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Investment Thesis
Hydro One Ltd. (H) continues to capture growth beyond guidance. New transmission lines,outside its joint distribution
and transmission regulatory application (JRAP), offer new investment opportunity alongside potential Ontario local
distribution company (LDC) consolidation. We expect H's rate base growth to exceed 7% through 2027, rivaled only by
peer Emera Inc. H's TTM AFFO yield of ~6% is lower than peers, a function of favourable regulation, growth prospects,
and a solidly investment grade balance sheet. We expect H to exceed its allowed ROE by over 100 basis points in 2023,
driven by transmission assets entering a �rst-phase of performance based regulation. An impressive achieved ROE and a
distinct funding advantage for growth underpin our outlook for sector-leading returns from H stock through 2027. At H's
current share price, we expect impressive average equity returns above 11% through 2027 and maintain a BUY rating.

Intrinsic Value
We value H at $42 per share.

Quality Rating Conclusion 

Accounting & Disclosure 
H’s accounting and disclosure is above-average with impressive transparency provided on regulatory factors and a more
meaningful cash-based non-GAAP metric.

Adjusted Cash Flows 
H’s cash �ow pro�le is capable of supporting dividend growth of 5%+ per year due to rate base growth, ef�ciency cost
savings and a solid balance sheet.

The Balance Sheet 
H’s FFO-to-debt ratio remains solidly investment grade, facilitating accretive growth/development beyond guidance.

Business Operations 
A focus on cost cutting is bene�ting cash �ow, while the Ontario Energy Board’s automatic adjustment mechanism
mitigates regulatory lag on price hikes to compensate for higher interest rates. As a pure-play electric utility, transition
spending (i.e., electri�cation) is bene�cial.

Corporate Governance 
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H is focusing on ef�ciency to drive system costs down, driving organic improvement in AFFO and debt service metrics.
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Veritas Investment Research Corporation ("Veritas") its directors, of�cers, employees and their spouses, dependent children, and other dependents
are prohibited from trading any position in the securities of companies on Veritas’ restricted trading list.   In addition, Veritas’ Analysts and
Associates, as well as their spouses, dependent children, and other dependents ("Persons Restricted by Coverage") are prohibited from holding and
trading any position in the securities of companies which they cover, including in any accounts for which the Analysts and Associates have trading
authority.  Persons Restricted by Coverage are permitted to hold or trade ETFs or Investment Funds that may hold the securities under their
coverage. Veritas has not offered any consulting, �nancial advisory, investment banking or underwriting services to any company pro�led in this
report. Veritas has not accepted, and will not accept, fees from any company pro�led in this report for the preparation of this report.  The
information contained in this report has been obtained from sources believed reliable however the accuracy and/or completeness of the information
is not guaranteed by Veritas, nor does Veritas assume any responsibility or liability whatsoever. All opinions expressed are subject to change
without noti�cation.  This report is for information purposes only and does not constitute and should in no way be construed as a solicitation to buy
or sell any of the securities mentioned herein. The contents of this research report do not, in any way, purport to include any manner of legal advice
or opinion. The intention of this report is to provide a forthright discussion of business, accounting and �nancial reporting issues, as well as
generally accepted accounting principles and the limits of their usefulness to investors.   As such, please do not infer from this report that the
accounting policies of any company mentioned herein are not allowed within the broad range of generally accepted accounting principles, or that
the policies employed by that company were not approved by its auditor(s).  

The information in this report may contain forward-looking statements. All statements, other than statements of historical fact, that address
activities, events or developments that Veritas Investment Research Corporation ("Veritas") believe, expect, or anticipate will or may occur in the
future (including, without limitation, statements regarding any targeted returns, projections, forecasts, statements, and future plans and objectives
of the companies under coverage) are forward-looking statements. These forward-looking statements re�ect the current expectations,
assumptions or beliefs of Veritas based on information currently available to Veritas. Forward-looking statements are subject to a number of risks
and uncertainties that may cause the actual results of the companies under coverage to differ materially from those discussed in the forward-
looking statements, and even if such actual results are realized or substantially realized, there can be no assurance that they will have the expected
consequences to, or effects on, the companies under coverage. For a list of factors that could cause actual results or events to differ materially from
current expectations, please refer to the Prospectus of the companies under coverage. Any forward-looking statement speaks only as of the date
on which it is made and, except as may be required by applicable securities laws, Veritas disclaims any intent or obligation to update any forward-
looking statement, whether as a result of new information, future events, or results or otherwise. Although Veritas believed that the assumptions
inherent in the forward-looking statements are reasonable, forward-looking statements are not guarantees of future performance and accordingly,
undue reliance should not be put on such statements due to the inherent uncertainty therein.

Veritas Asset Management Inc. (“VAM”), an af�liate of Veritas by virtue of being under common control that may also from time to time have
certain common directors, of�cers and/or employees, is registered in Ontario as a Portfolio Manager, Investment Fund Manager and Exempt Market
Dealer (with the same or similar registrations in certain other jurisdictions in Canada) and may, from time to time, advise and counsel its investment
clients, including one or more investment funds established by VAM, with respect to investments in public companies.  VAM is a client of Veritas
and receives research reports from Veritas at the same time as Veritas’ other clients.  Veritas and VAM have implemented policies and procedures
to minimize the potential for and to address con�icts of interest, which are available to clients of Veritas upon request.   This report may not be
reproduced in whole or in part without the express prior written consent of Veritas. Veritas is a 100% employee-owned �rm. ©2024 Veritas
Investment Research Corporation.
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Explanation of the Veritas Investment Research Equity Recommendation System

Our analysts rate stocks based on their view of how the stock will perform
 over the next 12 months relative to their sector of coverage.

Explanation of the Veritas Quality Rating System

Our Quality Rating System evaluates the key components of our investment recommendations for companies under coverage.

We rate each company under the given criteria using a proprietary �ve-star system versus its sector peers:

We arrive at a conclusion of zero to �ve stars:

Rating Description

Buy Expected to generate a meaningful positive return or outperform analyst’s sector
coverage over the next 12 months

Reduce Expected to underperform analyst's sector coverage over the next 12 months

Sell Expected to generate a negative return over the next 12 months

Category Explanation

Accounting and
Disclosure

We compare the quality and transparency of the �nancial and non-�nancial information
provided to investors in public disclosures.

Cash Flows
Sustainability

We evaluate the sources of and sustainability of each company's cash �ow to equity
investors.

Balance Sheet Exposure We evaluate the company's asset valuations and consider on and off-balance sheet
exposures.

Business Operations
Risks

We evaluate the key tenants supporting the sustainability of an organization's business
success.

Corporate Governance We consider each company's management compensation system, its decision-making
process and sustainability to evaluate whether management's interests are aligned with
those of shareholders.

Stars Explanation

Zero Stars Very high risk or de�ciency versus sector peers.

★ Signi�cant risk versus sector peers.

★★ Above-average risk versus sector peers.

★★★ Average risk versus sector peers.

★★★★ Below-average risk versus sector peers.

★★★★★ Applies best practices versus sector peers.
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