec relating to water lease payments that the APUC subsidiary
has been payi ng to the St. Lawrence Seaway Management Corporation ("Seaway Management") under its
water lease with Seaway Management in prior years.
The water lease with Seaway Management conta ins an indemnification clause which management believes
mitigates this claim and management intends to vigorously defend its position. As a resu lt , the probabi lity
of loss, if any, and its quantification cannot be estimated at t his t ime but cou ld range from $ni l to $6,400.
In 2012, the Company paid an amount of $1,884 to the govern ment of Quebec in relation to t he early years
covered by the claim in order to mitigate the impact of accru ing interests on any amount ultimate ly determined
to be payable or recoverable.
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23.

Commitments and contingencies (continued)
(a)

Contingencies (continued)

(ii)

The normal ongoing operations and historic activities of the Company are subject to various federal, state
and local environmental laws and regulations and are regulated by agencies such as the United States
Environmental Protection Agency, the New Hampshire Department of Environmental Services and the
Massachusetts Department of Environmental Protection.
Like most other industrial companies, the gas and electric distribution utilities generate some hazardous
wastes. Under federal and state laws, potential liabilityfor historic contamination of property may be imposed
on responsible parties jointly and severally, without fault, even if the activities were lawful when they occurred.
In the case of regulated utilities, these costs are often allowed in rate case proceedings to be recovered from
rate payers over a specified period.
Prior to their acquisition by the Company, EnergyNorth Gas, Granite State Electric and New England Gas
Systems were named as potentially responsible parties for remediation of several sites at which hazardous
waste is alleged to have been disposed as a result of historic operations of Manufactured Gas Plants ("MGP")
and related facilities. The Company is currently investigating and remediating, as necessary, those MGP
and related sites in accordance with plans submitted to the agency with authority for each of the respective
sites. The Company believes that obligations imposed on ii because of those sites will not have a material
impact on its results of operations.
The Company estimates the remaining undiscounted, unescalated cost of these MGP-related environmental
cleanup activities will be $72,594which at discount rates ranging from 2.1%to3.4% represents the recorded
accrual of $72,305 as of December 31, 2014 (December 31, 2013 - $69,555).
By rate orders, the Regulator provided for the recovery of actual expenditures for site investigation and
remediation over a period of 7 years and accordingly, as of December 31, 2014, the Company has reflected
a regulatory asset of $102,735 (December 31, 2013- $85,029) for the MGP and related sites (note 7(a)).
Estimated cash flows for site investigation and remediation costs in the next five years and thereafter are as
follows:
2015

$

19,643

2016

22,229

2017

14,394

2018

5,443

2019

629

Thereafter to 2046

10,256
72 594

(b)

Commitments
In addition to the commitments related to the proposed acquisitions and development projects disclosed in
notes 3 and 8, the following significant commitments exist as of December 31, 2014.
As a result of the dam safety legislation passed in Quebec (Bill C-93), APUC has completed technical
assessments on its hydroelectric facility dams owned or leased within the Province of Quebec. The
assessments have identified a number of remedial measures required to meetthe new safety standards. APUC
currently estimates further capital expenditures of approximately $7,900 over a period of five years related
to compliance with the legislation.
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23.

Commitments and contingencies (continued)
(b)

Commitments (continued)
APUC has outstanding purchase commitments for power purchases, gas delivery, service and supply, servi ce
agreements, capital project commitments and operating leases. Detailed below are estimates of future
commitments under these arrangements:
Year 1
Purchased power

$118,158

Year 3

Year 2

$

$

Year 5

Year 4

$

$

Thereafter

Total

$

$ 118,158

Gas delivery,
service and
supply
agreements

52,848

37,714

30,318

27,718

27,625

88,234

264,457

Service
agreements

28,572

32, 147

32,537

31,556

31,382

481 ,061

637,255

Capital projects

21,972
5,647

4,951

4 ,604

4,274

4,190

97,421

121,087

$227, 197

$ 74,8 12

$67,459

$63,548

$63,197

$666,716

$1,162,929

Operating leases
Total

2 1,972

Cal peco Electric System has entered into a five-year all-purpose power purchase agreement with NV Energy
to provide its fu ll electric requirements at NV Energy's "system average cost" rates. The PPA has an effective
starti ng date of January 1, 20 11 with a five-year renewal option. The commitment amounts included in the
table above are based on market prices as of December 31, 2014. However, the effects of purchased power
unit cost adjustments are mitigated through a purchased power rate-adjustment mechanism. Granite State
Electric System has several types of contracts for th e purchase of electri c power. Substantially al l of these
contracts require power to be del ivered before th e Company is obligated to make payment .

24.

Non-cash operating items
The changes in non-cash operating items from discontinu ed operations con sist of the following:

20 14
Accounts receivable

$

Prepaid expenses
Acc rued Iiabi lities

$

2013

2,572 $
36
(1 346)
1,262 $

(213)
(11)

260
36

The changes in non-cash operating items consist of the following:

2014
Accounts rece ivable

$

2013

(23,640) $

Related party balances

(5,942)
(3,861 )
(189)
827
54,299
32,520
(1,527)

Natural gas in storage
Supplies and consumable inventory
Income taxes receivable
Prepaid expenses
Accounts payable
Accrued l iabilities
Current income tax l iability
Net regu l ator~ assets and l iabilities

(541277)

!
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(49,888)
(996)
(6,330)
(525)
177
(485)
(29,292)
37,023
1,399
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25.

Financial instruments
(a)

Fair value of financial instruments
Carrying
amount

2014
Notes receivable

$

39,510

Fair
Value

$

Level 1

41,339

$

Level 2

Level 3

$ 41,339 $

Derivative financial
instruments:
Energy contracts
designated as a cash flow
hedge

41,966

41,966

41,966

Energy contracts not
designated as a cash flow
hedge

504

504

504

42,470

42,470

42,470

Total derivative financial
instruments
Total financial assets

$

Long-term liabilities

$ 1,280,023 $ 1,363,934 $ 520,142

Preferred shares, Series C

81,980

$

83,809

$

$ 41,339 $ 42,470
$ 843,792

18,693

18,209

18,209

36,276

36,276

36,276

Interest rate swap
designated as a hedge

4,684

4,684

4,684

Interest rate swaps not
designated as a hedge

1,383

1,383

1,383

Commodity contracts for
regulated operations

2,928

2,928

2,928

Total derivative financial
instruments

45,271

45,271

45,271

$

Derivative financial
instruments:
Cross-currency swap
designated as a net
investment hedge

Total financial liabilities

$ 1,343,987 $ 1,427,414 $ 520,142

$ 907,272

$
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25.

Financial instruments (continued)
(a)

Fair value of financial instruments (continued)
Carrying
amount

2013
Notes receivable

$

22,678

Fair
Value
$

26,321

Level 1
$

Level 2
$

26,321

Level 3

$

Derivative financial instruments:
Energy contracts designated
as a cash flow hedge

31,971

31,971

31,971

3,737

3,737

3,737

Crosswcurrency swap
designated as a net
investment hedge

109

109

109

Commodity contracts for
regulatory operations

482

482

482

Total derivative financial
instruments

36,299

36,299

591

35,708

26,912

$ 35,708

Energy contracts not
designated as a cash flow
hedge

Total financial assets

$

Long-term liabilities

$1,255,588

$1,261,340

18,805

18,293

Energy contracts designated
as a cash flow hedge

4,781

4,781

Cross-currency swap
designated as a net
investment hedge

7,947

7,947

7,947

Interest rate swaps not
designated as a hedge

3,180

3,180

3,180

Commodity contracts for
regulated operations

313

313

313

Total derivative financial
instruments

16,221

16,221

11,440

4,781

$1,290,614

$1,295,854

$ 994,087

$ 4,781

Preferred shares, Series C

58,977

$

62,620

$

$

$ 296,986

$ 964,354

$

18,293

Derivative financial instruments:

Total financial liabilities
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25.

Financial instruments {continued)
{a)

Fair value of financial instruments (continued)
The Company has determined that the carrying value of its short-term financial assets and liabilities
approximates fair value as of December 31, 2014 and 2013 due to the short-term maturity of these
instruments.
Notes receivable fair values (level 2) have been determined using a discounted cash flow method, using
estimated current market rates for similar instruments adjusted for estimated credit risk as determined by
management.
The Company's level 2 fair value of long-term liabilities at fixed interest rates and Series C preferred shares
has been determined using a discounted cash flow method and current interest rates.
The Company's level 2 fair value derivative instruments primarily consist of swaps, options and forward
physical deals where market data for pricing inputs are observable. Level 2 pricing inputs are obtained from
various market indices and utilize discounting based on quoted interest rate curves which are observable in
the marketplace.
The Red Lily conversion option is measured at fair value on a recurring basis using unobservable inputs (level
3). The fair value is based on an income approach using an option pricing model that includes various inputs
such as energy yield function from wind, estimated cash flows and a discount rate of 9.0%. The Company
used a discount rate believed to be most relevant given the business strategy. There was no change in fair
value of $nil during the years ended December 31, 2014 or 2013.
The Company's level 3 instruments consist of energy contracts for electricity sales. The significant
unobservable inputs used in the fair value measurement of energy contracts are the internally developed
forward market prices ranging from $16.62 to $113.93 with a weighted average of $39.72 as of
December 31, 2014. The processes and methods of measurement are developed using the market knowledge
of the trading operations within the Company and are derived from observable energy curves adjusted to
reflect the illiquid market of the hedges and, in some cases, the variability in deliverable energy. Significant
increases (decreases) in any of these inputs in isolation would result in a significantly lower {higher) fair
value measurement. The change in the fair value of the energy contracts are detailed in notes 25{b)(ii) and
25{b)(iv).
Fair value estimates are made at a specific point in time, using available information about the financial
instrument. These estimates are subjective in nature and often cannot be determined with precision.
The Company's accounting policy is to recognize transfers between levels of the fair value hierarchy on the
date of the event or change in circumstances that caused the transfer. There was no transfer into or out of
level 1, level 2 or level 3 during the years ended December 31, 2014 or 2013.
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25.

Financial instruments (continued}
(b)

Derivative instruments
Derivative instruments are recognized on the consolidated balance sheets as either assets or liabi lities and
measured at fair value each reporting period.

(i}

Commodity derivat ives - regulated accounting
The Company uses derivative financial instruments to red uce the cash flow vari ability associated with th e
purchase price for a portion of future natural gas purchases associated with its regu lated gas service territories.
The Company's strategy is to minimize fluctuations in gas sales prices to regu lated customers.
The following are commodity volumes, in dekatherms ("dths"} associated with the above derivative contracts:

2014
Financial contracts: Gas swaps

1,774,0 18

Gas options

907,758
2 68 1 776

The accounting for these derivative instruments is subject to guidance for rate-regu lated enterprises.
Therefore, the fair value of these derivatives is recorded as current or long-term assets and liabi l iti es, with
offsetting positions recorded as regu latory assets and regu latory liabil ities in the consolidated balance sheets.
Gains or losses on the sett lement of these contracts are included in the calculation of deferred gas costs
(note 7(d}}. As a result, t he changes in fair value of t hese natural gas derivative contracts and their offsetting
adjustment to regulatory assets and liabilities had no earnings impact. The following table presents the
impact of the change in thefair value of the Company's natural gas derivative contracts had on the consol idated
balance sheet s:

201 4

2013

Regulatory assets:
Gas swap contracts

U. S. $

2,178

Gas option contracts

U.S.

i

346

U.S. $

86

i

208

U.S.

Regulatory l iabil ities:

(ii}

Gas swap contracts

U.S. $

U.S. $

416

Gas option contracts

U .S.

i

U.S. $

37

Cash flow hedges
The Company reduces the price ri sk on the expected future sale of power generation at Sandy Ridge, Senate
and Minonk Wind Faci lities and at one of its hyd ro facilities no longer subject to a power purchase agreement
by entering into th e following long-term energy derivative contracts.
Notional quantity
(MW-hrs}

Expiry

Receive average
prices <per MW-hr}

Pay floating pri ce
<per MW-hr}

98,167

December 2016

$

67.9 1

AESO

915,428
3,90 7 ,711

December 2022
December 2022

U.S.$
U.S.$

42.81
30.25

PJ M Western HUB
NI HUB

4 ,330,303

December 2027

U.S.$

36.46

ERCOT North HUB

On November 14, 2014, the Company entered into a 10-year forward-starting interest rate swap beginning
on July 25, 2018 in order to reduce the interest rate risk related to the probable issuance on that date of a
10-year $135,000 bond. The change in fair value resulted in a loss of $4,684 for the year ended December
3 1, 2014, which is recorded in OCI.
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25.

Financial instruments (continued)
(b)

Derivative instruments (continued)

(ii)

Cash fl ow hedges (continued)
The following table summarizes changes in OCI attributable to derivative financia l instruments designated
as a cash f low hedge :

2014
$

Effective portion of cash f low hedge, loss
Amortization on cash f low hedge
Loss (gain) rec lassified from AOCI into non-regulated energy sales

$
Less non-controlling interest
Change in OCI attributable to shareholders of APUC

$

2013

1,043 $
(32)

18,940

51423
6,434
5,982

(1,602)
$

12,416

$

(30)
17,308
(9,064)
8,244

The Company expects $10,132 of unrealized gains currently in AOCI t o be rec lassified into non-regulated
energy sa les within the next twelve months, as the underlying hedged transactions settle.
(iii)

Foreign exchange hedge of net investment in foreign operation
The Company periodically uses a combi nation of foreign exchange forward contracts and spot purchases to
manage its fore ign exchange exposure on cash flows generated from the U.S. operations. APUC only enters
into foreign exchange forward contracts with major Canadian financial institutions having a credit rating of
A or better, thus reducing credit risk on these forward contracts.
Concurrent with its $150,000 and $200,000 debenture offerings in December 20 12 and January 2014,
respectively, the Company entered into cross currency swaps, coterminous with the debentures, to effectively
convert the Canad ian dollar denominated offering into U.S. dollars. The Company designated the entire
notional amount of the cross currency fixed-for-fixed interest rate swap and related short-term U.S. dollar
payables created by the monthly accruals of the swap settlement as a hedge of the foreign currency exposure
of its net investment in the Generation Group's U.S. operations. The gain or loss related to the fair va lue
changes of the swap and the re lated foreign currency ga ins and losses on the U.S. dollar accruals that are
designated as, and are effective as, a hedge of the net investment in a foreign operation are reported in the
same manner as the tran slation adjustment (in OCI) related to the net investment. A loss of $28,537 (2013
- loss of $5,771) was recorded in OCI in 2014.

(iv)

Other derivatives
The Company provides energy requ irements to variou s customers under contracts at fixed rates. While the
production from the Tinker Assets are expected to provide a portion of th e energy required to service these
customers, APUC anticipates having to purchase a portion of its energy requirements at the ISO NE spot
rates to supplement self-generated energy.
This risk is mitigated though the use of short-term financial forward energy purchase contracts which are
classified as derivative instruments. The electricity derivative contracts are net settled fixed-for-f loating
swaps whereby APUC pays a fixed price and receives the floating or indexed price on a notional quantity of
energy over the remainder of the contract term at an average rate, as per the followi ng table. These contracts
are not accounted for as hedges and changes in fair va lue are recorded in earnings as they occur.
Notional quantity (MW-hrs)
18,283

Expiry
March 2015

Receive average prices (per MW-hr)
U.S.$

Net Asset

57.53

l

$

1 fln

417

r
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25.

Financial instruments (continued}
(b}

Derivative instruments (continued)

(iv)

Dther derivatives (continued)
The Company is party to an interest rate swap whereby, the Company pays a fixed interest rate of 4.47% on

a notional amount of $60,513 and receives floating interest at 90 day CDOR, up to the expiry of the swap
in September 2015. As of December 31, 2014, the estimated fair value of the interest rate swap was a
liability of $1,383 (2013 - liability of $3,180). This interest rate swap is not being accounted for as a
hedge and consequently, changes in fair value are recorded in earnings as they occur.
For derivatives that are not designated as cash flow hedges and for the ineffective portion of gains and losses
on derivatives that are accounted for as hedges, the changes in the fair value are immediately recognized in

earnings.
The effects on the consolidated statements of operations of derivative financial instruments not
designated as hedges consist of the following:
2014

2013

Change in unrealized loss (gain) on derivative financial instruments:
Interest rate swaps

$

Enerll)'. derivative contracts
Total change in unrealized loss (gain) on derivative financial instruments

(1 ,797) $
3,386

$

1,589

(1,598)
(3,809)

$

(5,407)

Realized loss (gain) on derivative financial instruments:
Interest rate swaps
Enerfil'. derivative contracts
Total realized loss (gain) on derivative financial instruments

1,962

$

Gain on derivative financial instruments not accounted for as hedges
Ineffective portion of derivative financial instruments accounted for as
hedges
Loss (gain) on derivative financial instruments
(c)

2,024
(466)

(3,627)
(1,665)
(76)

$

1,451

$

1,375

1,558
(3,849)
(1,351)

$

(5,200)

Risk management
In the normal course of business, the Company is exposed to financial risks that potentially impact its
operating results. The Company employs risk management strategies with a view of mitigating these risks
to the extent possible on a cost effective basis. Derivative financial instruments are used to manage certain
exposures to fluctuations in exchange rates, interest rates and commodity prices. The Company does not
enter into derivative financial agreements for speculative purposes.
This note provides disclosures relating to the nature and extent of the Company's exposure to risks arising
from financial instruments, including credit risk, liquidity risk, foreign currency risk and interest rate risk,
and how the Company manages those risks.
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25.

Financial instruments (continued)
(cl

Risk management (continued)

Credit risk
Credit risk is the risk of an unexpected loss if a customer or counterparty to a financial instrument tails to
meet its contractual obligations. The Company's financial instruments that are exposed to concentrations
of credit risk are primarily cash and cash equivalents, accounts receivable, notes receivable and derivative
instruments. The Company limits its exposure to credit risk with respect to cash equivalents by ensuring
available cash is deposited with its senior lenders in Canada all of which have a credit rating of A or better.
The Company does not consider the risk associated with accounts receivable to be significant as over 80%
of revenue from power generation is earned from large utility customers having a credit rating of BBB or
better, and revenue is generally invoiced and collected within 45 days.
The remaining revenue is primarily earned by the Distribution Group which consists of water and wastewater
utilities, electric utilities and gas utilities in the United States. In this regard, the credit risk related to
Distribution Group accounts receivable balances of U.S. $119,866 is spread over thousands of customers.
The Company has processes in place to monitor and evaluate this risk on an ongoing basis including
background credit checks and security deposits from new customers. In addition, the state regulators of the
Distribution Group allow for a reasonable bad debt expense to be incorporated in the rates and therefore
recovered from rate payers.
As of December 31, 2014, the Company's maximum exposure to credit risk for these financial instruments
was as follows,
December 31, 2014
Canadian $
Cash and cash equivalents and restricted cash

$

5,823

us$
$

20,320

Accounts receivable

19,095
151,265
(6,232)

Allowance for doubtful accounts
21,901

Notes receivable

~

48,044

15,179
$

179,307

In addition, the Company continuously monitors the creditworthiness of the counterparties to its foreign
exchange, interest rate, and energy derivative contracts prior to settlement, and assesses each counterparty's
ability to perform on the transactions set forth in the contracts. The counterparties consist primarily of
financial institutions. This concentration of counterparties may impact our overall exposure to credit risk,
either positively or negatively, in that the counterparties may be similarly affected by changes in economic,
regulatorY or other conditions.
As of December 31, 2014, an amount receivable under the derivatives for Sandy Ridge, Senate and Minonk
Wind Facilities of $156 (2013 - $7,344) was held as collateral by the counterparty.
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25.

Financial instruments (continued)
(c)

Risk management (continued)

Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company's approach to managing liquidity risk is to ensure, to the extent possible, that it will always
have sufficient liquidity to meet liabilities when due. As of December 31, 2014, in addition to cash on hand
of $9,273 the Company had $485,927 available to be drawn on its senior debt facilities. Each of the
Company's revolving credit facilities contain covenants which may limit amounts available to be drawn.
The Company's liabilities mature as follows:
Due less
than 1
year
Long-term debt obligations
Advances in aid of construction
Interest on long-term debt
Purchase obligations
Environmental obligation

$

9,130
1,149
64,232
267,914
19,643

Due 4 to 5
years

Due after
5 years

90,955

$ 218,795

125,268

102,070

$ 961,143
79,955
146,689

36,623

6,072

10,256

2,975

2,433
4,684

29,405

Due2to3
years

$

Total

$1,280,023
81,104
438,259
267,914
72,594

Derivative financial
instruments:

Cross-currency swap

1,463

Interest rate forwards
Interest rate swaps

1,383

Energy derivative and
commodity contracts

2,337

591

9,873
$ 377,124

860
257,272
~

other obligations
Total obligations

36,276
4,684
1,383
2,928

25
334,079
~

29,659
~1,257,107

40,417
:i 2,225,582

Foreign currency risk
The Company is exposed to currency fluctuations from its U.S. based operations. APUC manages this risk
primarily through the use of natural hedges by using U.S. long-term debt to finance its U.S. operations.
The Company designates the amounts drawn on the Generation Group's revolving credit facility denominated
in U.S. dollars as a hedge of the foreign currency exposure of its net investment in the Generation Group's
U.S. operations. The foreign currency transaction gain or loss on the outstanding U.S. dollar denominated
balance of the facility that is designated as a hedge of the net investment in its foreign operations is reported
in the same manner as a translation adjustment (in OCI) related to the net investment, to the extent it is
effective as a hedge. A foreign currency loss of $2,727 for the year-ended December 31, 2014 (2013 $1,607) was recorded in OCI.

Interest rate risk
The Company is exposed to interest rate fluctuations related to certain of its floating rate debt obligations,
including certain project specific debt and its revolving credit facilities, its interest rate swaps as well as
interest earned on its cash on hand. The Company does not currently hedge that risk.
26.

Comparative figures
Certain of the comparative figures have been reclassified to conform to the financial statement presentation
adopted in the current year.
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