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A safe and reliable transmission network is the backbone
of British Columbia’s electricity system and is crucial

to delivering low cost electricity. Through a commitment to
excellence, innovation and cooperation, British Columbia
Transmission Corporation (BCTC) works to meet the
electricity needs of British Columbians and ensure our
customers have access to transmission services

today and in the future.
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BC's transmission system
is the second largest
in the Pacific Northwest.

Highlights

BCTC achieved significant milestones in Fiscal 2006:

Implemented our new Open Access Transmission Tariff that improves opportunities for more
parties to use the transmission system and to make more effective use of our existing assets.

Created Dynamic Scheduling, a valuable service that creates new market opportunities for
our customers by opening access to markets they previously were not able to participate in.
This past year, Dynamic Scheduling generated $6.8 million in revenues.

Created anew Transmission Expansion Policy to guide BCTC's role as a driver of transmission
investment.

Expanded and enhanced our open and transparent public involvement process that ensures
British Columbians are informed and actively involved in discussions about major transmis-
sion initiatives. More than 100 stakeholder and First Nations meetings and events took place
during the year.

Advanced the System Control Modernization Project by beginning site preparation and the
design of the Energy Management System.

Received the Canadian Electricity Association President’s award in recognition of our safety
performance for a second consecutive year.

Completed a multi-year labour agreement with the Canadian Office and Professional
Employees’ Union.

Financial Highlights

[$ in millions] Fiscal 2006 Fiscal 2005
Income Statement

Revenues $ 2053 $ 948
Operations, Maintenance

and Administration Expenses 157.2 71.6
Net income 13.5 3.4

Capital Expenditures
Assets owned by BCTC 21.4 13.3
Transmission assets owned by BC Hydro 123.7 1221

Balance Sheet

Total assets 137.3 93.7
Debt 37.2 37.3
Shareholder’s Equity 37.8 24.3
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R.T.F. (Bob) Reid,
Chair of the Board

Message from the Chair
to the Minister Responsible

In our third year of operations, BCTC continued to make significant strides towards the renewal
and expansion of British Columbia’s transmission system. We are witnessing exciting times in
BC's economy, and BCTC has continued to play an integral role in helping the province meet its
full potential, as well as enhancing our customers’ overall service experience.

Fiscal 2006 was another strong year for BCTC, marked by the achievement of significant
milestones for the company. In 2006, we expanded and enhanced the services offered to custom-
ers. We completed the implementation of the Open Access Transmission Tariff and, through that
process, streamlined our business processes and enhanced the suite of services for generators,
industrial customers and other market participants, so that new opportunities are available for
existing and future customers.

BCTC also made progress on key capital projects. After completing an extensive public and
internal review process, BCTC submitted an application to our regulator, the BC Utilities Com-
mission (BCUC], for a transmission reinforcement project that will ensure future electricity needs
are met forVancouver Island and the Southern GulfIslands. Lastyear, BCTC also initiated projects
to improve overall reliability to other rapidly growing areas of the province, including the Fraser
Valley, Whistler and Fort St. John. Inaddition, BCTC advanced plans to consolidate the five control
centres across the province into two new modern facilities.

Our financial performance in Fiscal 2006 reflected the first full year of operation as a Crown
corporation, independent of BC Hydro. BCTC earned $13.5 million in net income, compared to
$3.4 million in the previous year.

Our operational performance in Fiscal 2006 also continued to be strong. In Fiscal 2006, we
achieved four of the six corporate performance targets established for the year, continuing a
trend of positive performance in the areas of maintaining system reliability, ensuring the highest
level of employee safety, operating our business in a financially prudent manner and building
positive relationships with stakeholders.

During the fiscal year, BCTC encountered challenges that affected our ability to achieve the
environmental performance target. BCTC fully intends to improve on our environmental perfor-
mance in coming years and, to ensure this, has commissioned independent audits of the Envi-
ronmental Management System to ensure the right systems are in place. Employee engagement
has remained stable over the past three years, although we did not achieve the substantial
improvement target we had set for the organization. Over the coming year, we will focus on taking
actions in order to increase employee engagement levels.

Inthe process of developing our plansand advancinginitiatives, we listened carefully to customers,
First Nations and stakeholders to build knowledge and understanding of their specific interests.
Working to find a balance between the requirements of important provincial infrastructure
projects and the private property interests of communities is not easy, but we are committed to
working hard to ensure all views are heard and considered as we continue our job of renewing
and expanding the transmission system that BCTC manages.

Ensuring BC continues to enjoy the reliability and economic benefits that come from regional
connections was a priority for BCTC last year. In the past, the province supported the creation of
a regional entity known as Grid West, intended to be an independent, non-profit regional trans-
mission organization for the Pacific Northwestern electricity grid. In Fiscal 2006, the regional
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utilities and entities collectively voted to dissolve Grid West. Moving forward, rather than broad
market restructuring, BCTC will continue to pursue the benefits of regional integration with more
focused initiatives with neighbouring utilities in Alberta and the US.

I would like to acknowledge the efforts of our employees and the cooperation of our unions dur-
ing this year. Since 2003, BCTC has managed more than 18,000 kilometers of high-voltage lines,
confirmed 100,000 requests from customers and conducted over 100 studies for generators look-
ing to interconnect to the transmission system. Our employees have admirably met the challenge
of operating and maintaining a large transmission system and executing an extensive capital
plan. At the end of the year, BCTC was able to join with the Canadian Office and Professional
Employees” Union to successfully reach a new multi-year collective agreement. The company
continues to prepare for the reality that a number of employees are reaching the end of their
working careers. Moving forward, BCTC will continue focusing on succession planning and leader-
ship development to help BCTC sustain the skills and resources needed to fulfill our mandate.

BC's economy is posed for rapid growth in the future, and BCTC plays a key role in helping the
province meet its full potential. BCTC's strategic direction was refined this year, and reflects a
further understanding of the needs of our Shareholder, customers, First Nations and stakehold-
ers. As we establish the company as a fully operational Crown corporation, independent of BC
Hydro, we are continually improving our measures to provide greater clarity and focus on achiev-
ing important objectives. We are working closely with industry associations that will allow us to
measure performance in relation to industry peers.

Looking to the future, BCTC's $2.6 billion, 10-year Transmission System Capital Plan contains
more than 260 projects and annual programs to maintain, enhance and expand the existing
facilities. We have a highly capable management team in place, supported by a team of knowl-
edgeable and innovative employees. | am continually impressed by the team’s dedication to serve
in the best interests of all electricity users that depend on our services.

The Fiscal 2006 British Columbia Transmission Corporation Annual Report was prepared under
the Board's direction in accordance with the Budget Transparency and Accountability Act. The Board
is accountable for the contents of the report, including the selection of performance measures
and how the results have been reported. The information presented reflects the actual perfor-
mance of BCTC for the 12 months ended March 31, 2006. All significant decisions, events and
identified risks, as of May 8, 2006, have been considered in preparing the report.

The information presented is prepared in accordance with the BC Reporting Principles and
represents a comprehensive picture of our actual performance in relation to our service plan.
The measures presented are consistent with BCTC's mission, goals and objectives and focus on
aspects critical to the organization’s performance.

The Board is responsible for ensuring internal controls are in place to ensure performance
information is measured accurately and in a timely fashion.

This report contains estimates and interpretive information that represent the best judgment of
management. Any significant limitations in the reliability of data are identified in the report.

KT

R.T.F. (Bob) Reid
Chair of the Board
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Organizational Overview

BC's Transmission System

The Backbone of the Electricity System

Built between 1940 and 1980, the high-voltage electricity grid moves electricity from where it is
generated to where there is demand.

Our system is the second largest in the Pacific Northwest and is made up of:

~% Over 18,000 km of high-voltage power lines, underground and submarine cables;
~» 20,500 steel towers;

~% 75,000 wood poles; and

-« 287 substations.
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BCTC's Important Role

BCTC manages the transmission system by operating, maintaining, planning and expanding the
transmission assets. BCTC manages the system on behalf of BC Hydro, which owns the trans-
mission assets. BCTC's role is to ensure fair and open access to the electricity grid and create
value and new opportunities for customers and stakeholders to provide safe, reliable and cost-
effective transmission service. As BC's population grows, new industries emerge and demand for
electricity increases, investing in our transmission system is more important than ever. BCTC's
job is to ensure we invest in the system so that it continues to provide the service customers

depend on.
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Meeting the Challenge

BC's transmission network stretches across 75,000 hectares of rights-of-way and travels through
mountainous terrain, heavy vegetation and challenging climates. BCTC removes over 60 million
individual pieces of vegetation each year that grow around the transmission system to ensure we
can deliver safe, reliable power to customers.

Each year, BCTC spends approximately $200 million to maintain our system. Replacing it today
would require an investment of approximately $11 billion.

Enhancing our System through Innovation

BCTC is enhancing the capability of the transmission system through innovative approaches.
Technological advancements, simplified contracting processes and more efficient operations
are improving the reliability and capability of our service while lowering costs.

Our Link to Opportunity

For more than three decades, BC's transmission grid has been linked with Alberta and the
Northwestern US. Two 138 kV lines and one 500 kV line connect BC to Alberta. In addition, two
500 kV lines and two 230 kV lines connect our system to the US.

Transmission interties strengthen the reliability of the system, through sharing of reserves and
emergency assistance, and provide access to markets for both buying and selling electricity.

BCTC ensures that the BC grid works effectively with our regional counterparts and neighbouring
systems, while ensuring BC's sovereignty is maintained.

Mandate and Enabling Legislation

In 2003, the Province of British Columbia established BCTC under the Company Act, as a Crown
corporation responsible for operating, maintaining, planning and expanding BC Hydro’'s high-
voltage electric transmission grid. BC Hydro continues to own the transmission assets. BCTC
owns the control centre assets, which are required for operating and controlling the
transmission system.

BCTC's mandate is to provide open and fair access to BC's electric transmission system, facilitate
private generation investment in BC and maintain access to the Western North American whole-
sale electricity market. Our independence facilitates a more robust electricity industry.

BCTC is a direct outcome of the provincial energy plan, Energy for our Future: A Plan for BC (2002),
and is legislated under the Transmission Corporation Act. A series of five Key Agreements with
BC Hydro, designated by Order-in-Council in November 2003, also ensure long-term planning
processes are coordinated and meet the requirement to deliver reliable, low cost power in the
province. An overall Master Agreement sets out our roles and responsibilities. In addition, a
Transmission Operating Agreement, Asset Management and Maintenance Agreement, Asset
Lease, Licence and Transfer Agreement, and Support Services Agreement are also in place.

BCTC's shareholder is the Province of British Columbia, and BCTC reports to the Minister of
Energy, Mines and Petroleum Resources. A 10-member Board of Directors, appointed by the
Shareholder, oversees the corporation.

A Shareholder’s Letter of Expectations between the Minister and BCTC's Board Chair sets out
the corporate mandate, high level performance expectations, strategic priorities and the respec-
tive roles and responsibilities of the Shareholder and BCTC. Throughout the year, the Board
Chair, President and CEO and Board of Directors engage and inform the Minister on key develop-
ments affecting BCTC. The letter is also the basis for the development of BCTC's service plan for
Fiscal 2006.
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BCTC's key roles, responsibilities and services include:
~% Exclusive authority for electric transmission reliability in BC;

~%# Operation of the transmission system, including real-time operation of transmission,
generation, distribution and telecommunications systems and transaction scheduling;

~# Provision of services under the Open Access Transmission Tariff (OATT) including all aspects
of the regulatory process, tariff administration and customer relations. The OATT defines the
rates and terms and conditions of service and interconnection to the transmission system;

~%# Planning of the transmission system in coordination with BC generation and distribution
entities and neighbouring control areas and transmission organizations;

~%# Asset management and maintenance of transmission lines, substations and telecommuni-
cations systems, as well as BCTC's control centres;

~%# Sustainment and growth of the transmission assets owned by BC Hydro, and BCTC's control
centre assets, to ensure reliable service for domestic customers and electricity trade; and

~%# Actions necessary to maintain low electricity rates in BC, including the cost-effective man-
agement of all BCTC functions.

BCTC is requlated by the BC Utilities Commission (BCUC). Regulatory approval is required for
our capital expenditures and the rates we charge customers. The BCUC holds comprehensive
hearing processes that provide open forums to engage the public and stakeholders in its deci-
sion-making.

Our Mission

We are BC's independent electric transmission company, ensuring fair and open access to the
grid and creating value and new opportunities for our customers and stakeholders by providing
safe, reliable and cost-effective transmission services.

Our Vision

As an independent electric transmission company, we are globally recognized for our innovative
and sustainable approach to serving our customers.

Our Values

BCTC's five values of honesty, innovation, openness and responsiveness, accountability and
sustainability guide our corporate and individual behaviours. These values are core to our suc-
cess and reputation and are reflected in everything that we do:

Through Honesty, we say what we mean and we do what we say. We treat all parties fairly and
with respect.

Through Innovation, we continuously seek ways to improve our business operations and the way
we serve British Columbians and all of our stakeholders. We seek creativity and balance in our
approach. By setting our performance objectives high, we are able to fully understand and
effectively manage risk.

Through Openness and Responsiveness, we share information proactively and seek and respond
to feedback. We also invest in understanding the needs of our customers, First Nations and
stakeholders.

Through Accountability, we take responsibility for our actions, encourage diverse opinions and
support decisions once made. We set clear objectives and accept responsibility for their achieve-
ment. We also pursue opportunities to increase the individual knowledge of our business.

Through Sustainability, we manage the business with both today and tomorrow in mind. We
employ the best people, respecting their diverse skills, experience and background, and invest in
their future with us. We respect the natural environment. We work safely, and encourage balance
among home life, work and community involvement.
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Overview of Internal Organizational Structure

President
and CEO

System 0 i System Planning and Customer and Strategy
ystem Uperations Asset Management Development
Major Projects Corporate Services General Counsel Human Resources

BCTC's activities and services are delivered by 340 employees across seven business departments:

System Operations comprises 150 employees that manage the day-to-day real-time safe, effi-
cient and reliable operations of the transmission system. BCTC operates the System Control
Centre in Burnaby, four Area Control Centres in Vancouver, Duncan, Prince George and Vernon,
and the Telecommunications Control Centre in Burnaby. This group is also responsible for the
System Control Modernization Project (SCMP).

System Planning and Asset Management comprises 94 employees. The team is responsible for
planning and sustaining the transmission assets and managing critical transmission projects in
a safe, effective and efficient manner. System Planning and Performance Assessment, Asset
Program Definition, Asset Program Management, Business Planning, and Strategic Research
and Development are in this department.

Customer and Strategy Development comprises 27 employees responsible for developing pro-
active ways to enhance electricity industry activity on BC's grid while addressing customer and
stakeholder needs. This group consists of Communications and Stakeholder Relations, Strategy
and Business Planning, Market Operations and Regional Market Policy.

Major Capital Projects comprises two employees and is responsible for ensuring major proj-
ects, including the Vancouver Island Transmission Reinforcement project and the SCMP, are
executed successfully from inception to construction and commissioning.

BCTC's three corporate areas Corporate Services, General Counsel and Human Resources
comprise 67 employees that are responsible for legal services, finance, audit, treasury, supply
chain management, aboriginal relations, regulatory affairs, information technology, business
improvement and human resources.

A significant amount of BCTC’s operating and capital activities are performed by third parties
under contract to BCTC. BCTC ensures the high quality and cost-effective delivery of these
services through Service Level Agreements negotiated with BC Hydro and carefully constructed
procurement policies applicable to contracts with other suppliers. BCTC continues to draw on
the expertise of BC Hydro, particularly in Field Services and Engineering. This structure helps to
keep BCTC's operating costs at a minimum and, in turn, keep rates low for customers.

In addition, Accenture Business Services for Utilities provides back office functions such as
information technology support and accounts payable services. This enables the company to
focus on the core business obligations.

BRITISH COLUMBIA TRANSMISSION CORPORATION 2006 ANNUAL REPORT | 7
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BCTC has a number of key relationships that are important to our business operations.

Shareholder: BCTCisa Crown corporation with the Province of British Columbiaas the sole share-
holder. BCTC reports to the Minister of Energy, Mines and Petroleum Resources. A 10-member
Board of Directors, appointed by the Shareholder, oversees the operations of the company.

Regulators: BCTC is regulated by the BCUC and seeks approval from the BCUC for transmission
system capital expenditures and the rates we charge customers.

In addition, BCTC is subject to other regulatory bodies such as the National Energy Board (NEB),
the Environmental Assessment Office (EAQ) and others.

Customers: BCTC works with all eligible transmission customers to ensure open and fair access
to the transmission system. We coordinate all transmission transactions in order to operate the
system safely and reliably.

BCTC's largest transmission services customer is BC Hydro. BCTC provides BC Hydro with a
highly flexible transmission service necessary to deliver electricity to customers in BC, including
our wholesale customers such as FortisBC and the City of New Westminster.

BCTC also provides a point-to-point service to power marketers, generators or industrial cus-
tomers for trade or to serve large customers who have chosen to purchase their electricity from
suppliers other than BC Hydro.

In addition, BCTC provides engineering studies and interconnection services to independent
power producers and utility generators seeking to interconnect to the BC grid.

First Nations: BCTC is committed to an open and transparent planning process so that First
Nations are informed and actively involved in discussions about electricity planning and major
transmission issues in the province.

Stakeholders: Stakeholders’ views are important considerations in planning and implementing
projects and regulatory applications. BCTC's principal stakeholders are customers, local
municipalities, community and environmental groups, the BCUC and government.

Industry associations: BCTC is actively involved in regional and national organizations promot-
ing safe, reliable and cost-effective operation of the grid. We participate in the Western Electric-
ity Coordinating Council (WECC] and the North American Electric Reliability Council (NERC].

BCTC is also part of the Canadian Electricity Association (CEAJ, which is the national forum and
voice of the electricity business in Canada. Being part of the CEA ensures BC's perspectives and
views are represented on a national platform.

Service providers: BCTC's service providers deliver specialized services such as field, engineer-
ing and vegetation management services.
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Alignment with the
Provincial Government Strategic Plan

The Provincial Government Strategic Plan sets out the government’s long-term vision for the
province. BCTC's objectives and activities support the province’s overriding goals of economic
growth, a supportive social fabric and healthy communities and environment. The plan also has
the goal of creating more jobs per capita than anywhere else in Canada.

The provincial Energy Plan, Energy for our Future: A Plan for BC (2002), is aligned with the Strategic
Plan’s economic growth goal. The 2002 Energy Plan sets out the government’s vision for the
energy sector’s contribution to BC. The plan has four underlying objectives:

~%# Low electricity rates and public ownership of BC Hydro
More private sector opportunities

Secure, reliable supply

= Environmental responsibility and no nuclear power

Since inception, BCTC has supported these objectives and has actively advanced those that apply
directly to our organization.

2002 Energy Plan Policy Action BCTC Response
Policy Action 2: BC Hydro ratepayers will ~# BCTC implemented a new OATT that provides the rate structures to
continue to benefit from electricity trade. enhance trade, and in turn benefit ratepayers and protect Powerex

power marketing authorization.
=% Ourcustomers benefit from BCTC's new Dynamic Scheduling service,
which provides customers access to markets for their generation.

Policy Action 3: Public ownership of ~# BCTC is a Crown corporation established to operate, maintain, plan
BC Hydro generation, transmission and and expand the assets of BC's transmission system. BC Hydro
distribution assets will continue. continues to own these assets.

Policy Action 7: High reliability and ~# BCTC is active in coordinating and cooperating with neighbouring
energy security will be maintained through jurisdictions and is a member of the Western Electricity Coordinating
well-functioning natural gas markets and Council (WECC).

coordinated electricity planning.

Policy Action 13: The private sector will ~# The OATT facilitates opportunities for independent power producers
develop new electricity generation, (IPPs) to participate in local and regional electricity markets.

with BC Hydro restricted to improvements =% In addition, new transmission and interconnection policies create
at existing plants. additional private sector opportunities.

Policy Action 14: Under new rates, =% Under the new OATT, large electricity customers in BC may contract
large electricity consumers will be able directly for transmission service, facilitated by a new rate design.

to choose a supplier other than the
local distributor.

Policy Action 15: The BC Transmission ~# The OATT facilitates opportunities for IPPs to participate in the
Corporation will improve access to electricity industry.

the transmission system and enable IPP

participation in US wholesale markets.

Policy Action 16: The BC Utilities ~# BCTC is regulated by the BCUC, which approves all capital invest-
Commission will determine the terms and ments and the rates we charge our customers.
rates for this new transmission entity.

In addition, BCTC supports market participants in meeting other 2002 Energy Plan policy
actions, such as interconnecting IPPs, which in turn helps BC Hydro to meet its goal of securing
clean electricity supply.

In November 2005, the Province announced its intention to update and expand the 2002 Energy
Plan, with greater emphasis on conservation, efficiency and innovation. The review process is
underway and, once completed, BCTC will support the government’s new plan.
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Report on Performance

Each year, BCTC defines a set of goals, objectives, strategies and performance targets to move
the company to our vision of being globally recognized as an innovative, sustainable transmission
company that is independent of BC Hydro. Our strategic direction supports the goals of the
government’s 2002 Energy Plan.

Our Board of Directors approved a new strategic approach in Fiscal 2005 that translated into full
action in Fiscal 2006, which was the first year BCTC operated under a complete mandate. With a
better understanding of customers, First Nations, stakeholders and Shareholder needs, we up-
dated our corporate measures, enabling greater clarity and focus on achieving important results.
The changes were published in the Service Plan for Fiscal Years 2005/06 to 2007/08 (September
2005 Update), and are outlined in the two reconciliation tables in Appendix A of this report.

For the 2006 Annual report, BCTC used the performance measures contained in the September
2005 service plan update to report performance in Fiscal 2006. The Report on Performance pres-
ents BCTC's strategic goals:

~%+ To ensure the reliability and security of the transmission system.

~% To provide customers with non-discriminatory access to transmission services by removing
impediments and offering services that enhance their ability to access markets or energy
providers. Thus:
% encouraging new generation investment; and
~% facilitating the direct purchase of energy by large users.

~% To maintain BC sovereignty, while enhancing BC benefits from electricity trade - maintain
BCTC as a Crown-owned company, regulated by the BCUC.

«%# To create a model transmission company.

Refining our Strategy

As part of the strategic planning process, we continually revisit our corporate strategy and refine
the stated objectives. Following review with the Board of Directors, further refinements have been
made to our goals, objectives, measures and targets for Fiscal 2007. These are outlined in
Appendix A.

Sources of Results and Targets

BCTC sources data from a variety of internal information systems and surveys undertaken by
third parties to report on performance.

Financial information is provided through BCTC's audited financial results, while environ-
mental and safety results are captured through BCTC's reporting procedures in these areas.
Reliability statistics are gathered in BCTC's operational databases and analyzed for the purpose
of internal and external reporting. Finally, the employee and stakeholder surveys are conducted
by third parties.

Throughout the year, BCTC participated in independent audits that reviewed various aspects of
our business and helped us set future targets. The BCUC decisions also inform our analysis of
the targets.
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Performance measure results are reported regularly throughout the year to BCTC's Executive
and Board. The following Report on Performance presents the actual results and targets for each
measure. The targets for Fiscal 2007 and 2008 presented in these tables were first reported in
the Fiscal 2006/07 to 2008/09 Service Plan. Since then, our Fiscal 2007 measures and targets
have been further refined, and then approved by the Board of Directors in May 2006.

Benchmarking our Performance

BCTC employs internal and external benchmarking initiatives to allow us to compare our perfor-
mance over time. BCTC works with industry groups, such as the Canadian Electricity Association
(CEA) and independent firms, to identify appropriate benchmarks and to gather data.

BCTC has a unique business model in that the company does not own the transmission assets.
This can reduce the effectiveness of industry benchmarking when we are comparing the com-
pany to our peers. We are working with industry associations to increase the applicability of
industry benchmarks to our business.

In addition, BCTC measures performance with independent, external reviews. BCTC proactively
engages in such reviews to ensure we are operating within industry standards and implementing
improvements. BCTC's Board of Directors receives reqular updates from Management on BCTC's
corporate performance achievements against established targets and expectations.

Refining our Goals and Measures

With a full mandate in place, BCTC refined our goals, objectives and measures to more accurately reflect the operating
environment. The tables below compare the goals, objectives and measures for Fiscal 2005 to Fiscal 2006, which are
consistent with BCTC's Service Plan for Fiscal Years 2005/06 to 2007/08 (September 2005 Update).

Goals

F2006 Goal and Objective
[contained in Service Plan
2005/06 - 2007/08, September Update)

F2005 Goal and Objective
(contained in the Fiscal 2005
Annual Report]

Explanation

Goal

To provide customers with non-discrimi-

natory access to transmission services by

removing impediments and offering ser-

vices that enhance their ability to access

markets or energy providers. Thus:

~% encouraging new generation
investment; and

energy by large users.

Objective
To ensure that IPPs, BC Hydro and indus-
trial customers are satisfied with their
dealings with BCTC and value our indepen-
dent, transparent and responsive business
approach.

Goal

To provide customers with non-discrimi-
natory access to transmission services by
removing impediments and offering ser-
vices that enhance their ability to access
markets or energy providers.

Objective
To ensure that IPPs, BC Hydro and indus-
trial customers are satisfied with their
dealings with BCTC and value our indepen-
dent, transparent and responsive business
approach.

BCTC updated this goal to reflect a better
understanding of customer, stakeholder
and Shareholder expectations and link
BCTC's success to the cornerstones of the
province’'s 2002 Energy Plan.
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Measures

F2006 Measure
[contained in Service Plan 2005/06 -
2007/08, September Update)

F2005 Measure
(contained in the Fiscal 2005
Annual Report]

Explanation

Reliability SAIDI - Planned and
Unplanned Interruptions

BCTC SAIDI (Reliability)

BCTC's planned outages are controlled by BCTC and
affect reliability performance. As such, it is important
toinclude planned as well as unplanned interruptions
in transmission service.

Stakeholder Survey Results —
per cent of stakeholders with very
positive, positive or neutral
response to BCTC

Stakeholder Survey Results —
per cent of stakeholders with very
positive, positive or neutral
response to BCTC

In many cases, BCTC may not elicit a reaction from
certain stakeholder groups unless our actions have a
directnegativeimpact. Thismeasureisnowdesignedto
capture the range of stakeholder responses from neu-
traltoverypositive.

Operating Efficiency - OMA (cents)
per GWh-km

Operating Costs

The new Operating Efficiency measure replaces Oper-
ating Costs to reflect the influence of energy volume
and transmission system size on costs, and to better
align with industry benchmarks.

Number of BCTC Lost-Time
Accidents

Number of Preventable
Lost-Time Accidents

This measure was revised to remove subjectivity in the
assessment of whether an accident is preventable.

Number of Reportable
Environmental Incidents

Number of Preventable and
Reportable Environmental
Incidents

This measure was revised to remove subjectivity in the
assessment of whether an incident is preventable.

Employee Engagement Index

Employee Engagement -
Alignment Pillar

This measure has been revised to provide a broader
assessment of workforce development.

Transmission Utilization Ratio

This measure is no longer used as it reflects the level
of market activity rather than BCTC performance.

Compliance with NERC and WECC
Reliability Management Standards

This is no longer a corporate measure but will be
tracked for informational purposes. BCTC uses a re-
liability measure (SAIDI) that is widely used and ac-
cepted.

Completion of Planned Safety
and Environmental Management
Programs

This is no longer a corporate measure but will be
tracked for informational purposes. The number of
lost time accidents and number of environmental in-
cidents sufficiently measure safety and environmen-
tal management performance.
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MEASURE

Goal One

To ensure the reliability and security of the transmission system.

To meet the reliability standards of the industry in a cost-effective,
safe and sustainable manner that is acceptable to our customers.

Implement programs to achieve operational excellence in core functions
as a transmission operator, planner and asset manager.

Reliability SAIDI - Planned and Unplanned Outages

MEASURE: Reliability SAIDI - Planned and Unplanned Outages (Hours])

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Exceeded
2.74%* 2.33* 2.12* 2.07 2.09* 2.07*

SAIDI (System Average Interruption Duration Index) is a measure of the reliability of the transmission system
that BCTC operates and manages. It includes all planned and unplanned outages, and excludes interruptions due
to outages attributed to generators. It is calculated as the average amount of time in hours across all transmission
delivery points that service is interrupted in a year due to planned or unplanned outages.

Importance of the Measure
SAIDI assesses BCTC's effectiveness in providing customers with a high level of service reliability for the trans-
mission system.

Benchmark Comparison

The Canadian Electricity Association (CEA) defines SAIDI for the purpose of the Bulk Electricity System (BES) study,
as a measure of the average total interruption duration that a delivery point experiences during a calendar year,
and includes all interruptions, even those considered to be source outages. However, generation source outages
are outside the mandate of BCTC, and not included in BCTC's data submitted to the CEA's BES study. The CEA has
not released the official results of this study for public use.

BCTC is reviewing our SAIDI definitions to better enable industry benchmark comparisons in the future.

Data Source/Reporting Period
BCTC'’s Reliability Database Management System (RDMS] - April 1, 2005 to March 31, 2006

*In June 2005, SAIDI was revised to include planned and unplanned outages, allowing BCTC to accurately assess performance on
this measure. In addition, SAIDI was also revised to correct an error in historical reporting of planned outages. Since BCTC's targets
are based on a four year rolling average of historical results, reduced by an improvement factor, this retroactive adjustment to
actual performance effected our targets for Fiscal 2007 and Fiscal 2008.

Performance Analysis

A secure, reliable transmission system is a key priority for BCTC. BCTC adheres to recognized
industry standards to ensure our customers continue to enjoy reliable service.

In Fiscal 2006, we adjusted the method of calculating Reliability SAIDI to better reflect our
circumstances. Previously, this measure was calculated manually, but BCTC has now moved to
a fully automated system, enabling BCTC to more accurately track performance.

BCTC faced unfavourable circumstances that affected reliability in Fiscal 2006. Last year was
unusual in terms of weather throughout the province. Unseasonable snowfalls and high winds
affected our transmission system, however, BCTC acted quickly to restore power.
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The capacity of a transmission
line is partially determined by
its thermal rating. Digital
technology has allowed BCTC to
determine how much electricity
we can transmit through a line
based on the temperature,

as the conductor temperature
affects the thermal rating.

On cold days when electricity

is needed most, BCTC can
transmit more electricity
through high-voltage lines.

As the system reaches its
limits, new infrastructure will
be needed to meet growing
demand.

There were eight significant outages in Fiscal 2006. Of these, two were related to unseasonable
snowfalls and four from trees falling on lines during major windstorms. BCTC took a number
of steps to offset the impact of such outages. These programs contributed to a reduction in the
impact of equipment-related outages of approximately 65 per cent compared to last year.

Achievements

Reducing Outages

Natural occurrences, such as weather, trees falling on transmission lines and small wildlife are
common causes of transmission outages. Less commonly, natural disasters such as landslides,
floods or earthquakes can also cause outages. BCTC is taking the necessary steps to prepare for
and respond to such outages.

In Fiscal 2006, BCTC completed the second year of the 10-year Edge Tree Program. This program
identifies and removes hazardous trees from the edge of the transmission system rights-of-way.
BCTC is placing priority on areas most at risk for tree-related outages and areas with a high
customer impact.

Last year, BCTC implemented an automatic reclosing procedure at substations to reduce the
length of outages that are typically temporary and caused by small wildlife. By implementing
this new operating process, BCTC reduced outages to BC Hydro customers by an estimated
300,000 customer hours, enabling BCTC to meet the targets in the Service Level Agreement with
BC Hydro.

In addition to changing operating processes, we are installing animal and bird guards at key sub-
stations throughout the system, with a focus on areas with historically high instances of such
outages, followed by areas that will prevent widespread outages and lengthy equipment repairs.

Improving System Performance and Security

In Fiscal 2006, BCTC created a performance planning group focused on improving system
performance and reliability. The team has already implemented a new protection initiative de-
signed to perform pre-planned corrective measures following a system disturbance. This im-
proved BC's import capability, enhanced system performance in the North Coast area and re-
duced the risk of outages between the Southern Interior and Lower Mainland.

Technology also has a role in improving system performance. New monitoring technology is now
linked to satellites and provides real-time information on system conditions. New temperature
sensors on our undersea cables to Vancouver Island are providing more accurate information
allowing us to maximize the capacity of the cables during emergency situations.

The security of the transmission system is another key area of focus. BCTC has a comprehensive
security program to respond effectively to major breaches of security such as sabotage or
other threats and protect the safety and reliability of our people and system. The program is
consistent with North American Electric Reliability Council (NERC] standards for both physical
and cyber-security.

In addition, BCTC continued to implement the Emergency Response Plan. In Fiscal 2006, we
conducted simulation exercises, and an independent audit of the plan was undertaken.

Investing in our Assets

As the transmission system ages and demand for service grows, BCTC is continuing to implement
a new integrated asset management system and processes that ensure capital and operating
expenditures deliver the most value at the least cost over the asset lifetime.

BCTC is maintaining and building transmission infrastructure that is critical to ensure the
electricity needs of customers and a growing BC economy can be met. The transmission system
that moves power from the Central Interior to the Lower Mainland and Vancouver Island is reach-
ing capacity limit and needs reinforcing to ensure reliable service to customers throughout
the region.
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In BC, electricity is transmitted
over long distances to serve
customers, and power losses
and capacity constraints occur
during this transmission. In
fact, by 2009, the peak system
loss is expected to be almost
eight per cent of the electricity
transmitted. New technology
will help to reduce the

power losses and enable the
transmission system to be
operated at higher capacity
during transmission.

Vancouver Island is one of the fastest growing regions of the province. In Fiscal 2006, BCTC ap-
plied to the BCUC for approval to reinforce the connection from the Lower Mainland to Vancouver
Island. If approved, this would replace the old HVDC system, which is nearing the end of its reli-
able life.

We also initiated transmission and substation projects to improve overall reliability to other
rapidly growing areas of the province, including the Fraser Valley, Whistler and Fort St. John.

BCTC has responded to electricity demand from the growing oil and gas industry in the Northeast
part of the province. In Fiscal 2006, BCTC established a new substation in the Fox Creek area
(about 57 km north of Fort St. John). Over the past year, BCTC has worked with local residents and
First Nations to identify an appropriate route for a new 138 kV transmission line required to inter-
connect the new substation. The new line and substation will be in service by November 2006.

Looking Ahead

In Fiscal 2007, BCTC will continue to invest in strategic research and development to understand
technological advancements and develop new cost-effective ways to increase system utilization
and improve performance in the transmission of electricity.

In Fiscal 2007, BCTC will undergo an independent, comprehensive audit to evaluate our readiness
to maintain safe and reliable operations under a variety of circumstances. The audit, established
by NERC following the Eastern blackout in 2003, will verify that BCTC has the appropriate tools,
processes and procedures in place to operate reliably and respond effectively to system
disturbances.

BCTC intends to engage First Nations and stakeholders, and seek input on options to reinforce
the critical 500 kV transmission lines that deliver power from the Peace and Columbia regions to
the Lower Mainland.

BCTC will continue to implement the System Control Modernization Project, which will consoli-
date five control centres into one main centre and one backup. This will also enable BCTC to meet
system growth and improve the security of BC's electricity grid. BCTC will continue to employ
advanced technology to improve the reliable service we provide customers.

Bringing Innovation to Transmission

Local BC companies and educational institutions are valuable resources for BCTC. In collabora-
tion, we are identifying and developing innovative new technologies to improve the reliability and
utilization of the transmission system.

BCTC is working with Power Measurement of Victoria to develop ways to accurately measure key
parameters on the transmission system. We believe this will enable us to operate the transmis-
sion system more effectively, manage system disturbances, reduce the potential for blackouts and
improve transmission service to our customers. Field trials are currently underway in Victoria.

Working with NxtPhase T&D Corporation in Vancouver is enabling BCTC to move towards
the digital substation of the future. Working with BCTC and BC Hydro, NxtPhase has developed
new high-accuracy optical current and voltage measurement equipment partially based on UBC
technology. We have applied the technology in some of our substations and we expect to derive
operational benefits through improved monitoring and increased transmission transfer capacity.
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GOAL 3

OBJECTIVE

STRATEGIES

Goals Two and Three

To provide customers with non-discriminatory access to transmission

services by removing impediments and offering services that enhance their ability
to access markets or energy providers. Thus:

~% encouraging new generation investment; and

~% facilitating the direct purchase of energy by large users.

To ensure that independent power producers, BC Hydro and industrial
customers are satisfied in all their dealings with BCTC and value
our independent, transparent and responsive business approach.

=% Understand customer needs and improve processes for independent
and non-discriminatory transmission services, to enable customer
access to markets - buyers, sellers, domestic and export.

~% Create a service-driven organization that is customer-focused,
responsive, results-oriented and efficient.

To maintain BC sovereignty, while enhancing BC benefits from electricity trade -
maintain BCTC as a crown owned company, regulated by the BCUC.

To build public and stakeholder understanding and support for BCTC as an independent
transmission entity.

=% Invest in the development of long-term relationships with
the British Columbia public, communities, First Nations and other
stakeholders whose quality of life is impacted by our activities.

=% Develop and maintain a positive relationship with the BCUC and
intervenor groups.

~% Take no actions that would compromise either the public ownership of
BCTC and the transmission assets, or BCTC remaining under BCUC
regulatory oversight.

MEASURE: Stakeholder Survey Results

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Exceeded
88% 87% 87% 91% 88%* 88%*

Stakeholder Survey Results measures how well BCTC is meeting the expectations and needs of customers
and stakeholders. An annual survey measures stakeholder awareness, impressions and satisfaction with BCTC,
reported as the percentage of stakeholders who have a very positive, somewhat positive or neutral impression.

Importance of the Measure
The Stakeholder Survey results assist BCTC in refining corporate goals and future actions in light of the needs of
customers and stakeholders. It also enables BCTC to compare our performance year over year.

Benchmark Comparison

Comparable industry statistics are not available; therefore results will be compared to historical BCTC
performance. After three years of operation, BCTC now has the historical data to determine trends in performance,
and will now pursue ways of comparing our performance to standards across a variety of industries.

Data Source/Reporting Period
Stakeholder Satisfaction Survey conducted by TNS Canadian Facts in March 2006. The survey included 1,400
industrial and wholesale customers, independent power producers, and local and provincial government officials.

* In May 2006, BCTC's Board of Directors approved an increase in the targets for Fiscal 2007 and Fiscal 2008 to reflect the strong
result in Fiscal 2006. BCTC expects to revisit the Fiscal 2008 target, based on further analysis and experience gained in Fiscal 2007.
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In Fiscal 2006, BCTC held more
than 100 meetings and events
across the province with

First Nations and stakeholders.

Performance Analysis

BCTC places importance on excellence in customer service, providing independent, open and fair
access to the electricity grid. We actively listen to customers, and demonstrate that we are listening
by reflecting their needs in our decisions and improving service.

Understanding the needs of First Nations and stakeholders is equally important, and we are com-
mitted to ensuring all British Columbians are informed and actively involved in discussions about
major projects. This process will ensure improvements to the transmission system are made to
adequately meet growing demand while continuing to provide safe, reliable and cost-effective
transmission services.

In Fiscal 2006, BCTC completed the third annual independent stakeholder survey to help us un-
derstand the views and impressions of a cross-section of stakeholders. The survey also gives BCTC
feedback on our performance and is part of the annual performance measurement process.

In Fiscal 2006, we exceeded our stakeholder survey results target. The survey results showed that
91 per cent of stakeholders who participated hold a positive or neutral impression of BCTC. This
is an incremental improvement over last year’s result of 87 per cent.

Achievements

In Fiscal 2006, BCTC made significant strides in advancing the objectives of the government'’s
2002 Energy Plan by creating new opportunities and increasing value for our customers and
Shareholder.

Serving our Customers

Following extensive customer engagement and regulatory approval, BCTC implemented the
Open Access Transmission Tariff (OATT), one of the most significant accomplishments in Fiscal
2006. The tariffis designed to improve access to and utilization of the existing transmission system
by providing a number of new products and services. For example, long-term shaped service
allows BCTC to offer transmission capacity that was previously not available. As part of the OATT
implementation process, BCTC consulted with customers to create efficient and streamlined
business practices.

Facilitating New Opportunities
In Fiscal 2006, BCTC demonstrated that we are listening to the needs of customers.

Following a year of collaboration with BC Hydro, Bonneville Power Administration and the
California Independent System Operator [CAISO], BCTC implemented Dynamic Scheduling which
allows qualified market participants to access an ancillary services market they previously were
not able to participate in.

BCTC also heard from independent power producers and transmission service customers, who
would like more information to help them identify the best location for their projects. In response,
we developed a series of reports on the capacity limits of various transmission circuits through-
out the province to assist customers with their planning and project evaluations.

Since BCTC was created in 2003, customers and other stakeholders have encouraged us to take
anincreasingly proactive planning role. In Fiscal 2006, BCTC finalized a new Transmission Expan-
sion Policy, which outlines the approach we will take to expand the system by valuing the
additional benefits for customers and ratepayers.

Listening to our Stakeholders

An open and transparent consultation process that actively involves First Nations and stakehold-
ers in our planning process and major initiatives is core to successful operations. This benefits
all parties involved by creating knowledge and understanding of specific issues, and ensures that
our decisions balance with the needs of First Nations and stakeholders.

In Fiscal 2006, BCTC expanded the consultation program. More than 100 stakeholder and First
Nations meetings and events took place over the year.
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In Fiscal 2006, BCTC' donated
$30,000 to the Community

Astronomy Program as part of
the Corporate Outreach Fund.

In partnership with BC Hydro, BCTC engaged more than 250 First Nations from 75 different bands
about BC's electricity future and the 10-Year Capital Plan. In Fiscal 2007, BCTC will launch a new
program to talk with First Nations about opportunities for participation in the electricity industry.

Investing in BC Communities

BCTC is committed to investing in the future of BC communities through outreach activities.
The Corporate Outreach Fund sponsors charitable initiatives that align with BCTC's priorities
of environment and education. Some of the charities we supported in Fiscal 2006 included
Junior Achievement of BC, the Minerva Foundation’s Aboriginal Women’s Initiative, the Nature
Conservancy of Canada, the Vancouver Aquarium’s Aqua Van program and the Community As-
tronomy Program.

In total, BCTC's corporate giving program donated $200,000 to charitable organizations across
the province in Fiscal 2006.

Regional Coordinating Activities
BCTC is active in coordinating and cooperating with other jurisdictions. BC's transmission
system is interconnected with Alberta and the US, and regional coordination is essential to
ensuring reliability for customers.

The effort to develop Grid West, an independent, non-profit regional transmission organization,
was discontinued in Fiscal 2006. BCTC supported the Grid West model, but divergent objectives
prevented the initiative from moving forward. BCTC believes that many of the benefits that Grid
West sought to achieve can still be effectively fulfilled with focused, smaller initiatives working
directly with neighbouring utilities in Alberta and the US, rather than broad market restructuring.

In Fiscal 2006, a senior BCTC representative was appointed to the Western Electricity Coordinating
Council, while a second was nominated as the Canadian representative to the North American
Electricity Reliability Council. This increased profile in key industry organizations will ensure BC's
views are represented and that we play an active role in shaping future policy. In addition, BCTC
representatives participated in regional planning studies through the Northwest Transmission
Assessment Committee, and participated in studies conducted by the Alberta Electric System
Operator to ensure BC interests are protected.

Looking Ahead

In Fiscal 2007, the customer, First Nations and stakeholder consultation program will aim at
gaining input on specific initiatives such as rate re-design, the planning processes and major
projects such as the need to move more electricity from the Interior to the Lower Mainland. Our
priority is to understand the impacts at the early stages of these projects, and work with custom-
ers, First Nations and stakeholders to shape development plans.

BCTC will also continue to be actively engaged in ensuring that the BC grid works effectively
with our regional counterparts. We will continue to pursue regional initiatives to harmonize busi-
ness practices, as well as to coordinate outages to improve system planning and increase grid
reliability.

In Fiscal 2007, BCTC will work directly with the Alberta Electric System Operator (AESO]) to
explore opportunities to restore transfer capacity and enhance operation of the Alberta-BC
intertie. In addition, we will monitor congestion and implement new congestion measures on
transmission interties.
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Encouraging Customer and Stakeholder Input

BCTC's Transmission Planning Advisory Committee (TPAC) advises BCTC on significant trans-
mission planning policy issues. Established in 2004, the committee includes customers, other
utilities, local government and First Nations.

TPAC played an important role in Fiscal 2006, shaping BCTC’s Transmission Expansion Policy.
Under the policy, BCTC will take a more proactive approach to transmission development and
propose strategic investments in the transmission system to facilitate opportunities for the
electricity industry in BC.

In Fiscal 2007, TPAC will explore the role of non-wires alternatives and provide advice to BCTC
on the role we should play in greater electricity planning.
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Goal Four

To create the "model” transmission company.

To build a stand-alone transmission company that is a model of
operational and asset management excellence.

=% Achieve operational excellence in core functions as a transmission
operator, planner and asset manager.

~% Create a service-driven organization that is customer-focused,
responsive, results-oriented and efficient.

=% Invest in the development of our skilled workforce,
in pursuit of high performance, innovation and operational excellence.

~# Operating Efficiency — OMA (cents]) per GWh-km
=% Number of BCTC Lost-time Accidents

=% Number of Reportable Environmental Incidents
«% Employee Engagement Index

MEASURE ONE: Operating Efficiency — OMA (cents) per GWh-km

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Exceeded
20.5 18.9 20.0 19.0 18.7* 18.7*

Operating Efficiency - Operation, Maintenance and Administration (OMA) (cents) / GWh-km is a measure of cost
efficiency in operating and managing the transmission assets. It measures OMA costs in relation to the volume of
energy delivered to domestic customers and the length of the transmission system.

Importance of the Measure

This measure looks at how effectively BCTC is using the operating budget to manage electricity delivery on the
transmission system. The results will inform BCTC's decisions to improve and streamline business and operation
processes to ensure cost-effective operations.

Benchmark Comparison

BCTC participates in the CEA/COPE (Committee on Corporate Performance and Productivity Evaluation) study. The
CEA/COPE definition of energy transmitted includes both domestic load and trade volumes. It should be noted that,
since the trade volumes vary significantly from year to year, BCTC does not include trade volumes in the internal
definition of energy transmitted. When BCTC's energy transmitted figures are adjusted to conform to the CEA
approach, the result for Fiscal 2005 is 16.5 cents per GWh-km compared to the peer group average of 13.5 cents
per GWh-km. Compared to last year, BCTC's value for this metric has increased by eight percent. This increase in
BCTC's value is primarily due to a nearly 10 per cent reduction in trade volumes. In absolute terms, BCTC's OMA
costs have actually decreased by 2.5 per cent from last year.

There are number of factors that can contribute to the difference in performance across companies, including
geography, climate, growth rate, system age, impact of significant events and others. Without normalizing for
these factors, the peer to peer benchmarking comparison becomes very challenging. Through the CEA, BCTC is
actively working with other utilities in defining performance metrics that are accurate, verifiable and comparable.

Data Source/Reporting Period
The OMA numbers are derived from BCTC's internal financial systems. Load forecast is supplied by BC Hydro
forecasts. Kilometre information is derived from internal planning reports.

*In May 2006, BCTC's Board of Directors approved a change in the OMA target for Fiscal 2007 to reflect updated forecasts for the
cost, volume and distance of electricity to be delivered to domestic customers. BCTC expects to revisit the Fiscal 2008 target, based
on further analysis and experience gained in Fiscal 2007.
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Performance Analysis

In Fiscal 2006, BCTC focused on finding ways to optimize the value of transmission investments
while implementing the tools and processes for effective asset and business management. As a
result, BCTC exceeded our Fiscal 2006 target for operating efficiency.

During the year, BCTC developed a number of approaches that extend the useful life of transmis-
sion equipment while maintaining high reliability standards. Streamlining business processes is
helping to eliminate duplication and overlap, complementing the asset management program.
This focus enabled BCTC to eliminate a number of inefficiencies in our core functions as a
transmission operator, planner and asset manager.

Achievements
BCTC demonstrated operational excellence with a number of achievements in Fiscal 2006.

Managing the Grid with Innovation

Our approach is to manage each transmission asset to deliver the most value at the least cost
over its lifetime. Instead of replacing expensive cables at substations, BCTC tested methods to
stabilize oil flow in the cables. The results were exceptional, and a simple yet creative approach
minimized maintenance requirements, adding benefit to the overall system. Next year, this pro-
gram will be extended to other substations where the same issues occur.

Simplified contract procedures introduced in Fiscal 2006 give us the flexibility needed to plan
operational expenditures. The process enables BCTC to bundle and schedule projects more
efficiently and optimize the efforts of field teams. These measures have directly reduced opera-
tional and maintenance expenses. In addition, BCTC completed new commercial service level
agreements with BC Hydro. Under this agreement, BC Hydro provides BCTC engineering, main-
tenance and construction services.

BCTC also began an assessment of the environment around the entire transmission system. This
will identify vegetation, riparian zones and other important environmental information. One
consolidated assessment will ensure that valuable environmental information is readily avail-
able, without the need to conduct an assessment for every project. While the process will not
directly reduce operational expenses, it will offset increasing costs to meet new environmental
standards or regulations such as the Wildfire Act that impact our business operations.

By implementing these and other innovative management techniques, BCTC reduced or deferred
$4.4 million in expenditures in Fiscal 2006.

Technology at Work in Asset Management

Applying technology to our business has created more accurate asset information, giving BCTC
the tools to prioritize budget expenditures. BCTC can now better assess the productivity of trans-
mission assets and schedule maintenance or replacement effectively.

BCTC is the first utility in Canada to adapt software mapping programs that help us understand
the lifespan of transmission equipment and extend their useful life. This has helped to identify
underground corroded equipment, and predict mudslides, erosions and runoffs, improving the
safety and reliability of the transmission system.

Efficient Business Processes Complement Asset Management

BCTC's first year as an independent Crown corporation saw many changes to the business
operation. Business and financial systems and controls were put in place to facilitate the imple-
mentation of Open Access Transmission Tariff (OATT), capital plan and other business initiatives.

In early 2006, the OATT came into effect. Given the complexity of the OATT, BCTC identified
efficient business processes to offset the impact of transitioning to the new OATT on both the
company and customers. Automating applications will reduce the administration required for this
process.

In addition, BCTC consolidated key processes under the OATT into our business practices, saving
time and reducing administration.
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Looking Ahead

In Fiscal 2007, BCTC will continue to identify ways to optimize the value of transmission invest-
ments. BCTC will also continue to review the maintenance standards to ensure we have cost
effective asset management programs.

In Fiscal 2007, BCTC will work closely with service providers to continuously improve our field
services programs. We will prioritize maintenance work for the coming year to ensure that we
get the full value from service providers.

Over the coming year, BCTC will explore technologies that allow preventative maintenance
measures, reduce maintenance requirements, and ensure we achieve the greatest value from
our transmission assets.

MEASURE TWO: Number of Lost-Time Accidents

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Met
0 0 0 0 23* 22*

Number of Lost-Time Accidents measures BCTC's performance in ensuring the highest level of employee and
contractor safety. It focuses on those incidents that are serious enough that they would cause loss of time of work
for an employee. In Fiscal 2007, BCTC will include lost-time accidents for contractors, and will report a combined
target for employee and contractor lost-time accidents. In May 2006, BCTC's Board of Directors approved a target
of 23 for all lost-time accidents. In previous years, the zero target reflected BCTC employee safety only.

Importance of the Measure
The measure supports the fundamental BCTC objective for employee safety that is inherent in our core values.

Benchmark Comparison

Comparable industry statistics are available via the Canadian Electricity Association (CEA) of similar-sized utilities.
BCTC annually submits our performance to the CEA relative to the following industry wide metrics: all-injury
frequency rate, lost-time injury frequency rate and lost-time injury severity rate. For two consecutive years, BCTC
has achieved the CEA's President’s Award for employee safety.

Data Source/Reporting Period
CEA 2005 Safety Incidents Statistics Report. These statistics are reported on a calendar year basis.

*BCTC expects to revisit the Fiscal 2008 target, based on further analysis and experience gained in Fiscal 2007.

Performance Analysis

Safety in all we do

BCTC is committed to ensuring the transmission system is safe. We have a comprehensive Safety
Management System in place, which incorporates safety principles, management practices and
performance measures. The system is consistent with the standards published by the International
Standards Organization (ISOJ, and incorporates the safety management expectations of WorkSafeBC.

In Fiscal 2006, we maintained the target of zero lost-time accidents for employees. This achievement
is a direct result of our continued commitment to safe work practices and engaging employees in
safety policies and practices.

BCTC has a comprehensive Achievements

Safety Management System ) ) o ) ' ) . )
that is consistent with 1SO BCTC incorporates stringent safety policies and practices in our day-to-day operations, and is continu-
and WorkSafeBC. ously identifying ways to improve these. In Fiscal 2006, BCTC implemented a number of planned safety

management activities, and established a monthly safety awareness program to engage employees.
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In Fiscal 2006, BCTC took proactive steps to improve safety for employees, and broaden the focus
to include contractors as well. We initiated an independent audit of our Safety Management System
that focused on identification, communication, control, and monitoring of safety issues and safe work
practices under the system.

BCTC added a dedicated safety managerin Fiscal 2006 to administer the safety portfolio directly. We also
continued to develop and refine our emergency response plans to ensure we have the right processes in
place in an emergency situation to protect the safety of our people and the transmission grid.

In Fiscal 2006 the Canadian Electricity Association (CEA) recognized BCTC's performance for
employee safety with the Silver President’'s Award of Excellence. We were recognized with the Bronze
Award in Fiscal 2005.

Looking Ahead

In Fiscal 2007, BCTC is introducing a contractor safety metric that is in addition to the existing
employee metric. We will continue to work closely with contractors, including BC Hydro, to monitor
safety performance in the field.

BCTC is implementing initiatives designed to promote and increase communications on safety expec-
tations with contractors. The goal is to ensure contractors are informed and engaged in our Safety
Management System.

BCTC is actively engaged with the standards group of the CEA to improve industry safety benchmarks
for the industry. Available benchmarking can be improved to address leading performance indicators
and further categorize the way a utility operates. BCTC is working with the CEA to develop standards
in this regard.

MEASURE THREE: Reportable Environmental Incidents

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Not Met
3 10 <7 12 7* 7*

Reportable Environmental Incidents are defined by the various agencies that set standards and regulations for
environmental management practices to which BCTC must comply.

Importance of the Measure
The measure focuses BCTC on minimizing environmental incidents and supports BCTC's Environmental
Responsibility Principles.

Benchmark Comparison

The CEA environmental benchmarking studies do not report specifically on any one utility, making a direct com-
parison challenging. BCTC uses our historical performance data to determine areas for improvement. It should be
noted that BCTC's Environmental Management System is consistent with the International Standard Organization
(ISO) 1400, and is independently audited annually for conformance to this standard.

Data Source/Reporting Period

BCTC monitors and reports any and all incidents as they occur according to provincial and federal environmental
reporting requirements. The reports are a source to analyze BCTC's performance on this measure. In addition, as
our primary service provider, BC Hydro provides reports on its environmental compliance measure. All incidents
are reported on a fiscal year basis.

*In May 2006, BCTC's Board of Directors approved a target of seven environmental incidents for Fiscal 2007. This new target re-
flects an improvement over the historical results of BCTC's performance on this measure since Fiscal 2004. BCTC expects to re-
visit the Fiscal 2008 target, based on further analysis and experience gained in Fiscal 2007.
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Performance Analysis

Environmental Responsibility

BCTC is focused on understanding and preventing environmental impacts of our business. BCTC has
implemented an Environmental Management System that reflects ISO standards. We take the impor-
tant and responsible steps to minimize the impact of our operations. If affected, the priority is to return
habitat to its natural state to achieve sustainability over the long-term.

During the past year, BC's high-voltage transmission system encountered challenges including
vandalism, equipment failure and construction that affected our environmental performance. As a
result, we did not achieve the target of less than seven reportable environmental incidents. A total of
12 reportable environmental incidents occurred.

The transition to a fully independent Crown corporation identified some necessary improvements in
our environmental management processes. The change in roles and responsibilities gave rise to ad-
ditional staff training requirements and controls as a result of the non-integrated business model and
the performance-based Service Level Agreements with BC Hydro.

In Fiscal 2006, BCTC conducted an independent audit of the Environmental Management System to
better understand our processes, recognize where improvements need to be made, and implement
processes and procedures that will be shared across the business. With this renewed focus and clear-
ly defined roles and responsibilities, BCTC intends to meet its environmental performance measures
going forward.

Achievements

BCTC began implementing a strategy to improve the Environmental Management System in Fiscal
2006. An important step was to consolidate three different management systems into one, simplifying
the processes, and ensuring a consistent Environmental Management System is in place across
the business. We are also implementing environmental control processes that are more effectively
managed.

BCTC is part of the CEA's Environmental Commitment and Responsibility program, reflecting the
commitment to responsible environmental management. This national program involves Canadian
energy utilities and focuses on continuously improving environmental performance, management and
communications while ensuring cost-effective and reliable electricity. BCTC is also working with CEA
to develop standards that apply to BCTC.

Looking Ahead

In Fiscal 2007, BCTC will continue to integrate environmental best practices into our business
processes and to embed environmental priorities within the asset management program. BCTC will
review the process, and add rigour to the Environment Management System.

We will also continue to collaborate and coordinate environmental standards and systems in place with
other industries. For example, BCTC will work with resource-based industry groups to enhance our
environmental practices and build on the experience of others where appropriate.

In Fiscal 2007, BCTC will also increase focus on contract management, ensuring appropriate training
oversight controls and due diligence is in place for our field service partners and contractors.
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MEASURE FOUR: Employee Engagement Index

F2004 F2005 F2006 F2006 F2007 F2008 Result:
Actual Actual Target Actual Target Target Target Not Met
3.36 3.37 3.45 338 3.40% 3.45*

Employee Engagement Index measures how well BCTC is performing with respect to a highly engaged, high per-
formance workforce. It focuses on the four pillars of motivation, resource availability, capability and alignment to
the goals and strategies of the organization. This is measured through an annual Employee Engagement survey.

Importance of the Measure
The measure is a leading indicator of how BCTC is developing a highly productive and engaged workforce. BCTC
uses the results on this measure to shape ongoing employee initiatives.

Benchmark Comparison
BCTC's Employee Engagement result of 3.35 is lower than the 3.43 average in the Watson Wyatt WorkCanada
2004/05 study.

Data Source/Reporting Period
Watson Wyatt WorkCanada 2004/2005 study

*In May 2006, BCTC's Board of Directors approved a change in the Fiscal 2007 target to reflect our long-term objective of continu-
ous improvement in employee engagement. BCTC expects to revisit the Fiscal 2008 target, based on further analysis and experi-
ence gained in Fiscal 2007.

Performance Analysis

BCTC's small, highly-skilled workforce excels in technology, leadership, innovation and customer
service. They participate in national and international planning processes, and bring a breadth of
knowledge and expertise to managing and operating BC’s transmission system.

BCTC recognizes and embraces the importance of values in our ever-changing workplace. With-
in a competitive labour market, creating a workplace culture which fosters employee commit-
ment to the organization is an imperative to attract and retain a team of people who are enabled,
engaged and position the company for success.

To measure progress in creating a positive, thriving culture, BCTC adopted an employee engage-
ment measure. In Fiscal 2006, BCTC's Employee Engagement Index score was 3.35 out of five.
The result is similar to the previous year and lower than target.

The results show that while employee alignment (knowing the goals of the organization and the
employee’s expected contribution) improved relative to the previous year, employees are con-
cerned about the resources available to address workload and the impact of attrition on capabil-
ity. These concerns, coupled with declining confidence in competitive compensation levels, also
resulted in a slight decline in motivation.

BCTC remains committed to improving employee engagement and in Fiscal 2007 will:

~* Ensure we have a sustainable balance between work and resources;

~%# Ensure we are providing development opportunities and career progression;

-« Address workforce planning issues such as employee demographics, increased voluntary
attrition and attracting qualified replacements; and

~%# Help employees better understand BCTC's strategy.
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Achievements

Engaging our Employees

BCTC believes an engaged workforce will lead to personal and company success. In Fiscal 2006,
BCTC actively engaged employees in the company business with more open and timely commu-
nications through town hall meetings, employee lunches, an on-line newsletter and messages
from the President.

Town hall sessions brought together employees with senior management and gave team
members an opportunity to learn more about the company strategy and engage in two-way
communications.

BCTC has undertaken a major project, the System Control Modernization Project, which will
consolidate control centres across the province into new modern facilities. This undertaking will
impact one-third of our employees. BCTC instituted a comprehensive engagement program to
ensure employees and their unions are informed about the objectives and business drivers, and
engaged in managing the impact on employees. The engagement program began this year and
will be ongoing throughout the project.

In Fiscal 2006, employees have been directly involved in change management plans for the
relocation of employees, work processes and procedures at the new facilities. Employees are
having input on specific concerns such as the hours of work and developing job descriptions. As
a result, the International Brotherhood of Electrical Workers member engagement increased to
2.86in Fiscal 2006, up from 2.81 the previous year.

Investing in our Employees

As a relatively new organization, BCTC continues to develop a workplace culture that reflects our
commitment to a highly engaged, high performance workforce. We believe in investing in our
team so we can attract and retain the necessary skills sets.

In Fiscal 2006, BCTC took steps to address workload demands, an increasing competitive labour
market and a rising retirement rate.

Twenty new staff positions were added, and we continue to consider adding positions or engaging
third parties to manage peaks in workload demands. A demographic analysis, which forecasts
retirements, has focused our recruitment efforts on critical areas.

Through this model, BCTC is focusing on developing employees through succession and work-
force planning and training. In Fiscal 2006, BCTC's dual career path model enabled employees to
advance within the organization along a technical or leadership stream.

At the same time, BCTC is implementing new recruitment strategies with programs such as the
Apprentice and Engineer-in-Training programs, which are helping to attract and develop new
talent.

BCTC also continued developing a Transmission Academy. This program transfers knowledge
between existing team members and new engineering employees. The academy is designed to
build the technical knowledge base of new engineering staff and provide BC-based learning
experiences for new team members. In Fiscal 2006, 140 employees participated in eight events
held by the Academy.

Community Involvement

BCTC is also committed to a culture that gives back to the communities where we live, work and
serve. Employees are actively engaged in TransConnect, the employee-based corporate giving
program.

Supporting our Employees

BCTC believes in recognizing employees for their valuable contributions. Annually, deserving
employees are recognized for their diverse skills in all areas of the business including opera-
tional, technical, safety and service excellence.
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BCTC’s 2005 Transmission
Excellence Award winners were
recognized for their valuable
contribution in creating Dynamic
Scheduling and opening new
opportunities for our customers.

Dr. Wenyuan Li,

Principal Engineer,
System Planning and
Performance Assessment

Jim Gurney, Manager,
Research and Development

The Transmission Excellence Award recognizes technical excellence, leadership, innovation and
customer service. Employees are nominated by their peers, and an employee-based committee
uses standardized criteria to evaluate each nominee. Selections are then reviewed by the
Executive Leadership Team.

BCTC's annual scholarship program also gives back to the employees by awarding annual
scholarships valued at $2000 each to employees’ children who are pursuing post-secondary
education.

Looking Ahead

In the coming year, we will continue to build our unique workplace culture and take steps to

improve the annual Employee Engagement results by:

-« Improving execution of performance management processes by providing aids and tools to
managers, as well as employee development processes and opportunities;

«%# Resolving workload issues and related staffing concerns; and

=% Improving recruitment success in acquiring the required skill sets.

Through the annual survey, we will continue to seek employee input and feedback to help guide
our actions at the corporate and individual levels. A regular review will help us identify suc-
cesses, set priorities and create action plans that will continue to improve the way we operate as
a company, as a team and as individuals.

Profiling our Employees

BCTC boasts an exceptional team of experts. Two employees in particular have been recognized
globally for their outstanding contributions to BCTC and the electricity industry in general.

Dr. Wenyuan Li is the Principal Engineer in System Planning and Performance Assessment and
isanexample of our expertteam. His main responsibility at BCTC is reliability criteria, evaluations,
tools and applications.

With a PhD in Electrical Engineering, Wenyuan is world renowned for his expertise on reliability.
He has published two books on reliability theory, written countless technical papers and pre-
sented his theories and applications at an international level. In 1996, Wenyuan received the
Outstanding Engineer Award of the Institute of Electrical and Electronics Engineers (IEEE] Can-
ada and was elected as a Fellow of IEEE in 2002.

Wenyuan is a member of several technical committees in IEEE. He also serves on the editorial
board of the international magazine Electric Power Components and Systems.

Wenyuan is an exemplary leader, who has delivered tutorials and seminars in the utility industry
around the world, and shared his knowledge and experience through mentorship programs
at BCTC.

Jim Gurney is another highly skilled and internationally recognized expert at BCTC. Jim manages
BCTC's Research and Development Program which advances our vision of BC's Future-Grid.
Future-Grid uses new technologies to create an efficient and intelligent transmission system that
delivers reliable service at low cost for customers.

During his career, Jim has helped to develop many North American and international standards,
technical papers and handbooks in utility engineering. He served for several years on the execu-
tive of the IEEE Standards Board and received the IEEE Standards Association Distinguished
Service Award in 2003.

Recently, Jim was appointed to represent the electricity industry on a Standards Council of Can-
ada committee for coordinating activities of the International Electrotechnical Commission (IEC].
I[EC international standards impact many aspects of BCTC's work, including equipment specifica-
tions, and safety and environmental practices. By participating on the committee, Jim helps to
influence and harmonize the standards that BCTC uses. His participation also furthers our goal
of one international standard for these specifications and practices, which will help BCTC
deliver on our safety, reliability and cost effectiveness goals.
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Governance

BCTC was created in support of the BC Government's 2002 Energy Plan, and is responsible for
transmission system operations, planning, asset management and maintenance. Incorporated
under the Business Corporations Act in 2003, BCTC is a Crown corporation with responsibilities
specified in the Transmission Corporation Act. BCTC is governed by a Board of Directors
appointed by the BCTC’s Shareholder and independent from management. The Minister of En-
ergy, Mines & Petroleum Resources is the Minister responsible for BCTC. A Shareholder’s Letter
of Expectations between the Minister of Energy, Mines and Petroleum Resources and BCTC's
Board Chair sets out the corporate mandate, high level performance expectations, strategic
priorities and the respective roles and responsibilities of the Shareholder and BCTC.

In November 2003, the Lieutenant Governor in Council designated five key agreements between
BCTC and BC Hydro under the Transmission Corporation Act. These agreements set out the obli-
gations and responsibilities between the separate Crown corporations, and are supplemented by
service level agreements setting out detailed transmission system responsibilities and opera-
tional matters. Transmission system assets continue to be owned and financed by BC Hydro. BCTC
is regulated by the British Columbia Utilities Commission, which approves the Corporation’s
revenue requirement, rates, tariffs and capital expenditures following open, public processes.

Board of Directors

BCTC's Board of Directors is responsible for the governance and stewardship of the Corporation.
The Board confirms and maintains BCTC's corporate direction, assigns responsibility to Manage-
ment for achievement of that direction, reviews and approves Management's strategic plans,
defines limitations, and monitors the Corporation’s performance against established objectives
and limitations.

The Board has three standing committees: the Audit Committee, Human Resources Committee
and Corporate Governance Committee. The Board, its Committees and the Board Chair each
have written terms of reference outlining their respective roles and responsibilities. Terms of
reference are also in place for the President and Corporate Secretary. The terms of reference,
accompanied by Board member biographies, are available on BCTC's website (www.bctc.com).

Governance Framework

BCTC's Board of Directors has established an internal governance framework for the Corporation
which consists of guiding corporate principles and business policies. In 2005, the Board
Resourcing & Development Office established Governance and Disclosure Guidelines for Governing
Boards of British Columbia Public Sector Organizations. These Guidelines set out governance
principles and disclosure practices for public sector organizations in BC. The Board of Directors
has ensured BCTC's internal governance framework complies with the principles set forth in
the Guidelines.

BCTC has in place a Code of Ethics for employees and directors, and carries out annual declara-
tion processes to ensure employees and directors are in compliance with the Code of Ethics.
Results of the declaration process, and matters relating to the Code of Ethics, are reported
annually to the Corporate Governance Committee of the Board. A copy of BCTC's Code of Ethics
is available on BCTC's website [ www.bctc.com).
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External and Internal Audit

BCTC's external Auditor and internal Auditor serve as objective assurance functions. Over the
past year, the external Auditor and internal Auditor successfully executed their annual plans and
reported on a quarterly basis to the Audit Committee of the Board.

In keeping with best practices, BCTC's internal Auditor applies a risk-based and disciplined ap-
proach to evaluating the organization's internal controls. This approach is intended to safeguard
business assets and processes, and does so by applying the Committee of Sponsoring Organiza-
tions’ [COSO] Internal Control Framework, an internationally-recognized framework for internal
controls.

Enterprise Risk Management

Since 2004, BCTC has used an Enterprise Risk Management framework to identify, assess, mit-
igate and monitor risks. BCTC's risk management practices are designed to provide reasonable
assurance that its corporate and business objectives will be met. BCTC's enterprise risk man-
agement efforts are overseen by a corporate Risk Management Committee, the executive man-
agement team and the Audit Committee of the Board.

Standards of Conduct

BCTC is subject to Standards of Conduct approved by the BC Utilities Commission in 2004. BCTC's
Standards of Conduct require open access transmission service to be provided on a non-
discriminatory basis to all transmission customers. In fulfilling BCTC's obligations under the
Standards of Conduct, BCTC regularly publishes transmission information via its website [www.
bctc.com) and through its Open Access Same-time Information System.

Fiscal 2006 Activity Summary

In Fiscal 2006, BCTC's Board of Directors held 9 Board meetings and 16 Committee meetings,
including quarterly in-camera sessions without Management present. The Board of Directors
held a two-day strategic planning session in September 2005, and participated in quarterly strat-
egy sessions with members of the executive management team. Throughout the year, the Board
Chair, President & CEO and Board of Directors also engaged and informed the Minister of
Energy, Mines & Petroleum Resources on key developments impacting the Corporation.

The Board of Directors appointed Jane Peverett as President and Chief Executive Officer in April
2005, and approved a series of performance objectives for the President. Led by the Human
Resources Committee, the Board undertook an evaluation of both corporate performance and
the President’s individual performance at the end of the fiscal year.

In Fiscal 2006, the Board of Directors completed its second annual self-evaluation of Board and
Committee performance, and undertook a Director peer assessment exercise. In addition to gen-
erally monitoring corporate developments, receiving information reports on key initiatives and
approving material transactions throughout the year, the Board and its Committees developed
annual work plans to track Shareholder reporting requirements. Updates were also made to the
Board of Directors’ reference manual to ensure current governance policies and procedural
information is available to Board members.
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Summary of Director Attendance
Director attendance for Board and Committee proceedings convened between 1 April 2005 and
31 March 2006.

Board Member Board Meetings Committee Meetings

Attended Attended
Bob Reid 9/9 —
Nicole Byres 8/9 5/5
Richard Campbell 9/9 6/6
Michael Costello 6/7 3/4
John Gill 7/9 3/5
Norm Laythorpe 9/9 5/5
Joanne McLeod 9/9 6/6
Margot Northey 8/9 5/5
Bev Park 9/9 5/5
Gerald Wesley 8/9 5/6
Ralph Winter 7/9 5/5

(1) Michael Costello retired from the Board of Directors on 31 December 2005.
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Board of Directors

Directors & Officers

Composition of the
Board and its three
standing Committees

Corporate Officers

[

R.T.F. (Bob) Reid Nicole Byres

Chair of the Board / Member,

Ex-officio Member Corporate Governance
of the Committees, Committee

Officer

Joanne McLeod Margot Northey

Member, Chair,
Human Resources Corporate Governance
Committee Committee

Jane Peverett Brian Gabel
President and Chief Vice President,
Executive Officer Corporate Services and

Chief Financial Officer

Bruce Barrett Brian Demerse
Director, Director,
Major Projects Human Resources

Richard Campbell  John Gill Norm Laythorpe
Member, Member,
Human Resources Audit Committee Audit Committee

Committee

Bev Park Gerald Wesley Ralph Winter
Member, Member,

Audit Committee Human Resources Audit Committee
Committee

Martin Huang John Irving Doug Little
Vice President, Vice President and Vice President,
System Operations General Counsel Customer and Strategy

Development

LLUR
Julius Pataky Elizabeth Hong Diana
Corporate Controller Stephenson
System Planning and Corporate Secretary

Asset Management
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FINANCIAL RESULTS

Management's Discussion and Analysis

Management has prepared a discussion and analysis of British Columbia Transmission Corporation’s (BCTC or
the Company) business operations and significant events that have affected its results of operations and financial
position for the year ended March 31, 2006 (F2006) relative to the same period last year (F2005) and to the Service Plan
published in September 2005 (F2006 Plan). References to transmission system and assets contained in this discussion
and analysis include those system and assets which BCTC plans, operates and manages on behalf of BC Hydro who
owns the transmission system and assets. This management’s discussion and analysis should be read in conjunction
with the audited financial statements and the accompanying notes. These financial statements have been prepared in
accordance with Canadian generally accepted accounting principles and are expressed in Canadian dollars.

Managementhasincluded forward-looking statements which we believe to be reasonable based on historical experience,
current conditions and assumptions. These statements are subject to risks and uncertainties which may cause actual
results to differ materially from those contemplated in the forward-looking statements. This management's discussion
and analysis has been prepared based on information available as at May 8, 2006.

BCTC's Business Model

BCTC is a commercial Crown corporation wholly owned by the Province of British Columbia with a mandate to deliver
services on a commercial basis and charge rates for those services. The Company was incorporated on May 2, 2003
and is authorized by the Transmission Corporation Act (May 29, 2003) and the Key Agreements, designated by the
Lieutenant Governor in Council (November 20, 2003), to provide open and non-discriminatory access to BC's electric
transmission system and to plan, operate and manage transmission assets on behalf of BC Hydro. Under the terms of
an arrangement with the Province of British Columbia, the Minister of Finance is appointed as the Fiscal Agent of BCTC.
The Fiscal Agent is responsible for all of BCTC's external financing activities including borrowing, debt management,
banking arrangements and investment of surplus funds. In addition to meeting the financial reporting requirements
under the B.C. Business Corporations Act, BCTC is also subject to the Budget Transparency and Accountability Act, the
Financial Information Act, the Financial Administration Act, the Utilities Commission Act and the Freedom of Information
and Protection of Privacy Act.

BCTC's business model has evolved since its inception to its current regulated transmission utility model. On August 1,
2003, BCTC began operation under the Transition Agreement with BC Hydro to operate the transmission business on
behalf of BC Hydro. In establishing BCTC as a separate entity, 276 employees transferred from BC Hydro and assets
used for the control and operation of the transmission system were either transferred or leased from BC Hydro. The
Transition Agreement was effectively terminated with the designation of the Key Agreements on November 20, 2003 and
BCTC began Phase 1 operation under the Key Agreements effective December 1, 2003.

During Phase 1, BCTC operated as a non-regulated entity providing system operation and asset management services
to BC Hydro on a fee for service basis. BCTC also assumed responsibility for offering transmission services to customers
under BC Hydro's Wholesale Transmission Services tariffs. During this phase, BCTC earned service fee revenue
sufficient to cover its operating costs and an allowed net income based on BC Hydro's allowed rate of return on equity.
Phase 1 operating costs included Operations, Maintenance and Administration (OMA] expenses and asset-related
costs. OMA expenses largely comprised BCTC's labour costs and services provided by BC Hydro, Accenture Business
Services [ABS) and other contractors in relation to BCTC's business operation and assets. The cost of maintenance
work on the transmission system performed by BC Hydro Field and Engineering service providers continued to be borne
by BC Hydro during Phase 1. The asset-related costs comprised depreciation and amortization, taxes and grants and
finance charges relating to BCTC assets. The extent of business risk assumed by BCTC was limited as BC Hydro was
responsible for and indemnified BCTC for certain potential losses incurred by BCTC in excess of $50 million. Given this
significant economic dependence, BCTC's financial accounts were consolidated with BC Hydro's during Phase 1.

Phase 1 was an interim stage prior to BCTC becoming an independent transmission entity regulated by the British
Columbia Utilities Commission (BCUC). As a required step towards establishing its own transmission tariff, BCTC
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BCTC's Business Model (continued)

submitted its own Open Access Transmission Tariff (OATT) application to the BCUC on August 3, 2004. On March 8, 2005,
BCTC received interim approval from the BCUC to adopt the existing terms and conditions of BC Hydro's Wholesale
Transmission Services tariff as its own, effective April 1, 2005. This enabled BCTC to complete its transition to an
independent transmission provider as contemplated by the Transmission Corporation Act and the Key Agreements.
BCTC ceased Phase 1 operations and became a fully regulated transmission utility.

BCTC began its Phase 2 operations as a rate-regulated entity commencing April 1, 2005 and as a result, its financial
structure and business risks changed significantly from those of Phase 1. Given the significant changes in BCTC's
financial structure, the audited financial statements for the year ended March 31, 2006 are not fully comparable to the
audited financial statements for the year ended March 31, 2005, which reflect Phase 1 operation. An overview of the
differences between Phase 1 and Phase 2 financial results are discussed in the relevant sections of management’s
discussion and analysis.

Highlights and Significant Transactions

BCTC's first year operating as a rate-regulated transmission utility saw many changes to the business operation.
Business systems and control processes had to be revised or redesigned to facilitate the implementation of the new
OATT tariff, capital plan and other regulatory decisions, Key Agreements and service level agreements. The high level
of capital expenditures including the System Control Modernization Project (SCMP), Vancouver Island Transmission
Reinforcement Project (VITR), sustaining capital programs and other customer and load driven projects placed significant
demands on BCTC resources in F2006 and will continue over the next few years. We also saw a significant increase in
the number of requests for Point-to-Point services and interconnection studies from Independent Power Producers
(IPPs) and other transmission customers. In addition, BCTC undertook a large number of generator interconnection
studies for BC Hydro's Call for Tender Process.

Comparing to F2005, the significant changes in F2006 are highlighted below.

Regulation

BCTC is requlated by the BCUC (which administers and operates under the Utilities Commission Act) and as part of that
regulation, BCTC is required to file applications to set the tariff rates that are to be charged to customers. These rates
are designed to generate sufficient revenue to recover all prudently incurred operating expenses and asset related
costs and also earn an allowed return on deemed equity which is determined in accordance with Special Direction No.
9. Additionally, BCTC is required to file capital expenditure plans and obtain BCUC approval for BCTC's own capital
expenditures and for the additions and improvements to the BC Hydro transmission system. For major expenditure
projects or projects where there is deemed to be a high risk, a certificate of public convenience and necessity (CPCN)
is required from BCUC as part of the approval process.

In December 2004, BCTC submitted an application to BCUC for the F2006 revenue requirements which formed the basis
of the open access transmission tariff (OATT) rates. The transmission revenue requirement included both BC Hydro and
BCTC cost for providing transmission services. The rates were approved in June 2005 through a negotiated settlement
process and are billed to customers as a single combined charge under BCTC's OATT tariff.

Another key aspect of rate regulation is the establishment of deferral accounts which allows actual and forecast
variances for certain revenue and costs to be recovered or refunded through future rates. These deferral accounts are
contemplated in the Key Agreements to mitigate financial risks to which BCTC is exposed and that it cannot accept
due to its capital structure. Special Direction No. 9 allows for the establishment of deferral accounts and these were
approved through the BCUC in October 2004.
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Highlights and Significant Transactions (continued)

OATT

Transmission rates are set to recover the costs of providing transmission services, including a return on equity
(Transmission Revenue Requirement]). The Master Agreement sets out BCTC's authority and responsibility for designing,
developing and applying to the BCUC for approval of Transmission Revenue Requirement, which includes both BCTC
and BC Hydro transmission costs, to be recovered through OATT rates. There are three components to the Transmission
Revenue Requirement:

1. BC Hydro Owner’s Revenue Requirement;
2. BC Hydro's Asset Management and Maintenance Revenue Requirement; and
3. BCTC Revenue Requirement.

Under the OATT arrangement between BC Hydro and BCTC, the recovery of Asset Management and Maintenance
Revenue Requirement is assigned by BC Hydro to BCTC as payment for the asset management and maintenance
services provided by BCTC to BC Hydro under the Asset Management and Maintenance Agreement. For the year ended
March 31, 2006, $90.2 million was assigned by BC Hydro to BCTC.

BCTC is responsible for the administration of the tariff including offering and scheduling of transmission services and
billing and collection of OATT revenues. BC Hydro and BCTC share the OATT revenue earned from Network and Point-
to-Point Services based on their proportionate share of the total revenue requirement to total revenue requirement. The
percentage splitis 88.6% to the account of BC Hydro and 11.4% to the account of BCTC. Revenue from ancillary services
is earned 100% by BCTC, as the cost of providing ancillary services is incurred solely by BCTC.

BCTC bears the financial responsibility for funding any shortfalls or receiving surpluses in the total transmission
revenue for each fiscal year. The BCUC has approved a Revenue Deferral Account to record the variances in revenues
for disposition through future regulatory decisions. Consequently, BCTC's revenue deferral account includes a portion
pertaining to BC Hydro Owner’s revenue requirement for transmission services. During the year ended March 31, 2006,
BCTC billed $584.0 million in OATT revenues [F2005 - Nil) which is $18.0 million higher than the amount approved by
the BCUC, resulting in this amount being set up in the Revenue Deferral Account as at March 31, 2006.

Apportioned Apportioned

($ in millions) to BC Hydro to BCTC Total
OATT Revenue Earned during F2006 $ 508.6 $ 75.4 $ 5840
Assignment of Asset Management and Maintenance
from BC Hydro to BCTC (90.2) 90.2 0.0
418.4 165.6 584.0
Transmission Revenue Requirement Approved by the BCUC 403.5 162.5 566.0
Revenue surplus 14.9 3.1 18.0
BCTC's responsibility for revenue surplus (14.9) 14.9 0.0
Revenue Deferral Account at March 31, 2006 $ 0.0 $ 18.0 $ 18.0

Underthe Master Agreement, BCTC bills customers for the total amount to be recovered for BC Hydro and BCTC, collects
payments from OATT customers and transfers the proportionate share of BC Hydro's Owner’s Revenue Requirement to
total Transmission Revenue Requirement to BC Hydro's bank account on a monthly basis. The balance, representing the
proportional share of the total of Asset Management and Maintenance and BCTC Revenue Requirement components
to total Transmission Revenue Requirement, remains with BCTC. Any excess or shortfall between actual payments to
BC Hydro and its share of the approved transmission revenue requirement is settled 60 days following the end of each
fiscal year. At March 31, 2006, BC Hydro owes BCTC $15.3 million (F2005 - Nil] for the excess remittances made during
the year.
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Highlights and Significant Transactions (continued)

Capital Plan

BCTC is responsible for developing a capital plan for BC Hydro’s transmission projects and BCTC's own projects and
submitting them to the BCUC for review and approval. In March 2005, BCTC filed the Transmission System Capital Plan,
F2006 - F2015 under section 45(6) and (6.1) of the Utilities Commission Act, seeking approval for capital projects starting
in F2006 and F2007. In September 2005, BCUC rendered its decision approving BCTC's F2006 and F2007 expenditures,
with some adjustments. In January 2006, BCTC submitted a Transmission System Capital Plan, F2006 - F2015 Update
Filing to the BCUC seeking approval for certain projects for which expenditures are planned for F2006 and F2007. The
decision on proposed new projects is pending.

Accounting for Rate Regulated Operations

With the establishment of deferral accounts commencing April 1, 2005, BCTC adopted the accounting and reporting of
regulatory assets and liabilities for financial reporting purposes. The recognition and measurement of regulatory assets
and liabilities is acceptable under Canadian generally accepted accounting principles. A deferral account is a mechanism
approved by the regulator for use by rate-regulated entities, which allows for the refund or recovery of variances between a
financial forecast used for rate-setting purposes and the actual financial results. BCTC has five deferral accounts approved
by the BCUC. At March 31, 2006, BCTC deferral accounts reflected $23.4 million (F2005 - Nil), including interest, in regulatory
liabilities which represents an amount owing to OATT customers as OATT revenues were higher than the forecast of
transmission costs, including an allowed return on equity, on which rates were based. As part of F2007 revenue requirement
application, BCTC will be seeking BCUC approval to return certain deferral account balances to its customers.

In May 2005, the Accounting Standards Board (AcSB) of the Canadian Institute of Chartered Accountants (CICA] released
Accounting Guideline AcG-19 Disclosures by Entities Subject to Rate Regulation, requiring disclosures of the nature and
economic effects of rate regulation on an entity’s financial statements. BCTC adopted AcG-19 and disclosed the effects of
rate regulation in its financial statements for the year ended March 31, 2006.

Service Level Agreements

Pursuant to the Key Agreements, BCTC and BC Hydro negotiated and signed new commercial service level agreements.
These agreements cover the provision of non-tariff services between the two companies. Commencing April 1, 2005, BC
Hydro Engineering Services and Field Services business units provide engineering, maintenance and construction services
to BCTC. The cost of maintenance work performed by BC Hydro service providers on transmission assets is charged to BCTC
and is reflected in the Company’s financial accounts. The cost of engineering and construction services on transmission
capital projects continue to be borne by BC Hydro as new transmission assets are funded and owned by BC Hydro.

In addition to offering transmission services under its OATT tariffs, BCTC also provides system operation and asset
management and maintenance services to BC Hydro's Generation and Distribution Lines of Business. These non-tariff
revenues reduce transmission costs to be recovered through OATT rates.

Risks

Commencing April 1, 2005, BC Hydro no longerindemnifies BCTC for certain potential losses incurred by the Company in
excess of $50 million. BCTC is responsible for managing all of the business risks associated with its business operation
including those relating to BC Hydro transmission capital expenditures. Through an enterprise risk management
framework, risks are identified and managed accordingly.
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Overview of F2006 Results

The selected financial and Full Time Equivalents (FTEs) information provided in the table below highlights the changes
between F2006 and F2005 actual results and the variances between F2006 Actual and F2006 Plan.

Selected Annual Financial and FTEs Information

Variance Variance
F2006 F2005 from F2005 F2006 from F2006
($ in millions) Actual Actual Actual Plan Plan
Revenues $ 2053 $ 94.8 $ 1105 $ 19856 $ 6.7
Total Expenses 183.7 91.4 92.3 194.9 (11.2)
Deferral Accounts 8.1 — 8.1 — 8.1
Net Income 13.5 3.4 10.1 3.7 9.8
Total Assets 137.3 93.7 43.6 119.1 18.2
Total Liabilities 99.5 69.4 30.1 91.2 8.3
Shareholder’s Equity 37.8 24.3 13.5 27.9 9.9
Debt 37.2 37.3 (0.1) 64.2 (27.0)
Actual Debt to Equity Ratio 55:45 55:45
Deemed Debt to Equity Ratio 59:41 N/A
OMA/GWh-km (in cents) 19.0 18.9 0.1 20.0 (1.0
Capital Expenditures
Assets owned by BCTC $ 21.4 $ 13.3 $ 8.1 $ 49.2 $ (27.8)
Transmission assets
owned by BCHydro 123.7 1221 1.6 153.5 (29.8)
Total Capital Expenditures $ 1451 $ 1354 $ 9.7 $ 2027 $ (57.6)
Full Time Equivalents (FTEs)* 340 328 12 329 11

* FTEs are defined as regular and temporary employees at March 31.

F2006 Actual vs. F2005 Actual

Total revenues increased by $110.5 million from $94.8 million in F2005 to $205.3 million in F2006 as a result of higher
transmission costs, associated with the change in cost structure, that are recovered through OATT rates. BCTC earned
$79.2 million from its tariff services compared to nil for the same period last year. BCTC also earned $90.2 million
in Asset Management and Maintenance (AMMA] Fees. For the year ended March 31, 2006, the non-tariff service fee
revenue totaled $34.7 million compared to $93.4 million for the same period last year. The decrease was largely to the
recovery of Transmission Asset Management and Maintenance costs through Tariff and AMMA Fee.

BCTC's cost structure changed significantly from the last fiscal year as a result of the service level agreements with BC
Hydro's service providers and cost of market associated with the provision of ancillary services under OATT tariff. As a
result, total expenses increased by $92.3 million from $91.4 million in F2005 to $183.7 million in F2006.

BCTC adopted rate-regulated accounting commencing April 1, 2005 and the $8.1 million deferral accounts recorded for
the year ended March 31, 2006 was based on the deferral mechanisms approved by the BCUC. The deferred balances
represent the differences between actual point-to-point revenues, cost of market and certain operating expenses from
the forecast used for establishing F2006 rates. The deferral amount reduced net income reported for the period.
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Overview of F2006 Results (continued)

For F2005, BCTC earned a fixed net income of $3.4 million based on earning 13.91% return on its year end equity amount.
For 2006, BCTC earned $13.5 million net income as actual revenues, including adjustment for deferral accounts, were in
excess of actual expenses. In order to build its equity to a level required to assume the risks inherent in BCTC's business
model, the shareholder has approved BCTC retaining all earnings until F2009. The $13.5 million increase in equity from
$24.3 million at March 31, 2005 to $37.8 million at March 31, 2006 reflected the retention of all earnings for F2006.

Total assets increased by 46.5% from $93.7 million a year ago to $137.3 million at March 31, 2006. The significant
increase was primarily due to higher level of short term investments from excess cash flow and the effects of the Phase
2 business model resulting in a higher level of accounts receivables from BC Hydro. Debt at March 31, 2006 was $37.2
million, $0.1 million lower than a year ago due to capital lease repayment and amortization of debt premium. Debt to
equity ratio remains stable at 55:45 based on financial conditions at the end of March 31, 2006 and March 31, 2005.
Compared to the deemed capital structure of 59:41, BCTC's debt is lower and equity is higher than the deemed level as
at March 31, 2006.

BCTC invested $21.4 million in its own assets during F2006. Capital expenditures in assets owned by BCTC were $8.1
million higherthan the same period lastyear. The increase in expenditures was primarily due to SCMP project expenditure
partially offset by lower business support systems expenditure. BCTC expended $123.7 million on transmission capital
projects on behalf of BC Hydro during F2006 (F2005 - $122.1 million). This level of capital expenditure is comparable to
last year's level as BCTC continued to replace assets reaching the end of their useful life as well as investing in system
reinforcement and expansion to accommodate load growth and generator interconnection requests.

F2006 Actual vs. F2006 Plan

Compared to Fiscal 2006 Plan, actual total revenue of $205.3 million are $6.7 million higher than plan. Of this amount,
$3.1 million relates to higher OATT revenue primarily due to higher rates and volumes. For rate regulation purposes,
this amount was transferred to a Revenue Deferral Account and will be refunded to transmission customers once
approval is received from the BCUC on the clearing of this deferral account in F2007.

Actual expenses for the year totaled $183.7 million and are $11.2 million lower than F2006 Plan. The lower expenditures
are primarily due to lower operating costs and depreciation expense partially offset by higher finance charges. Ofthe $11.2
million favourable variance, $5.0 million has been transferred to four different cost deferral accounts. The disposition of
these deferral amounts will be reviewed by the BCUC as part of BCTC's F2007 revenue requirement application.

F2006 Plan does not include an estimate for deferral accounts as BCTC's revenue is forecast to recover the forecast
transmission cost, including an allowed return on equity.

Special Direction No. 9 sets out the mechanism for determining BCTC's deemed capital structure for rate-setting
purposes. As amended by Order in Council 752, approved and ordered on October 19, 2005, BCTC's deemed equity
component is set at 40.7% of total forecast average debt and equity, commencing April 1, 2005. BCTC is allowed to earn
an annual rate of return on its deemed equity equivalent to the pre-tax annual rate of return allowed by the BCUC to the
most comparable investor-owned energy utility regulated under the Utilities Commission Act. F2006 planned net income
of $3.7 million was determined based on earning an allowed rate of return of 13.51% and was approved by the BCUC.

Total assets are $18.2 million higher at the end of March 2006 as the effects of Phase 2 business model contributed to
higher accounts receivable and accounts payables on the balance sheet. Debt is $27.0 million lower than plan primarily
due to reduced financing requirements. BCTC's capital expenditures are $27.8 million below plan primarily due to the
timing of SCMP expenditures. Investment in transmission assets undertaken by BC Hydro is $29.8 million below plan
primarily due to a number of IPP projects not materializing in F2006 and delays in project schedules.

Full Time Equivalents (FTEs)

BCTC defines FTEs as the total number of regular and temporary employees at the end of the year. The 340 FTEs at
March 31, 2006 are composed of 321 reqgular employees and 19 temporary employees hired to backfill vacancies or to
perform temporary work assignments. BCTC has 31 vacancies at the end of the fiscal year and is actively recruiting to
fill these positions.
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Overview of F2006 Results (continued)

Faced with growing demand on the transmission system and recognizing the need to respond effectively to increasing
regulatory and public expectations, BCTC performed an assessment of current resource capability and resource
requirements. The assessment highlighted the following issues:

~% Resource gap in capital planning and project execution, regulatory and community/stakeholder relations;

~% Increase in staffing to facilitate the business and operational transition associated with the implementation of the
new system control centre; and

=% Anticipated retirements.

While BCTC is able to meet some requirements through redeployment of existing headcount, a number of new positions
were identified during F2006.

Results of Operations

BCTC's results of operations for the years ended March 31, 2006 and March 31, 2005 are summarized below.

F2006 F2005 Variance
[$in millions) Actual Actual from Actual
Revenues
Tariff $ 79.2 $ - $ 792
Asset Management and Maintenance Fee 90.2 — 90.2
Service fees and other 34.7 93.4 (58.7)
Investment Income 1.2 1.4 (0.2)
Total Revenue 205.3 94.8 110.5
Expenses
Cost of Market 4.5 0.7 3.8
OMA 157.2 71.6 85.6
Taxes and Grants 0.3 0.3 —
Depreciation 19.7 17.3 2.4
Finance Charges 2.0 1.5 0.5
Total Expenses 183.7 91.4 92.3
Net Income before Deferral Accounts Transfers 21.6 3.4 18.2
Deferral Accounts (8.1) — (8.1)
Net Income $ 13.5 $ 3.4 $ 10.1

F2006 Actual vs. F2005 Actual

Tariff Revenues

The implementation of the OATT tariff was done in two steps. On April 1, 2005, BC Hydro’s Wholesale Transmission
Service tariff was rolled over and, following BCUC approval of OATT's rate design, BCTC implemented its new tariff
effective March 1, 2006. Business practices and customer billing system changes were made to effect the new tariff.
BCTC conducted a series of customer meetings to explain the new OATT tariff to ensure a smooth transition for our
customers. The $79.2 million tariff revenues for the year ended March 31, 2006 reflects 11 months of transmission
services revenue earned under the initial BCTC Wholesale Transmission Services (WTS) Tariff, which was simply a
rollover of BC Hydro's WTS Tariff, and one month of revenue earned under the new OATT Tariff. Transmission services
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Results of Operations (continued)

are provided for network services, long-term and short-term point-to-point services (PTP) and ancillary services. Also
included in tariff revenues is income from the General Wheeling Agreement with Fortis BC. BCTC did not earn any tariff

revenue in F2005 as it did not establish its own tariff until April 1, 2005.

Under the Master Agreement, BCTC is responsible for administering the OATT tariff to recover both BC Hydro's and
BCTC's transmission cost of service, including an allowed return on equity. The following table shows the total tariff
revenues billed under the OATT tariff during F2006. The 88.6% and 11.4% split between BC Hydro and BCTC for network
and point-to-point services is based on BCUC approved revenue requirements. BC Hydro's share and BCTC's share of
the OATT revenue are recorded in the individual companies’ financial accounts.

Tariff Revenue

Billed under BC Hydro's BCTC’s
($ in millions) BCTC's Tariff Revenue Revenue
Network Integrated Transmission Services 504.0 $ 4465 $ 575
Point-to-Point Services
-Long-term 24.6 21.8 2.8
-Short-term 45.4 40.3 5.1
Ancillary Services 10.0 — 10.0
Total OATT Revenues 584.0 $ 508.6 $ 75.4
FortisBC General Wheeling Agreement 3.8 — 3.8
Total Tariff Revenues 587.8 $ 508.6 $ 79.2

Network integrated transmission services represent a fixed monthly fee charged to BC Hydro’s distribution business
unit for the use of the transmission system to serve domestic retail customers including residential, commercial and
industrial customers. The $504.0 million annual network charge was established as part of the F2006 transmission

revenue requirement and has been approved by the BCUC.

Long-term Firm PTP transmission service is sold in yearly service increments. Long-term PTP Firm volume is based
on confirmed transmission contracts which contain yearly rollover rights that allow the service to be extended. Long-
term contracts that are converted to short-term uses under BCTC's business practices are treated as short-term
Transmission for the time that they are converted. During F2006, BCTC sold 4,189,502 MWh in long-term PTP services
at an average rate of $5.88/MWh. Approximately $8.3 million of long-term firm contracts were converted to short-term

contracts during the year.

Short-term PTP transmission service is sold in hourly, daily, weekly, and monthly service increments based on market
demands. Short-term services may be firm or non-firm based on customer requests. During F2006, BCTC sold
10,932,543 MWh in short-term PTP services at an average rate of $4.16/MWh.

On July 30, 2005, BCTC started to offer dynamic scheduling service which is a new firm transmission service used for the
real time delivery of operating reserves to the receiving control area. This service allows transmission customers selling
to the California Ancillary Services market. BCTC facilitated the use of dynamic scheduling through the conversion of
long-term contracts and sale of short-term PTP services. Of the $45.4 million in short-term point-to-point revenues,

$6.8 million relates to the sale of dynamic scheduling services.

Ancillary services are needed with point-to-point transmission service to maintain reliability within and among the
Control Areas affected by the transmission service. They include Scheduling, System Control and Dispatch Service,
Reactive Supply and Voltage Control, Regulation and Frequency Response, Energy Imbalance, Operating Reserves and
Loss Compensation service. BCTC provides scheduling and dispatch services to all transmission customers and other
ancillary services to those customers who do not self-supply. During F2006, BCTC earned $6.4 million in scheduling
and dispatch and $3.6 million in other ancillary revenues. This $3.6 million represents recovery of ancillary services

cost incurred by BCTC and flowed through to transmission customers.
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Asset Management and Maintenance revenue requirement is included in BC Hydro's revenue requirement and is
assigned to BCTC under the Key Agreement as payment for transmission asset management and maintenance services.
The $90.2 million was approved by the BCUC.

BCTC provides transmission services to FortisBC under the General Wheeling Agreement (GWA] which expires in 2045.
This agreement provides FortisBC with the rights to transfer its power, up to nominated amounts, from the Kootenay
Interconnection over the BC transmission system to Vernon Terminal, Creston and Princeton. GWA wheeling from
South Slocan to the Okanagan Interconnection Point is take-or-pay based on a 5-year rolling nomination. For F2006,
FortisBC exercised the rights to transfer from the Kootenay Interconnection to Vernon Terminal and Creston only;
no rights to transfer power to Princeton were exercised under this agreement. The $3.8 million wheeling charges to
FortisBC for using the transmission system under this agreement are in accordance with Rate Schedule 21.

Service Fees and Other Revenues

F2006 F2005 Variance

($ in miltions) Actual Actual from Actual
Services provided to BC Hydro:

- Substation Distribution Asset Management $ 1.3 $ — $ 113

- Generation Related Transmission Asset Management 10.2 — 10.2

- Distribution Operations 6.1 2.6 3.5

- Generation Dispatch 1.1 1.1 0.0

- Transmission System Operation — 61.4 (61.4)

- Transmission Asset Management and Maintenance — 26.9 (26.9)

- Telecom 1.7 — 1.7

- Other 2.3 1.1 1.2

32.7 93.1 (60.4)

Services provided to other customers 1.2 0.3 0.9

One-time incentive payment 0.8 — 0.8

Service Fees and Other Revenues $ 34.7 $ 93.4 $ (58.7)

Pursuant to the establishment of service level agreements with BC Hydro effective April 1, 2005, BCTC provides various
operations and maintenance services to BC Hydro generation and distribution business units. Commencing April 1,
2005, BCTC also earns Telecom revenue which relates to microwave use by BC Hydro for its internal dialing system.
Other services provided to BC Hydro include engineering studies and design work. These services totaled $32.7 million
for the year ended March 31, 2006.

Prior to April 1, 2005, BCTC operated on a cost recovery basis in accordance with Phase 1 of the Master Agreement and
recovered $93.1 million from BC Hydro, a level sufficient to cover its actual cost of operation and earn a $3.4 million in
return on equity. After becoming a rate-regulated entity as of April 1, 2005, these services fees are replaced by Asset
Management and Maintenance service revenues which are included under Tariff Revenues.

BCTC also earned $1.2 million revenues for services provided to IPPs and other customers for engineering studies
to investigate the requirements for interconnecting the independent power generation facilities to the transmission
system and to perform customer requested relocation work.

On November 30, 2005, the Province of British Columbia announced a new negotiating framework which provided
a one-time incentive payment to BC public sector employees for settlement of their compensation agreement by
March 31, 2006. In March 2006, BCTC and the Canadian Office Employees’ Union, Local 738 (COPE) ratified a four-
year agreement and formally advised its management and professional employees that they would be receiving the
negotiating framework one-time incentive payment. Accordingly, BCTC received $0.8 million from the Province for
payment to all its eligible employees.

BRITISH COLUMBIA TRANSMISSION CORPORATION 2006 FINANCIALS | 40



Results of Operations (continued)

Cost of Market

F2006 F2005 Variance
($ in millions) Actual Actual from Actual
Ancillary Services Costs $ 3.6 $ — $ 3.6
Congestion Management Costs 0.9 0.7 0.2
Total Cost of Market $ 45 $ 0.7 $ 3.8

Cost of market expenses for the year ended March 31, 2006 totaled $4.5 million compared to $0.7 million for the same period
last year.

Cost of market includes ancillary services and congestion management costs. The ancillary services cost relates to the
provision of ancillary services under the OATT tariff for those transmission customers that do not self-supply those services
as part of their point-to-point service requests. These services include loss compensation services, scheduling and dispatch,
reactive supply and voltage control, regulation and frequency response, energy imbalance and operating reserves. The
ancillary service costs in F2006 totaling $3.6 million were mostly for loss compensation services purchased from BC Hydro
which was a flow-through cost to transmission customers and was fully offset by ancillary services revenue. As BCTC's OATT
tariff was established effective April 1, 2005, no ancillary services cost was incurred in F2005.

Congestion management costs include the purchase of operating reserves, transmission locational credits, unscheduled flow
mitigation and operating agreements between control areas. These costs are incurred to maximize transmission capacity
and provide additional transmission availability for customers. Of the $0.9 million incurred in F2006, $0.7 million relate to an
agreement with Boston Bar Limited Partnership to provide transmission locational credits. The $0.2 million increase is due
to the increase of transmission locational credits and operating reserves.

Operations, Maintenance and Administration Expenses (OMA)

Certain operations, maintenance and administration expenses (OMA] that were previously accounted for and reported
by BC Hydro were assumed by BCTC effective April 1, 2005. These costs are now shown as BCTC's OMA costs. This
change in cost structure between BC Hydro Transmission and BCTC is contemplated in the Key Agreements and Service
Level Agreements in place between the two organizations.

OMA expenses are incurred to plan, operate, manage and maintain the transmission system and assets and to provide
open, non-discriminatory access to BC's electric transmission system. In F2006, OMA expenses increased by $85.6
million from the previous year primarily due to the cost structure changes between Phase 1 and Phase 2. Commencing
April 1, 2005, BCTC contracts with BC Hydro and other service providers directly for engineering, maintenance and
vegetation management services in relation to the management and maintenance of transmission and substation
distribution assets. These costs were incurred by BC Hydro in F2005. As a result, BCTC's costs relating to BC Hydro
and other service providers increased by $83.9 million. Other OMA cost increases include higher labor costs, insurance
expense and facilities cost associated with additional office space. Offsetting these cost increases are higher overhead
allocation to capital projects, lower ABS expense and asset utilization fee write-off.
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OMA expenses, categorized as Operations, Maintenance and Administration expenses based on major work activities,
are shown in the table below.

F2006 F2005 Variance
($ in millions) Actual Actual from Actual
Operations $ 380 $ 36.0 $ 2.0
Maintenance 94.9 14.4 80.5
General and Administration 24.3 21.2 3.1
Total OMA $ 157.2 $ 71.6 $ 85.6

Operations include the real time operation of the transmission system, system planning and performance analysis
and market/tariff operation and administration. Operations expense increased by $2.0 million or 5.6% primarily due to
higher labour cost and Western Electricity Coordinating Council fee.

Maintenance relates to the asset management and maintenance of the transmission system and substation distribution
assets. Based on asset management strategies and standards, BCTC performed transmission line, station and
vegetation management annually to maintain system reliability. The cost increase in F2006 of $80.5 million is primarily
due to BCTC procuring maintenance services directly from BC Hydro and other service providers.

General and Administration include oversight and strategic management of BCTC business operations as well as
enterprise-wide processes and activities provided to business users within BCTC and its service providers. The cost
increase in F2006 of $3.1 million is due to higher labour cost, including the $0.8 million one-time incentive payment
from the Province, bad debt expense associated with the Grid West loan advances, insurance premium and facilities
costs partially offset by lower legal and ABS costs and higher overhead allocation to capital expenditures.

Taxes and Grants

By regulation, BCTC is subject to section 34 of the Hydro and Power Authority Act in respect of property taxes. Accordingly,
BCTC is assessed school taxes and pays grants in lieu of municipal or similar taxes on its property. BCTC paid $0.3
million in school taxes and grants in lieu of taxes for its existing system control center and reimbursed BC Hydro for
taxes and grants in lieu relating to the area control centers under the terms of the lease agreements for each of F2006
and F2005.

Depreciation and Amortization

Depreciation and amortization expense for the year ended March 31, 2006 is $2.4 million (F2005 - $17.3 million) higher
than the previous year as a result of the accelerated depreciation on existing control center assets and the depreciation
relating to the $13.5 million new assets in service during the year. The SCMP project, approved by the BCUC in February
2005, will replace all the existing control centers and equipment in October 2008. As a result, the net book value of these
existing control center assets are being depreciated over a period shorter than the original useful life to ensure these
assets are fully depreciated by October 2008 when SCMP goes into service. In April 2005, the new Oracle enterprise
financial system was completed and placed in service at a total cost of $6.1 million. Other new assets placed in service
include a new OATT customer reporting database and leasehold improvement.

Deferral Accounts
BCTC currently has 5 deferral accounts:

=% Revenue Deferral Account (RDA] approved in Commission Order G-96-04 - This deferral account allows BCTC to
accrue annual variances between forecast and actual transmission revenues.

=% Emergency Maintenance Deferral Account (EMDA) approved in Commission Order G-96-04 - This deferral account
captures variances between forecast and actual non-capital emergency maintenance expenditures incurred as a
result of unanticipated major equipment failures, extreme weather, wildfires, or similar events.
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=% Cost of Market Deferral Account (COMDA) approved by Commission Order G-96-04 - This deferral account captures
all variances between forecast and actual Cost of Market expenditures. Cost of Market Expenditures include:

~%# Congestionmanagementexpensesrelating tothe purchase of operating reserves, transmission location credits,
unscheduled flow mitigation and operating agreements between control areas.

~% Ancillary services expenses BCTC incurs for all generation-based ancillary services that it, in turn, sells to
customers on a cost flow-through basis. Ancillary Service expenses have corresponding Ancillary Service
revenues, therefore any over or under expenditures net to zero based on the revenue collected for these
services.

~% Regulatory Expenditures Deferral Account (REDAJ, approved by Commission Order G-96-04 - This deferral account
permits BCTC to recover the variances between forecast and actual regulatory costs. These costs include BCTC's
counsel, experts and staff, hearing costs associated with the applications, and Intervenor costs as approved by the
BCUC.

=¥ Grid West Expenditures Deferral Account (GWEDA), approved by Commission Order G-60-05 - This deferral account
recovers the variances between forecast and actual expenses for BCTC's participation in the Grid West Initiative.
These costs include BCTC's counsel, consultants, travel and other out-of-pocket expenses incurred as a result of
participation.

The System Control Center Modernization Study deferral account has been rolled into the SCMP capital project
expenditure and the disposition of the $2.0 million study costs will be reviewed upon project completion in F2009.

Each deferral account accrues interest monthly on the balance recorded in the deferral account. The interest is based
on BCTC’s annual weighted average cost of debt, which, for F2006 was 4.2%. The balances recorded in each deferral
account at March 31, 2006, including interest, are:

F2006 Deferral

($ in millions) Actual Approved Amounts
OATT Revenue $ 5840 $  566.0 $ 18.0
- BCTC's share of approved transmission revenue requirement 3.1

- BC Hydro’s share approved transmission revenue requirement 14.9
Emergency Maintenance Expenditures 0.7 2.0 1.3
Cost of Market 4.5 58 1.3
Regulatory Cost 1.4 3.1 1.7
Grid West Cost 0.8 1.5 0.7
Total Deferral Accounts before Interest $ 23.0
Accrued Interest 0.4
Total Deferral Accounts at March 31, 2006 $ 23.4

BCTC's deferral accounts are subject to review and approval by the BCUC before the account balances can be returned
to customers.

F2006 Actual vs. F2006 Plan

Under the Budget Transparency and Accountability Act (BTAA), Crown agencies such as BCTC are required to include in
their annual report the actual performance for the fiscal year then ended against the planned performance submitted
in the annual service plan. The F2006 Plan shown below is the financial plan submitted by BCTC in its September 2005
Service Plan Update. A copy of this Service Plan Update is available on BCTC’s website at www.bctc.com.
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F2006 F2006 Variance
($ in millions) Actual Plan from Plan
Revenues
Tariff $ 79.2 $ 76.1 $ 3.1
Asset Management and Maintenance Fee 90.2 90.2 —
Service fees and other income 34.7 31.7 3.0
Investment Income 1.2 0.6 0.6
Total Revenue 205.3 198.6 6.7
Expenses
Cost of Market 4.5 5.8 (1.3)
OMA 157.2 166.2 (9.0)
Taxes and Grants 0.3 0.3 (0.0)
Depreciation 19.7 215 (1.8]
Finance Charges 2.0 1.1 0.9
Total Expenses 183.7 194.9 (11.2)
Net Income before Deferral 21.6 3.7 17.9
Deferral Accounts (8.1) — (8.1)
Net Income $ 13.5 $ 3.7 $ 9.8

Revenues are $6.7 million or 3.4% higher than plan due to higher point-to-point transmission rates and volume,
additional engineering studies performed for BC Hydro and IPPs and higher investment income.

Expenses are $11.2 million or 5.7% below plan primarily due to lower OMA expenses, depreciation and cost of market
expenses partially offset by higher finance charges. OMA expenses are $9.0 million or 5.4% below plan prior to the $5.0
million adjustment for deferral accounts due to:

~% Cost savings and schedule changes for station maintenance work contributed to lower costs which were
partially offset by increased vegetation management work. All planned maintenance work was completed
during the year.

~% Lower operating costs due to shifting requirements for legal, consulting, engineering and other professional
services during the year.

~% Certain legal and regulatory costs capitalized to major capital projects instead of expensed during the year.

Cost of market is $1.3 million below plan primarily due to less demand for services from customers. Depreciation
expense is below plan due to a $3.1 million reduction in the accelerated depreciation of existing control center assets
which are scheduled to be replaced by the new SCMP project in October 2008, partially offset by higher depreciation on
assets in service. Finance charges are above plan due to lower capitalized interest associated with SCMP capital project
and interest on deferral accounts.

Deferral accounts were not included in the F2006 as the plan was based on the forecast revenue and cost used for the
determination of F2006 rates.
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Summary of Financial Position

The following table provides summary information on BCTC's financial position at March 31, 2006 and March 31, 2005.

F2006 F2005 Variance
($ in millions) Actual Actual from Actual
Current Assets $ 70.1 $ 265 $ 43.6
Capital Assets 63.6 61.9 1.7
Other Assets 3.6 5.3 (1.7)
Total Assets $ 1373 $ 93.7 $ 43.6
Current Liabilities 41.7 13.9 27.8
Long-term debt including capital lease 37.1 37.2 (0.1)
Other long-term liabilities 20.7 18.3 2.4
Total Liabilities 99.5 69.4 30.1
Shareholder’s Equity 37.8 24.3 13.5
Total Liabilities and Shareholder’s Equity $ 137.3 $ 93.7 $ 43.6

Current Assets

Current assets are $43.6 million higher than a year ago primarily due to higher cash and short term investments and
amounts due from BC Hydro, partially offset by reduction in prepaid expenses. Cash and short term investments are
$23.7 million higher as cash provided by operating activities during the year and the remaining proceeds from the
debenture issued in the last fiscal year were not fully utilized to fund F2006 capital expenditures. The $43.3 million cash
and short term investments are expected to be fully utilized in F2007 to fund capital expenditures. Due from BC Hydro is
$20.2 million higher than last year's balance largely due to the $15.3 million excess OATT revenue payment made to BC
Hydro during the year and $19.8 million in receivables for OATT and non-tariff services, partially offset by $13.5 million
in payables to BC Hydro service providers.

Capital Assets
Capital assets increased by $1.7 million between March 31, 2006 and March 31, 2005. The increase in capital expenditures
of $21.4 million is largely offset by the $19.7 million in depreciation expense.

Other Assets

Other assets decreased by $1.7 million from a year ago primarily due to the $0.5 million reduction in Grid West loan
advances, $0.5 million repayment of employee mortgage loans and a $0.7 million reduction in long-term prepaid
expenses relating to amortization of BC Hydro asset utilization fee.

In July 2001, BC Hydro and other Filing Utilities entered into a funding agreement with Grid West to enable the creation
of Grid West as a new, regional independent transmission provider. With the establishment of BCTC in August 2003,
responsibility for Grid West transferred from BC Hydro to BCTC. Under Article 10.1 (a) of the Master Agreement, the
loan advances made to Grid West prior to BCTC establishment remained with BC Hydro. BCTC loan advances were
$1.0 million and $0.5 million as at March 31, 2006 and March 31, 2005, respectively, under the original agreement and
subsequent amendments. The funds advanced are in the form of an unsecured loan and are to be repaid, with interest,
at the earlier of Grid West obtaining its own third party financing and the commencement of transmission services
by Grid West. In January 2006, BCTC made a decision that the benefits identified for British Columbia does not justify
the cost of continued participation in Grid West development. The loans to Grid West are currently unsecured and the
agreement between BCTC and Grid West prohibits the voluntary encumbering of any of the Grid West Assets. On April
11, 2006, the Grid West Board of Directors voted to dissolve the corporation and wind-up its affairs. Grid West currently
has few tangible assets that would serve as collateral for the outstanding loans to all Filing Utilities including BCTC.
BCTC has determined that Grid West currently does not have the financial capacity to repay the loan or arranging third
party financing and accordingly, the $1 million loan advance was written off in F2006.
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Summary of Financial Position (continued]

Current Liabilities

Current liabilities increased by $27.8 million year-over-year primarily due to the $23.4 million requlatory liabilities
associated with the deferral accounts, $6.3 million increase in trade payables as BCTC assumed direct contracting
responsibilities for maintenance contractors and $0.8 million in deferred revenue relating to customer deposits for
studies and other work. Offsetting these increases was $2.8 million reduction in bank indebtedness.

Long-term debt

Debt is comprised of the $30.1 million debentures and $7.0 million capital leases relating to the control centers for
a total of $37.1 million at March 31, 2006. The $0.1 million reduction from the March 31, 2005 balance relates to the
principal repayment on the capital lease and amortization of bond premium. No additional debt financing is required as
cash flow from operations is sufficient to finance investing activities.

Other long-term liabilities

Year-over-year increase in other long-term liabilities is attributed to higher pension and post-retirement costs as well
as employee time bank liabilities. Accrued pension and post-retirement liabilities increased from $8.0 million at March
31,2005 to $10.0 million at March 31, 2006 primarily due to a decline in discount rate from 6.0% to 5.4%. Accrued time
bank liabilities at March 31, 2006 were $0.5 million higher than a year ago due to increased hours of time banked and
the liabilities being accrued at a the current higher rates of pay, compared to those at March 31, 2005.

Shareholder’s Equity
Net income of $13.5 million earned in F2006 contributed to the increase in Shareholder’s Equity. The shareholder has
approved BCTC retaining all earnings until F2009.

Liquidity and Capital Resources

Liquidity

The following table provides a summary of cash flow.

F2006 F2005 Variance
($ in millions) Actual Actual from Actual
Cash and cash equivalents, beginning of year $ 6.6 $ 4.8 $ 1.8
Cash provided by (used in):
Operating activities 46.2 5.7 40.5
Investing activities (18.3) (31.3) 13.0
Financing activities 1.5 27.4 (25.9)
Increase in Cash 29.4 1.8 27.6
Cash and cash equivalents, end of year $ 36.0 $ 6.6 $ 29.4

Operating Activities

Cash flow from operations, after adjustment for working capital changes, totaled $46.2 million, an increase of $40.5
million from last year. Higher net income and working capital changes are the major factors contributing to this
increase. Unlike during Phase 1 operations where BCTC earned a fixed net income as part of the service fee from BC
Hydro, BCTC's net income is now determined based on the level of revenue earned relative to its expenses. During
F2006, BCTC earned $13.5 million in net income which is $10.1 million higher than last year’s fixed level of $3.4 million.
Working capital increased by about $28.2 million due to the establishment of $23.4 million in regulatory liabilities and
$6.5 million increase in trade payables, partially offset by $2.3 million increase in Due from BC Hydro.
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Liquidity and Capital Resources (continued)

Investing Activities

Cash used in investing activities decreased by $13.0 million from last year primarily due to higher short term investments,
partially offset by higher capital expenditures. Capital expenditures were $20.8 million in F2006 compared to $13.7
million in F2005 as BCTC continues to invest in the new system control center, which is scheduled for completion in
October 2008. The higher level of capital expenditures is offset by the decrease of $6.2 million asset utilization fee paid
to BC Hydro and $0.9 million reduction in other assets.

Financing Activities

Cash provided by financing activities in F2006 was $1.5 million compared to $27.4 million last year. There was no debt
financing requirement during the year as BCTC has sufficient cash on hand to finance capital investments. BCTC
received $1.3 million payment from BC Hydro in relation to the supplemental benefit obligation assumed by BCTC for
those employees who elected to transfer their accrued pension as at August 1, 2003 from BC Hydro to BCTC. As the
supplemental plan is not a registered plan, the payment was received by the company to its general operating fund.
Other cash from financing activities was provided by the $0.3 million tenant inducement relating to the additional office
space, partially offset by the $0.1 principal repayment on the capital leases.

In May 2004, BCTC issued a $30 million debenture and the proceeds were used to repay the $30 million in short-term
borrowings.

Capital Resources

Short term liquidity is provided through surplus cash invested in money market and other short term investments
and funds from operations during the year, supplemented with short-term commercial paper borrowings from the
Province of British Columbia as required. The Province limits short-term commercial paper borrowing to $25 million.
Additionally BCTC has arranged a $5 million demand revolving credit facility for general corporate purposes with a
chartered bank. The facility is available by way of Canadian or US dollar overdrafts, is priced at the prime rate for
Canadian dollar overdrafts and the US base rate, respectively.

At March 31, 2006, BCTC has $43.3 million in cash and short term investments primarily due to the decision to
discontinue the segregation of $17.6 million for meeting accrued employee obligations and lower requirement for
capital expenditures during the year. These employee benefit obligations include post-retirement benefits, time bank
liabilities and supplemental pension plan will be met through the general resources of the company. BCTC has no
short-term borrowing and the bank credit facility was unused as at March 31, 2006.

Long-term financing is provided by the Province of British Columbia through an off-lending arrangement and the
issuance of matching debentures to the Province. In May 2004 BCTC issued a $30 million debenture, at a coupon rate
of 4.3%, maturing in December 2008. No long-term debt was issued during F2006.

Transmission Capital Expenditures

Capital expenditures for control centers, information technology and office facilities are funded and owned by BCTC
whereas those relating to the transmission system continue to be funded and owned by BC Hydro. The transmission
capital expenditures continue to be accounted for and reported in BC Hydro's financial accounts as the owner of
transmission assets and are not reflected in BCTC's financial statements.

Consistent with its mandate and under the Master Agreement with BC Hydro, BCTC is responsible for planning,
constructing and obtaining regulatory approvals for the sustainment and expansion investments to BC Hydro's
transmission system, and for entering into commitments and incurring expenditures on behalf of BC Hydro. BC Hydro
funds all transmission capital expenditures approved by the BCUC or consented to by BC Hydro prior to BCUC approval.
In the event that the BCUC determines that any capital expenditures in respect of the transmission system were
imprudently incurred, BCTC will pay BC Hydro the amount of such expenditure not recoverable by BC Hydro through
the transmission rates. As of May 8, 2006, no such imprudent expenditures were found by the BCUC and no payments
have been made to BC Hydro.

BRITISH COLUMBIA TRANSMISSION CORPORATION 2006 FINANCIALS | 47



Transmission Capital Expenditures [continued)

In order to ensure capital projects undertaken by BCTC are found to be prudent for recovery through future rates,
BCTC's transmission system capital plans are a major component of operating and managing transmission capital
expenditures. BCTC filed its first Transmission System Capital Plan under section 45(6) and (6.1) of the Utilities
Commission Act in May 2004. The BCUC approved this plan in November 2004. In March 2005, BCTC filed its second
Transmission Capital Plan seeking approval for projects commencing in F2006 and F2007 to be in public interest. In
September 2005, the BCUC approved this capital plan with some exceptions and further direction. In January 2006,
BCTC submitted a Transmission Capital Plan Update Filing seeking approval for those projects, not previously approved
by the BCUC, that have expenditures commencing F2006 and F2007. The decision on this Transmission Capital Plan
Update Filing is pending as of May 5, 2006.

Transmission capital expenditures for F2006 are summarized in the table below.

F2006 F2005 Variance F2006 Variance

($ in millions) Actual Actual from Actual Plan from Plan
Assets Owned by BCTC

Control Center Technologies $ 12.2 $ 1.9 $ 10.3 $ 37.8 $ (25.4)

Business Support Systems 6.1 9.4 (3.3) 9.3 (3.2)

Information Technologies 1.9 1.4 0.5 1.9 0.0

Facilities 1.2 0.6 0.6 0.2 1.0
Total BCTC Capital Expenditures $ 21.4 $ 13.3 $ 8.1 $ 49.2 $ (27.8)
Transmission Assets Owned by BC Hydro

Sustaining Capital $ 87.2 $ 96.4 $ (9.2) $ 954 % (8.2)

Growth Capital 41.4 34.2 7.2 73.1 (31.7)

Less: Contributions in Aid of Construction (4.9) (8.5) 3.6 (15.0) 10.1
Transmission Capital Investments
on behalf of BC Hydro $ 123.7 $ 1221 $ 1.6 $ 1535 $ (29.8)

Assets Owned by BCTC

Capital expenditures totaled $21.4 million in F2006, an $8.1 million increase over the last year. The increase was related
to the $10.1 million expenditures for the development of a new system control center (SCMP Project) and $6.1 million
investment in business systems, partially offset by lower expenditures associated with the expenditures related to the
completion of the new financial system.

The SCMP project is a $134 million project approved by the BCUC in February 2005 to replace BCTC's System Control
Centre and four Area Control Centres with a modern energy management system located at a new control center and
backup site. In F2006, BCTC expended $10.1 million on the schematic design and land purchase and the total project
cost to March 31, 2006 was $12.2 million. The building architect and the construction manager have been selected.
Construction is expected to start in F2007 with in-service date forecast to be October 2008.

Compared to F2006 plan of $49.2 million, BCTC's capital expenditures were $27.8 million below plan primarily due
to the timing of SCMP expenditures. The filing of CPCN was delayed and as a result approval was not received until
February 2005. This delay in combination with a decision not to spend $4 million to purchase new property for the
back-up facility, and an extended procurement process for some of the other major project components resulted in
a significant reduction in the planned expenditures for F2006. Expenditures for major project components are now
scheduled to F2007 and F2008, but overall SCMP is still forecast to be completed within the budget and schedule
authorized by the BCUC.
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Transmission Capital Expenditures (continued)

Assets Owned by BC Hydro

Transmission capital expenditures are aimed at sustaining the current and future performance capability of the existing
transmission system, at meeting customer and system requirements and at meeting industry reliability standards
are categorized as sustaining capital. These investments extend the useful life of an asset, replace an asset at the
end of its useful life, or reduce the risk of asset failures or other operational problems. During F2006, $87.2 million
(F2005 - $96.4 million) was invested in station and protection and control equipment, transmission lines and cables and
telecommunication equipment.

Capital expenditures made to meet growth in demand and interconnect generation resources are categorized as growth
capital. For certain customer-requested projects, the customers are required to contribute toward the project cost
based on established tariff. These customer payments are categorized as contributions in aid of construction. During
F2006, BCTC invested $41.4 million (F2005 - $34.2 million) in growth capital, partially offset by $4.9 million (F2005 - $8.5
million) in contributions in aid of construction. The major growth capital projects are as follows:

Vancouver Island Reinforcement Project (VITR)

The VITR project is a $245 million project to install a new 230kV submarine cable circuit from the Lower Mainland to
Vancouver Island with an in-service date of October 2008. This new circuit will allow peak demand to be met on Vancouver
Island, accommodate load growth and de-rating of existing high voltage direct current transmission circuits which are
reaching end of life. This project is currently in the detailed definition phase and an application for a CPCN was filed with
the BCUC in July 2005. During F2006, $6.4 million was spent on this project and the total project cost to March 31, 2006
was $9.2 million. The BCUC hearing concluded in May 2006. BCUC decision on this project is pending.

New Substation Projects

Five new substations are being constructed at a total cost of $124.8 million to meet customer load growth in the Lower
Mainland, Fort St. John, Langley, Whistler and Mission/Matsqui areas of the province. During F2006, $30 million was
spent on these projects and the total project cost to March 31, 2006 was $32.7 million. Four of the five new substations
will be completed in October — November 2006 and the remaining one is targeted for completion in October 2007.

Compared to F2006, actual transmission capital expenditures were $29.8 million lower primarily because a number of
planned IPP projects that did not proceed to construction phase.

Related Party Transactions

BCTC and BC Hydro have established commercial relationships pursuant to both OATT tariffand service levelagreements.
As both companies are owned by the same shareholder, the Province of British Columbia, the transactions between
BCTC and BC Hydro are considered to be related party transactions for financial statement disclosure purposes.

The following are transactions with BC Hydro during F2006:

F2006 F2005 Variance
($ in millions) Actual Actual from Actual
Services provided by BCTC to BC Hydro $  200.4 $ 97.3 $  103.1
Services provided by BC Hydro to BCTC (77.3) (9.9) (67.4)
Net service provided to BC Hydro $ 1231 $ 87.4 $ 35.7

Services provided by BCTC to BC Hydro include both tariff and non-tariff services as well as $5.8 million relating to
capital overhead. The services provided to BC Hydro under OATT Services are based on the same terms and conditions
applied to all transmission customers. Services provided by BC Hydro to BCTC are related to engineering, maintenance
and construction services based on service level agreements. These services are provided at cost. The contractual
obligations and financial commitments are discussed under the Future Financial Commitments section.
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Future Financial Commitments

BCTC entered into contracts and commitments as part of its ongoing business operations and in relation to its
capital projects. The following presents a summary of debt repayment and other major contractual obligations as at
March 31, 2006.

F2007 F2008 F2009 F2010 F2011 Total
($ in millions) and beyond
Reflected on the Balance Sheet:
Debenture $ - % — $ 300 — $ — $ 30.0
Capital leases 0.6 0.6 0.6 0.6 13.3 15.7
$ 06 $ 0.6 $ 30.6 $ 0.6 $ 13.3 $ 45.7
Not reflected on the Balance Sheet:
Service Level Agreements $ 738 $ 429 $ 429 $ 429 $ 85.7 $ 288.2
Accenture Business Services 5.4 5.3 5.3 5.3 15.7 37.0
Major Capital contracts 11.6 4.8 0.5 0.0 0.0 16.9
Operating leases 1.7 1.7 1.7 1.7 6.5 13.3
$ 925 $ 547 $ 50.4 $ 49.9 $107.9 $355.4

Service Level Agreements

The service level agreements relate to the provision of engineering, construction, maintenance and inventory
management services from BC Hydro service business units. These agreements contain terms and conditions that are
consistent with the Key Agreements and define the contractual obligations of each party, the allocation of risk between
the parties and the recognition that the parties are now two distinct independent entities.

The most significant service level agreement relates to the provision of maintenance services. Under this agreement
BCTC contracts a fixed volume commitment of $42.9 million per year for a period of six years commencing April 1, 2004
and ending March 31, 2010. The agreement provides for a further commitment of up to $34.3 million per annum for
other services. Following the initial six year period either BCTC or BC Hydro may elect to reduce the committed volume
by up to 20% per annum.

The agreement relating to the provision of engineering services provides for BCTC to purchase up to $46.2 million
annually from BC Hydro for an initial six year term based on work requirement. At the end of the initial term the
commitments can be reduced by 20% per annum by either party.

Accenture Business Services (ABS)

BC Hydro entered into a major outsourcing agreement with ABS commencing April 1, 2003. This contract was finalized prior
to the establishment of BCTC. As contemplated in the Key Agreements signed between BC Hydro and BCTC in November
2003, BC Hydro and BCTC commenced negotiations for the separation terms for volume of services to be provided to BCTC.
The negotiations for a separate BCTC agreement were put on hold in June 2005 pending the finalization of a Permanent
Pricing Methodology (PPM) between BC Hydro and ABS under the Master Services Agreement (MSA]. BC Hydro and ABS are
now in the process of finalizing PPM. BC Hydro and Accenture signed a term sheet dated August 31, 2005 amending their
agreement and are now in the process of finalizing the Amended Master Services Agreement.

BCTC is operating under an interim agreement between BCH/ABS/BCTC for BCTC to take services from ABS until a separate
contract is completed. BCTC is currently negotiating a letter agreement to establish new pricing under the new Permanent
Pricing Model until a separate contract is established between BCTC and ABS.
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Critical Accounting Policies and Estimates

The preparation of BCTC's financial statements requires management to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and costs, and related disclosures of commitments and contingencies.
BCTC based its estimates and judgment on historical experience, current conditions and various other assumptions that
are believed to be reasonable under the circumstances. Actual results may differ from these estimate and judgments.

NEW ACCOUNTING POLICIES

Rate Regulated Operations

The company is regulated by the BCUC which approved tariff rates and capital asset expenditures. As a regulated
entity, the timing of the Company’s recognition of certain assets, liabilities, revenue and expenses may differ from
those otherwise expected by using general accounting principles for entities not subject to rate regulation. In May 2005,
the Canadian Institute of Chartered Accountants (CICA] issued Accounting Guideline 19 Disclosures by Entities Subject
to Rate Regulation (AcG-19). This guideline is effective for fiscal years ending after December 31, 2005 and clarifies
additional financial information that needs to be disclosed by rate regulated entities. The new disclosure requirement
guidelines have been adopted by the Company for the year ended March 31, 2006.

Asset Retirement Obligations

Effective April 1, 2004 the Company adopted the CICA Handbook Section 3110 Asset Retirement Obligations. The
recommendations require that a provision be established for future removal and site restoration costs arising on the
retirement of capital assets when there is a statutory, contractual or legal obligation to incur these costs. When the
liability is initially recorded, the costs are capitalized to the carrying cost of the asset. Over time, the liability is accreted
to its present value each period and the capitalized cost is amortized on a straight-line basis over the estimated useful
life of the asset.

Variable Interest Entities

In 2005 the Company adopted CICA Accounting Guideline 15 Consolidation of Variable Interest Entities (AcG-15). The guide-
line requires the consolidation of Variable Interest Entities (VIEs) by the primary beneficiary, the entity that will absorb or
receive the majority of the VIE's expected losses, expected residual return or both. BCTC does not have any VIEs.

EMERGING ACCOUNTING PRONOUNCEMENTS

Accounting for Conditional Asset Retirement Obligations

In December 2005, the Emerging Issues Committee (EIC] of the CICA issued Conditional Asset Retirement Obligations
(EIC-159). The pronouncement applies to accounting periods ending after March 31, 2006 and is applicable to the
company’s financial statements for year ended March 31, 2007. EIC-159 requires entities to recognize a liability for the
fair value of an asset retirement obligation if that liability can be reasonably estimated. We are reviewing the new EIC
pronouncement and do not expect that it will have a material impact on the Company.

Financial instruments

The CICA issued new accounting standards in January 2005 for Handbook Section 3855 Financial Instruments Recognition
and Measurement and Section 1530 Comprehensive Income. These standards become effective for the company in fiscal
year commencing April 1, 2007. Section 3855 prescribes when a financial asset or liability should to be recognized on
the balance sheet and whether fair value or cost-based measures should be used to value the assets or liabilities.
Section 1530 introduces new rules on the reporting of comprehensive income. Comprehensive income is defined as the
change in shareholders’ equity in a period, excluding those changes that occur through investments from owners or
distributions to owners. We are assessing the impact of these new accounting standards, but do not believe that their
application will have a material impact on the Company’s financial reporting.

Accounting for Rate Regulated Operations

The Accounting Standards Board (AcSB) had a project to review generally accepted accounting principles applicable to
enterprises with rate regulated operations. On May 3, 2006, the AcSB made a decision to discontinue this project and
further decided, subject to exposure of its proposal, that explicit guidance for rate-regulated operations be removed
from the CICA Handbook and that the use of US Statement of Financial Accounting Standards No. 71, Accounting for the
Effects of Certain Types of Regulation (FAS 71) is acceptable. An exposure draft for public comments will be issued. Two
of the Company’s accounting practices are governed by rate regulation. The two areas are capital assets and deferral
accounts. At this time, the Company is unable to assess the impact, if any, on the Company’s financial reporting.
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Risk Management

BCTC is exposed to a variety of business and operating risks. Since F2005, BCTC has used an Enterprise Risk
Management (ERM] framework to identify, assess, mitigate and monitor risks. BCTC's risk management practices are
designed to provide reasonable assurance that its corporate and business objectives will be met. BCTC's enterprise
risk management efforts are overseen by a Risk Management Committee composed of five members of the Executive
Leadership Team and by the Audit Committee of the Board of Directors.

BCTC employs various risk management strategies to mitigate its risk exposure. For example, for certain types of
risks, BCTC uses insurance as an effective mechanism for risk transfer. BCTC has in place a comprehensive insurance
program with limits that are within the acceptable range of industry practices.

BCTC has developed a robust set of preventative maintenance standards to manage its maintenance work. The
maintenance standards ensure that the scope, schedule, frequency of maintenance work is appropriately defined to
minimize any risk exposure. Also, the maintenance standards ensure that system reliability is not compromised at an
asset level.

Risk of interruption to mission critical business processes are managed, in part, through an enterprise Business
Continuity Management Program. The program encompasses: emergency response planning, information system
disaster recovery planning and other contingency planning initiatives including: grid outage, facility disruptions, health
emergencies, et al. The program ensures that our personnel, assets, information systems, and operations are resilient
to potential business disruptive events. Regular program reporting is provided to the Risk Management Committee and
the Audit Committee of the Board of Directors.

Following are some of the general types of risks that BCTC faces:

Labour Risk

Half of BCTC's employees are represented by either the International Brotherhood of Electrical Workers (IBEW) or
the Canadian Office and Professional Employees’ Union (COPE]. In the event of a labour dispute BCTC could face
some degree of operational risk related to providing service to customers however essential services are protected by
legislation. COPE Collective Agreement (50 employees) expires in March 2010. The IBEW Collective Agreement (100
employees] expires in March 2007.

BCTC relies on a relatively small, highly skilled workforce within an increasingly competitive labour market. The
average age of BCTC's employees is 46 years. Voluntary attrition, inclusive of retirement, was 6.5% in F2005/06 and
is expected to escalate, principally due to increased retirements, to 8 to 9% commencing in F2006/07. In order to
manage this risk BCTC has increased the emphasis on succession and workforce planning, recruitment strategies
and active management of other key attraction and retention factors. In addition staffing levels within the organization
have increased due to workload considerations, including increased knowledge transfer requirements and training
considerations.

Regulatory Risk

The Master Agreement signed between BC Hydro and BCTC requires BC Hydro to fund those capital projects approved
by the BCUC. The cost of any capital project constructed at the request of BCTC and funded by BC Hydro for which
approval of the BCUC is denied will not be recoverable through BCTC's rates and must be repaid to BC Hydro. BCTC
manages this risk through prudent planning, seeking approvals as early as they can be obtained and by minimizing any
capital activity in advance of the necessary approvals.

BCTC has received approval from the BCUC for certain deferral accounts in which to record the differences between
forecast and actual revenues or costs. BCTC is subject to the same deferral account clearance risks as other regulated
companies. BCTC manages this risk by ensuring deferred costs and revenues are prudent and by demonstrating BCTC's
prudent action to the BCUC.

Project and Program Risk

BCTC mitigates program execution risks through the application of policies, processes and standards. Each capital
or maintenance project is evaluated for regulatory, cost, schedule, scope, performance, utilization, functionality,
environmental and safety risks. The risk management plan for each major project must be approved by the Risk
Management Committee before the project can proceed.
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Risk Management (continued)

Operational Risk

BCTC operates, plans, and manages the assets of the British Columbia transmission system and exercises exclusive
authority for electric transmission reliability in BC. In the execution of this mandate, BCTC manages risks that could
potentially impact the reliability, capacity, sustainment, safety or environmental performance of the transmission
system. Monitoring of asset health and performance allows risk reduction programs to be initiated to mitigate risk
events. BCTC actively participates in the WECC and operates and plans the system in compliance with WECC and
NERC guidelines. BCTC also actively co-ordinates regional transmission planning with the neighbouring utilities. A
comprehensive system of operating policy and local and system operating orders safeguard against worker and public
endangerment, equipment damage, loss of reliability, and loss of public support.

Environmental, Health and Safety Risk

These risks are managed by use of 10S [International Organization of Standards) consistent environmental and
safety management systems. All lines of business are annually reviewed for policies, standards, and compliance with
government regulations and industry standards. Where risk mitigation is required, appropriate management and
operational controls are implemented.

Indaytodaypractice, BCTC usesthe managementsystemsithasdevelopedtoidentify,assess,and controlenvironmental,
health, safety and security risk with regular reporting to senior management and the Board of Directors. The Human
Resources Committee of the Board of Directors has oversight responsibility for environmental, health and safety. Recent
changes in Fiscal 2006 to the Company’s organizational structure with respect to environment, safety and security have
provided an overall governance framework across all lines of business to ensure a consistent management of risk.

Security Risk

Security risks are managed through an enterprise Security Management Program that encompasses physical security
and cyber security. The security program ensures that our personnel, assets, information systems, and operations are
resilient to security threats and potential business disruptive events. Regular security reporting is provided to Risk
Management Committee and the Human Resources Committee of the Board of Directors.

Credit Risk

Credit risk is the risk of loss in the event a counterparty fails to fulfill its payment obligations. A counterparty may be a
customer, under the Open Access Transmission Services Tariffs or other commercial agreements, debtor or guarantor.

BCTC has a low risk tolerance for credit risk and has established stringent credit policies and procedures for the day to
day management of credit risk exposure. Transmission services are provided only to those customers whose debt, as
determined by debt rating agencies, meets BCTC creditworthiness criteria or upon receipt of acceptable security. The
management of credit risk is centralized under the Chief Financial Officer from a strategic and operational perspective.
Credit risk is measured on an ongoing basis and a monthly credit review and exposure report is provided to management
for review. In Fiscal 2006, BCTC did not experience any credit loss from customer accounts.

Market Risk

Market risk is the risk of loss resulting from changes in interest rates, foreign exchange rates and commodity prices.

BCTC is exposed to interest rate risk which could negatively affect its finance charges and the cost of its pension and
other employee benefit plans. As at March 31, 2006, BCTC has a $30 million debenture, at a coupon rate of 4.3% and
maturing in December 2008. Therefore there is a low interest rate risk associated with debt cost. The interest rate risk
on the cost of BCTC pension and other employee benefit plans is more significant due to sensitivity of discount rate
used in valuing of pension plan liabilities. The discount rate is based on yields at the financial statement date of high
quality corporate bonds matching the timing and amount of the expected benefit payments under the plans. Discount
rate used has declined from 6% at March 31, 2005 to 5.40% at March 31, 2006 and this will contribute to higher actuarial
liabilities and current service costs for future periods. BCTC is undertaking an Asset/Liability study to address interest
risk associated with its pension plan.

BCTC foreign currency risk is currently insignificant as most of its exposure pertains to its trade receivables and
payables. BCTC does not have any commodity risk.
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F2007 Outlook

The outlook for F2007 will see BCTC continuing to make significant progress toward fulfilling its mandate through
the well-defined strategies and objectives outlined in this annual report and the Service Plan. The Company will have
its first full year of operation under the new OATT tariff which is designed to facilitate better access to and utilization
of the transmission system by wholesale transmission customers and generators. In May 2006 BCTC filed its F2007
Transmission Revenue Requirement application to the BCUC seeking approval for transmission rates. The Commission
decision on F2007 rates will impact on the level of revenue that the Company is allowed to earn to recover its costs,
including an allowed return based on 13.13% on deemed equity. The financial outlook for F2007 based on revenue
requirement application submitted to the BCUC in May 2006 shows that BCTC will earn $189.7 million in revenues
based on yielding $2.9 million in allowed net income. The decline in revenue is largely due to lower transmission cost,
including reduced allowed return on deemed equity. BCTC is also seeking Commission approval to dispose certain
deferral account balances at March 31, 2006. Of the $23.4 million deferred accounts balance, a lump sum refund of
$22.1 million will be paid to transmission customers upon BCUC approval. The remaining $1.3 million relating to the
Emergency Maintenance Deferral account will be retained by BCTC to cover future emergency repair costs.

Planning and executing the transmission capital plan prudently and effectively is a priority for BCTC. There are a number
of major capital projects underway and capital expenditures for F2007, including transmission projects on behalf of
BC Hydro, are forecast at $267.3 million, an increase of $123 million from F2006 level. The public process relating to
BCTC's application for Vancouver Island Transmission Reinforcement project is forecast to conclude in F2007 with the
Commission decision expected sometime in the summer of 2006. The System Control Center Modernization Project will
be well underway with the design of the new energy management system and construction of the new system control
center facility. In addition, BCTC plans to file a Capital Plan in the fall of 2006 seeking approval of new transmission
capital projects commencing in F2008 and F2009.

Number of Employees

At March 31, 2006, BCTC had 321 regular employees [2005 - 311] and 19 temporary employees [2005 - 14].
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Management Report

The financial statements of British Columbia Transmission Corporation (BCTC) are the responsibility of management
and have been prepared in accordance with Canadian generally accepted accounting principles, consistently applied
and appropriate in the circumstances. The preparation of financial statements necessarily involves the use of estimates,
which have been made using careful judgment. In management’s opinion, the financial statements have been properly
prepared within the framework of the accounting policies summarized in the financial statements and incorporate,
within reasonable limits of materiality, all information available at May 8, 2006. The financial statements have also been
reviewed by the Audit Committee and approved by the Board of Directors.

Management maintains systems of internal controls designed to provide reasonable assurance that assets are safe-
guardedandthatreliable financialinformationis available onatimely basis. These systems include formalwritten policies
and procedures, careful selection and training of qualified personnel and appropriate delegation of authority and
segregation of responsibilitieswithinthe organization. Aninternalauditfunctionindependently evaluatesthe effectiveness
of these internal controls on an ongoing basis and reports its findings to management and the Audit Committee.

The financial statements as at March 31, 2006, and for the year then ended have been examined by an independent
external auditor. The external auditor’s responsibility is to express his opinion on whether the financial statements, in
all material respects, fairly present BCTC's financial position, results of operations, retained earnings and cash flows in
accordance with Canadian generally accepted accounting principles. The Auditor’'s Report, which follows, outlines the
scope of his examination and his opinion.

The Boardof Directors, through the Audit Committee, isresponsible forensuring that management fulfillsits responsibility
for financial reporting and internal controls. The Audit Committee, composed of directors who are independent from
management, meets regularly with the external auditor, the internal auditor and management to satisfy itself that each
group has properly discharged its responsibility to review the financial statements before recommending approval by
the Board of Directors. The internal and external auditors have full and open access to the Audit Committee, with and
without the presence of management.

Jane Peverett Brian Gabel

President and CEO Vice President, Corporate Services and CFO

Vancouver, Canada
May 8, 2006
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Report of the Office of the Auditor General
of British Columbia

To the Members of the Board of British Columbia Transmission Corporation, and
To the Minister of Energy, Mines and Petroleum Resources, Province of British Columbia:

We have audited the balance sheet of British Columbia Transmission Corporation as at March 31, 2006, and the statements
of operations, retained earnings and cash flows for the year ended March 31, 2006. These financial statements are
the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation.

Inour opinion, these financial statements present fairly, in all material respects, the financial position of British Columbia
Transmission Corporation as at March 31, 2006, and the results of its operations and its cash flows for the year then
ended in accordance with Canadian generally accepted accounting principles.

J

L

[

Errol S. Price, CA
Deputy Auditor General

Victoria, British Columbia
May 8, 2006
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Statement of Operations

For the years ended March 31 (in thousands) 2006 2005
Revenue
Tariff (Notes 3 and 8) $ 79,194 $ —
Asset management and maintenance (Notes 3 and 8) 90,200 —
Service fees and other (Notes 8 and 13) 34,738 93,404
Investment income 1,214 1,384
205,346 94,788
Expenses
Cost of market (Note 14) 4,539 758
Operations, maintenance and administration (Notes 8 and 13) 157,280 71,579
Taxes and grants 265 251
Depreciation and amortization 19,707 17,263
Finance charges (Note 15) 1,994 1,555
183,785 91,406
Income before Deferral Account Transfers 21,561 3,382
Deferral Accounts (Note 3) (8,100) —
Net Income $ 13,461 $ 3,382

Statement of Retained Earnings

For the years ended March 31 (in thousands) 2006 2005
Retained Earnings, beginning of year $ 4,309 $ 927
Net income 13,461 3,382
Retained Earnings, end of year $ 17,770 $ 4,309

See accompanying notes to the financial statements.
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Balance Sheet

as at March 31 (in thousands) 2006 2005
ASSETS
Current Assets
Cash and cash equivalents $ 36,038 9,461
Short term investments (Note 4) 7,242 10,096
Accounts receivable 3,899 3,583
Prepaid expenses (Note 6) 1,360 2,040
Due from BC Hydro (Note 8) 21,590 1,345
70,129 26,525
Other Receivables (Note 5) 344 1,361
Prepaid Expense - Long Term (Note 6) 3,234 3,949
Capital Assets (Note 7) 63,628 61,849
$ 137,335 93,684
LIABILITIES AND SHAREHOLDER’S EQUITY
Current Liabilities
Bank indebtedness $ — 2,846
Current portion of obligations under capital lease (Note 19) 99 93
Accounts payable and accrued liabilities 14,663 8,325
Accrued interest 376 375
Deferred revenue 1,439 610
Deferred leasehold inducements 1,752 1,685
Deferral accounts (Note 3) 23,393 —
41,722 13,934
Accrued Employee Benefits (Note 9) 19,873 17,362
Asset Retirement Obligation (Note 10) 883 842
Long Term Debt (Note 11) 30,140 30,191
Obligations Under Capital Lease (Note 19) 6,947 7,046
99,565 69,375
Shareholder’s Equity
Share capital (Note 12) 20,000 20,000
Retained earnings 17,770 4,309
37,770 24,309
$ 137,335 93,684

Commitments and contingencies (Note 19)
See accompanying notes to the financial statements.

Approved on behalf of the Board:

R

R.T.F. (Bob) Reid Bev Park
Chair of the Board Chair, Audit Committee
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Statement of Cash Flows

For the years ended March 31 {in thousands) 2006 2005
Operating Activities
Net income $ 13,461 $ 3,382
Adjustment for non-cash items:
Write-off of long-term receivable 985 —
Depreciation and amortization 19,707 17,263
Other amortization expense included in operations,
maintenance and administration 806 1,679
Accrued employee benefits changes 1,153 1,548
36,112 23,872
Changes in non-cash working capital:
Accounts receivable and prepaid expenses (1,360) (1,902)
Due from BC Hydro (17,222) (14,951)
Accounts payable 4,444 (2,013)
Accrued interest and deferred revenue 830 741
Deferral accounts 23,393 —
10,085 (18,125)
Cash provided by operating activities 46,197 5,747
Investing Activities
Capital asset expenditures (20,773) (13,709)
Short term investments 2,854 (10,096)
Addition to long term prepaid expense (443) (6,668)
Other assets, net of repayment 32 (905)
Cash used for investing activities (18,330) (31,378)
Financing Activities
Proceeds from long term debt —_ 30,234
Accrued employee benefits payment from BC Hydro 1,358 6,931
Asset retirement obligation payment from BC Hydro — 778
Reduction in borrowings — (9,943)
Leasehold inducement 291 (99)
Principal payments of obligations under capital lease (93) (86)
Cash provided by financing activities 1,556 27,415
Increase in Cash 29,423 1,784
Cash, beginning of year 6,615 4,831
Cash, end of year $ 36,038 $ 6,615
Supplemental Disclosure of Cash Flow Information
Interest paid $ 1,489 $ 1,313

See accompanying notes to the financial statements.
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Notes to the Financial Statements
For the Years Ended March 31, 2006 and 2005

Note 1: Nature of Operations

The British Columbia Transmission Corporation (“the Company”or “BCTC"}isa provincial Crown corporationincorporated
on May 2, 2003 under the B.C. Business Corporations Act (formerly, the Company Act). The Company is authorized by
the Transmission Corporation Act (May 29, 2003) and the Key Agreements designated by the Lieutenant Governor in
Council [November 20, 2003) pursuant to that Act to plan, operate and manage the electric transmission system of the
British Columbia Hydro and Power Authority (BC Hydro). As part of the Province's Energy Plan, BCTC is established
as a separate government-owned corporation that has full responsibility for planning, operating and maintaining the
transmission assets to ensure independent, open and non-discriminatory access to the transmission system. BCTC
reports to the Minister of Energy, Mines and Petroleum Resources and is regulated by the British Columbia Utilities
Commission.

As of April 1, 2005 BCTC became a rate-regulated entity regulated by the British Columbia Utilities Commission (BCUC)
(Note 3).

Note 2: Significant Accounting Policies
The accompanying financial statements have been prepared in accordance with generally accepted accounting principles
in Canada (GAAP) and are expressed in Canadian dollars.

Use of Estimates

BCTC's management has made a number of estimates and assumptions related to the reporting of assets and liabilities
to prepare these financial statements in conformity with Canadian generally accepted accounting principles. Actual
results could differ from these estimates.

Regulation

Effective April 1, 2005, the Company adopted the Canadian Institute of Chartered Accountants (CICA) Accounting
Guideline 19 AcG-19 “Disclosures by Entities Subject to Rate Regulation” which provides disclosure requirements for rate
regulated entities. Adoption of this guideline had no impact on comparative information.

Cash and Cash Equivalents
Cash and cash equivalents include cash, bank indebtedness and units in money market funds with original maturity
dates of less than 90 days from the original date of acquisition.

Short Term Investments
Short term investments consist of units in bond pooled funds which invest in government securities or securities
guaranteed by government. Units in the pooled funds are recorded at the lower of cost and their fair values.

Capital Assets

Capital assets are recorded at cost. During the construction of new assets, direct costs plus a portion of overhead
costs and related financing costs are capitalized. Construction is transferred to capital assets in service when the asset
is substantially complete. Depreciation commences in the month after an asset is put into service. Depreciation is
provided principally on a straight-line basis over the estimated useful lives of the assets as follows:

Buildings 45 years
Computer hardware and software 3-10 vyears
Communication equipment 7-15 years
Furniture and equipment 5-40 years
Leasehold improvements 10 vyears

Asset Retirement Obligations

A provision for the future removal and site restoration costs arising on the retirement of capital assets is made where
there is a statutory, contractual or legal obligation upon retirement. When the liability is initially recorded, the costs are
capitalized to the carrying cost of the asset. Over time, the liability is accreted to its present value and the capitalized
cost is amortized on a straight-line basis over the estimated useful life of the asset.
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Notes to the Financial Statements (continued)
For the Years Ended March 31, 2006 and 2005

Impairment of Long-lived Assets

Capital assets and long-term prepaid expenses (long-lived assets] are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. The impairment loss is calculated
by deducting the estimated fair value of the asset from its carrying value.

Leases
Leases are classified as capital or operating depending upon the terms and conditions of the contracts.

Asset values recorded under capital leases are amortized on a straight-line basis over their estimated useful lives.
Obligations recorded under capital leases are reduced by lease payments net of imputed interest.

Deferred Revenue

Deferred revenue consists principally of amounts received under Preliminary Study Agreements to investigate the
requirements for interconnecting independent power generation facilities to the transmission system. The amounts
received are deferred and included in income when earned.

Leasehold Inducements
Leasehold inducements are monies advanced on an operating lease for premises by the property owner. Inducements
are amortized over the period of the lease and reduce lease expenses.

Revenue Recognition

BCTC earns revenues under the Open Access Transmission Tariff [OATT). OATT revenue is recognized on an accrual
basis as services are provided. Tariffs are applicable to network integration transmission services, point to point and
ancillary services.

Revenues earned through the provision of non-tariff services to BC Hydro for asset management and maintenance,
generation related transmission asset management, and generation dispatch are recognized on a straight-line basis
over the term of the contract.

Revenues earned through the provision of non-tariff services to BC Hydro for distribution operations and substation
distribution asset management are recognized on an accrual basis as services are provided.

Other non-tariff services include engineering services provided to third parties and are recognized on an accrual basis
as services are provided.

Foreign Currency Translation

Foreign currency denominated revenues and expenses are translated into Canadian dollars at the rate of exchange
in effect at the transaction date. Foreign currency denominated monetary assets and liabilities are translated into
Canadian dollars at the rate of exchange prevailing at the balance sheet date. Foreign exchange gains and losses are
included in the determination of earnings.

Pension and Other Retirement Benefit Plans

The actuarial determination of the accrued benefit obligation for pensions and other retirement benefits uses the
projected benefit method prorated on service, which incorporates management’s best estimate of future salary levels,
health care cost escalation, retirement ages of employees and other actuarial factors. For the purpose of calculating
the expected return on plan assets, those assets are valued at fair value.

Actuarial gains (losses] arise from the difference between actual long-term rate of return on plan assets for a period
and the expected long-term rate of return on plan assets for that period, from differences in actuarial experience versus
the assumed experience or from changes in actuarial assumptions used to determine the accrued benefit obligation.
The excess of the net accumulated actuarial gain (loss) over 10 percent of the greater of the accrued benefit obligation
and the fair value of plan assets is amortized over the average remaining service period of active employees. The
average remaining service period of the active employees is 11 years.
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Notes to the Financial Statements (continued]
For the Years Ended March 31, 2006 and 2005

Comparative Figures
Certain comparative figures have been reclassified to conform to the presentation adopted in the current year.

Note 3: Regulation
Effective April 1, 2005, BCTC is requlated by the BCUC which approves the Company’s revenue requirement, rates,
tariffs and capital expenditures following open, public processes.

BCTC operates under cost of service regulation as prescribed by the BCUC. The Company applies to the BCUC for the
approval of rates recovering an annual revenue requirement. The BCUC approved BCTC's OATT on June 24, 2005. For
the year ended March 31, 2006, BCTC earned transmission revenues under tariffs that were projected to recover a
13.51% return on deemed equity. Special Direction No. 9 sets out BCTC's deemed equity structure for the purpose of
setting rates.

The Master Agreement sets out BCTC's authority and responsibility for designing, developing and applying to the BCUC
for the approval of Transmission Revenue Requirement, which includes both BCTC and BC Hydro transmission costs to
be recovered through the OATT. There are three components to the Transmission Revenue Requirement:

1. BC Hydro Owner's Revenue Requirement
2. BC Hydro's Asset Management and Maintenance Revenue Requirement
3. BCTC Revenue Requirement

Under the OATT arrangement between BC Hydro and BCTC, the recovery of Asset Management and Maintenance
Revenue Requirementis assigned by BC Hydro to BCTC as payment for the asset management and maintenance services
provided by BCTC to BC Hydro under the Asset Management and Maintenance Agreement. Once the BCUC approved
the OATT tariff, BCTC became responsible for the administration of the tariff including the offering, scheduling, billing
and collection of transmission services and revenues. Under this agreement, BCTC bears the financial responsibility for
funding any shortfalls or receiving surpluses in the total transmission revenue requirement for each fiscal year.

The BCUC approved a Revenue Deferral Account to recover shortfalls from or refund surpluses to customers through
future rates. Consequently, BCTC’s revenue deferral account includes a portion pertaining to BC Hydro’s revenue
requirement for transmission services. Under the Master Agreement, BCTC bills customers for the total amount to
be recovered for BC Hydro and BCTC, collects payments from OATT customers and transfers the proportionate share
of BC Hydro's Owner’s Revenue Requirement to total Transmission Revenue Requirement to BC Hydro’s bank account
on a monthly basis. The balance represents the proportional share of the total of Asset Management and Maintenance
and BCTC Revenue Requirement components to total Transmission Revenue Requirement, which remains with BCTC.
Any excess or shortfall between actual payment to BC Hydro and its share of the approved transmission revenue
requirement will be settled 60 days following the end of each fiscal year. Tariffs are applicable to network integration
transmission services, point to point and ancillary services.

Commencing April 1, 2005 BCTC maintains BCUC approved deferral accounts for OATT related revenue, emergency
maintenance costs, cost of market, regulatory expenditures, Grid West expenses and the System Control Modernization
Study. The deferral accounts accumulate the difference between the BCUC approved amounts and the actual revenues
and costs for recovery from/refund to customers through future rates as more fully described below.

Revenue Deferral Account

As outlined in the Master Agreement between BCTC and BC Hydro and designated by the Lieutenant Governor in
Council on November 20, 2003, BCTC administers OATT for transmission services to recover its own costs as well as
costs incurred by BC Hydro. BCTC therefore bears the financial responsibility for funding any short falls or receiving
surpluses in the total OATT Revenue Requirement for each fiscal year. The BCUC has approved the establishment
of the Revenue Deferral Account and other regulatory mechanisms to recover revenue shortfalls or refund revenue
surpluses from customers. Consequently, BCTC's deferral account includes a portion pertaining to BC Hydro's Revenue
Requirement for transmission services.

BRITISH COLUMBIA TRANSMISSION CORPORATION 2006 FINANCIALS | 62



Notes to the Financial Statements (continued)
For the Years Ended March 31, 2006 and 2005

BCTC's Revenue Deferral Account captures annual variances between the forecast OATT revenues approved by the
BCUC and the actual revenues for both BCTC and BC Hydro. BCTC reports the full amount of its own OATT revenue in
Tariff revenue on the statement of operations. Any variance from forecast OATT revenues are deducted from earnings
and recorded in the balance sheet deferral account. BC Hydro records its portion of the approved OATT revenues in its
financial statements and these revenues are not recorded in the statements of BCTC. However any variance between
BC Hydro's actual OATT revenues and BC Hydro’'s approved OATT revenue is recorded in BCTC's deferral account and
an equivalent amount accrued as a receivable or payable to BC Hydro. The Revenue Deferral Account also includes
variances relating to BCTC's ancillary service.

Emergency Maintenance Deferral Account
Captures the variances between forecast and actual non-capital emergency maintenance expenditures incurred as a
result of unanticipated major equipment failures, extreme weather, wildfires or similar events.

Cost of Market Deferral Account
Captures variances between forecast and actual Cost of Market expenditures. Cost of Market Expenditures include:

~% Congestion management expenses relating to the purchase of operating reserves, transmission location credits,
unscheduled flow mitigation and operating agreements between control areas; and

=% Ancillary services expenses BCTC incurs for all generation-based ancillary services that BCTC, in turn, sells to
customers on a cost flow through basis.

Regulatory Expense Deferral Account
Captures the variances between forecast and actual regulatory costs. These costs include BCTC's counsel, experts and
staff, hearing costs associated with the applications and interveners costs as approved by the BCUC.

Grid West Expense Deferral Account
Captures the variances between forecast and actual expenditures. These costs include BCTC's counsel, consultants,
travel and other out-of-pocket expenses.

System Control Modernization Study Deferral Account
Captures the project definition cost of the System Control Modernization Project.

Deferral Account Activity

BCTC has recorded the following amountsin respect to all deferral accounts, except for the System Control Modernization
Study Deferral account, for the year ended March 31, 2006. The $2 million actual cost recorded in the System Control
Modernization Study Deferral account is capitalized as part of the project cost and included in the capital assets amount
as unfinished construction. These costs were incurred prior to April 1, 2005.

The balances included in the regulatory deferral accounts are as follows:

Pertains to Pertains to Total Balance Decrease to
BCTC's Revenue BC Hydro's Sheet Impact BCTC's
Requirement Revenue Regulatory Net Income

($ in thousands) Requirement Liabilities
Revenue $ 3,528 $ 14,858 $ 18,386 $ 3,120
Emergency Maintenance — — 1,320 1,314
Cost of Market — — 1,263 1,261
Regulatory Expense — — 1,730 1,716
Grid West — — 694 689
Total $ 3,528 $ 14,858 $ 23,393 $ 8,100
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Notes to the Financial Statements (continued]
For the Years Ended March 31, 2006 and 2005

The Net Income impact described does not include the interest portion accruing on the Deferral Accounts whereas
the Balance Sheet amounts include accrued interest. The Revenue Deferral Account amount of $3,528,000 includes
accrued interest of $408,000. The interest recorded in each of the Deferral accounts was based on BCTC's weighted
average cost of debt for F2006, 4.22%.

Note 4: Short Term Investments

($in thousands) 2006 2005

Investments
Short term bond unitized fund $ 3,553 $ 3,188
Index government bond units 3,689 6,908
$ 7,242 $ 10,096

Short term investments are recorded at their fair values.

Note 5: Other Receivables

($in thousands) 2006 2005
Mortgages receivable $ 330 $ 847
Other long term receivable — 495
Deferred debt costs 14 19

$ 344 $ 1,361

BCTC has an Employee Housing Assistance Program, which grants five-year housing loans to employees. At March 31,
2006, there were two employee mortgages outstanding. These loans were issued at market rates and are secured by a
second mortgage registered against their property. At the expiry of the mortgage term, the employees have the option
to renew the mortgage for an additional five-year term.

Other long term receivable consisted of funding made to Grid West (formerly RTO West) pursuant to a funding agreement.
Pursuant to the Master Agreement with BC Hydro, BCTC assumed all rights of BC Hydro as a “filing utility” in the Grid
West development process and assumed the rights and obligations, including the funding obligation of BC Hydro under
the RTO West Funding Agreement effective December 1, 2003. In January 2006, BCTC decided to suspend funding for
the next phase of Grid West's development. On April 11, 2006, the Grid West Board of Directors voted to dissolve the
corporation and wind-up its affairs. Grid West currently has few tangible assets that would serve as collateral for the
outstanding loans. BCTC has written off the long term receivable.
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Notes to the Financial Statements (continued)
For the Years Ended March 31, 2006 and 2005

Note 6: Prepaid Expenses

The long term prepaid expense balance as at March 31, 2006 relates to an initial asset utilization fee paid to BC Services
Asset Corporation (SAC), a subsidiary of BC Hydro, pursuant to an agreement of key principles and terms with BC
Hydro, upon which the current Master Services Agreement will be split between Accenture Business Services and
BC Hydro and BCTC respectively. This fee is amortized over the utilization period of the related SAC assets, which is
estimated to be 6.7 years commencing April 1, 2004.

($ in thousands) 2006 2005
Asset utilization fee payment $ 4,797 $ 6,668
Other prepaid expenses 2,213 1,192
Less: Amortization (2,356) (995)
Less: Expensed due to non future usage (60) (876)
Total prepaid expenses at end of year 4,594 5,989
Less: Short-term prepaid (1,360) (2,040)

Long-term prepaid expense $ 3,234 $ 3,949

Note 7: Capital Assets

2006 (5 in thousands) Accumulated

Cost Depreciation Total
Bentall Centre and Edmonds location:

Buildings under capital lease $ 7,297 $ (614) $ 6,683
Computer hardware and software 19,807 (6,254) 13,553
Communication equipment 420 (67) 353
Furniture and equipment 2,595 (391) 2,204
Leasehold improvements 2,660 (381) 2,279
32,779 (7,707) 25,072

Other locations:

Buildings 6,304 (2,294) 4,010
Computer hardware and software 19,692 (17,272) 2,420
Communication equipment 25,521 (12,848) 12,673
Furniture and equipment 3,668 (1,428) 2,240
Asset retirement obligation cost 142 (133) 9
Contribution in Aid of Construction (144) 72 (72)
55,183 (33,903) 21,280

87,962 (41,610) 46,352

Unfinished construction 17,276 — 17,276
Total $ 105,238 $ (41,610) $ 63,628
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Notes to the Financial Statements (continued]
For the Years Ended March 31, 2006 and 2005

2005 ($ in thousands) Accumulated

Cost Depreciation Total
Bentall Centre and Edmonds location:

Buildings under capital lease $ 7,297 $ (351) $ 6,946
Computer hardware and software 8,619 (1,712) 6,907
Communication equipment 410 (29) 381
Furniture and equipment 2,173 (243) 1,930
Leasehold improvements 1,865 (150) 1,715
20,364 (2,485) 17,879

Other locations:

Buildings 6,304 (742) 5,562
Computer hardware and software 18,821 (10,238) 8,583
Communication equipment 25,340 (7,994) 17,346
Furniture and equipment 3,668 (556) 3,112
Asset retirement obligation cost 142 (129) 13
Contribution in Aid of Construction (144) L, (100)
54,131 (19,615) 34,516

74,495 (22,100) 52,395

Unfinished construction 9,454 — 9,454
Total $ 83,949 $ (22,100) $ 61,849

During Fiscal 2006, the Company formally scheduled the replacement of the existing control centre assets for October
2008 as a result of the System Control Modernization Project. These assets are depreciated over the earlier of the
remaining life or the period to October 2008 and are shown under “Other locations”.

Note 8: Transactions with Related Parties
(a) BC Hydro pays the Company for the cost of system operation and asset management services and other services

as follows:
($ in thousands) 2006 2005
Revenues from BC Hydro
Tariff revenue $ 71,705 $ —
Asset management and maintenance 90,200 —
Service fees and other 32,705 93,145
Total revenues from BC Hydro $ 194,610 $ 93,145

(b) The amounts due from (to) BC Hydro as at March 31 are as follows:

($ in thousands) 2006 2005
Tariff billing distributed to BC Hydro in excess of their Revenue Requirement $ 15,304 $ —
Accrued tariff billing receivable (payable) 13,148 (1,842)
Service fees and cost recoveries 6,654 4,729
Services performed by BC Hydro and subsidiaries (13,516) (518])
BC Hydro loading charges refund — 1,964
Costs paid by BC Hydro on behalf of BCTC — (2,988)

Total due from BC Hydro $ 21,590 $ 1,345
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Notes to the Financial Statements (continued)
For the Years Ended March 31, 2006 and 2005

(c) Included in the operations, maintenance and administration expense is $75,956,000 (2005 - $ 3,867,000) for services
purchased from BC Hydro and subsidiaries and $5,763,000 (2005 - $4,166,000) of labour overhead cost recoveries from
BC Hydro. Included in capital expenditures is $395,000 (2005 - $1,793,000) for services purchased from BC Hydro

(d) Included in due from BC Hydro and deferred revenue is $986,000 (2005 - $ 66,000) of engineering and other services
from BC Hydro in relation to systems studies.

(e) In December 2003, the Company entered into lease contracts with BC Hydro for control centre buildings and land
(see Note 19). Two building leases valued at BC Hydro's net book value of $7,297,000 are accounted for as capital
leases. These amounts have been included in the financial statements as capital assets and obligations under
capital lease. At March 31, 2006, the balance of the obligations under capital lease was $99,000 (2005 - $93,000)
current and $6,947,000 (2005 - $7,046,000] non-current. Included in finance charges is $521,000 (2005 - $528,000)
of interest expense relating to the capital leases. Other land and building leases with BC Hydro are accounted for as
operating leases. Included in the operations, maintenance and administration expense is $200,000 (2005 - $200,000)
for these operating leases.

Note 9: Accrued Employee Benefits

[$ in thousands) 2006 2005
Registered pension plan [see Note 17) $ (800) $ (219
Supplemental pension plan (see Note 17) 2,320 482
Total Accrued benefit liability 1,520 263
Post-retirement benefit costs (see Note 17) 8,490 7,744
Time bank liabilities 9,863 9,355
$ 19,873 $ 17.362

The defined benefit costs for the year ended March 31, 2006 were $3,217,000 (2005 - $2,857,000).

Note 10: Asset Retirement Obligation

On April 1, 2004, the Company recorded an asset retirement obligation [ARQ] for the system control centre facility as it
is legally required to remove the facility at the end of its useful life (estimated to be October 2008) and to restore the site
to its original condition in accordance with the lease agreement. The system control centre facility was placed in service
by BC Hydro in 1974. This asset was transferred to the Company on December 1, 2003 under the Asset Lease, License
and Transfer Agreement. The ARO liability for this facility is estimated to be $1,000,000 at the end of October 2008, with
timing of expenditures expected to commence in November 2009. The present value of this ARO Lliability, calculated
to be $795,000, was recorded in April 2004 using a credit adjusted risk free rate of 5.9%. BC Hydro paid the Company
$778,000 for its share of the ARQ liability.

For the year ended March 31, 2006, amortization of the ARQ cost was $4,000. The liability was as follows:

($ in thousands) 2006 2005
ARO Liability - beginning of period $ 842 $ 79
Accretion expense 41 47
ARQ Liability — end of period $ 883 $ 842

Note 11: Long Term Debt

In May 2004, the Company issued a debenture, series BCTR-CD-6(1) to the Province of British Columbia with a face
value amount of $30,000,000, a coupon rate of 4.3% and an effective interest rate of 4.1%. The balance at March 31, 2006
consists of the face value of the debenture, $30,000,000 and $140,000 of unamortized premium. The debenture is due
on December 18, 2008 with interest payable semi-annually in June and December of each year.

BRITISH COLUMBIA TRANSMISSION CORPORATION 2006 FINANCIALS | 67
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The Company currently has no short term borrowings. Under the terms of an agreement with the Province of British
Columbia, the Company is authorized to borrow up to $25,000,000 under the short-term commercial paper program.
Interest is charged at the prevailing money market rates. In addition, the Company has available a $5,000,000 demand

revolving line of credit with a chartered bank.

Note 12: Share Capital
Authorized Share Capital

The Company is authorized to issue 10,000,000 common shares without par value.

Common Shares

2006 2005
Shares Amount Shares Amount
Issued at incorporation 1 1 1 $ 1
Issued pursuant to Subscription Agreement
for cash consideration 1 20,000,000 1 20,000,000
Issued and Outstanding 2 $ 20,000,001 2 $ 20,000,001

The Province of British Columbia owns both common shares.

Note 13: One Time Incentive Payment

On November 30, 2005 the Province of British Columbia announced a new negotiating framework which provided a one
time incentive payment to BC public sector employees for settlement of their compensation agreement. Included in service
fees and other revenue and operations, maintenance and administration is $835,000 (2005 - $0) received from the Province
of British Columbia for the reimbursement and payment of the incentive bonus to all eligible employees.

Note 14: Cost of Market

Cost of market expenses include ancillary service and congestion management costs. Ancillary service costs include

scheduling, system control and dispatch, reactive supply and voltage control, regulation and frequency response,

energy imbalance, operating reserves and loss compensation. Ancillary service costs are needed with transmission

service to maintain reliability within and among the control areas affected by the transmission service. Congestion

management costs relate to the purchase of operating reserves, transmission locational credits, unscheduled flow

mitigation, and operating agreements between control areas. Congestion management costs are incurred to maximize

the transmission capacity available to be contracted by customers.

($ in thousands) 2006 2005
Congestion Management $ 916 $ 758
Ancillary Services 3,623 —
$ 4,539 $ 758

Note 15: Finance Charges
($ in thousands) 2006 2005
Interest on debenture $ 1,250 $ 1,054
Interest on capital leases 521 528
Interest on deferral accounts 436 —
Interest on other 95 234
Less: Interest capitalized to construction (308) (261)
$ 1,99 $ 1,555
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Note 16: Financial Instruments and Concentration of Risk

Fair values

At March 31, 2006, the Company’s financial instruments included cash and cash equivalents, short term investments,
accounts receivable, other receivables, accounts payable and accrued liabilities, accrued interest, due from BC Hydro,
accrued employee benefits, asset retirement obligation, long-term debt, and obligations under capital lease. The fair
values of the Company’s financial instruments approximate carrying amounts unless otherwise disclosed.

Credit Risk Management

BCTC is directly exposed to counterparty credit risk as a result of providing transmission and related services to its
customers. BCTC's customers are utilities and their affiliates in the western United States and western Canada. Credit
risk is managed by authorizing transactions with only credit-worthy counterparties as determined by BCTC Board-
approved policies, and by monitoring the credit risk and credit standing of customers on a regular basis.

Foreign Currency Risk
BCTC's temporary investments are denominated in Canadian dollars and are not exposed to foreign exchange fluctuations.

Interest Rate Risk
For temporary investments, interest rate is minimized by investing in short-term fixed income pooled funds which are
comprised of Government of Canada and provincial short-term paper. BCTC's investments are managed by bcIMC.

The long-term debt bears a fixed interest rate for the loan. Consequently, the long-term debt risk exposure is minimal.

Note 17: Employee Benefit Plans

The Company provides a defined benefit registered pension plan to all employees ("Pension Plan”). Pension benefits are
based on years of membership service and highest five-year average pensionable earnings. Employees make basic and
indexing contributions to the plan funds based on a percentage of current pensionable earnings. Annual cost-of-living
increases are provided to pensioners to the extent that funds are available in the indexing fund. The Company contributes
amounts as prescribed by an independent actuary towards the cost of providing basic benefits under the plan.

In addition, the Company provides a supplementary pension arrangement that provides additional pension benefits to
employees to the extent that their benefits under the registered pension plan are constrained by the maximum pension
limits under the Income Tax Act. At March 31, 2006 the Supplemental Plan includes the minimum pension guarantee
provided by BCTC to five (5) former employees of BC Hydro with prior service under one of the BC public service pension
plans, as well as certain enhanced benefits payable to BCTC employees at the Vice-President level and above.

The Company provides post-retirement benefits other than pensions including medical, extended health and life insurance
coverage for retirees who have at least ten years of service and qualify to receive pension benefits.

The Company has measured its accrued benefit obligations and the fair value of plan assets for accounting purposes as
at March 31, 2006. The most recent actuarial valuation of the Pension Plan for funding purposes was as of August 1, 2003,
prepared by Mercer Human Resource Consulting. The next actuarial valuation of the Pension Plan for funding purposes
will be prepared as at December 31, 2005.

The Pension Plan received an asset transfer from the BC Hydro Pension Plan on April 29, 2005 in relation to the 151
employees who elected to transfer their accrued pension as at August 1, 2003 from the BC Hydro Pension Plan to the
Pension Plan. The amount of the transfer, including interest, was $25,912,000. In addition, on this same date, a cash
payment from BC Hydro in the amount of $594,000 was also contributed into the Pension Plan. On January 16, 2006, the
Pension Plan received $514,000 in relation to the non-Order In Council (OIC) transfers from the BC Hydro Pension Plan. In
total, the Pension Plan assets increased by $27,020,000 as a result of amounts received from BC Hydro and the BC Hydro
Pension Plan.

On April 29, 2005 and on January 16, 2006, the Company received cash payments to its general revenue account from BC
Hydro in recognition of assuming benefits in respect of the Supplemental Plan of $1,472,000 and $26,000 respectively.
Additionally, $140,000 was transferred to the BC Hydro Pension Plan in relation to non-pension post-retirement benefits
for employees who transferred from the Company to BC Hydro.
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Elements of Defined Benefit Costs

Pension Plans Other Benefit Plans
($ in thousands] 2006 2005 2006 2005
Company current service cost
Basic benefits $ 1,961 $ 1823 $ 332 $ 272
Indexing benefits 266 232 — —
Interest cost 1,729 307 548 477
Actual return on plan assets (3,179) (135] - -
Special termination benefits 110 — — —
Actuarial loss [gain) on accrued benefit obligation 4,579 318 979 985
Costs arising in the period 5,466 2,545 1,859 1,734
Differences between costs arising in the period
and costs recognized in the period in respect of:
Return on plan assets 1,427 (119) — —
Actuarial gain (4,575) (318) (960) (985)
Net periodic pension cost recognized $ 2,318 $ 2,108 $ 899 $ 749
Weighted-average assumptions for expense
Pension Plans Other Benefit Plans
2006 2005 2006 2005
Discount rate 6.0% 6.25% 6.0% 6.5%
Expected long-term rate of return on plan assets 7.0% 7.0% — —
Rate of compensation increase 3.5% 3.5% 3.5% 3.5%
Weighted-average assumptions for year end disclosure
Pension Plans Other Benefit Plans
2006 2005 2006 2005
Discount rate 5.4% 6.0% 5.4% 6.0%
Rate of compensation increase 3.5% 3.5% 3.5% 3.5%
Change in accrued benefit obligation
Pension Plans Other Benefit Plans
($ in thousands| 2006 2005 2006 2005
Accrued benefit obligation at beginning of period $ 6,410 $ 2,437 $ 8,816 $ 7,086
Obligation assumed from (transferred to) BC Hydro 28,518 — (140) —
Company current service cost
Basic benefits 1,961 1,823 332 272
Indexing benefits 266 232 — —
Interest cost 1,729 307 548 477
Actual return on plan assets - indexing benefits 1,046 21 — —
Employee contributions
Basic benefits 1,249 1,099 4 —
Indexing benefits 265 232 — —
Benefits paid (332) (59) (17) (4)
Special termination benefit 110 — — —
Actuarial loss 4,579 318 979 985
Accrued benefit obligation at end of period $ 45,801 $ 6,410 $ 10,522 $ 8,816
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Change in plan assets

Pension Plans Other Benefit Plans

($ in thousands) 2006 2005 2006 2005
Fair value of plan assets at beginning of period $ 5,577 $ 2028 $ — $ —
Assets transferred from BC Hydro 27,020 — - —
Actual return on plan assets

Basic benefits 3,179 135 —_ —

Indexing benefits 1,046 21 — —
Company contributions

Basic benefits 2,293 1,889 13 4

Indexing benefits 266 232 — —
Employee contributions

Basic benefits 1,249 1,099 4 —

Indexing benefits 265 232 — —
Benefits paid (332) (59) (17) (4)
Fair value of plan assets at end of period $ 40,563 $ 5,577 $ — $ —

The pension obligations assumed from BC Hydro, in relation to those employees who elected to transfer their pension
benefits to BCTC, were $28,518,000. This amount is $1,498,000 higher than the $27,020,000 assets transferred to the
pension fund as the assets transferred from BC Hydro in relation to the pension obligations under the supplemental
pension plan were included in the Company’s general operating fund. The supplemental pension plan is not a registered
pension plan and the pension obligations are met by the Company’s general revenue.

Reconciliation of funded status to accrued benefit asset

Pension Plans Other Benefit Plans
($ in thousands) 2006 2005 2006 2005
Funded status - excess (deficit] at end of period $(5,238) $ (833 $(10,522) $ (8,816)
Employer contributions after measurement date — — — —
Unamortized net actuarial loss 3,718 570 2,032 1,072
Accrued benefit liability $(1,520) $ (263 $ (8,490) $ (7.744)
Pension Plan assets by asset category
2006 2005
Equity securities 54% 50%
Debt securities 4b% 44%
Cash and short-term 2% 6%
Total 100% 100%

Assumed cost trend rates have a significant effect on the amounts reported for the other benefit plans. A 1% change
in assumed cost trend rates would have the following effects for 2006:

($ in thousands) 1% Increase 1% Decrease
Total of service and interest cost $ 230 $ (173)
Accrued benefit obligation 2,509 (1,921)
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Note 18: Insurance and Indemnity
The Company employs a comprehensive Enterprise Risk Management (ERM] framework to identify, assess, mitigate and
monitor its risk exposure. For some risks, the Company uses insurance as an effective mechanism for risk transfer.

As of April 2005, the Company was no longer indemnified by BC Hydro for losses incurred by the Company in excess of $50
million. As a result, the Company had to secure additional coverage for excess liability in the insurance market. Overall,
the Company's insurance coverage and limits are within the acceptable range of industry practices.

To date, there have been no indemnity claims made by the Company.

Note 19: Commitments and Contingencies

(a) The Company has land and buildings under capital and operating leases with BC Hydro. As well, the Company has
entered into agreements with BC Hydro to purchase engineering and field services. The future minimum payments
under capital and operating leases, and service agreements with BC Hydro are approximately as follows:

Capital Operating Service
($ in thousands) Leases Leases Agreements
2007 $ 614 $ 200 $ 73,771
2008 614 200 42,850
2009 614 145 42,850
2010 614 36 42,850
2011 614 36 34,280
2012 and subsequent years 12,665 734 51,420
Total future minimum payments 15,735 $ 1,351 $ 288,021
Less imputed interest (8,689)
Capital lease liability $ 7,046
Less: current portion (99)
Long term portion of capital lease $ 6,947

Since 2004, an agreement has been in place between BC Hydro, BCTC and Accenture Business Services (ABS) through
which BCTC takes services and pays prices under the Master Services Agreement (MSA] between ABS and BC Hydro
on an interim basis while the parties attempt to negotiate a separate services agreement for BCTC. An agreement
was reached between BC Hydro and BCTC on the key principles and terms to split the contract. The finalization of this
agreement was put on hold pending negotiations between BC Hydro and ABS on establishing a Permanent Pricing
Methodology (PPM] under the Master Services Agreement [MSA]. The PPM is subject to approval by the BC Hydro Board
of Directors on May 26, 2006. Following approval by BC Hydro Board of the PPM, BCTC and BC Hydro will complete their
negotiations with ABS for separate agreements.

The capital leases are for the Lower Mainland and South Interior Control Centres (LMCC and SICC). The System
Modernization Control Project is set to go into service in October 2008, which may affect the Lower Mainland Control
Centre lease. The financial statement impact of the LMCC capital lease is not determinable at this time.
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(b) The future minimum payments on the ten-year lease for Bentall office premises are approximately as follows:

($ in thousands)

2007 $ 1,536
2008 1,536
2009 1,586
2010 1,636
2011 1,636
2012 to 2014 4,093

$ 12,023

(c) BCTC has entered into two contracts relating to the System Control Modernization Project. These include a
$14 million contract for the Energy Management System and a $6 million contract for control centre design and
engineering services to be completed by October 2008.
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Financial and Operating Statistics

Unit of

Financial Statistics Measures F2006 F2005 F2004
Revenues $ millions 205.3 94.8 42.3
Net Income before deferral accounts $ millions 21.6 3.4 0.9
Net Income $ millions 13.5 3.4 0.9
Total Assets $ millions 137.3 93.7 68.5
Total Liabilities $ millions 99.5 69.4 47.5
Shareholder’s Equity $ millions 37.8 24.3 20.9
Debt $ millions 37.2 37.3 9.9
Total Transmission Assets under Management $ millions 2,479 2,489 2,618
Capital Expenditures

Assets owned by BCTC $ millions 21.4 13.3 65.9

Transmission assets owned by BC Hydro $ millions 123.7 1221 167.0
Actual Debt to Equity Ratio Ratio 55:45 55:45 N/A
OMA Unit Cost/GWh-km in cents 19.0 18.9 20.5
Operating Statistics
BCTC SAIDI (Hours) 2.07 2.33 2.74
Length of Transmission Lines (Km) 18,286 18,286 18,284
Number of substations (Number) 287 287 287
Maximum Reserve Demand " (MW) 11,100 11,000 10,985
Peak Demand (MW) 9,317 9,437 9,619
Point-to-Point ([PTP) Sales Volume

Long-Term (GWh) 4,190 5,187 4,722

Short-Term (GWh] 10,933 6,288 11,553
Transmission Rates

Long-Term PTP (Average) ($/MWh) $ 5.88 $ 574 $ 6.01

Short-Term PTP (Average) ($/MWh) $ 4.16 $  3.09 $ 2.88

Annual Network Charge ($ millions) $ 503.9 $ 4621 $ 5013
Number of Employees

Regular 321 31 293

Temporary 19 14 1

(1) Maximum Reserve Demand is the maximum capacity supply that was used in the determination of long-term
point-to-point transmission rates
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Appendix A:
Refining our Strategy for Fiscal 2007

Refining our Goals for Fiscal 2007

Appendix

Fiscal 2007 Goal
[Service Plan 2006/07
to 2008/09)

Fiscal 2006 Goal
[Service Plan 2005/06
to 2007/08, September Update)

Explanation

Achieve reliability improvements
while lowering costs and delivering
outstanding service.

Ensure reliability and security of
the transmission system.

This goal now links and brings balance to our pri-
mary drivers: cost structure, customer service and
ability to deliver reliable transmission service. It also
directly addresses the government's 2002 Energy
Plan goals of low electricity rates (through lower
transmission costs) and secure reliable supply.

Ensure efficient use and
development of the transmission
system.

Provide customers with
non-discriminatory access to
transmission services by removing
impediments and offering services
that enhance their ability to access
markets or energy providers.

This goal now sets a direction for BCTC to be more
aware of and anticipate customers’ requirements
for service. It acknowledges the timeframe for de-
veloping transmission service, and supports the po-
tential for transmission growth to realize electricity
market opportunities, as well as meeting reliability
or load growth needs. This goal supports the 2002
Energy Plan goals of more private sector opportuni-
ties and low electricity rates.

Continually improve our
environmental and safety
management performance.

N/A

Previously a component of our Create the model trans-
mission company goal, this new goal reflects the im-
portance of environmental and safety performance.
It addresses the key safety imperative, and supports
the environmental responsibility goal in the 2002
Energy Plan.

Build open and constructive
relationships with First Nations
and stakeholders.

Maintain BC sovereignty, while
enhancing BC benefits from
electricity trade - maintain

BCTC as a crown owned company,
regulated by the BCUC.

This goal recognizes the importance of establishing
BCTC's credibility within BC and regionally. This goal
is aimed at ensuring BCTC maintains the consent to
operate and is able to successfully implement plans
to provide reliable service and timely access to mar-
kets for our customers. The goal is aligned with the
2002 Energy Plan goal of secure and reliable supply.

Build a high performance
organization.

Create the model transmission
company.

This goal sets new performance levels for the BCTC.
It encompasses our three principles of setting high
goals, being driven to achieve them and taking ac-
countability for actions and results.

A high performance organization with continual
renewal and development of technical expertise di-
rectly relates to all of BCTC's goals. It also supports
all of the 2002 Energy Plan goals.

Deliver the allowed return to our
Shareholder annually.

N/A

This new goal addresses one of BCTC's responsi-
bilities to our Shareholder as a Crown corporation.
The financial goal is not to maximize revenues or net
income, but to manage costs and risks, and deliver
the anticipated annual return to our Shareholder.
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Refining our Measures for Fiscal 2007

The following table outlines our new measures for Fiscal 2007. Since first reported in the Fiscal 2006/07 to
2008/09 Service Plan, our Fiscal 2007 measures have been further refined and then approved by our Board of
Directors in May 2006. Changes to targets have been noted in the Report on Performance section.

Fiscal 2007 Measures Explanation

BCTC SAIDI This measure remains unchanged.

OMA/GWh-km (cents]) This measure remains unchanged.

Lost time safety accidents BCTC will now be measuring the number of incidents that result in lost time for contractors.
(BCTC and contractors) It will include direct contractors and BC Hydro Field Services personnel (including their subcon-

tractors), who conduct work on BCTC transmission projects.

This will consolidate the two safety measures into a single measure with data collected and
evaluated in two parts.

Reportable environmental This measure remains unchanged.
incidents
Stakeholder Response - This measure remains unchanged.

neutral, positive, very positive

Employee Engagement Index This measure remains unchanged.

Congestion In the Service Plan, BCTC proposed adding a measure for Congestion. This measure was
intended to reflect BCTC’s capability to operate the transmission system in a manner that cre-
ated more transmission capacity for customers when they need it most.

In May 2006, the Board of Directors approved this as an informational measure, allowing addi-
tional historical data to be gathered prior to the measure being considered for status as a
corporate performance measure.

Net Income In the Service Plan, BCTC proposed adding a measure for Net Income. In May 2006, the Board
of Directors decided that Net Income will not be added as a corporate measure because the
controllable component of the measure, expenses, is captured by the OMA/GWh-km measure.
BCTC's has relatively little control over the revenue effects on net income because of the
regulatory and tariff structure.
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Appendix B: Glossary

Benchmark is a measured, "best-in-class” achievement that is used as a reference or measure-
ment standard for comparison and is recognized as the standard of excellence for a specific
business process.

Gigawatt hour (GWh) is a unit of bulk energy; one million kilowatt hours.

Interconnected System is a system which has two or more individual power systems normally
operating in synchronism and having connecting tie lines.

Intertie is a transmission circuit used to tie or inter-connect two utility systems.

Kilowatt hour (KWh) is the basic unit of electric energy equal to 1 kilowatt or 1,000 watts of
power used for one hour. The amount of power the customer uses is measured in kilowatt hours
(kWh). A 100-watt light bulb operated for 10 hours uses 1 kWh,

Load is the total amount of electricity required to meet customer demand at any moment. The
load fluctuates depending on electricity use throughout any given day.

Megawatt hour (MWh) is a unit of bulk energy; 1,000 kilowatt hours.

Open Access allows all eligible parties to use the transmission system to move power on a non-
discriminatory basis.

Power is the rate at which electric energy is converted into another form, such as light, heat, or
mechanical energy (or converted from another form into electric energy).

Revenue Requirement means the amount of revenues the utility needs to receive in order to
cover operating expenses, pay debt service and provide a fair return on invested capital.

Transmission is the process of transporting electric energy in bulk on high-voltage lines from
the generating facility to the local distribution company for delivery to retail customers.

Transmission capacity is the amount of electric power that can be transferred over the intercon-
nected transmission system network in a reliable manner while meeting all of a set of defined
system conditions.

Voltage is the force which pushes electricity through a wire (just as pressure causes water to flow
in a pipe).

WECC means the Western Electricity Coordinating Council, which is one of 10 NERC regional
councils.
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