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Unlocking potential:
M&A in Canada’s
power and utilities sector

The Canadian Power and Utilities (P&U) sector is undergoing a significant
evolution as utilities of all types navigate a complex landscape marked

by the energy transition, geopolitical and trade shifts, and requlatory
funding constraints. It is imperative for utilities to rethink their strategies
in response to these challenging dynamics.

For electric utilities, pressure is mounting due to the rising electricity
demand from industrial, data centre, and household growth, the urgent
need for infrastructure modernization, and the continued adoption of
distributed energy resources (DERs) and electric vehicles (EVS).

Gas utilities are reengineering their operations and infrastructure

for technologies like hydrogen, carbon capture and storage, and
renewable natural gas (RNG) solutions. Water and wastewater utilities
are prioritizing infrastructure upgrades to accommodate a growing
population. Collectively, these trends highlight the necessity for utilities
to deploy an effective capital agenda.

In this context, mergers and acquisitions (M&A) and divestitures emerge
as critical strategies for utilities seeking to drive growth and scale,
optimize capital and, ultimately, navigate the complexities of the
energy transition. Utilities have historically engaged in M&A to unlock
synergistic cost savings and operational efficiencies, strengthen financial
positions, and drive rate benefits to customers. Although challenges
such as complex regulatory requirements, interest rate volatility

and rising capital expenditures may deter some utilities, benefits

from transaction synergies, accelerated access to.new technologies,
capabilities and customer jurisdictions will motivate utilities to pursue
M&A and divestitures to attain a competitive edge amid the rapidly
evolving P&U landscape.

Canada’s P&U sector is no stranger to utility M&A. In the past decade,
more than a dozen large-scale electric and gas utility transactions were
conducted, each valued at more than CAD $S1b. More than 90 electricity
local distribution companies (LDCs) have been acquired or have merged.
Leading utilities have gained critical M&A expertise, and the sector has
witnessed continued consolidation and transaction activity.

In this document we elaborate on how M&A and divestitures are a crucial
path for the impending evolution of utilities across Canada, revisiting
how they have shaped and will continue to shape the sector. We aim to
provide insightful perspectives and practical recommendations that can
assist utilities in their future M&A endeavours.
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Partner, Power and Utilities
EY-Parthenon Strategy and Execution
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Managing Partner,
Industrials & Energy,
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Introduction

External and internal forces are driving evolution
in the Canadian P&U sector. These forces align
with the value proposition of transactions to
achieve economies of scale and growth, access
disruptive technology and innovation, and
optimize the capital agenda and will set the
stage for more M&A activity in the future.

While historically stable, the sector is now undergoing
significant transformation resulting from external
drivers — the energy transition, geopolitics, energy
security, and consumer behaviour, and internal
drivers — efficiency and cost optimization to address
regulatory mandates and funding constraints. These
are compelling utilities to reevaluate their strategic
growth choices to achieve optimal outcomes for their
stakeholders: customers, regulators and investors.

Utilities of all types are experiencing significant
pressures and bear substantial capital requirements
for infrastructure upgrades and modernization. For
instance, electric utilities are facing growing capacity
demands, with Ontario projecting a 75% increase in
electricity demand by 2050, British Columbia requiring
3,000 GWh/year by 2028, and Alberta rapidly
advancing its Al data centre capabilities, including
plans to build the largest in the world.* 23

Gas utilities are assessing opportunities to reengineer
existing pipeline infrastructure for hydrogen blending,
while investments in RNG are expected to double by
next year.*> Similarly, water utilities are tackling aging
infrastructure through pipeline replacement programs —
a significant portion of water mains in major cities
being over 50 years old — and aiming to reduce annual
water main breaks.®
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M&A and divestitures stand
out as vital corporate

development strategies
for utilities to navigate
current complexities.

Consumer participation in the energy transition
continues to gain traction. There is broad support
for localized renewable energy initiatives amongst
Canadians, with projects having reached over 24 GW
of installed capacity, and only 24% of households
not possessing smart home devices used to enhance
energy efficiency.” 8 However, energy affordability
remains critical for supporting Canada’s net-zero
goals, and maintaining reliability of utility systems

is of paramount importance, which underscores the
criticality of infrastructure modernization.®

Internally, utilities are focusing on financial and
operational optimization to address regulatory
mandates and manage capital constraints. Rate
base and funding limitations, and rising capital and
operational expenditure pressures can potentially
lead to deferred infrastructure maintenance,
ultimately affecting asset health. As a result, cost
control remains a top priority, alongside efforts to
modernize infrastructure and enhance operational
efficiency to ensure reliable service in a demanding
regulatory environment.

In addition, geopolitical and domestic economic
challenges will likely hinder utilities” ability to achieve
the required level of change organically and quickly.
Shifts in global and local trade threaten economic
stability and could result in GDP contraction and
consumer spending, furthering interest rate
uncertainty. Canada’s political landscape is undergoing
a reconfiguration, driving uncertainty around future
energy policy and utility regulation. More critically,
productivity in utilities and adjacent sectors has been
falling in recent years, requiring more resources for
the same output.'® These factors, along with rising
costs, strain utilities” ability to adapt and innovate, and
further stress the need for tools and mechanisms to
unlock growth and scale at speed.

Amid all the above drivers, M&A and divestitures stand
out as vital corporate development strategies for
utilities to consider in navigating current complexities.
As stated, the sector will pursue economies of

scale, innovation, new capabilities and optimization

of capital, all traditional value propositions of
transactions. With the adequate level of planning and
execution, M&A can deliver on these imperatives,
unlocking sources of value to realize cost efficiencies,
enhance operations, and drive rapid acquisition of
new customers and capabilities. More importantly,
M&A can provide a fast track to enable the expected
transformations required for the energy transition.

Factors such as market fragmentation, proximity
among service territories, strategic and operational
similarities and differences are essential in the
formulation of M&A opportunities and will determine
the extent of favourability among utility deals. It's
essential to navigate the unique regulatory framework
that governs utility M&A processes and its sequencing.
While a rigorous approval process and extensive

time and resource effort are required, the potential
benefits - cost synergies, improved service quality and
accelerated access to innovative technologies -
continue to make M&A an attractive and strategic
proposition that can benefit utilities of all sizes.

In the next pages we provide a perspective on the
Canadian P&U sector with respect to global peers

and explore the historical M&A journey that led to its
current landscape across the country. We discuss the
sector’s potential for increased utility deal activity and
delve into a series of predictions that we believe will

unfold in the M&A space for utilities across the country.

v

Canadian P&U M&A snapshot

Canadian P&U companies have lagged behind their
global peers on M&A activity, but the sector's
robust history of utility transactions highlights

a strong foundation for future growth. Leading
utilities across the country seeking competitive
and financial advantage are likely to engage in
M&A and divestitures in the years to come.

Canadian P&U sector trails global peers in M&A activity'?

P&U deal value as % of annual GDP

A relative comparison of total P&U deal value, inclusive
of transactions for both financial and strategic buyers
across electricity, gas, water and wastewater as a
percentage of annual GDP by region in the last three
years sheds light on the opportunity for further M&A
development in the Canadian P&U sector, with an
average of 0.07% of annual GDP compared to the global
average of 0.12%.*
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0.15% EUROPE
—e— APAC
0
0.10% o —e— GLOBAL
0.05% / - \
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However, Canadian P&U companies are well versed

in M&A and divestiture activity, with over a dozen
large-scale transactions by both electric and gas utilities
in the past decade each exceeding CAD $1 billion.*?
Since the late 1990s, more than 90 electricity LDCs
have been consolidated in Ontario.** Canada’s P&U deal
value remained stable in 2023 and 2024 despite

higher interest rates, surpassing Asia Pacific and
nearing the global average, suggesting steady deal
appetite among utility players.t®

In turn, regulators have established frameworks to
support the M&A process, in some cases including the
ability for consolidating utilities to defer rebasing to a
later period, recognizing the advantages of economies
of scale and faster access to new assets.!® Gradual
favourability towards sector consolidation has enabled
utilities to expand their customer bases, strengthen
their capital positions and enhance their operational
capabilities while addressing regulatory demands.

Utility ownership type is crucial in understanding
broader Canadian utility transaction trends, as it often
falls in specific themes across deal rationales and
transaction sizes. Our approach is to segment Canadian
P&U transactions among three groups: investor-owned
utilities (I0Us), municipally owned utilities (MOUs) and
provincially owned utilities (POUSs).

Canada's P&U sector is characterized by a large portion
of utilities operating as provincial Crown corporations
or agencies and municipal entities. For contrast, in

the electricity sector, US-based IOUs serve 72% of
customers, whereas in Canada |OUs serve only 11%.17:18
The trend of lower M&A activity in Canada compared
to global peers is generally attributed to a higher
degree of public ownership of utilities as well as lower
population density.
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Canadian utilities of all ownership types have increasingly engaged in M&A
Select transactions in the past 25 years involving Canadian utilities (excl. financial investor transactions**);

Deal value (CAD Sb)

Liberty Utilities / Enbridge @
St. Lawrence Gas (2019) 53 @ Liberty Utilities / Enbridge @

<0.1B/
n UNDISCLOSED
N
o
N
Kitchener-Wilmot Hydro / Waterloo North
Hydro form Enova Power (2022) 2°
. ‘ Brantford Energy / Cambridge / North Dumfries
Energy form Grandbridge Corp. (2022) *°
Hydro One / Orillia Power
Distribution (2020) 2°
o Atlantica Sustainable Infrastructure /
N ENMAX (2020) **
o
N Alectra / Guelph Hydro (2019) 28
Veridian / Whitby Hydro merge
to form Elexicon (2019)?°
Enbridge Gas Distribution / Union Gas
(part of Enbridge / Spectra) (2017) *°
Alectra / Hydro One ' Enersource, Horizon Utilities,
n Brampton (2017) 3 PowerStream merge to form
- Alectra (2017)* >3
o
N
ENMAX / Cavalier Power
(2014) 4
‘ Fortis BC / City of
Kelowna assets (2013) 43
o
g @ EPCOR / Chaparral (2010) 57
N
n
o
o
N
o
o
o . Hydro One consolidates ~90
N LDCs in Ontario (1999) 4
LEGEND ***

0 0 OO®@

IOU POU MOU Electric Gas Water/
wastewater

e

Hydro One / Peterborough
Distribution (2020) *°

Gaz Metro / Central Vermont
Public Service Corporation (2012) &

e

1B - 5B
LS Power / Renewable Business
of Algonquin Power (2025) 2

Liberty Utilities /

American Water (2022) #°
Hydro Québec / Great River
@ Hydro LLC (2022) 2*

0.1B-1B

Maine (2020)
@ Algonquin / Bermuda Electric (2020) *°

OPG / Cube Hydro (2019)

Canadian Utilities Ltd. (2019) 26

Heartland (gas & coal) / SaskPower / @

Gas New Brunswick (2019) 5
OPG / Eagle Creek BC Hydro acquires Waneta Dam
Renewable Energy (2018) *° / Fortis BC / Teck (2018) %°
EPCOR / City of Edmonton
e @iy @

Algonquin / Empire
District Co (2017)

EPCOR/A i
@ Water V\{orge(g(c)alnz) 55 ATCO / Western Australia
Gas Networks (2011) ¢

Algonquin / Emera / NV
Energy (2011) 8

ENMAX / Kettles Hill
Wind Energy (2008) 47

Fortis Inc. / Terasen Inc. (2007) “®
@ Fortis Inc. / Aquila Inc. (2004)>°

EPCOR / TransCanada
Power (2005) ¢

Buyer/seller

(Year of completion)

ENMAX / Emera OPG / three natural gas plants
from TC Energy (2020) 37

Fortis Inc. / Fortis Inc. / $4.88
CH Energy (2013)3* UNS Energy (2013)

5B-10B >10B

Enbridge / 3 gas utilities
from Dominion (2024)* 24

AltaGas / WGL Holdings (2018) 27

Fortis Inc.
Emera / TECO (2016) % \ShEei:]z] ortis Inc. /

ITC Holdings (2016) #*

*Enbridge’s acquisition of Dominion
Energy's gas utilities resulted in
North America’s largest

natural gas utility franchise.

*Alectra’s merger resulted in
North America's second-largest
municipally-owned utility.

***The categorization of utility type refers to the Canadian utility involved in the transaction.

**While there are numerous financial buyer/seller transactions in record for the Canadian P&U sector — both domestic and international — our analysis centred
on strategic buyer/seller transactions involving Canadian utilities of different ownership types to emphasize sector-specific insight and historical context.
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Over a dozen large-scale
Canadian utility transactions have
taken place in the past decade
each exceeding CAD S1b.

IOUs typically pursue larger deals, often
internationally, with transactions on record often
exceeding CAD $1b. Deal rationales include achieving
scale and diversification, enhancing rate base and
dividend profiles, expanding geographical and
customer footprint, and diversifying the energy mix.

In contrast, MOUs tend to focus on smaller-scale
transactions and consolidations to strengthen their
capital position for investments in infrastructure
modernization and the energy transition, and to
enhance operational efficiencies and customer service.

POUs have engaged in targeted acquisitions valued
between ~CAD $300m and ~CAD $3b. Deal rationales
tend to follow unique provincial needs around capacity
demand and energy mix diversification, and utility-
specific needs around operations enhancement,
international expansion, and acquisition of
infrastructure to mitigate construction risks.

In the past decade, M&A activity has been more
prevalent across all utility types in Canada than
in the early 2000s.

Other emerging M&A opportunities

Electric utilities have seen increased adoption of DERs
and EVs driven by government initiatives to achieve a
net zero grid by 2050. Solar PV and battery capacity
is expected to rise from 21.9 GW in 2024 to 58 GW by
2035, and EV sales are currently projected to reach at
least 20% of light-duty vehicle sales next year.6! 2

In parallel, gas utilities are exploring solutions around
hydrogen, carbon capture and renewable natural
gas.*> Regulators are assessing impacts from these
technologies and introducing incentives to encourage
further development.®3

In response, many utilities in Canada have already
developed nonregulated and other energy services
offerings of their own through dedicated business
units, primarily organically. Contrasting with this trend,
some electric and gas utilities in other regions of the
world have used M&A to augment their capabilities
among these emerging areas of opportunity.

Select transactions by utilities in other regions include:

® French electric utility ENGIE acquired Houston-based
battery storage company Broad Reach Power in
August 2023 for over US $1b. This acquisition
positioned ENGIE in its objective to reach 10 GW
of battery capacity by 2030 to support the
development of renewable energies.®

® French electricity generator EDF Group acquired
UK-based Pod Point for £110m in February 2020,
strengthening its position in the electric mobility
market and expanding its infrastructure across
Europe to promote sustainable energy solutions for
EV users.®s

® US-based NRG Energy acquired Vivint Smart Home
for US $2.8b in December 2022, becoming the
leading essential home services platform for about
7.4 million customers in North America.®®

® US-based NextEra Energy acquired a portfolio of
operating landfill gas-to-electric facilities for
US $1.5bin 2022 as part of their efforts to expand
RNG capabilities.®”

Despite lagging behind their global peers in M&A
activity, utilities in Canada have gained momentum
and developed key corporate development expertise
as evidenced by transactions in recent history.
Opportunities remain in the horizon not only for
traditional utility-to-utility transactions, but also for
emerging areas such as energy services and related
technologies. We anticipate that utilities in Canada
will continue to pursue M&A and divestitures to
consolidate, reallocate capital, and achieve
economies of scale for growth and modernization
in the energy transition.

Current landscape and M&A outlook

Canada's P&U landscape is varied and complex,
between fragmented and concentrated
jurisdictions. However, it has the potential for
future transaction activity, primarily around
international expansion, strategic divestments,
opportunistic energy transition and nonrequlated
deals, and further LDC consolidation.

Today, the Canadian P&U sector comprises more

than 140 electric utility companies!® spanning power
generation, transmission and local distribution, more
than 90 gas utilities (including cooperatives)!3 focused
on transmission and distribution, and more than 4,000
water utilities responsible for water distribution and
treatment.%8 %° Across provinces, the sector comprises
a diverse and unigue landscape shaped by ownership
structure, level of vertical integration and jurisdictional
regulations, which directly influence the potential

for M&A activity.

Aside from utility types and ownership structure, a
key factor to assess when determining propensity
for transactions is the degree of concentration in a
jurisdiction. A concentrated jurisdiction is generally
characterized by one or a few dominant utilities that
service a large majority of customers. A fragmented
utility jurisdiction is characterized by many utilities
with varying share of customers. A balanced
jurisdictional profile is characterized by the share

of customers being distributed relatively evenly
among companies, often because of service territory
assignment or the nature of municipal governance.

Electricity generation in Canada is dominated by POUs
serving most customers, with unigue nuances for
additional players present in Ontario and Alberta. For
distribution, Ontario has more than 60 LDCs serving

more than a million customers, while Alberta presents
a more balanced landscape featuring a combination of
both I0Us and MOUs.

For gas, distribution is mostly concentrated, with one
or two major players serving the majority of customers
in each province.

In contrast, the landscape of water utilities is primarily
balanced, as municipalities typically serve as the main
distributors to their respective communities, with the
customer base largely influenced by the size of these
municipalities, resulting in a spread concentration

of utility serving population bases. An exception is
Saskatchewan, where one provider dominates water
distribution in the region.

Local M&A activity in water utilities to date has
been uncommon due to its jurisdictional nature,
with municipalities managing over 96% of public
water utilities.”™

The varied composition of utilities across Canada not
only highlights the sector’s unique complexity, but also
signals a promising horizon for M&A and divestitures.
As the sector adapts to evolving market conditions
and efforts towards more integrated energy policy
development across provinces, we anticipate these
M&A opportunities will manifest through strategies
tailored to the unigue challenges, needs and goals of
communities, jurisdictions and utility profiles.

Whether driven by the need for growth, enhanced
competitive positioning or the pursuit of operational
efficiencies, the landscape is ripe for additional
transaction activity in the future. We examine how
these dynamics could unfold and highlight key areas
for prospective M&A activity in the Canadian P&U
through the following key predictions.
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Degree of P&U market concentration across Canadian provinces

ALBERTA

BRITISH
COLUMBIA

MANITOBA

NEW BRUNSWICK

NEWFOUNDLAND
& LABRADOR

NOVA SCOTIA

ONTARIO

PRINCE EDWARD
ISLAND

QUEBEC

SASKATCHEWAN

YUKON, NUNAVUT
AND NORTHWEST
TERRITORIES

* IPP: independent power producers

@ BALANCED

Several IOUs and IPPs* own generation in
Alberta (majority natural gas). Transmission
is owned by a combination of IO0Us and
MOUs based on jurisdictions. Distribution is
also owned by a mix of IOUs and MOUs as
well as several cooperatives.

@ CONCENTRATED

1 POU owns majority of generation
(almost all hydro power), transmission,
and distribution in the province. Several
10Us operate a number of hydro stations
and renewables.

@ CONCENTRATED

1 POU owns majority electricity generation
(mostly from hydro sources), transmission
and distribution.

@ CONCENTRATED

1 POU owns majority of electricity
generation, transmission, and distribution.
Most electricity is generated through
nuclear, fossil fuels and hydro.

@ CONCENTRATED

1 POU generates majority of electricity
(mostly hydro) and transmission. 1 IOU
operates the majority of distribution in
the province.

@ CONCENTRATED

1 10U owns majority of electricity generation
(mostly coal, and growing renewable
footprint), transmission and distribution.

@ FRAGMENTED

Over 60 LDCs own distribution. 1 POU owns
majority of generation capacity (mostly
nuclear and hydro), with numerous I0Us
also participating. Nearly all transmission is
owned by 1 10U.

@ CONCENTRATED

Most electricity consumed is imported from
New Brunswick. Wind farms complement the
province's power generation. 1 10U owns the
electricity transmission and distribution.

@ CONCENTRATED

1 POU owns majority electricity
generation (mostly hydro), transmission
and distribution.

@ CONCENTRATED

1 POU owns majority of generation (mostly
natural gas and coal), transmission and
distribution. IOUs and IPPs account for a
portion of the generation capacity.

@ CONCENTRATED

Each territory has a government corporation
that owns majority of generation,
transmission and distribution. 1 I0U
distributes electricity to the remaining
communities in NWT.

@ CONCENTRATED

=

GAS

@ CONCENTRATED

2 10Us are accountable for servicing most
customers in the province. There are
multiple natural gas cooperatives, and
other MOUs that support distribution.

@ CONCENTRATED

2 10Us own majority of natural gas
transmission and distribution, delivering to
nearly all customers across the province.

@ CONCENTRATED

1 POU owns majority of transmission and
distribution, delivering to nearly all the
customers in the province.

@ CONCENTRATED

1 10U owns distribution and is accountable
for servicing nearly all customers across
the province.

@ LIMITED / NO PRESENCE
The province does not rely on natural gas for
residential heating.

@ CONCENTRATED

10U owns distribution and is accountable
for servicing nearly all customers across
the province.

@ CONCENTRATED

1 10U owns distribution and is accountable
for servicing nearly all customers across
the province.

@ LIMITED / NO PRESENCE
A small amount of compressed natural gas is
trucked into the province.

@ CONCENTRATED

1 10U owns distribution and is accountable
for servicing nearly all customers across
the province.

@ CONCENTRATED

1 POU owns transmission and distribution,
servicing vast majority of customers, over
90% of communities across the province.

@ LIMITED / NO PRESENCE
Yukon, Nunavut and NWT do not use natural
gas for residential heating.

@ BALANCED ® FRAGMENTED

WATER

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ CONCENTRATED
1 POU is the primary provider of water and
wastewater services across the province.

@ BALANCED

Balanced sector with water and wastewater
services delivered to customers by MOUs
under their respective local jurisdictions.

@ LIMITED / NO PRESENCE

FURTHER CONSOLIDATION OF LDCS IN
ONTARIO’'S ELECTRICITY SECTOR

With a projected population growth of 41.7% (6.5 million
people) over the next 28 years, demand for improved grid
performance will pressurize LDCs.” Smaller LDCs will
face constraints in keeping up with the required level of
capital investment. Local examples of LDC consolidations
include Hydro One’s acquisitions in the late 1990s!4 and
utility mergers such as the formation of Alectra®? and the
more recent merger of Brantford Energy Corporation and
Cambridge and North Dumfries Energy Plus in 2022,
which formed Grandbridge Energy Inc.*?

In this context, larger, consolidated utilities will be better
positioned for critical energy transition and infrastructure
capital requirements, and delivery of affordable electricity
rates. Continued consolidation of Ontario LDCs is
anticipated, involving both incumbent and new players.

®

FURTHER INTERNATIONAL EXPANSION
AND ACQUISITIONS FOR GREATER

SCALE AND EFFICIENCIES

Leading utilities will continue to expand internationally

to enhance market presence, diversify service offerings
and strengthen financial profiles — most notably rate base
and dividend yield. Ample evidence of many large Canadian
IOUs acquiring international utilities and assets suggests
future potential.

Canadian IOUs have built critical corporate development
competencies and internal capabilities as a strong
foundation to expedite future M&A endeavours. A recent
highlight is Enbridge’s 2023 acquisition of three US gas
utilities from Dominion Energy, which created North
America's largest natural gas utility franchise, serving about
7 million customers across 7 provinces and states.?* We
expect Canadian I0Us will continue to assess opportunities
in the global arena over the medium to long term, despite
current global headwinds in the geopolitical and economic
landscape, including interest rate uncertainty.

)
)
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o
N

Four predictions for Canadian P&U M&A

STRATEGIC DIVESTMENT OF ASSETS TO
FREE-UP CAPITAL FOR PRIORITY INVESTMENTS

Utilities face significant capital challenges with regard to
critical infrastructure, modernization of operations and
energy transition requirements. To finance these initiatives,
companies are increasingly pursuing non-core divestments
rather than relying on traditional debt financing. Notable
examples include Canadian Utilities Ltd. (CUL), which
divested a series of coal and natural gas power plants in
two separate deals worth about CAD $835 miliion,2¢ and
Algonguin Power and Utilities, which sold a majority of its
renewables unit for CAD $3.5 billion.??

While utilities are allowed by their requlator to operate under
specific debt-to-equity ratio thresholds, some companies
with higher debt loads may consider strategies to reduce
leverage and redeploy capital on emerging priorities, making
divestments a key alternative for consideration.

OPPORTUNISTIC M&A AND JVS/PARTNERSHIPS
IN EMERGING ENERGY TRANSITION AREAS

The convergence of industries, including the P&U,
manufacturing, telecommunications and automotive
sectors, is expected to accelerate, driven by the integration
of energy platforms and services to deliver innovative
offerings. Recent collaborations from global companies
exemplify this, such as the partnership between Ford Motor
Company and Xcel Energy to deploy 30,000 EV charging
ports across the US by 2030.7

Additionally, NRG Energy's acquisition of Vivint Smart Home
for CAD $2.8 billion in December 2022 allowed NRG to
incorporate solar solutions in its portfolio.®®

Telecommunications firms like Verizon are also exploring
smart grid solutions to support energy management.” We
anticipate plant and facility infrastructure companies will
seek opportunities to augment their own power generation
solutions. Canadian utilities will continue to explore and
assess these opportunities, whether through partnerships or
acquisitions, under their nonregulated business units or as a
complement to their core business capabilities, as applicable.
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Key risks and mitigation strategies

While deals can create value, they also involve
considerable risks and complexities. Utility
companies seeking M&A and divestitures must
adeptly manage these challenges through
diligent planning and strategic engagement to
ensure successful integration and realization of

anticipated benefits.

LACK OF DUE
DILIGENCE

®

INADEQUATE
ASSESSMENT AND
QUANTIFICATION OF
VALUE SOURCES

&

LIMITED
TRANSACTION
PLANNING AND
EXECUTION
MANAGEMENT

REGULATORY
APPROVAL
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POLITICAL
STRATEGY

A
=
)2

Key challenges P&U entities face in M&A
transactions typically include operational,
financial, requlatory, political and stakeholder-
related risks. These risks, if not mitigated, can
result in deal rejection, financial instability, or
operational inefficiencies post-transaction.

Insufficient early due diligence can lead to significant deal risks, including a lack of
understanding of a target's strategic, financial and operational fundamentals. Failing to
properly conduct due diligence often leads to inaccurate valuation outcomes and suboptimal
deal structuring, and ultimately impacts transaction planning and execution timelines through
post-acquisition. To mitigate this risk, entities should conduct thorough integrated due
diligence early in the process, focusing on comprehensive areas of the organization, including
financial, commercial, operational, tax, human resources, IT and cyber.

Limited identification and quantification of value sources can hinder M&A success.

Poor synergy planning and execution may lead to the failure to quickly realize key value
components. Additionally, insufficient performance management can result in a lack of
visibility into the benefits delivered to customers. To address this, entities must ensure
robust planning that identifies, quantifies and justifies value over time, linking total benefits
to customer outcomes and clearly illustrating required cost incurrence. Taking a holistic
approach to both short- and long-term quantitative and qualitative benefits will help
articulate sustained value for customers.

Limited capabilities in managing the transition from transaction planning to execution can
undermine M&A success. To mitigate this risk, organizations should implement rigorous
governance processes to identify execution challenges and use proven management

tools for real-time progress tracking. A focus on Day 1 close and long-term results, along
with ongoing outcome monitoring, is essential. Establishing a permanent integration or
separation management office will enable oversight of post-close performance. Additionally,
effective change management strategies, including regular communication and employee
involvement, are essential for a smooth transition.

Regulatory approval requires diligent and thorough planning given strict requirements

(e.g., no harm test) by reqgulators focused on protecting consumer interests. A key mitigation
for utilities seeking M&A is to reinforce trust with customers through demonstration of clear
benefits expected from a transaction to secure requlatory approval. Providing a compelling
rationale for acquisitions and showcasing the link between risks assumed by shareholders
and benefits to customers can drive towards equitable outcomes.

Utility transactions are conducted in the context of an evolving energy policy landscape,
making political strategy crucial in the planning and successful execution of a transaction. Key
considerations include conducting a thorough evaluation of the policy landscape in a target
jurisdiction and early engagement with policymakers to address potential concerns. Preparing
a document that outlines key regulatory and compliance activities from initial development
through filing can help provide a clear and compelling rationale for M&A.

=— () ()
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How EY-Parthenon can help

Mergers, acquisitions and divestitures will remain as key enablers for Canadian P&U companies
in meeting the demands of the energy transition in Canada and internationally. Our EY-Parthenon
team, with its unique blend of transformative strategy, transactions, and corporate finance, is
committed to delivering P&U leaders and decision makers with real-world value - solutions that
work in practice, not just on paper.

We have supported several Canadian P&U companies throughout their M&A transaction lifecycle with our proven
methodology and tools. Our services include:

STRATEGIZE

N

A
/

PLAN

7~ N\
EXECUTE

PRE-DEAL TRANSACTION STRATEGY AND ANALYSIS: Review strategic direction, identify
potential targets and characteristics, assess equity and enterprise value determinations, identify
purchase price allocations, conduct quantitative analysis, and assess regulatory strategy.

TRANSACTION TAX STRATEGY: Provide tax advice throughout due diligence, transaction
structuring, deal advisory and tax modelling to align with commercial and strategic objectives.

INTEGRATED DUE DILIGENCE: Conduct due diligence across key strategic and operational
areas (e.g., financial, operational, IT, HR), identify key risk parameters, ou tline early sources of
value, review commercial and strategic priorities and regulatory risks.

TRANSACTION VALUE CREATION: Conduct top-down analysis to identify synergies and
eliminate redundancies. Develop synergy baseline and targets, outline initiatives, conduct
bottom-up synergy assessment, implement tracking and reporting methodology.

INTEGRATION/SEPARATION MANAGEMENT OFFICE (IMO/SMO) SETUP AND
GOVERNANCE: Establish transaction governance model, cadence and reporting structure,
set up IMO/SMO team and functional teams, launch program structure, guiding principles,
timelines and key milestones.

OPERATING MODEL AND ORGANIZATION DESIGN: Develop current, interim and
target-state operating model and outline organizational design structure. Perform gap analysis
and develop roadmaps / blueprints to achieve desired target state.

TRANSITION SERVICE AGREEMENT (TSA) PLANNING AND MANAGEMENT: Support TSA
scoping and development of TSA schedules, support TSA negotiation, establish TSA governance
and tracking, support TSA exit planning to enable business continuity and minimize disruption.

DAY 1 READINESS: Develop Day 1 checklists, conduct Day 1 readiness workshops, Day 30,
60, 90 workplans and milestones, develop hypercare and sustainment plan for quick response to
risks emerging immediately post Day 1.

BUSINESS AND FUNCTIONAL INTEGRATION / SEPARATION: Support mobilization of cross-
functional workstreams in a coordinated manner, manage cross-functional interdependencies.

WORKING CAPITAL: Assess working capital for current- and target-state organization, improve
cash flow management, identify and implement levers to enhance transaction value creation.

CHANGE MANAGEMENT AND COMMUNICATION: Facilitate leadership alignment, assess
employee experience, support planning and execution of transaction communications, assess
culture evolution, stakeholder engagement, training and onboarding.
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Conclusion

Canadian utility companies are poised to capitalize on these opportunities building on the corporate
development experience and unique knowhow attained in recent history. Through strategic mergers,
acquisitions, divestments and innovative partnerships, they can enhance financial performance,
operational efficiency, drive sustainable growth and meet emerging sector demands.
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