Columbia Power Corporation

2015/16
ANNUAL SERVICE PLAN REPORT

—

BRITISH
COLUMBIA

COLUALBIA
POFTER



For more information on Columbia Power Corporation contact:
Bree Seabrook, Manager, Communications
Suite 200 — 445 13" Avenue, Castlegar, British Columbia

Bree.Seabrook@columbiapower.org

Or visit our website at
www.columbiapower.org




Columbia Power Corporation

Board Chair’s Accountability Statement

The 2015/16 Columbia Power Corporation Annual Report was prepared under
my direction in accordance with the Budget Transparency and Accountability
Act and BC Reporting Principles.

As the Board Chair, I am responsible for ensuring internal controls are in place
to guarantee information is measured and reported accurately, and in a timely
fashion. All significant assumptions, policy decisions, events and identified
risks, for the twelve months ending March 31, 2016, have been considered in
preparing the report. The report contains estimates and interpretative
information that represent the best judgement of management. Any significant
limitations in the reliability of data, changes in mandated direction, goals,
strategies, measures, or targets made since the 2015/16 —2017/18 Service Plan
was released, are identified in the report.

The performance measures presented are consistent with Columbia Power’s mandate and goals, and
focus on aspects critical to the organization’s performance. The targets in this plan have been
determined based on an assessment of Columbia Power’s past performance, operating environment,
forecast conditions, and risk assessment.

Columbia Power Corporation’s 2015/16 Annual Service Plan Report compares the corporation’s
2015/16 actual results to the targeted results identified in the 2015/16 — 2017/18 Service Plan. I am
accountable for those results as reported.

Lee Doney
Board Chair
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Chair/CEQO Report Letter

In 2015/16, Columbia Power Corporation (Columbia Power) met its mandated
anl/ objectives set out by the Ministry of Energy and Mines and exceeded budgeted
rj net income.

L Early in the year, Waneta Expansion achieved Substantial Completion, a major

: project milestone, when the two generators began producing power. Waneta
Expansion, the eighth largest infrastructure project in British Columbia at its

. time of construction, was completed within budget and six weeks ahead of
schedule. Throughout its four-and-a-half-years of construction, the project

| maintained an excellent safety and environmental protection record, and met

44 its commitments to the community and First Nations.

The Columbia Power and BC Hydro Joint Development Committee work
resulted in the approval for the Elko Redevelopment Project to proceed to the
Definition Phase in April 2015, where preliminary engineering and
environmental studies for the project commenced. However, in April 2016,
with direction from BC Hydro, the project was deferred due to low energy
demand. Currently, the Committee is actively exploring other opportunities to
work together to create value for both BC Hydro’s ratepayers and the
Province.

Columbia Power continued to operate and maintain Arrow Lakes Generating
Station and Brilliant Expansion within all safety standards and met and
exceeded the benchmarks set out in the 2015/16-2017/18 Service Plan.

In accordance with Taxpayer Accountability Principles Columbia Power has participated in regular
meetings with the Minister of Energy and Mines and Deputy Minister, and bi-weekly meetings with
senior ministry staff to strengthen the accountability for strategic initiatives and key deliverables, and
foster a principled culture of efficiency and accountability. Additionally, Columbia Power’s Board of
Directors and employees participated in training and orientation activities on the six Taxpayer
Accountability Principles to ensure accountability to the taxpayers of British Columbia.

Thank you to Columbia Power’s Board of Directors, employees and partners. Together we will
continue to contribute to a strong legacy of power project development in the Province.

Eu{i.r -~
R T | Wl
Lee Doney Frank Wszelaki
Board Chair President & Chief Executive Officer
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Purpose of the Organization

Columbia Power, a commercial Crown corporation, operates under an agency agreement with the
Province to develop power projects within British Columbia. Columbia Power currently owns and
operates hydro power assets in the Columbia Basin.

Columbia Power and Columbia Basin Trust (the Trust) own Arrow Lakes Power Corporation
(ALPC), which owns the Arrow Lake Generating Station (ALH); Brilliant Expansion Power
Corporation (BEPC), which owns Brilliant Expansion Generating Station (BRX); and Brilliant Power
Corporation (BPC), which owns the Brilliant Dam and Generating Station (BRD) all on a 50/50 basis.

The Waneta Expansion Limited Partnership (WELP), which holds the Waneta Expansion Project
(WAX), is owned 51% by Fortis Inc., 32.5% by Columbia Power, and 16.5% by the Trust.

Columbia Power uses its portion of income generated from these hydroelectric facilities to reinvest in
power project development and pay dividends to our shareholder, the Province of British Columbia.
Columbia Power also uses a portion of its income to sponsor community groups and events, offer
bursaries and scholarships to secondary schools and community colleges, and develop and deliver
environmental stewardship programs.

Strategic Direction and Context

Columbia Power’s strategic direction is guided by the Mandate Letter (the Letter) that is received
each year from the Minister of Energy and Mines. The Letter sets out Columbia Power’s corporate
mandate, including high-level performance expectations, public policy issues and strategic priorities.
The Letter directs Columbia Power to conduct its operations and financial activities in a manner that
is consistent with legislative, regulatory, and policy framework established by government. All
activities and initiatives undertaken by Columbia Power are subject to overarching government
priorities described in the Taxpayer Accountability Principles. Columbia Power’s 2015/16 Mandate
Letter outlined three priorities for the year:

1. Manage the construction of the Waneta Expansion to completion in 2015 — safely, on-
schedule and on-budget, while meeting Columbia Power Corporation’s community, First
Nations and environmental commitments.

2. Report to Government on options identified by the Columbia Power Corporation/ BC Hydro
Joint Development Committee.

3. Maintain Columbia Power Corporation’s record of safe operations by continuing to operate
within all relevant safety standards and benchmarks.

In terms of strategic context, Columbia Power is a risk-focused organization that continually strives to
identify and evaluate risks that could affect performance, both positively and negatively. Columbia
Power manages risks associated with each of the three Mandate Letter priorities in addition to other
organizational risks, which are captured in the Enterprise Risk Management (ERM) program. Key
risks that Columbia Power was exposed to in 2015/16, and strategies that were used to manage these
risks, are outlined in Risk Matrix/Management Table.
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Columbia Power’s operating facilities, as well as Independent Power Producers (IPPs), provide
energy to a domestic power market where there is a single dominant wholesale purchaser. Availability
of transmission capacity to adjacent power markets in Alberta and the US Pacific Northwest is
constrained due to limited transmission capacity and limited demand for power in the short-term. The
operating environment is complex and includes federal and provincial regulators, an international
treaty, as well as local, regional, and American stakeholders, and First Nations. In 2015/16 there were
no significant changes to Columbia Power’s operating environment that affected the results from its
existing investments.

Columbia Power is focused on developing economically viable power projects in collaboration with
partners. New project development remains challenged by economic conditions with an anticipated
plateau for energy demand forecasted in the short-term. Despite current energy delivery limitations
and economic challenges, Columbia Power continues to focus on clean energy solutions for the
future.

Report on Performance

As per the 2015/16 Mandate Letter objectives from the Minister of Energy and Mines, Columbia
Power was successful in meeting its targets for managing the construction of the Waneta Expansion
Project to substantial completion, on-budget and six weeks ahead of its substantial completion
milestone date of May 17, 2015. In addition, Columbia Power maintained efficient and reliable plant
operations at ALH and BRX. Columbia Power ensured effective financial performance maximizing
revenue and returning free cash-flow to the shareholder. In April 2015, the Joint Development
Committee, consisting of Columbia Power and BC Hydro, approved the Elko Redevelopment Project
proceeding to the Definition Phase of development. An Elko Redevelopment Project Committee was
established with senior representatives from BC Hydro, Columbia Power and the Ktunaxa Nation
Council. The project’s Definition Phase activities in 2015/16 included environmental field studies,
First Nations engagement and community consultation, preparation of regulatory permitting
applications, and preliminary engineering to define the project baseline scope, cost and schedule. In
early 2016, BC Hydro’s load forecasts indicated that there would not be sufficient energy demand
when the project was expected to come into service, or for years afterwards. As a result, the Elko
Redevelopment Project has been deferred.

Columbia Power’s performance measure framework follows the Budget Transparency and
Accountability Act requirements for performance measures, benchmarks and targets linked to specific
goals, objectives and strategies. The framework also reflects Columbia Power’s commitment to the
Taxpayer Accountability Principles of cost consciousness, accountability and appropriate
compensation and adheres to the Office of the Auditor General’s Performance Reporting Principles
for the BC Public Sector.

Columbia Power has continued to adhere to Taxpayer Accountability Principles and incorporate
Government Action Plan Principles as directed by the Province. The Mandate Letter was signed on
January 21, 2015 by the Board of Directors to demonstrate accountability to the Province’s strategic
mandate and Columbia Power’s commitment to Taxpayer Accountability Principles for 2015/16.
Early in 2015/16 all Columbia Power employees were required to sign a copy of the Code of Conduct
as acknowledgement of the importance for each employee to understand the principles of cost
consciousness, accountability, service, respect and integrity and their responsibility to conduct day to
day activities with those principles in mind. In September 2015, all staff, executive and Board
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members received further training on Taxpayer Accountability Principles. In addition, the
organization’s CEO and Board Chair worked closely with the Assistant Deputy Minister of the
Ministry of Energy and Mines, meeting regularly to further strengthen the Province’s strategic
mandate focusing on results and strategic decision making within Columbia Power.

Goals, Strategies, Measures and Targets

The purpose of this section is to provide performance results of Columbia Power’s goals and
strategies to ensure the company meets its three mandated priorities while supporting the Province’s
strategic direction. Columbia Power’s goals include:

1. Success of the Waneta Expansion Project;

2. Efficient and Reliable Plant Operations at Arrow Lakes Generation Station (ALH) and

Brilliant Expansion (BRX);!
3. Effective Financial Planning; and
4. Advance the Progress of the Columbia Power/BC Hydro Joint Development Committee.

For each of the four goals there are specific targets. The targets are measureable, providing
accountability for performance. The actual performance results from 2013/14-2015/16 and targeted
results for 2015/16-2017/18 are summarized by each goal below.

Goal 1: Success of the Waneta Expansion Project

Manage the construction of the Waneta Expansion Project (WAX) to Substantial Completion in 2015,
on or before the Substantial Completion Milestone Date of May 17, 20152 — safely, on-schedule and
on-budget, while meeting Columbia Power’s First Nations and environmental commitments and

thereafter close out the Design-Build Contract on or before the Final Acceptance Milestone Date of
April 1, 2018.

Strategies

¢ Design-Build contract specifies the commercial start-up date, and on-schedule incentives.

e Design-Build contract has a fixed price, and includes penalties and incentives. Monthly forecast
and risk registry reviews provide early detection.

e Meet or exceed all Environmental Assessment Certificate commitments.

Performance Measure 1.1: Waneta Expansion is on-schedule

Performance 2015/16 2013/14 | 2014/15 | 2015/16 2015/16 2016/17 2017/18
Measure Benchmark | Actual | Actual Target Actual Target Target
Early or on- WAX Contract Contract
schedule WAX Construction | Close-out Close-out
1.1 WAX is (no negative . WAX completed | completed on- on-
) on- on- )
on-schedule variance hedul hedul on- six weeks schedule to | schedule to
from schedule ) scheduie schedule ahead of Final Final
schedule) schedule | Acceptance | Acceptance

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

"' BRD is leased to FortisBC and is therefore not included in Goal 2.
2 Original date was May 15, 2015 — new date is May 17, 2015 due to a two day time extension granted by WELP.
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Discussion

The benchmark for WAX was to achieve Substantial Completion on or before the Substantial
Completion Milestone Date of May 17, 2015 specified in the Design-Build Contract and to achieve
close-out of the Design-Build Contract on or before the Final Acceptance Milestone Date of

April, 1 2018.

The forecast was to achieve a variance of less than or equal to zero, indicating the project is
tracking toward Substantial Completion and Final Acceptance early or on-schedule. Schedule delay
would have increased the cost of the Design-Build Contract and other contracts and delay in the
project’s ability to achieve commercial operation and commence revenue generation. This would
have a financial impact; increased costs would have resulted in increased investment costs for each
of the partners and therefore had the potential to negatively affect forecast return on investment.
WAX achieved Substantial Completion on April 1, 2015, six weeks ahead of schedule,
commencing commercial operation on April 2, 2015. Achievement of Substantial Completion was
a precedent condition to commencement of commercial operation.

Following achievement of Substantial Completion, WAX commenced and continued with Design-
Build contract close-out activities that are precedent to Final Acceptance, such as completion of
deficiencies, completion of warranty repairs, completion of site cleanup and restoration and
delivery of outstanding documentation such as O&M manuals and as-built drawings.

Performance Measure 1.2: Waneta Expansion is on-budget

Performance 2015/16 2013/14 | 2014/15 2015/16 2015/16 2016/17 2017/18
Measure Benchmark | Actual | Actual Target Actual Target Target
On or
under-
WAX WAX WAXon- | WAX on-
1.2 WAX is bgggzti\(]go “g‘:_X \Zﬁ_X Construction | Construction | budget to budget to
on-budget g Completed Completed Final Final
variance budget | budget
from on-budget on-budget | Acceptance | Acceptance
budget)

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

Discussion

e The benchmark for WAX was to achieve both Substantial Completion and Final Acceptance on-
budget. The budget is the capital budget as approved by the Owner.

e The forecast was to achieve a variance of less than or equal to zero, indicating the project is
tracking both to Substantial Completion and Final Acceptance either on or under budget.

e WAX achieved Substantial Completion on April 1, 2015, on-budget.

e WAX is forecasting to achieve Final Acceptance on-budget.
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Goal 2: Efficient and Reliable Plant Operations at Arrow Lakes Generating Station
(ALH) and Brilliant Expansion (BRX)

Maintain Columbia Power’s record of safe operations by continuing to operate within all relevant
safety standards and benchmarks.

Strategies

e Agreements with BC Hydro to provide each of ALH and BRX with an energy entitlement based
only on availability of the operating units. Columbia Power’s strategy is to maximize availability.
External benchmarks are used for performance comparisons.

e Asset manage joint venture projects effectively and efficiently and to achieve Operations,
Maintenance and Administration (OMA) costs within industry norms. External benchmarks are
used for performance comparisons.

Overall Discussion
e Targets reflect Columbia Power’s annual performance forecasts based on planned outage durations
required for routine maintenance, periods of major maintenance and capital projects.

e Columbia Power has identified two metrics for plant availability: Equivalent Availability Rate
(Hours), and Equivalent Availability Rate (MWh). The Equivalent Availability Rate (Hours)
annually references industry benchmarks using the Navigant Study>. The Equivalent Availability
Rate (MWh) references an internal benchmark.

e The third metric of OMA Costs (OMA $ per MWh) is used to determine plant performance relative
to the industry and is calculated from Operations Maintenance and Administrative costs divided by
entitlement received in megawatt hours.

Performance Measure 2.1: Equivalent Availability Rate (Hours)
Performance 2015/16 2013/14 2014/15 2015/16 2015/16 2016/17 2017/18
Measure Benchmark Actual Actual Target Actual Target Target

2.1 Equivalent
Availability Rate
(Hours)

ALH: 90.5% ALH: 87.0% | ALH:883% | ALH:87.7% | ALH:91.8% | ALH:89.4% | ALH: 88.0%
BRX: 90.5% BRX: 89.4% | BRX:88.7% | BRX:89.2% | BRX:93.4% | BRX:92.2% | BRX: 89.5%

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

Discussion

e The benchmark for Equivalent Availability Rate (Hours) is 90.5% and is the five year average
equivalent rate for medium-sized hydro plants in operation for less than forty-five years, as
provided by the Navigant Study.

e The long-term target is to meet or exceed this benchmark.

¢ Interim annual targets reflect extended periods of major planned maintenance for the facilities
commencing in 2015/2016 and continuing into 2016/17 and 2017/18. As a result, there is a slight
increase in the potential for forced (unplanned) outages.

3 Columbia Power engaged Navigant Consulting Inc. to provide benchmarking services, including the provision of a report
detailing the compilation of industry benchmarks, otherwise known as the Navigant Study.
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Equivalent Availability Rate (hours) can be compared to other hydro operators with similar assets.
The targets for this metric are based on forecast planned maintenance and forced outages.

Major maintenance periods can vary in duration from the typical annual planned outages.

Forced outages may increase during and following major equipment warranty periods, early plant
lifecycle abnormalities and after major maintenance activities.

For the 2015/16 year, both the Arrow Lake (ALH) and Brilliant Expansion (BRX) hydro facilities
exceeded the benchmark and internal targets for plant performance as shown in the results for
Equivalent Availability Rate (MWh) based on entitlement returns.

The significant increase in plant performance is the result of Columbia Power’s recent initiatives
under the Asset Management Program to introduce controls that promote detailed planning at the
field level and to validate the existing maintenance program effectiveness, which resulted in
changes to how maintenance is applied.

The results represent shorter plant outage times for both planned and forced outages which resulted
in improved entitlement returns and plant reliability.

Performance Measure 2.2: Equivalent Availability Rate (MWh)

Performance 2015/16 2013/14 2014/15 2015/16 2015/16 2016/17 2017/18
Measure Benchmark Actual Actual Target Actual Target Target
i—z Elqﬁi,r?lem ALH: 96.9% | ALH:98.8% | ALH:98.5% | ALH:97.2% | ALH:99.4% | ALH:97.8% | ALH:97.8%
R:tae‘ ?Ml\;;}{) BRX:96.4% | BRX:97.8% | BRX:96.1% | BRX:97.0% | BRX:98.5% | BRX:97.6% | BRX:97.4%

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

Discussion

For the Equivalent Availability Rate (MWh) benchmark, Columbia Power uses historic and
forecast production levels based on internal data.

The benchmark reflects an optimal scenario of reliable plant operation and efficiently completing
maintenance outages.

0 This metric is the number of entitlement megawatt-hours (MWh) available to each
facility annually accounting for both planned and forced (unplanned) outages, relative
to the total entitlement MWh available to each facility.

0 This metric allows a comparison of Columbia Power’s revenue capture performance
relative to an internal benchmark.

The long-term target is to meet or exceed the benchmark.

As the metric is entitlement-based, it is not comparable to external industry metrics, but is useful
for Columbia Power’s purposes.

As with the Equivalent Availability Rate (Hours) metric, major maintenance periods can vary in
duration from those expected. Forced outages may increase during and following major equipment
warranty periods, early plant lifecycle abnormalities, and after major maintenance activities.

For the 2015/16 year, both the Arrow Lake (ALH) and Brilliant Expansion (BRX) hydro facilities
also exceeded the benchmark and internal targets for plant performance as shown in the results for
Equivalent Availability Rate (hours) based on plant reliability.

The significant increase in plant performance is the result of Columbia Power’s recent initiatives
under the Asset Management Program to introduce controls that promote detailed planning at the
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field level and to validate the existing maintenance program effectiveness, which resulted in
changes to how maintenance is applied.

The results represent shorter plant outage times for both planned and forced outages which resulted
in improved entitlement returns and plant reliability.

Performance Measure 2.3: OMA Costs ($ per MWh)

Performance 2015/16 2013/14 2014/15 2015/16 2015/16 2016/17 2017/18
Measure Benchmark Actual Actual Target Actual Target Target
2.3 OMA ALH: 10.3* | ALH:7.2 ALH: 8.0 ALH: 7.8 ALH:6.6 ALH: 7.2 ALH: 7.2

15[0\)5\;;)(3; per BRX: 15.1° | BRX: 13.2 | BRX: 11.7 | BRX: 11.6 | BRX:10.2 | BRX: 12.1 | BRX: 12.2

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

Discussion

Columbia Power uses the Navigant Study annually to determine plant performance relative to
industry.
The Operations, Maintenance and Administration (OMA) Costs benchmark utilizes the Partial
Function Cost from the Navigant Study. Advancements in the Navigant Study have resulted in a
change in the benchmark sample sizing whereby ALH and BRX now have a separate benchmark
based on a targeted sample range of similar sized facilities.

0 This metric is the OMA costs for each facility divided (net of allowance for outages) by

entitlement energy for that facility, in dollars per megawatt-hour (MWh).

0 This metric is a measure of plant operational cost efficiency.
The long-term target is to manage the facilities effectively and efficiently and to achieve OMA
costs within industry norms. Under the terms of the long-term, fixed-price power sales agreements
for ALH and BRX, Columbia Power has limited ability to adjust the contract price to flow through
cost increases.
The OMA costs per megawatt hour for BRX and ALH were significantly lower than the
benchmark due to strong operating performance from high entitlement (MWh) and lower operating
expenses.
For the 2015/16 year, both the ALH and BRX hydro facilities demonstrated a significant reduction
in OMA costs compared to both the industry benchmark and the internal target.
The main factor contributing to the reduction of costs is due to recent initiatives under the Asset
Management Program to improve the up-front detailed planning, both in the day-to-day
maintenance activities and during the annual planned maintenance outages.

o The results represent a more efficient use of maintenance resources and funding.

4

Previous benchmark was blended for ALH and BRX and based on a large sample that was found not to be representative

of each individual facility. Reporting advancements have provided ability to query data allowing the benchmarks to be
split by generating station with similar characteristics.

5

See Footnote 4.
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Goal 3: Effective Financial Planning

Effective financial planning is vital to the success of Columbia Power. The company continually
develops and maintains sophisticated financial modeling tools that forecast over the service plan
period, providing five-year forecasts to Government. Columbia Power utilizes a 30-year enterprise
model to conduct sensitivity analysis and identify long-range volatility and opportunities.

Strategies

e Maximize revenue generated through investment in power projects and control costs associated with
operations of existing facilities.

e Monitor and control corporate costs in adherence to Taxpayer Accountability Principles through
cost control measures and monthly variance reporting.

e Manage working capital to meet Columbia Power’s mandate while returning free cash-flow to the
shareholder through a dividend.

Performance Measure 3.1: Net Income

Performance Measure 2013/14 | 2014/15 2015/16 2015/16 2016/17 2017/18
($000) Actual Actual Target Actual Target Target
3.1 Net Income 20,242 9,091 18,595 44,185 37,854 45,231

Data Source: 2016/17 & 2017/18 Targets are sourced from the Five Year Forecast budget update.

Discussion

e Columbia Power’s net income is the most appropriate measure to gauge the company’s financial
performance.

e Net income is closely monitored throughout the reporting period and audited annually.

e All components are rigorously reviewed for reliability and consistency with government reporting
standards and the Taxpayer Accountability Principles.

e Corrective measures are taken to achieve forecast net income if variances are identified.

e Net income grew considerably due to the following:
0 Waneta Expansion Project commenced commercial operation six weeks ahead of schedule,
contributing to an extra $11.1 million in investment revenues;
0 Increased pricing as per the 2010 Electricity Purchase Agreement for Arrow Lakes
Generating Station, which commenced in January 2016; and,
0 Columbia Power recognized an additional $11.1 million in income from WEPC in
accordance with the terms of the Asset Purchase Agreement.
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Performance Measure 3.2: EBITDA Growth

P“;}‘;;;‘:j;‘;“ 2015/16 | 2013/14 | 2014/15 | 2015/16 | 2015/16 | 2016/17 | 2017/18

($000) Benchmark Actual Actual Target Actual Target Target

32.EBITDA | EBIDA 1 o005 | 19743 | 20445 | 55068 | 48211 | 55463
Growth

Data Source: 2016/17 & 2017/18 Targets are sourced from the Five Year Forecast budget update.

Discussion

e EBITDA (Earnings before Interest, Taxes, Depreciation and Amortization) is a measure of
operating cash flow, and focuses on returns more directly influenced by management, and excludes
those factors which management has limited or no influence over.

e External benchmarks are difficult to identify because Columbia Power is unique as a small,
unregulated commercial Crown working within a largely regulated environment.

¢ In terms of financial benchmarks, Columbia Power’s corporate characteristics are similar to an
Independent Power Producer.

e The growth targets are based on Columbia Power’s historic and forecasted performance.

e EBITDA is particularly effective as a means to compare the performance of the joint venture
entities.

e EBITDA grew due to the following:
0 Waneta Expansion Project commenced commercial operation six weeks ahead of schedule,
contributing to an extra $11.1 million in investment revenues;
0 increased pricing as per the 2010 Electricity Purchase Agreement for Arrow Lakes
Generating Station, which commenced in January 2016; and,
0 Columbia Power recognized an additional $11.1 million in income from WEPC in
accordance with the terms of the Asset Purchase Agreement.

Goal 4: Advance the Progress of the Columbia Power/BC Hydro Joint Development

Committee (JDC)

Report to Government on options identified by the Columbia Power Corporation/BC Hydro Joint
Development Committee.

Strategies

e The JDC is comprised of three representatives from each company and meets on a monthly basis to
further the development of power projects.

e The JDC is responsible for identifying the principles, approach and timelines for projects which
have development potential.

e The JDC is responsible for reviewing and approving project development and executing scope of
work, timelines and budgets. The commercial terms applicable to each project will be determined
based on its characteristics and economics.
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Performance Measure 4.1: Development of New Projects

Performance 2015/16 2013/14 2014/15 2015/16 2015/16 2016/17 2017/18
Measure Benchmark Actual Actual Target Actual Target Target
Continued
oninue Elko
activities of Elko .
d Elko Definiti Project
ropose efinition
, prop t Identification | deferred
ower
" w t pI'O_]e.C s Phase ase
. projects ongoing . .
Development | defined and completed & Continue ' C.or'lt.mue C.or.lt.mue
of New . . Early L Continue | activities for | activities for
approved for | Identification . activities .
Projects Definition activities new new
development Phase for for . .
Phase for project(s) project(s)
Elko new
commenced iect(s) new
rojec
pro] project(s)

Data Source: 2016/17 & 2017/18 Targets are sourced from the 2016/17-2018/19 Service Plan.

Discussion
The Joint Development Committee continues to explore the development (or redevelopment, as
applicable) of BC Hydro-owned hydroelectric generating facilities throughout the Province.
Other investment opportunities are explored on an continual basis and assessed on whether they
create value for the Province.
Approval for the development of power projects is directed by the Boards of each partner.

For 2015/16, Columbia Power met its benchmark as the Elko Redevelopment Project was approved
to move into Definition Phase, focusing on advancing the project to the development of a
commercial deal structure with BC Hydro.
Throughout the Definition Phase, preliminary engineering activities were completed with a Draft
Definition Phase Report, which included the indicative design, hydrological model and cost

estimates.

Columbia Power, BC Hydro and the Ktunaxa Nation established the Elko Project Committee to
guide the project and provide direction to the project team on the priorities and objectives.
Environmental study terms of reference were completed and field activities were scheduled to

commence.

BC Hydro’s current load forecasts indicated that there will not be a sufficient energy demand
requirement when the Elko Redevelopment Project was scheduled to come into service. As a result,
BC Hydro has deferred the project until there is sufficient demand for more energy. At that time,
and as part of the Integrated Resource Plan process, BC Hydro will revisit the decision to pursue

the redevelopment of the Elko Facility.

Columbia Power and BC Hydro continue to work together to explore opportunities at BC Hydro-
owned facilities in the Province.
Furthermore, Columbia Power continues to evaluate other commercial development opportunities
to create value for the Province.
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Financial Report

Discussion of Results

The Discussion of Results provides an overview of the financial performance of Columbia Power for
the fiscal year ending March 31, 2016. The details of the 2015/16 results are contained in the
Corporation’s audited financial statements. Financial results in the 2015/16 Annual Service Plan
Report are presented in accordance with International Financial Reporting Standards (IFRS). The
2015/16 financial performance of Columbia Power and its joint ventures and partner corporations is
summarized as follows:

e Consolidated net income significantly exceeded budget by $25.6 million mainly due to the
following:

0 WELP early commencement of operations ($11.1 million);
0 WEPC 2018 agreement recognition ($11.1 million); and,

0 ALPC and BEPC net incomes were greater than their budgets as described below
($3.0 million).

¢ Consolidated net income was $35.1 million higher than the prior year. Key differences include:
0 WELP commencement of operations ($19.3 million);
0 WEPC 2018 agreement recognition ($11.1 million);

0 ALPC result of operations and commencement of new power sales agreement
($3.6 million); and,

0 Increased operating expenses ($937,000) includes the expensing of payment to Columbia
Basin Trust (The Trust) of $868,000.

e ALPC’s net income exceeded budget by $5.4 million. The increase in net income compared to
budget is primarily due to pricing from a power sales agreement commencing January 2016 that
amounted to $3.5 million. In addition, operating expenses were lower than budget due to a shorter
duration of the annual planned outage for maintenance activities. Net income was higher than the
prior year by $7.2 million for the same reasons described above. In addition, amortization expense
was $2.4 million greater in 2015/16 as ALPC fully amortized the power sales rights for the 1998
Electricity Purchase Agreement.

e BEPC experienced strong operating performance throughout the year. Net income was higher than
budget by $700,000 due to minimal unplanned outages and lower than expected operating expenses.
Net income was higher than the prior year by $1.2 million, primarily due to increased revenue as a
result of a shortened annual planned outage for maintenance.

e BPC ended the year close to budget, falling short of budgeted net income by $300,000. Operating
revenue was lower than budget by $600,000 due to a reduction in anticipated recoverable expenses
under the Brilliant Power Purchase Agreement, offset by lower operating expenses of $300,000.
Operating revenue and BPC net income was higher than prior year total by $700,000, primarily due
to increases in revenue and lower interest expense on Brilliant Project Bonds.
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e WELP’s achievement of commercial operation on April 2, 2015, six weeks ahead of schedule, was a
major milestone for the partnership. The new facility operated as expected with minimal planned
outages to complete inspections and minor maintenance and address deficiencies. Net income was
$11.1 million over budget and $19.3 million over the prior year.

e WEPC is beneficiary to income from the Asset Purchase Agreement that is expected to be realized
in 2018. The agreement specifies payment to WEPC up to $20 million based on the performance of
managing costs on the Design-Build contract at Final Acceptance. Given the status of the Design-
Build contract and minimal cost exposures expected by Final Acceptance a determination has been
made that the $20 million should be recognized as income in 2015/16, on a discounted cash flow
basis. This recognition contributes $11.1 million to Columbia Power’s net income increase over
budget and compared to prior year.

Financial Resource Summary Table

2014/15
—15/16
Variance

$IN 2010/11 | 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2015/16 | 2015/16
THOUSANDS Actual | Actual | Actual | Actual | Actual | Budget | Actual | Variance

Operating Revenue

Services
Agreement
Management
Fee

Arrow Lakes
Power 7,877 | (2,077) (468) 66 (45) 884 3,561 2,677 3,606
Corporation
Brilliant
Expansion
Power
Corporation
Brilliant Power
Corporation
Waneta
Expansion
Limited
Partnership
Waneta
Expansion
Power
Corporation

Total Revenue 21,042 | 17,441 | 21,284 | 24,121 | 23,571 | 33,833 | 59,523 25,690 35,952

479 1,003 1,065 1,284 975 1,415 1,385 (30) 410

2,186 290 364 90 417 368 358 (10) (59)

10,131 7,786 9,329 | 11,293 10,361 10,588 | 10,962 374 601

9,366 9,495 9,997 | 10,334 | 10,750 | 11,230 | 11,100 (130) 350

- - - - - 8,172 | 19,270 11,098 19,270

(8,997) 944 997 1,054 1,113 1,176 | 12,887 11,711 11,774

Operating Expenses

Staff & Office
Costs (Net of 3,462 3,083 3,067 2,983 3,136 3,255 3,819 (564) (683)
Recoveries)
Project
Development - - - 182 73 500 500 73
Costs
Community 82 84 88 85 95 110 97 13 )
Sponsorship

Grants-in-Lieu 407 460 441 504 524 523 539 (16) (15)

2015/16 Annual Service Plan Report 17



Columbia Power Corporation

Total Expenses 3,951 3,627 3,596 3,754 3,828 4,388 4,455 (67) (627)
EBITDA 17,091 | 13,814 | 17,688 | 20,367 | 19,743 | 29,445 | 55,068 25,623 35,325
Amortization & Financing

Interest Expense 2 1,130 1,140 1,143 11,382 11,393 | 11,488 (95) (106)
Amortization of

Property, Plant 585 603 483 433 211 207 228 (20) (16)
& Equipment

Less: Interest

Revenue and (520) | (1,982) | (1,299) (993) (941) (750) (833) 82 (109)
Gain

Total

Amortization

& Finance 67 (249) 324 583 | 10,652 | 10,850 | 10,883 33) (231)
Expenses

Net Income 17,024 | 14,063 | 17,364 | 19,784 9,091 18,595 | 44,185 25,590 35,094
Eap‘tal. 38,606 | 64,449 | 69,467 | 34,855 | 20,795 | 11,834 | 11,641 193) | (9,154)
xpenditures

T?ta!.. 8,977 | 28411 | 26,270 | 305,313 | 305,032 | 298,795 | 311,337 12,542 6,305
Liabilities

Accumulated

surplus/

Retained 416,248 | 428,648 | 444,479 | 182,650 | 188,561 | 216,185 | 230,746 14,561 42,185
earnings
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/AN

INDEPENDENT AUDITOR'S REPORT

T the Baard of Divectors of Coluithia Power Corparation. ond
Tor thee Menistor of Energy e Mives and Miister Respensible for Care Review, Droviiee of
British Cofumibia

T bove wudiied e secompuoy g cousolidated Tuummeml stabements of Colwnbis Powe
Cormporation. which-compnise the consolidated statemen of financial position as al

March 31, 2016, and the consolidated sialement of comprehensive ineome, sitement of changes
inequity. and statement of cash flowe for the year then epded_and a summary of significant
aeéoimting policies nnd other explavntory information

Management's Responsibifity for the Consolidated Financial Statements

Munangement i responsible for the preparation and fur presentation ol these consolidated
Limancial statements in accordanee with International Tinancial Reporfing Standards, and for such
internal comtrol a2 management determines 1= necessary 1o enable the preparation of financial
sluterments that wee free from matenol misstalement. whetler due o Gsud or ermor.

Anditor's Responsibulioy

My iesponsihility i5 to express anopinion on these eonsolidated financinl statements based on
my sl 1 condueted wy audit in secordance with Cansdian generally seeepled auditimg
standards, Those standards requine that 1 comply with ethieal requirements and plan and perlorm
the audit 1o ublain reasonabl e assuranee about whether the loaneral stlcrnents ame free rom
matenal misstaiement

At audit pvelves pertormng procedures (o oblan audil evidenee aboul the amounils apd
tiselosures in the eonsolidated financial statements: The procedures selocted depend on the
wonditon’s jdgnoent, foeduding e assessment of tie ks of muierinl onsstatement of e
arnalidated financial statements, whether die 16 fraond or comr To makong those nsk
wssessinenty, e auditor congiders internal eontrol relevont 1o the entity's preporotion and fun
presentation of the consolidated financial statements 1o order to design audit procedures thal are
appropriate i e cogimstances, bl oot for the purpase of expressing an apanion on The

clleet veness of e enlily's intermal control, An audil also meludes evaluating the
appropoatencess of accounting policies used and the reasonableness of accounting eslimates made
by msgennend, s wellas evaluaiog e overall pesentstion.of Uie Tuumeial stalemems.

Int iy view, the pudin evidence 1 hive obtsined 15 suilicient and appropriate 1o provide a bass for
iy st opinion,
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COLUMBIA POWER CORPDRATION
Independent Auditor's Report

Chpanion

In my opimon, (he canselidaled (inancia) sialements presend Baicky, i all malenal respects, the
Ginaneial position of Colunbia Fower Corpoation as a Mach 31, 2006, and its Gnancial
performance and i3 cash Dows [or the year then ended iy sceordance with Intemalional

Financial annﬂ.l ng Standards.
pm Frued

Vietaria. British Coltmbila Russ Jones. FEPA. FCA
May 30, 2016 Deputy Auditor General
Auditor Genera

of Artish Columbia
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COLUMBIA POWER CORPORATION

MNates 1o the Consolidated Financial Stalements

Year anded March 31, 2016

24. Employee benefits (continued):

The actuanal valuation, conducled in March 2011, determined that PSPP had assels of $17.8 billion
a8 compared to liabilities of $18 0 bilion. Az a result, there was a relatively amall contribution rate
increase to the PSPP for both the employers and plan members starting in fiscal 20013, The PSPP
Board of Trugtees was required to implemeant a contribution rate increaze of 0 40% of salary each, for
plan members and employers to meet the funding requirements of the Persion Benefits Standards
Act The increases were effactive as of April 1, 2012 Contributions to PSPP by Columbia Power in
fiscal 2015 were 3388 thousand.

The latest actuarial valuation as at March 31, 2014, indicated a funding surplus of 5194 million for
besic persion benefils on 8 going concern basis. As such, the PSPP @ currently fully funded so that
no contributions were required for fiscal 2016, The next valuation will b2 as at March 31, 2017, with
results availaie in early 2018.

Employess of Colemtua Power are eligihle for the same post-relirement healthcare benefits as ofher
members of the PSPP. Mo provision, other than Columbia Power's required employer pension
contributions, has been made in the accounts of Columbia Power for this liability.

Columbia Power maintaing an executive pension benefit plan (EPEF).  Penaion payments from the
EPBF commenced in January 2006 upon retirement of Columbia Power's former President. Columbia
FPower valued the pension Bability at March 31, 2016 as $148 thousand (2015 - $158 thousand) on a
discounted cash flow basis at a 5.5% discount rate.

25. Dividends payable:
The fallowing dividends were declared by Columbia Power's board of directors:

(% in thousands) 2018 215

S3D hwousaind pen qualilyiog commn share (2005 F333 housanmd) 2,000 2,000

2015/16 Annual Service Plan Report 57



Columbia Power Corporation

2015/16 Annual Service Plan Report 58



Columbia Power Corporation

2015/16 Annual Service Plan Report 59



Columbia Power Corporation

2015/16 Annual Service Plan Report 60



Columbia Power Corporation

2015/16 Annual Service Plan Report 61



Columbia Power Corporation

2015/16 Annual Service Plan Report 62



Columbia Power Corporation

2015/16 Annual Service Plan Report 63



Columbia Power Corporation

2015/16 Annual Service Plan Report 64



Columbia Power Corporation

2015/16 Annual Service Plan Report 65



Columbia Power Corporation

2015/16 Annual Service Plan Report 66



Columbia Power Corporation

2015/16 Annual Service Plan Report 67



Columbia Power Corporation

2015/16 Annual Service Plan Report 68



Columbia Power Corporation

2015/16 Annual Service Plan Report 69



Columbia Power Corporation

Capital Plan and Major Projects

Major Capital Projects

Approved = Project Cost
Anticipated to
Total Cost March 31,
of Project 2016 ($

($ million) million)

Targeted
Major Capital Projects Completion

Date
(Year)

Waneta Expansion Project

The $900 million, 335 Megawatt expansion adds a second
powerhouse immediately downstream of the Waneta Dam on
the Pend d’Oreille River south of Trail, BC. Output is stepped
up to 230 kV and delivered through a new 10km transmission 2018 228,783 214,159
line connecting to BC Hydro’s Selkirk Substation. Columbia
Power managed the construction of the project on behalf of the
owners, Fortis Inc., Columbia Power and Columbia Basin
Trust.

Waneta Expansion Project

The Waneta Expansion Project successfully achieved commercial operational status April 2, 2015.
One of the largest hydroelectric projects recently under construction in British Columbia. The Project
is now generating 335 MW of clean, hydroelectric energy providing enough energy to power roughly
60,000 homes per year.

The project is owned by the Waneta Expansion Limited Partnership (WELP), a limited partnership
owned by Fortis Inc. (51 per cent), Columbia Power (32.5 per cent), and the Trust (16.5 per cent).
WELP is managed by a general partner, Waneta Expansion General Partner Ltd. (WEGP), which is
also owned by Fortis Inc., Columbia Power and the Trust. WEGP has a seven-member Board of
Directors comprised of four nominees of Fortis Inc., two nominees of Columbia Power, and one
nominee of the Trust. Columbia Power acts as the Owner’s Representative, managing the project on
behalf of the partners. Fortis Pacific Holdings Inc. operates and maintains the facility on behalf of
WEPC.

The risks associated with the project are disclosed in the Risk Matrix/Management Table.
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Appendix A: Subsidiaries and Operating Segments

Active Subsidiaries

Columbia Power owns three hydropower facilities in joint venture partnership with Columbia Basin
Trust (the Trust). These facilities are owned by corporations jointly owned by Columbia Power and
indirect subsidiaries of the Trust, as follows:

Arrow Lakes Power Corporation (ALPC): owns the Arrow Lakes Generating Station (ALH) and
associated 48-kilometre transmission line from the power plant to BC Hydro’s Selkirk Substation.

Brilliant Expansion Power Corporation (BEPC): owns the Brilliant Expansion Generating Station
(BRX).

Brilliant Power Corporation (BPC): owns the Brilliant Dam and Generating Station (BRD) and the
Brilliant Terminal Station.

The Boards of Directors of these corporations are comprised of six Directors, four nominated by
Columbia Power and two nominated by the Trust. Columbia Power manages these assets on behalf of
the joint ventures. Senior Management for these corporations is consistent with that of Columbia
Power Corporation.

The Brilliant Dam and Generating Station, the Arrow Lakes Generating Station, the Brilliant
Expansion Generating Station, and Brilliant Terminal Station are operated and maintained by
FortisBC (a subsidiary of Fortis Inc.) or its related company, FortisBC Pacific Holdings Inc., under
the oversight of Columbia Power.

Most of the power generated at these facilities is committed under long-term sales agreements to two
utilities, FortisBC and BC Hydro. Short-term sales of capacity and energy maximize revenue.
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Financial Resource Summary Table
Arrow Lakes Generating Station

($ in thousands) 2014/15 2015/16 2015/16

Actual Budget Actual
Revenues 38,571 39,453 42,961
Expenses 11,759 12,413 11,238
Amortization & Financing Expenses 26,906 25,272 24,603
Net Income (Loss) 94) 1,768 7,120
Capital Expenditures - 580 238

ALPC’s net income exceeded budget by $5.4 million. The increase in net income compared to budget
is primarily due to pricing from a power sales agreement commencing January 2016 that amounted to
$3.5 million. In addition, operating expenses were lower than budget due to a shorter duration of the
annual planned outage for maintenance activities. Net income was higher than the prior year by

$7.2 million for the same reasons described above. In addition, amortization expense was $2.4 million
greater in 2015/16 as ALPC fully amortized the power sales rights for the 1998 Electricity Purchase
Agreement.
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Financial Resource Summary Table
Brilliant Expansion Power Corporation

($ in thousands)

2014/15
Actual

2015/16
Budget

2015/16
Actual

Revenues 35,157 35,911 35,990
Expenses 9,609 9,712 9,168
Amortization & Financing Expenses 4,826 5,023 4,899
Net Income (Loss) 20,722 21,176 21,923
Capital Expenditures 24 1,596 311

BEPC experienced strong operating performance throughout the year. Net income was higher than
budget by $700 thousand due to minimal unplanned outages and lower than expected operating
expenses. Net income was higher than the prior year by $1.2 million, primarily due to increased
revenue as a result of a shortened annual planned outage for maintenance.
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Financial Resource Summary Table
Brilliant Power Corporation

($ in thousands) 2014/15 2015/16 2015/16

Actual Budget Actual
Revenues 43,199 44 474 43,865
Expenses 12,355 13,099 12,766
Amortization & Financing Expenses 9,344 8,914 8,899
Net Income (Loss) 21,500 22,461 22,200
Capital Expenditures 2,482 3,312 2,368

BPC ended the year close to budget, falling short of budgeted net income by $300,000. Operating
revenue was lower than budget by $600,000 due to a reduction in anticipated recoverable expenses,
offset by lower operating expenses of $300,000. BPC net income was higher than prior year total by
$700,000, primarily due to increases in revenue and lower interest expense on Brilliant Project Bonds.
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Appendix B: Additional Information

Corporate Governance

Columbia Power is governed by a board of directors that is appointed by the Minister of Energy and
Mines. The board’s direction is implemented by management, who carries out the day-to-day
operations of the corporation under the supervision of the President and Chief Executive Officer. For
more information on Columbia Power’s corporate governance, please refer to our web page

at columbiapower.org/about/company/corporate-governance

Organizational Overview

http://columbiapower.org/about/company/

Contact Information

Suite 200 — 445 131 Ave.
Castlegar, British Columbia
VIN 1Gl

T: 250.304.6060
F: 250.304.6083
E: cpc.info@columbiapower.org
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Appendix C — Crown Corporations Mandate and Actions Summary

In the 2015/16 Mandate Letter from the Minister responsible, Columbia Power Corporation received
direction on strategic priorities for the 2015/16 fiscal year. These priorities and the Crown
Corporation’s resulting actions are summarized below:

Mandate Letter Direction Crown Corporation’s Action
1. Manage the construction of the | ¢ Columbia Power was successful in meeting the
Waneta Expansion to completion in mandated targets safely.
2015 — safely, on-schedule and on- 0 substantial Completion was achieved six weeks
budget, while meeting Columbia ahead of schedule;
Power Corporation’s community, O contract close-out is on schedule to Final
First Nations and environmental Acceptance; and,
commitments. O construction was completed on-budget and the

project is on-budget to Final Acceptance.
e Community, First Nation and Environmental
commitments were met throughout the entire project.

2. Report to Government on options | ¢ The Columbia Power/BC Hydro Joint Development

identified by the Columbia Power Committee provided the framework for the Elko
Corporation/BC Hydro Joint Redevelopment Project to progress into the Definition
Development Committee. Phase.

e Columbia Power focused on environmental studies and
preliminary engineering.

e In April 2016, with BC Hydro’s direction, the Elko
Redevelopment Project was deferred due to low
energy demand.

3. Maintain Columbia Power e Columbia Power safely met and exceeded performance
Corporation’s record of safe and measures for existing operations as a result of:

reliable operations by continuing to O Asset Management Program initiatives to promote
operate within all relevant safety detailed planning at a field level,

standards and performance 0 validation of existing maintenance program
benchmarks. effectiveness; and,

O shorter plant outage times for both planned and
forced outages resulting in improved entitlement
returns and plant reliability.
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