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FIVE NATIONS ENERGY INC.

RESPONSES TO INTERROGATORIES FROM
BOARD STAFF

1. Ref: Ex 1/T1/S12/ Appendix A — Board of Directors

(a) At Appendix A, FNEI has identified its current Board of Directors. The appendix
identifies 8 positions. Of these eight positions, two seats are vacant (Fort Albany Power &
Moose Cree First Nation). For each of the Directors that are listed, please identify the
LDC/ related First Nations organization they are associated with and their position in that
utility/organization. With respect to the two vacancies, when does FNEI propose to fill
these vacancies?

(b) Section 2.1.2 of the Affiliate Relationship Code states “A utility shall ensure that
atleast one third of its Board of Directors is independent from any affiliate”. Please
indentify if FNEI complies with section 2.1.2. If FNEI’s current Board does not reflect the
split referred to in section 2.1.2, please explain why that is the case and what is FNEI’s
proposal to rectify this situation.

RESPONSE

(a) Peter Paulmartin (Director, Attawapiskat Power Corporation)
George Hookimaw  (General Manager, Attawapiskat Power Corporation)
Jessee Koosees (Band Councillor, Kashechewan First Nation)
Mary Williams (General Manager, Kashechewan Power Corporation)
Andrew Linklater (Community Member, Fort Albany First Nation)

Dwight Sutherland  (Former Chief, Taykwa Tagamou First Nation)

With respect to the two vacancies, it is not up to FNEI to fill these positions. They can be filled
by Fort Albany Power Corporation and Moose Cree First Nation whenever they wish.

(b) FNEI is not affiliated with Attawapiskat Power Corporation, Fort Albany Power
Corporation or Kashechewan Power Corporation. The issue of there being an affiliate
relationship among these entities has recently arisen in other Board proceedings. A copy of the
correspondence relating thereto (including FNEI’s position) is attached.
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April 9, 2010 BY E-MAIL AND PRIORITY POST
Joe Gaboury

Chief Executive Officer

Five Nations Energy Inc.

P.O. Box 370

Moose Factory, ON

POL 1WO

Dear Mr. Gaboury:

Re: Compliance with Electricity Reporting and Record Keeping Requirements
(RRR)

Under the terms for condition of licence, all electricity transmitters that are licensed by
the Board under Part V of the Oritario Energy Board Act, 1998 are required to comply
with the Electricity Reporting and Record Keeping Requirements (RRR). The RRR
came into force on July 1, 2005.

There are the following requirements under RRR related to electficity transmitters:

1. RRR 3.1.1 - Deferral/Variance account balances: A transmitter shall provide in
the form and manner required by the Board, quarterly, on the last day of the
month following the quarter end, balances of all deferral/variance accounts, their
related sub-accounts and associated information.

2. RRR 3.1.2 - Affiliated arrangements and transactions: A transmitter shall
provide in the form and manner required by the Board, annually, by April 30,
information on affiliate arrangements and transactions for the preceding calendar
year.

3. RRR 3.2 - Certification

| understand that FNEI did not have any deferral and variance account balances since
its last electricity transmission rate proceeding in 2002 (RP-2001-0036) to report to the
Board. However, it would be helpful if FNEI makes a short statement in each of its



filings, confirming that it does not have deferral and variance account balances to
report. In the future, FNEI will be required to report all deferral and variance account
balances if the Board issues an accounting order to FNEI to track various regulatory
costs.

| also note that FNEI has been reporting zero balances for the RRR 3.1.2 and provided
no information under RRR 3.2. However, | understand that FNEI purchases services
from the three First Nation distributors and the transactions are being reported in the
FNEI's Financial Statements. Therefore, FNEI is required to provide RRR 3.1.2 and
RRR 3.2 filings for all its affiliates.

As discussed in our recent telephone conversation, we would like FNEI to take the
necessary action steps in fulfilling its regulatory obligations related to the RRR filings.
Please provide Regulatory Audit and Accounting with an action plan by May 10, 2010
which outlines the activities and associated timelines that FNEI will undertake in filing its
RRR with the Board.

| realize that FNEI filed its final 2010 transmission rate application with the Board on
February 25, 2010 (EB-2009-0387). Since matters associated with FNEI's RRR non-
filing could become an issue before the Board, | suggest that FNEI take a proactive role
and voluntarily file this letter as well as its response action plan with the Board,
simultaneously with the EB-2009-0387 rate proceeding.

| have included the links below to provide further information regarding RRR filings.

http://www.oeb.gov.on.ca/OEB/ Documents/Regulatory/RRR Electricity.pdf

http://www.oeb.gov.on.ca/OEB/ Documents/e-Filing/electricity rrr.pdf

Please do not hesitate to contact me at 416-440-7614 if you require further information.

Yours truly,

D Raver

Daria Babaie, P. Eng., CMA

Manager, Regulatory Audit & Accounting
Phone: (416) 440-7614

Fax: (416) 440-7656
Daria.Babaie@oeb.gov.on.ca

Cc: Viive Sawler, Manager, Conservation & Reporting - Ontario Energy Board
David Richmond, Manager, Electricity Facilities & Infrastructure - Ontario Energy Board
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Toronto, May 17, 2010

Daria Babaie

Manager, Regulatory Audit & Accounting
Ontario Energy Board

Suite 2700

2300 Yonge Street

Toronto ON M4P 1E4

Dear Mr. Babaie;

RE: Compliance with Electricity Reporting and
Recording Keeping Requirements (“RRR””)

We are counsel to Five Nations Energy Inc. (“FNEI”), and are responding to your letter to Mr.
Joe Gaboury of April 9, 2010 in respect of the above-noted matter.

Your letter sets out three requirements (numbered, on the first page of your letter) that the Board
believes FNEI is not currently meeting. The purpose of this letter is to clarify those
requirements.

The first requirement is to provide the Board with the balances of all deferral/variance accounts,
their related sub-accounts and associated information (RRR 3.1.1). As the Board is aware, FNEI
has never had any deferral or variance accounts in the history of its operations. However, your
letter indicates that it would be helpful to the Board if FNEI confirms that it continues to have no
deferral or variance accounts each time it makes a RRR filing. FNEI will make this statement
going forward.

With respect to the second and third requirements noted in your letter, they both deal with
requirements triggered by the Affiliate Relationships Code. Your letter indicates that the Board
may consider the three First Nation-owned distributors in the James Bay region (namely,
Attawapiskat Power Corporation (“APC”), Fort Albany Power Corporation (“FAPC”), or
Kashechewan Power Corporation (“KPC”)) to be affiliates. None of these four entities (i.e.,
FNEI, APC, FAPC or KPC) are affiliated with one another.
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The definition of “affiliate” adopted by the Board in its Affiliate Relationships Code for
Electricity Distributors and Transmitters (“ARC”) is the definition of “affiliate” utilized in the
Business Corporations Act (Ontario) (“OBCA”). An “affiliate” in the OBCA means an affiliated
body corporate as set out in subsection 1(4) of the OBCA.

Subsection 1(4) of the OBCA states that “[f]or the purposes of this Act, one body corporate shall
be deemed to be affiliated with another body corporate if, but only if, one of them is the
subsidiary of the other or both are subsidiaries of the same body corporate or each of them is
controlled by the same person.” Thus, there are three ways in which two corporate entities may
be affiliated for the purposes of the OBCA (and in turn, the ARC):

o ifthe two entities are in a parent-subsidiary relationship;
e if the two entities are “sister corporations” (i.e., have a common parent); or,
o if the two entities are “controlled” by the same person.

Each of these is discussed in turn.

Is FNEI in a Parent-Subsidiary Relationship with APC, FAPC or KPC?

The OBCA provides guidance in order to determine whether two entities are in a parent-
subsidiary relationship. Subsection 1(2) of the OBCA states that:

... a body corporate shall be deemed to be a subsidiary of another body
corporate if, but only if:
(a) it is controlled by,
(i) that other, or
(ii) that other and one or more bodies corporate each of which is
controlled by that other, or
(iii) two or more bodies corporate each of which is controlled by
that other; or
(b) it is a subsidiary of a body corporate that is that other’s subsidiary.
(emphasis mine)

Paragraph (b) of subsection 1(2) is clearly not applicable. With respect to paragraph (a), the
determination to be made is whether FNEI is directly or indirectly controlled by either APC,
FAPC or KPC. Here, the OBCA is again very prescriptive. Subsection 1(5) of the OBCA states
that:
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...a body corporate shall be deemed to be controlled by another person
or by two or more bodies corporate if, but only if,

(a) voting securities of the first-mentioned body corporate carrying more
than 50 per cent of the votes for the election of directors are held, other
than by way of security only, by or for the benefit of such other person or
by or for the benefit of such other bodies corporate; and

(b) the votes carried by such securities are sufficient, if exercised, to elect
a majority of the board of directors of the first-mentioned body corporate.

This is a two-fold “control in law” test, requiring both majority share ownership and also the
right to elect a majority of the board of directors. The first branch of the test is a simple test and
requires ownership of more than 50.1% of the voting securities. The second branch of the test is
required to deal with the factual situation where cumulative voting for the election of the board of
directors is permitted by the articles pursuant to section 120 of the OBCA.

Thus, the term “control” turns on the parent (directly or indirectly) having the ability to elect a
majority of the board of directors. Neither APC, FAPC or KPC have the ability to elect a
majority of FNEI’s Board of Directors. Consequently, none of the three First Nation-owned
distributors control FNEI, and therefore none are in a parent-subsidiary relationship with FNEIL

Is FNEI a sister corporation with any of APC, FAPC or KPC?

APC, FAPC and KPC are the three “members” of FNEI. Members are akin to shareholders, but
because FNEI is a non-share capital corporation, it has members and not shareholders. Clearly,
FNEI is not a sister corporation with any of APC, FAPC or KPC.

Is FNEI controlled by the same person as either APC, FAPC or KPC?

As noted above, “control” has a specific meaning. Each of the three distributors are “controlled”
by their respective Chief and Council. None of the three Chiefs and Council can individually
control FNEI. Consequently, FNEI is not controlled by the same person as either APC, FAPC or
KPC. Indeed, FNEI has no controlling entity.

It is clear from the legislation (which is explicitly incorporated into the ARC), that FNEI is not an
affiliated entity with APC, FAPC or KPC.

Your letter notes that transactions between FNEI on the one hand and the three distributors on the

other hand nevertheless are disclosed in FNEI’s financial statements. This is true. However, the
standards governing disclosure of “related party transactions” as set out in the Canadian Institute
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of Chartered Accountants (“CICA”) Handbook are different. The definition of “related parties”
in the CICA Handbook (Section 3840) is as follows:

Related parties exist when one party has the ability to exercise, directly
or indirectly, control, joint control or significant influence over the other.
Two or more parties are related when they are subject to common
control, joint control or common significant influence. Related parties
also include management and immediate family members.

Thus, for accounting purposes, “related parties’” encompass much more than affiliates within the
meaning of the OBCA, including concepts of “joint control”, “common significant influence”
and “management”. For that reason, transactions between FNEI and the distributors are
appropriately reflected in FNEI’s financial statements. However, reporting in accordance with
CICA standards does not make the relationship between FNEI and the distributors an affiliate
relationship. That is governed by the ARC, which as pointed out above relies upon the OBCA.

For all of the above reasons, FNEI is not subject to the ARC in respect of its transactions with
APC, FAPC or KPC, and is therefore not obliged to report or certify under sections 3.1.2 or 3.2
of the RRR.

Because this issue has arisen not only in your letter of April 9, 2010 but also in FNEI’s current
rate proceeding (EB-2009-0387), FNEI would like to address one further issue. In the context of
a rate proceeding, FNEI acknowledges that the Board may very well exercise its discretion to
apply the same level of scrutiny to the transactions between FNEI and the distributors as they
would to affiliate transactions. This has been the approach of the Board in the past (see EB-
2005-0544, Transcript of July 24, 2006, pages 80 to 82). In that case, in acting for the applicant
gas distribution company, I stated that:

At the end of the day, and I've spoken with Mr. Faye about this, I think it
has no bearing on this case. They are still related entities. The
beneficiaries of all of the trusts are common. Certain employees are
common. So for the purposes of a rate case and your scrutiny, I would
assume, and I think Mr. Faye agrees, that you're going to apply the same
level of scrutiny to these transactions among these related parties as if
they were affiliates. They're not arm's-length.

I was referring there to a transaction between the gas distribution company and a related
company that technically was not an affiliate. The Board did go on in that proceeding to closely
examine the commercial relationship between those two entities, and even impose a specific
methodology to govern the pricing for the sale of gas between the two entities.
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Thus, FNEI understands that the Board will (in FNED’s rate case) likely look more closely at
FNEI's dealings with APC, FAPC and KPC than FNEI’s dealings with other parties. That
having been said, the “affiliate” definition is a meaningful one. Two parties that are “affiliates”
within the meaning of the ARC, because they are under common control, could easily enter into
an uneconomic commercial arrangement. That is not necessarily the case with parties that are
merely related, but not affiliates. For example, KPC cannot demand a contract from FNEI at
whatever terms it wishes because KPC does not have sufficient control (i.e., majority of Board
appointees) to approve such a transaction. In fact, KPC has at most a 33% interest in FNEL. That
is different than if KPC was truly an affiliate of FNEI (i.e., if KPC could elect the majority of
FNET’s directors). If that were the case, KPC could direct its elected FNEI directors to enter into
a contract with KPC on terms dictated by KPC. In summary, because FNEI has three members,
it has no entity that truly controls it, and therefore has no affiliates.

However, because FNEI expects that these transactions will be scrutinized by the Board in its
current rate case, we can advise that these transactions are of two types: (a) the purchase of
electricity by FNEI from each of the LDCs; and (b) the purchase of services from each of the
LDCs. With respect to the latter, FNEI utilizes the power line maintainers of the LDCs when
doing maintenance on the transmission line, and also use LDC staff to perform routine
maintenance checks for FNEI. FNEI does not have any full time power line maintainers located
in the three communities, and given the remote location and costly travel in the region, use of
LDC staff is by far the most economical way for FNEI to have this work completed. The work is
done on an “as needed” basis. There is no formal contract between FNEI and any of the LDCs.
FNEI is currently contemplating putting contracts in place not because of any ARC requirement
(because as pointed out above, these transactions are not subject to ARC) but rather to clearly
delineate responsibility and liability for work carried out. Since January 1, 2006, the amount
paid to each LDC for these services has been as follows:

e Attawapiskat Power Corporation = $121,795.64
e Fort Albany Power Corporation = $111,853.68
e Kashechewan Power Corporation = $249,685.11

Please note that in order to complete the record, this letter will be filed by FNEI in response to
Board Staff Information Request 1(b) in FNEI’s current rate proceeding (EB-2009-0387).

DOCSTOR: 1937954\1



I trust this clarifies the issue.

Yours very truly,

~.

Richard King

RK/mnm

cc. Viive Sawler, Ontario Energy Board
David Richmond, Ontario Energy Board

Mary Anne Aldred, Ontario Energy Board
Joe Gaboury, Five Nations Energy Inc.
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2. Ref: Ex 1/T1/S13 — Insurance Reserve

(a) At page 3, FNEI states that the quantum of the Insurance Reserve was determined
by a credit agreement between Manulife Financial Corp. and Pacific Western Bank of
Canada. Please provide the terms and conditions agreed to between FNEI and its lenders
with respect to operation and design of the insurance reserve.

(b) How was the upper limit for the Insurance Reserve determined? Please describe the
methodology. Please also confirm that FNEI is not proposing an increase to the Insurance
Reserve in 2010.

(c) The Insurance Reserve is reflected in FNEID’s financial statements as
“RESTRICTED DEPOSITS”. From an accounting point of view and from a reserve design
perspective, please provide FNEIs understanding of “restricted” deposits.

(d) Does FNEI have a reserve policy that outlines the process that is to be followed
when funds are withdrawn from the Insurance Reserve? Please provide the policy. If such
a policy is not available, please describe the process that is used.

(e) Please provide the schedule of payments to the Insurance Reserve, from 2002 to
2007.

® Were there any withdrawals from the Insurance Reserve between 2002-2009? Please
identify the withdrawals, if any, and the reason for the withdrawals. In your response,
please identify the instances, when the withdrawals from the Insurance Reserve were used
to fund initiatives that were not directly related to an insurance matter.

RESPONSE

(a) Section 6.01 of the Credit Agreement between FNEI and Manulife/Pacific & Western
dated November 15,2 006 states that:

The Borrower hereby covenants and agrees with the Lenders that it will:

(k) obtain from financially responsible insurance companies satisfactory
to the Lenders and maintain liability insurance, all-risks property
insurance on a replacement cost basis and insurance in respect of such
other risks as the Lenders may reasonably require from time to time or
self-insure with respect to such risks supported at all times by, subject to
section 6.91(1), a minimum of $4,000,000 in the Insurance Reserve
Account; all of which policies of insurance or self-insurance
arrangements shall be upon terms and conditions satisfactory to the
Lenders; and the interest of the Lenders shall be noted as first mortgagee

May, 2010
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or loss payee on any such policies (except liability insurance); and the
Lenders shall be named as additional insureds under any such liability
insurance policies; and the Lenders shall be provided with certificates of
insurance and certified copies of any such policies from time to time
upon request;

(1) the Lenders acknowledge that the balance in the Insurance Reserve
Account as at the Closing Date will be an amount less than $4,000,000
but greater than $3,657,000; which balance the Borrower agrees shall
increase monthly and reach $4,000,000 no later than April 1, 2007; and
the parties hereto agree that in the event of a casualty even involving any
of the Project Assets (which, for greater certainty, does not include
regular maintenance and repair) which the Borrower is not able to pay
for through its operating budget, the Borrower shall be entitled to
withdraw funds from the Insurance Reserve Account to deal with the
costs of such casualty event without breaching the requirement to
maintain a minimum balance of $4,000,000 in the Insurance Reserve
Account; provided that in any such event, and to the extent the balance in
the Insurance Reserve Account is then less than $4,000,000, the
Borrower shall (i) only use such funds to pay the costs associated with
such casualty event, (ii) provide the Lenders with copies of invoices
supporting such expenditures together with a reconciliation statement
with respect to the balance in the Insurance Reserve Account and an
explanation of the costs incurred (which the Borrower shall include with
its quarterly compliance certificate delivered pursuant to Section
6.04(b)), (iii) thereafter deposit to the Insurance Reserve Account any
Net Cash Flow until such time as the balance of $4,000,000 has been
restored, and (iv) until the balance with its quarterly compliance
certificate delivered to the Lenders pursuant to Section 6.04(b), a
reconciliation statement setting out the amount of Net Cash Flow
achieved during the fiscal quarter covered by such compliance
certificate; and provide, further that the Borrower agrees that it shall only
be permitted (in addition to simply leaving funds on deposit in the
Insurance Reserve Account) to invest funds in the Insurance Reserve
Account in the following instruments:

(1) in short to medium term investments with a term to
maturity not exceeding 90 days, issued by a bank listed
on Schedule 1 to the Bank Act (Canada) with at least a
“R-1 (mid)” short term debt rating by Dominion Bond
Rating Services Limited; or

(i1) in bankers’ acceptances having a term to maturity not
exceeding 90 days with a bank listed on Schedule 1 to
the Bank Act (Canada) with at least a “R-1 (mid)” short
term debt rating by Dominion Bond Rating Services
Limited; or
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(ii1) in short or medium term investments with a term to
maturity not exceeding 90 days, issued or guaranteed by
the Government of Canada or by any Province of
Canada with at least a “R-1 (mid)” short term debt rating
by Dominion Bond Rating Services Limited.

(b) The upper limit of $4 million was established by the lenders. FNEI does not know of any
specific methodology utilized by the lenders but understood it to be based on the lenders’
assessment of exposure to loss due to weather and other incidents. The definition of “Insurance
Reserve Account” in the Credit Agreement refers to a specific bank account established “for
purposes of maintaining insurance reserves in an amount sufficient to meet maximum probable
claims under its self-insurance program.” FNEI’s prior credit agreement with Bank of Montreal
and Pacific & Western required a $5 million insurance reserve.

(c) The Insurance Reserve is identified as “Restricted Deposits” because FNEI’s ability to
withdraw funds from the account is restricted by the Credit Agreement terms (see excerpt of
Section 6.01(1) of the Credit Agreement reproduced in the response to (a) above).

(d) There is no formal policy. Section 6.01(1) of the Credit Agreement sets out how funds in
the Insurance Reserve may be accessed.

(e) Please see attached.

) No.

May, 2010
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Five Nations Energy Inc.
Schedule of Contributions to Insurance Reserve Fund

Date Description Amount Balance
02/21/2003 To reallocate term deposit 500,000.00 500,000.00
02/25/2003 to reallocate Term deposits 1,000,000.00 1,500,000.00
06/30/2003 To acrrue Interest on term deposits 14,172.60 1,514,172.60
09/30/2003 To adjust accrued interest 7,361.65 1,521,534.25
12/31/2003  To adjust interest accrual on term depo (580,716.12) 940,818.13
12/31/2003 To reallocate accrued interest (10,318.13) 930,500.00
03/31/2004  To adjust insurance reserve 430,500.00 1,361,000.00
09/30/2004 to adjust insurance reserve to proper b 430,500.00 1,791,500.00
02/10/2005 To record monthly contribution reserve 430,500.00 2,222,000.00
07/25/2005 To record monthly contribution reserve 71,750.00 2,293,750.00
07/25/2005 To record monthly contribution reserve 287,000.00 2,580,750.00
08/25/2005 To record monthly contribution reserve 71,750.00 2,652,500.00
09/25/2005 To record monthly contribution reserve 71,750.00 2,724,250.00
10/25/2005 To record monthly contribution reserve 71,750.00 2,796,000.00
11/25/2005 To record monthly contribution reserve 71,750.00 2,867,750.00
12/25/2005 To record monthly contribution reserve 71,750.00 2,939,500.00
01/31/2006 To record monthly appropriation to rese 71,750.00 3,011,250.00
02/28/2006 To record monthly appropriation to rese 71,750.00 3,083,000.00
03/31/2006 To record allocation to reserve 71,750.00 3,154,750.00
04/25/2006  To record allocation to reserve 71,750.00 3,226,500.00
05/25/2006 To record allocation to reserve 71,750.00 3,298,250.00
06/25/2006 To record monthly contribution reserve 71,750.00 3,370,000.00
07/25/2006 To record monthly contribution reserve 71,750.00 3,441,750.00
08/25/2006 To record monthly contribution reserve 71,750.00 3,513,500.00
09/25/2006 To record monthly contribution reserve 71,750.00 3,585,250.00
10/25/2006 To record monthly contribution reserve 71,750.00 3,657,000.00
11/25/2006  To record monthly contribution reserve 71,750.00 3,728,750.00
12/25/2006 To record monthly contribution reserve 71,750.00 3,800,500.00
01/25/2007 To record monthly contribution reserve 71,750.00 3,872,250.00
02/25/2007 To record monthly contribution reserve 127,750.00 4,000,000.00

4,000,000.00
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3. Ref: Ex 1/T1/S13/p. 6 — Operating & Capital Reserves & Ex 1/T1/S15 - Financial
Policies and Procedures

Preamble: At page 6, FNEI states — “Amounts required for capital projects and
unbudgeted operating requirements can be somewhat unpredictable, due to new
customers, new regulatory requirements and unanticipated revenue declines. For these
reasons FNEI does not support any caps (i.e. upper limits) for the Capital Reserve or
Operating Reserve (as it does for the Insurance Reserve)”.

(a) Given that FNEI is not forecasting any new customers or loss of an existing
customer, please elaborate why a cap for the Operating Reserve and Capital Reserve is not
appropriate?

(b) Section 6.1.2 of FNEI’s Financial Policies and Procedures states, “The maximum
amount in the Operating Reserve shall be reviewed annually with the amount to be
recommended by the Finance and Human Resources Committee and approved by the
Board of Directors.” While no limit for the Operating Reserve is proposed, it appears that
a maximum amount in the Operating Reserve is determined, albeit internally by the
Company. Please provide the maximum limit for the Operating Reserve in 2010, as
determined by the review under section 6.1.2.

RESPONSE

(a) The Board’s direction to establish such reserves is contained in FNEI’s only previous rate
application decision, at a time when FNEI was in the process of coming into commercial
operation. FNEI’s application to the Board that gave rise to the decision was novel not only
because FNEI’s assets were not in operation when the application was made (i.e., there was no
operational or financial history for FNEI’s system), but also because the Board had not
previously regulated a non-profit utility. Since FNEI’s original decision, FNEI has had several
years of operational experience and has carried out extensive capital expenditures to both
connect a large customer and created needed redundancy in its system. Based on this operational
experience, it is FNEI’s position that a Capital Reserve and in particular an Operating Reserve
(with prescriptive rules as to caps, disbursement conditions, and fund transfer conditions) is of
limited utility. The reasons are explained below, but it turns primarily on the need for a utility to
flexibly meet their ongoing requirements.

From time to time, like any other utility, FNEI needs to access funds for operating and capital
needs. Sometimes these are predictable and planned, but sometimes they are unplanned. For
those unplanned requirements in particular, FNEI will use its funds on hand and credit to meet
those requirements in the most appropriate manner. It seems unduly cumbersome to require
FNETI to: (a) have dollars ear-marked solely for operational needs (with some sort of definition as
to what these operational needs are); (b) have other dollars solely for capital needs (again, with
some sort of definition as to what these capital needs are); and (c) a policy governing when and
under what conditions funds might be transferred between the Capital Reserve and Operating

May, 2010
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Reserve. FNEI’s revenue requirement has been (and always will be) set at a level that results in
just and reasonable rates. That generates funds that FNEI uses to operate and maintain its
system. FNEI’s capital expenditures will always be subject to scrutiny on a prudence basis for
proper inclusion in rate base. FNEI’s historic operating expenditures will similarly undergo
scrutiny at each cost of service application made by FNEI. So any Capital Reserve and
Operating Reserve requirements would not serve any purpose in terms of bringing discipline to
FNETI’s operational or capital spending. However, such rules might place undue restrictions on
FNETI’s use of the funds that might not be apparent when established. For the past several years,
FNEI has shown its unappropriated equity in its financial statements as an operating fund. At the
end of every calendar year, FNEI transfers the annual income to the Capital Reserve. This
approach has worked to date for FNEI.

In terms of a cap on FNEI’s Capital and Operating Reserve, it is also FNEI’s position that caps
would serve no purpose. There are a couple of reasons for this: (a) the flexibility issue noted
above; and (b) the fact that FNEI may wish to spend money in accordance with its corporate
objectives (i.e., not on operational or capital requirements). With respect to the first reason, there
may be times when a major capital expenditure is planned and establishment of a cap would
require FNEI to carry out a project in a manner that FNEI believes is less than optimal.
Although the interrogatory above notes that no new customers is anticipated by FNEI, it is not
always possible to predict. When FNEI’s system was being brought into commercial operation,
it did not know that a short time later a new customer would need to be connected that would
require major system reinforcement. There is a general sense that with the region now connected
to the grid, an existing diamond mine in the region and an increase in wind power potential in the
region, the region may see more development than it has historically. With respect to the second
reason, FNEI is not restricted from spending money to fulfil its corporate objectives (i.e., using
its excess funds for the purposes set out in its Letters Patent). While other utilities have profit as
their corporate purpose (which means that they use these excess funds to pay dividends to their
shareholders), FNEI has different corporate purposes (as set out in Exhibit 1, Tab 1, Schedule 13,
Page 7 of 12) which related to promoting the social, economic and civic welfare and
development of the three First Nation communities in the region. It is entirely appropriate (and
indeed the purpose of FNEI’s existence) for FNEI to seek to fulfil those corporate purposes. The
creation of a Capital Reserve and Operating Reserve with a cap implies that either: (a) there
should be no other use of FNEI funds (for these other corporate purposes); or (b) FNEI should
not utilize such funds for these corporate purposes until such time as the Capital Reserve and
Operating Reserve are fully funded. Neither of these positions can be correct. Other utilities are
not similarly restricted. The Board scrutinizes dividend payments by utilities to ensure that the
size of the dividend does not compromise the utility (e.g., resulting in expensive borrowing) at
the expense of the ratepayer. FNEI would expect the Board to similarly scrutinize FNEI’s
spending on non-operational and capital spending.

To FNEI’s knowledge, other Ontario rate-regulated utilities do not have any capped capital
reserve or operating reserve accounts.
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(b) Consistent with its position on the Capital Reserve and Operating Reserve, FNEI has not
established an upper limit on its Operating Reserve as contemplated by Section 6.1.2 of FNEI’s
Financial Policies and Procedures. FNEI plans to delete this Section. Moreover, the practice
that FNEI has followed about accumulating unappropriated equity in an Operating Fund and
transferring it at year-end to a Capital Reserve makes the establishment of a cap on the Operating
unnecessary.
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Ref: Ex 1/T1/S13 — Operating & Capital Reserves

Please provide FNEI’s Operating and Capital Reserve policy. If a such a policy has

not been developed, please provide the following:

(b)

(i) Please identify if FNEI utilizes its annual business planning and budgeting
process to review, establish, and monitor the level for its operating and capital
reserves. If yes, please provide evidence and information regarding that process. If
not, please describe what mechanism FNEI uses for monitoring and establishing
various reserve levels.

(ii) Please describe in detail, what are the internal control mechanisms with
respect to the transfer of funds from one reserve category to another category?

(iii) What triggers a transfer from one reserve category to another reserve
category?

(iv) Who approves the transfer from one reserve category to another reserve
category? In your response, please describe the review and approval process.

) Does FNEI’s management acquire approval from its Board of Directors for
transfer of funds from one reserve category to another reserve category? If no such
approval is required, what involvement does the FNEI’s Board of Directors have in
relation to the management of the operating and capital reserves?

Please provide a description of the accounting mechanism and the specific accounts

used by FNEI to record, track and monitor amounts in the proposed reserves?

RESPONSE

Please see response to Board Staff IR 3.
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Ref: Ex 1/T1/S13 — Operating & Capital Reserves

At page 4 of Exhibit 1, Tab 1, Schedule 13, lines 1 to 3, FNEI states, “The amount in

the Capital Reserve represents the equity set aside for future capital expenditures. The
balance of the Capital Reserve is expected to be nil at December 31, 2009”. Please explain
the reasons for the above approach. In your response, please explain why the balance in the
reserve was expected to be nil at December 31, 2009.

(b)

At page 4 of Exhibit 1, Tab 1, Schedule 13, lines 7, FNEI states that “Thus, the

Operating Fund and Capital Reserve are linked (in the current earnings are held in the
Operating Fund in any current year, and then transferred at year’s end)...”.

(©)

(i) FNEI has used the terms “Fund” and “Reserve” in its evidence. These terms
are also used in the financial statements. Please provide the definition of “Operating
Fund” and “Operating Reserve. In your response, please elaborate on how the two
are distinguished and highlight the different characteristics of each.

(i) Why are the “Operating Fund” and “Capital Reserve” linked? In your
response, please also explain why such an approach is appropriate and the rationale
for this approach.

(iii) When transferring funds from the “Operating Fund” to the “Capital
Reserve”, does FNEI transfer partial amounts or full amounts? What are the
decision criteria for the transfer? If FNEI transfers the partial amount from
“Operating Fund” to “Operating Reserve” at the year-end, why is a partial amount
transferred and how is the remaining amount used?

(iv)  If FNEI transfers the full amount from “Operating Fund” to “Operating
Reserve”, then why did FNEI create an “Operating Fund”? Why doesn’t FNEI
transfer the amounts directly to the “Capital Reserve”?

) For the period 2002 to 2009, please provide a schedule that shows, the
transfer of funds to and from the Capital Reserve and Operating Reserve.

At page 5 of Exhibit 1, Tab 1, Schedule 13, lines 11 to 13, FNEI states that “Now

that the Insurance Reserve is fully funded, FNEI will start to build up its Capital Reserve
and Operating Fund”

(i) What is the purpose for building the Capital and Operating Reserve?

(ii) What is FNEDI’s schedule/plan for building these reserves in 2010 and
beyond? Please provide a schedule that shows the amounts and the associated
timelines (i.e., over what period this would take place)? If such a plan is not
available, please provide a reasonable estimate for the purposes of completing this
interrogatory.
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(d) At page 5 of Exhibit 1, Tab 1, Schedule 13, lines 16 to 17, FNEI states that
“Obviously, if funds in the Insurance Reserve need to be used to repair FNEI system, FNEI
will immediately replenish the Insurance Reserve out of whatever funds are available in the
Operating Fund or Capital Reserve”. Please elaborate how this process would work.

(e) At page 6 of Exhibit 1, Tab 1, Schedule 13, lines 1 to 5, FNEI states, “FNEI does not
propose to set any “caps” (i.e., upper limits) for the Capital Reserve or Operating Fund (as
it does for the Insurance Reserve). Amounts required for capital projects and unbudgeted
operating requirements can be somewhat unpredictable (e.g. new customers, new
regulatory requirements, unanticipated revenue declines, etc.) and require a more dynamic
approach to management of funds set aside for these purposes”.

(i) What is FNEI’s understanding of the use of Reserves in relation to dealing
with “unpredictable” or “extraordinary” events?

(ii) Please explain the statement “a more dynamic approach to management of
funds set aside for these purposes”. In your response, please elaborate on the types
of activities that FNEI proposes to uses the Reserves for.

(iii) Does FNEI believe that “funds can be set aside for these purposes” or not? If
not, why not?

(iv)  If FNEI believes that funds cannot be set aside for these purposes, does FNEI
accept that the fact that the planning for setting aside funds for various purposes is
a dynamic process and may not necessarily result in the desired outcome given the
reality of the business environment and challenging nature of planning under
uncertainties?

® If planning under uncertainties is a challenge for any management of an
organization and management still needs to do planning based on its best knowledge of the
business environment and its planned assumptions, why does FNEI believe that it is not
appropriate to set “upper limits” for the Capital Reserve and Operating Reserve”?

RESPONSE

Please see (generally) the response to Board Staff IR 3.

(a) By its very nature, a reserve account cannot be negative. The year 2009 was unique in that an
amount exceeding net income was transferred to the Capital Reserve in order to eliminate the
deficit in that reserve (which was caused primarily by capital improvements in excess of the
amounts financed). It is a reserve, by its very nature a reserve cannot be negative. How can one
set aside negative equity for future.

(b)(1) The following definitions are taken from FNEI’s Financial Statements (Note 1(e)):
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The corporation uses fund accounting procedures which result in a self-
balancing set of accounts for each fund established by legal, contractual
or voluntary actions. Funds are maintained as follows:

OPERATING FUND - reports on the general transmission activities of
the corporation.

INSURANCE RESERVE FUND - reports on the appropriated retained
earnings set aside for damages to poles, fixtures, overhead conductors
and devices.

CAPITAL RESERVE - reports on the appropriated retained earnings set
aside for future capital improvements. The corporation's policy is to
appropriate all operating profits to the capital reserve on an annual basis.

CAPITAL FUND - reports on the capital assets of the corporation,
together with related financing.

(b)(i1) They are not linked except to the extent that the combination of the total equity must
balance the statement of financial position (as per normal). The Operating Fund and the Capital
Reserve represent residual equity with the Operating Fund representing unappropriated equity,
and the Capital Reserve representing residual equity set aside for future capital expansion.

(b)(ii1)) Almost since FNEI began operations, FNEI has transferred any surplus from operations
to the Capital Reserve in anticipation of substantial upgrades to its system. (As noted in the
response to Board Staff IR 3, the year 2009 was an exception in that an amount exceeding net
income was transferred to the Capital Reserve in order to eliminate the deficit in that Reserve).

FNEI started appropriating equity into the Capital Reserve in 2004. In that year, only the
residual net income for 2004 was put in the Capital Reserve (i.e., income not otherwise
appropriated to the Insurance Reserve and the Capital Fund). This was also done in 2005,
however, the appropriation to the Capital Reserve also included the accumulated Operating Fund
equity from prior to 2004 bringing the Operating Fund balance to nil at December 31, 2005.
From 2006 to 2008, all residual net income for the year was appropriated to the Capital Reserve
on December 31* of those years. In 2009, as a result of a deficit in the Capital Reserve, the
amount appropriated to the Capital Reserve exceeded the residual income in order to eliminate
the Capital Reserve deficit and bring the Capital Reserve balance to nil.

In 2007, the Capital Reserve was divided into 2 components. It was felt the use of the term
Capital Reserve was somewhat of a misnomer since it implied the equity in the reserve was
available for future capital expansion when in reality a significant portion had already been
invested in capital assets. The Capital Fund was created to report the capital assets net of related
financing with the balance becoming the Capital Reserve. The attachments to Board Staff IR
5(b)(v) details the transfers between the various equity accounts from 2002 to 2009 and details
the Capital Fund and the transactions therein for the same period. The schedules have been
prepared retroactively to assume that the Capital Fund has existed since prior to 2002.
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(b)(iv) The Operating Fund represents unappropriated retained earnings -- an account within the
uniform system of accounts. From an accounting perspective, there is no reason that the transfer
could not be made every quarter.

(b)(v) Please see attached.
(c)(i) and (ii) Please see response to Board Staff IR 3.

(d) Please see response to Board Staff IR 2(a) and (d). This is governed by the Credit
Agreement.

(e)(i) through (iv) Please see response to Board Staff IR 3.

(f) Please see response to Board Staff IR 3.
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Five Nation Energy Inc.
Continuity of Utility Equity (Retroactively restated to include Capital Fund

For the vears December 31, 2002 to 2009

Operating Capital Capital insurance Total

Fund Reserve Fund (1) Reserve Fund Equity
2001 ending balance (3,707,063) - 3,663,779 - (43,284)
2002 net income 61,660 - - - 61,660
2002 capital fund transactions (1) 245,993 - (245,993) - -
2002 ending balance (3,399,410) - 3,417,786 - 18,376
2003 net income 1,645,089 - - - 1,645,089
2003 capital fund transactions (1) 3,532,991 - (3,532,991) - -
2003 insurance reserve requirement (930,500) - - 930,500 -
2003 ending balance 848,170 - (115,205) 930,500 1,663,465
2004 net income 4,620,311 - - - 4,620,311
2004 capital fund transactions (1) (2,141,109) - 2,141,109 - -
2004 insurance reserve requirement (861,000) - - 861,000 -
2004 appropriation to capital reserve (3) (1,733,407) 1,733,407 - - -
2004 ending balance 732,965 1,733,407 2,025,904 1,791,500 6,283,776
2005 net income 2,689,359 - - - 2,689,359
2005 capital fund transactions (1) (714,073) - 714,073 - -
2005 insurance reserve requirement (1,148,000) - - 1,148,000 -
2005 appropriation to capital reserve (3) (1,560,251) 1,560,251 - - -
2005 ending balance - 3,293,658 2,739,977 2,939,500 8,973,135
2006 net income 2,491,169 - - - 2,491,169
2006 capital fund transactions (1) (4,321,788) - 4,321,788 - -
2006 insurance reserve requirement (861,000) - - 861,000 -
2006 appropriation to capital reserve (3) 2,691,619 (2,691,619) - - -
2006 ending balance - 602,039 7,061,765 3,800,500 11,464,304
2007 net income (2) 2,525,295 - - - 2,525,295
2007 capital fund transactions (1, 2) (2,130,980) 2,130,980 - -
2007 insurance reserve requirement (199,500) - - 199,500 -
2007 appropriation to capital reserve (2) (2,325,795) 2,325,795 - - -
2007 ending balance - 796,854 9,192,745 4,000,000 13,989,599
2008 net income (2) 2,522,768 - - - 2,522,768
2008 capital fund transactions (1, 2) - (2,999,137) 2,999,137 - -
2008 appropriation to capital reserve (2) (2,522,768) 2,522,768 - - -
2008 ending balance - 320,485 12,191,882 4,000,000 16,512,367
2009 net income 1,727,267 - - - 1,727,267
2009 capital fund transactions (1) - (2,540,855) 2,540,855 - -
2009 appropriation to capital reserve (2,220,370) 2,220,370 - - -
2009 ending balance {493,103) - 14,732,737 4,000,000 18,239,634

— 4

Note 1 - See continuity of capital fund schedule attached. The capital fund was not reported prior to 2007.

Note 2 - 2007 and 2008 figures restated to reflect retroactive capitalization of interest on fibre optic project.
Note 3 - Amount of appropriation per the financial statements includes capital fund transactions.



Five Nation Energy inc.
Continuity of Capital Fund
For the years ended December 31, 2002 to 2009

2001 (1) 2002 (1 2003 (1 2004 (1 2005 (1) 2006 (1) 2007 (2) 2008 (2) 2009
Capital assets 34,855,820 20,991,082 12,726,156 9,518,982 9,784,743 13,439,081 17,845,345 27,070,485 28,607,299
LTD - Current (6,750,715) (4,732,585) (3,848,283) (448,311) (725,938) (245,000) (600,422) (1,229,097) (324,176)
LTD - Long term (24,441,326) (12,840,711) (8,993,078) (7,044,767) (6,318,828) (6,132,316) (8,052,178) (13,649,506) (13,550,386)

3,663,779 3,417,786 (115,205) 2,025,904 2,739,977 7,061,765 9,192,745 12,191,882 14,732,737
Balance - Beginning of year 3,663,779 3,417,786 (115,205) 2,025,904 2,739,977 7,061,765 9,192,745 12,191,882
Capital asset additions 6,333,407 631,400 716,991 720,359 4,170,735 4,989,132 9,870,319 2,307,985
Proceeds of disposal (8,400,000) - (2,600,000) (15,000) - - - -
Contributions in aid (11,237,168) (8,329,311)  (2,737,811) - - - - -
Gain (Loss) on disposal - 1,857,659 7,534 - - - -
Amortization (560,977) (567,015) (444,013) (447,132) (516,397) (582,868) (645,179) (771,171)
Proceeds of long term debt - - - - - (3,997,600) (7,002,400) -
Repayment of long term debt 13,618,745 4,731,935 5,348,283 448,312 667,450 1,722,316 776,397 1,004,041
Total capital fund transactions (245.,993) (3.532,991) 2,141,109 714,073 4,321,788 2,130,980 2,999,137 2,540,855
Balance - End of year 3,417,786 _(115,205) 2,025,904 2,7&)77 7,061,765 9,192,745 12,191,882 14,732,737

Note 1 - Capital fund was not reported prior to 2007.

Note 2 - 2007 and 2008 figures for capital assets and additions to capital assets restated to reflect capitalization of interest on fibre optic project.



EB-2009-0387
Exhibit 10
Tab 1

Page 13 of 103

6. Ref: Decision with Reasons, EB-2001-0036

Preamble: The Board in its Decision in FNEI’s last rate case, RP-2001-0036, noted
that the operating reserve was intended to provide a cushion for unanticipated expenses
and the capital reserve was intended to create sufficient funds for planned equipment
replacements. In this application, FNEI argues “...a cap on these reserves implies that
FNEI cannot use its funds in other ways that are consistent with its corporate objectives
until such time as these caps have been reached”.

(a) Given that the operating and capital reserves are for a specific purpose, please
explain why FNEI believes that it is appropriate to use these reserves for purposes, other
than those noted by the Board?

(b) Please explain in what “other ways” FNEI proposes to use these funds. In your
response, please identify the specific projects/initiatives, the funding needed and the
associated timelines for these initiatives.

RESPONSE

As noted in the response to Board Staff IR 3, FNEI should be free to utilize funds to fulfil its
corporate objectives like any other corporation, provided the use of those funds for non-
operational and non-capital purposes does not compromise the utility at the expense of
ratepayers. To date, FNEI has really not used its funds for anything other than for operational or
capital spending because FNEI has spent significant amount of its funds upgrading its system.
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7. Ref: Decision with Reasons, EB-2005-0233, dated October 14, 2005

Preamble: The Board in its Decision in an application by Attawapiskat Power
Corporation (APC), EB-2005-0233, approved the utility’s request for an operating reserve
and established a “cap” of $350,000 for that reserve. With respect to the utility’s request
for a capital reserve, the Board disallowed APC’s request noting that it was “premature to
establish a capital reserve until the limits and uses were more clearly understood”.

Given the Board’s Decision in EB-2005-0233, please prepare the following
scenarios:

(a) Please provide a reasonable preliminary estimate for the maximum amount of the
capital reserve required to support FNEI's capital expenditure plan. Please explain the
methodology used to calculate the cap and the period over which this reserve will be
funded. If FNEI does not have a capital plan, please indicate when such a plan will be
available and complete the interrogatory using reasonable assumptions.

(b) Please provide a reasonable preliminary estimate for the maximum amount of the
operating reserve. Please describe the methodology used to calculate the cap and the period
over which the reserve will be funded.

RESPONSE

Please see response to Board Staff IR 3.
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8. Ref: Ex 1/T1/S13 — Status of Board Directives

Preamble: At page 8, FNEI states that “FNEI’s status as non-profit has only two
implications for the Board’s jurisdiction as it relates to rate regulation: (a) FNEI does not
pay income tax as long as it remains non-profit, so there is no income tax expense included
in FNEI’s revenue requirement; ..”"

However, a Non-Profit Organization is not tax exempted automatically by
maintaining its non-profit status. As stated in FNEI’s decision RP-2001-0036, “the Board is
aware that a non-profit corporation that accumulates funds that are excess to its current
expenditures must give careful consideration to maintaining its non-taxable status.”

Income Tax Act 149 (1)(I) provides the listing of the conditions for a NPO to qualify
for tax-exempt status. The interpretation bulletin number IT-496R issued by CRA which
interprets the 149 (1) (I) states: “Whether a particular association meets all of the above
conditions and qualifies under 149 (1) (1) as a tax-exempt NPO is a question of fact that can
only be determined after we review the purposes and activities of the association.”

Paragraph 9 of IT-496R further states “the amount of accumulated excess income
considered reasonable in relation to the needs of an association to carry on its non-profit
activities and goal is a question of fact to be determined with regard to the association’s
particular circumstance.... Where the present balance of accumulated excess is considered
excessive or an annual excess is regularly accumulated that is greater than an association’s
needs to carry on its non-profit activities, it may indicate that the association’s aims are
two-fold: to earn profits and to carry out its non-profit purposes...In such case, the
operated exclusively requirement in paragraph 149(1) (I) would not be met.”

(a) Please explain if FNEI has considered maintaining its non-taxable status in the
context of a non-profit corporation earning excess revenues over its expenditures. If so,
please provide any evidence including FNEI’s policies, plans or any other documents,
which supports your consideration of maintaining the non-taxable status. If not, please
provide your rational why it is not an issue for FNEI.

RESPONSE

The stated corporate purpose of FNEI has not changed since its inception, and such purposes are
not profit. FNEI keeps abreast of tax case law developments in this area, because as noted in the
excerpt from IT-496R the amount of accumulated excess income considered reasonable in
relation to the needs of an association to carry on its non-profit activities and goal is a question
of fact to be determined with regard to the associate’s particular circumstance.

' (b) is not reproduced here because it is not relevant to this IR.
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When sub-section 149(1)(1) is broken down into its essential parts, the following necessary
conditions must exist before an organization qualifies for exemption:

o the organization cannot be a charity in the opinion of the Minister of Revenue;

° it must be organized exclusively for social welfare, civic improvement, pleasure,
recreation or any other purpose except profit;

o it must be in fact operated exclusively for those purposes;

J it cannot pay any part of its income (or make its income payable or otherwise available)

for the personal benefit of any proprietor, member, or shareholder of the organization.

The most relevant cases on this point are: The Canadian Bar Insurance Association v. Her
Majesty the Queen and Gull Bay Development Corporation v. The Queen. Both deal with the
question of whether carrying on a measure of commercial activity makes them for-profit
organizations. In the first case, the company had as its state purpose to make insurance plans and
benefits available to Canadian lawyers (and other persons as the Board of Directors may
determine from time to time). The Minister of National Revenue issued assessments for four
years where the company had made a profit. In issuing those four assessments, the Minister
assumed that the company was not organized and operated for purposes other than profit. The
company appealed the assessments claiming that it was exempt from tax under the provisions of
paragraph 149(1)(1) of the Income Tax Act (Canada). In examining the applicable tests, the Tax
Court relied on an earlier decision which noted that the question was whether the social and
welfare activities of the organization are a cloak to avoid payment of taxation on a commercial
enterprise or are its real objectives. The case of Gull Bay Development Corporation v. The
Queen dealt with a logging company that provided employment to members of a First Nation.
The Court noted that the situation for the insurance company was quite different. The company
did not compete with insurers or brokers, but acted on behalf of a restricted class of consumers.
The judge went on to say that if the competitive logging operation in Gull Bay did not cause the
corporation to lose its tax-exempt status, then the non-competitive activities in the commercial
area of insurance ought not to be regarded as proof of a profit purpose. The Tax Court then
quoted from a 1983 Supreme Court of Canada decision (The Regional Assessment Commissioner
and the Municipal Clerk of the Corporation of the Town of Hearst v. Caisse populaire de Hearst
Limitée), as follows:

“...Many community and charitable organizations, relying from time to
time on what would be termed commercial activity to raise funds for the
fulfilment of their objectives, could be classed as businesses by such a
test. To attach primary importance to the commercial aspect of an
operation in question will offer, in my opinion, no sure or helpful guide.
In my view, the commercial activity test is too indefinite to allow
consistent application. I agree that . . . all relevant factors regarding

an operation must be considered and weighed. However, they must be
considered and weighed in order to determine not whether in some
general sense the operation is of a commercial nature or has certain
commercial attributes, but whether it has as its preponderant purpose the
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making of a profit. If it has, it is a business; if it has not, it is not a

business.”
FNEI is of the view, based on professional advice, that it continues to meet the conditions for tax
exemption.
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9. Ref: Ex 1/T2/S3 — Methodology & Changes to Methodology

Preamble: FNEI states, “Certain assets with immediate and ongoing value, such as
berms and transformer energization projects, are capitalized as they are constructed,
rather than upon completion of the project”.

(a) What is the rationale for this approach?

(b) Is FNEI aware of any other utility that has received Board approval for such an
approach?

(c) What is the impact on the 2010 rate base if the Board were to disallow FNEI’s
proposed approach?
RESPONSE

(a) For these particular projects, they are useful as they are constructed. For instance, a berm is
built from the bottom up, and half a berm is useful (or more useful than no berm).

(b) No.

(c) FNEI’s applied-for rate base would be greater because depreciation would have begun later
in time.

May, 2010
DOCSTOR: 1932421\8



EB-2009-0387
Exhibit 10
Tab 1

Page 19 of 103

RATE BASE AND CAPITAL EXPENDITURES

10. Ref: Ex 1/T1/S15 - Financial Policies and Procedures, Section 7.4 & Harmonized
Sales Tax Impact on OMA

Preamble: The provincial government has announced plans to harmonize the
provincial sales tax (PST) with the goods and services tax (GST) effective July 1, 2010 to
create a harmonized sales tax (HST). Unlike the GST, the PST is included as an OM&A
expense and is also included in capital expenditures. If the GST and PST are harmonized,
corporations would see a reduction in OM&A expenses and capital expenditures. Based on
the proposed elimination of the PST effective July 1, 2010:

(a) Please confirm that FNEI has not made any adjustments to the capital expenditure
forecast to reflect the elimination of the 8% provincial sales tax.

(b)  Please provide the estimated costs of the provincial sales tax included in the capital
expenditure forecast for 2010.

(c) Please provide the amount of provincial sales tax paid by FNEI on capital
expenditures in each of 2007, 2008 and 2009.

(d) Does FNEI see any reason why the reductions in capital expenditures cannot be
captured in a variance account?

RESPONSE

(a) Confirmed.

(b) The estimated costs would be minimal because very little capital spending is projected for
the remainder of 2010.

(c) According to FNEI’s best information, the PST amounts paid on capital expenditures are as
follows:

2007 $NIL
2008 $17,814.98
2009 $167,096.41
(d) No.
May, 2010
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11. Ref: Ex 1/T1/S10/p.1 — Organizational Structure

Preamble: At line 17 of the above reference, FNEI states that the assets FNEI is
currently operating that are owned by De Beers Canada will be transferred once certain
permits to be issued under the Indian Act (Canada) are obtained.

(a) What is the status of this transaction? When does FNEI expect the transfer to be
completed?

(b)  Are these assets currently in FNEI’s 2010 rate base?

RESPONSE

(a) FNEI expects the transfer to be completed soon. The requisite Band Council Resolutions
that underpin the subsection 28(2) permit of the Indian Act (Canada) were signed earlier this
week. The process now becomes an internal Department of Indian Affairs and Department of
Justice issue.

(b) No. Please note that the assets will not impact FNEI’s rate base because they are being
transferred at nominal consideration.

May, 2010
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12. Ref: Ex 2/T1/S1/p.1/lines 3-6 & Filing Requirements for Transmission and
Distribution Applications, May 27, 2009 (Filing Requirements”)

Preamble: At the above reference, FNEI states that the methodology used for
calculating rate base is “... the total of the average of the forecasted opening and closing
net fixed assets”. However, the schedules provided in Ex 2/T11/S1 for 2010 and other
historic years suggest that gross assets (and accumulated depreciation) are calculated as an
average of total assets by month. For example, the Total Asset of $33,226 appears to be an
average of total monthly asset balance in Ex 2/T11/S2/p.1 and not an average of 2010
opening and closing balances.

It also appears that FNEI’s methodology for calculating asset balances and
accumulated depreciation does not use December closing balance from the past year as the
opening balance for the following year. For example, the December 2008 Asset balance
differs from the January 2009 balance.

(a) Is Board staff’s interpretation of the methodology to calculate total assets,
accumulated depreciation and the approach used to determine the opening/closing
balances correct? If staff’s interpretation is incorrect, please clarify the approach used.

(b) Please explain why has FNEI not relied on the approach outlined in Section 2.3 of
the Filing Requirements (i.e. average of opening and closing balances) to calculate total
assets and accumulated depreciation?

(c) In the rate base calculations, please explain why December balances from the prior
year, were not used as the opening balance for the following year. In your response, please
also explain why this particular approach was used to estimate rate base, while a different
approach was used to calculate the depreciation expense.

(d)  Please provide a detailed description of the methodology used to calculate Total
Assets, Accumulated Depreciation and Net Assets.

(e) How long has FNEI been using this approach?

® Please identify other distributors, transmitters or regulated entities that follow this
approach.

RESPONSE

(a) Staff's interpretation of the methodology used to calculate total assets, accumulated
depreciation and the approach used to determine the opening/closing balances is correct. The
methodology used for calculating rate base is based on the average of the monthly closing
balances. These monthly closing balances are shown in Schedule 2 of Exhibit 2, Tabs 3 through
11 for 2002 through 2010, respectively. The heading on Schedule 1 in the corresponding Tabs 3

May, 2010
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through 11 are labelled incorrectly as "Average of Opening and Closing Balances" and should be
labelled "Average of Monthly Closing Balances".

(b) The average of the opening and closing balances does not provide an accurate calculation of
total assets and accumulated depreciation. This can be seen by comparing the net book value of
the property, plant and equipment shown in Exhibit 2, Tab 1, Schedule 2 with the corresponding
figures provided in the response to Board Staff IR 13. These two sets of figures are reproduced
here for ease of comparison.

Year Average of Monthly | Average of Opening Difference

Closing Balances and Closing

(Exhibit 2, Tab 1, Balances (Board

Schedule 2) Staff # 13)

2002 15,051.9 23,729.7 (8.677.8)
2003 14,224.8 16,858.6 (2,633.8)
2004 10,235.4 11,122.6 (887.2)
2005 9,679.9 9,651.8 28.1
2006 11,063.8 10,893.1 170.7
2007 12,355.7 12,487.7 (132.0)
2008 14,794.1 14,527.2 266.9
2009 17,599.8 22,371.7 (4,771.9)
2010 28,180.2 28,206.7 (26.5)

In the early years of FNEI (2002 through 2004), use of the average opening and closing balances
substantially overestimates rate base. This is due to both the change in the monthly fixed assets
and also due to the timing of the addition and removal of assets from rate base in these early
years.

In 2009, use of the opening and closing balance methodology again overestimates rate base
significantly since most of the capital expenditures placed into service in 2009 were done so in
December of that year.

In the remaining years (2005, 2006, 2007, 2008 and forecast 2010) the difference between the
figures produced by the two methodologies is relatively small. This reflects the low level of
capital expenditures in these years and the timing of when the assets were put into service.

May, 2010
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(c) As explained above, rate base has been calculated using the average of the monthly closing
balances. As a result the January monthly figure used in the calculation is equal to the December
closing balance, plus any additions or deletions from rate base that took place in the month of
January. Because accumulated depreciation at the end of January is higher than it was at the end
of the previous December, the January figure has been lower than the December figure in five
out of the 8 years from 2003 through 2010 including the 2010 test year (Schedule 2 of Exhibit 2,
Tabs 3 through 11).

FNETI is not clear by what is meant a different approach was used to calculate the depreciation
expense from the approach used to estimate rate base. The accumulated depreciation used in the
calculation of rate base is equal to the accumulated depreciation at the end of the previous year,
plus depreciation for the current year plus any adjustments as shown in Exhibit 4, Tab 3,
Schedule 3. These schedules show that the opening and closing balances are consistent with the
corresponding figures shown in Schedule 2 of Exhibit 2, Tabs 3 through 11.

FNETI calculates its depreciation expense on a monthly basis based on all assets in service at the
end of the month. The depreciation expense calculation shown in Exhibit 4, Tab 3, Schedule 3 is
consistent with this approach. More detail is provided in the response to Board Staff IR 13.

(d) Total assets is the cost of all assets in service and is calculated on a monthly basis.
Accumulated depreciation is also calculated monthly and is the sum of all depreciation expenses
for previous months and the current month, net of adjustments to reflect the disposal of assets to
that point in time. Net assets is the difference between total assets and accumulated depreciation.

(e) Since its inception as a corporation.

(f) FNEI is aware that the regulated natural gas distributors in Ontario use a similar approach to
calculate the property, plant and equipment component of rate base. Rather than using an
average of the monthly closing balances, they use an average of the average monthly balances
methodology. Mathematically this is very similar to the method used by FNEI. Both
methodologies use the closing balance figures for January through November. The difference
between the two methodologies is that the average of the monthly average approach uses one-
half the current December closing balance and one-half of the previous December closing
balance as compared to the current December closing balance only used in the FNEI approach.

May, 2010
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13.  Ref: Section 2.3 & Appendix 2-C - Filing Requirements

Preamble: Section 2.3 of the Filing Requirements, state, “For Rate Base, the
applicant must include the opening and closing balances, and the average of the opening
and closing balances for gross assets, accumulated depreciation and allowance for working
capital.” The guidelines further state “The information outlined in Appendix 2-C should be
provided for each year”.

(a) Please calculate the historical (2002-2008), bridge and test year rate base using the
approach described under section 2.3 of the Board’s Filing Requirements. Please also
complete Appendix 2-C and provide the MS Excel worksheets with all formula and links
left active. Please note, as per section 2.3.3, the “Continuity statements should be
reconcilable to the calculated depreciation expenses (under Operating Expenses) and
presented by asset account”.

(b)  Please provide the impact on the test year revenue requirement of the above
scenario.

RESPONSE

(a) The rate base calculated using the average of the opening and closing balances is provided in
the attached Excel spreadsheet for each of 2002 through 2010. The attached Excel spreadsheet
shows the spreadsheet from Appendix 2-C for all of the accounts for which FNEI has assets.
With the exception of rounding differences, the spreadsheet is consistent with the information
provided at Exhibit 4 , Tab 3, Schedule 3.

The calculation of rate base based on the average of opening and closing balances for the
property plant and equipment and the addition of the working capital allowance as shown in
Exhibit 2, Tab 1, Schedule 2 has been added to the bottom of each set of tables.

As noted in the response to Board Staff IR 12, part (c), FNEI calculates the depreciation expense
on a monthly basis based on assets in service as of the end of each month. The Excel
spreadsheet provided shows the calculation of the depreciation expense each year by each asset
category based on this methodology. In particular, the appropriate depreciate rate is applied to
the average cost base for each category of assets. The average cost base is shown in Exhibit 4,
Tab 3, Schedule 3 and is simply the average of the monthly balances for the year on which
monthly depreciation expense is calculated which is also shown in Schedule 2 of Exhibit 2, Tabs
3 through 11.

Additional adjustments to the depreciation expense are also shown in the Excel spreadsheet in
the "Adjustments to Depreciation" column on the right hand side. The adjustments shown in
2002 reflect some minor adjustments made due to the calculation of depreciation in the previous
year, which was the first year of operation of FNEI. Minor adjustments are shown for 2004
through 2007.
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DOCSTOR: 1932421\8



EB-2009-0387
Exhibit 10
Tab 1

Page 25 of 103

Larger adjustments are shown for 2008 through 2010. These adjustments were and are required
to reflect two things. First, in 2008, the reduction in the depreciation expense for account 1910 (-
14.6) was required to ensure that the net book value of this account at the end of 2008 was not
less than zero. Second, the remaining adjustments in 2008 through 2010 are required to reflect
the fact that some of the individual assets in the various accounts have been fully depreciated.
An example of this adjustment is the reduction of $14.2 shown for account 1920 - computer
hardware in 2009. Computer equipment with an approximate cost of $67,500 was fully
depreciated by the beginning of 2009. This reduced the depreciation expense by $13,500 (i.e.
$67,500 x 20%). During 2009 computer equipment with a value of approximately $6,500
became fully depreciated, with a depreciation expense of $600 rather than $1,300 (i.e. $6,500 x
20%), resulting in the remaining adjustment of $700, for a total of $14,200.

(b) As shown in the attached Excel spreadsheet, the 2010 test year rate base using the average of
the opening and closing balances would be 28,714.6, which represents an increase of $26,500
from the figure of 28,688.1 shown in Exhibit 2, Tab 1, Schedule 2.

Based on the deemed capital structure for the 2010 test year shown on page 3 of Exhibit 5, Tab
1, Schedule 2 and the corresponding weighted average return of 6.60%, the impact on the test
year revenue requirement is an increase of $1,749.
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Fixed Asset Continuity Schedule

File Number: EB-2009-0387
Exhibit: Board Staff # 13

2002
Cost Accumulated Depreciation
Adjustment
Depreciation
OEB [Description Rate Opening Balance | Additions Disposals Closing Balance | |Opening Balance | Additions Oisposals Closing Balance |Net Book Value Average Cost Base _|to Depreciation |
1715 |Station Equipment 2.50% 7,920.8 -312.0 2,356.7 5,252.1 28.6 119 17.8 122.7 5,128.3 4,685.0 -5.2
1725 |Poles and Fixtures 4.00% 13,986.2 2,8235 4.607.2 12,202.5 90.2 325.4 61.4 354.2 11,848.3 7,894.3 .6
730 _|Overhead Conductors & Devices 4.00% 4,662.1 941.2 1.635.7 4,067.5| 30.1 108.5 20.5 118.1 3,9494 2,790.1 -
308 | Buildings & Fixtures 4.00% 0.0 0.0 0.0 0.0 0.0
10__|Leasehold improvements 50.00% 0.0 0.0 0.0 0.0 0.0,
15 |Office Fumiture & Equipment 20.00% 0.0 0.0 0.0 0.0 0.0
t 1920 |Computer - Hardware 0.00% 21.7 314 52.9 0.9 8.8 9.7 43.2 44.0,
1925 | Computer Software 0.00% 0.0 0.0 0.0 0.0 0.0
1930 {Trans ion Equipment 0.00% 321 32.1 4.8 6.4 11.2 20.8 32.1
1940 [ Tools, Shop & Garage Equipment 0.00% 0.0 0.0 0.0 0.0 0.0
0.0
Total 26.622.9 3.483.7 8,499.7 21,606.9: 154.6 561.0 99.7 6159 20,991.0 15.445.5 13
Trans tion ] Less: Fully Allocated Depreciation
Stores Equipment I Transportation 0.0
Stores Equipment 0.0
Net Depreciation 561.0
Average of Opening and Closing Balance 2411489 385.2 23,729.7
Working Capital Afiowance 503.2
Total Rate Base 24,2329
Fixed Asset Continuity Schedule
2003
Cost Accumulated Depreciation
Depreciation ’
OEB  |Description Rate Opening Balance | Additions Disposal: Closing Balance | |Opening Bal Additions Disp Closing Balance jNet Book Value Average Cost Base |to Depreciati
1715 |Station Equipment 2.50% 5,262.1 260.4 1,940.8 3.571.6 122.7 95.8 2185 3,353.1 ,831.6
1725 |Poles and Fixtures 4.00% 12,202.5 2273 4,7914 7.638.3 354.2 336.8 691.0 6,947.4 ,419.5
1730 _ |Overhead Conductors & Devices 4.00% 4,067.5 758 1,597.1 2,546.1 118.1 112.3 2304 23158 2.806.5
1908 |Buildings & Fixtures 4.00% 0.0] 0.0: 0.0 0.0 0.0 0.0
1910 |Leasehold iImprovements 50.00% 0.0 0.0 0.0 0.0 0.0 0.0
1915 |Office Fumniture & Equipment 20.00% 0.0 14.7 14.7 0.0 18 1.8 12.9 8.9
1920 |Computer - Hardware 20.00% 52.9 11.0 63.9 9.7 1.7 214 42.5 58.5
1925 |Computer Software 50.00% 0.0 2.1 21 0.0 08 0. 1.3 1.7
1930 _[Transportation Equipment 20.00% 321 32.5 64.6 11.2 7.0 18. 46.4 34.8
1940 [ Tools, Shop & Garage Equipment 20.00% 0.0 77 7.7 0.0 0.9 0. 6.8 4.5
Total 21,606.9 631.4 8,329.3 13,909.1 615.9 567.0 0.0 1,182.9 12,726.1 15,166.0 0.0
[ [Trans, tion Less: Fully Allocated Depreciation
| | Stores Equipment | Transportation 0.0
Stores Equipment __ o0
Net Depreciation 670
Average of Opening and Closing Balance 17,758.0 899.4 16.858.6
Working Capital Allowance 384.4

Total Rate Base

17.243.0




Fixed Asset Continuity Schedule

2004
Cost Accumulated Depreciation
_ _ Adjustment
Depreciation
OEB | Description Rate Opening Balance | Additions Disposais Closing Balance | | Opening Balance | Additions Disposais Closing Balance |Net Book Value Average Cost Base [to Depreciation
1715 |Station Equipment 2.50% 3.571.6 347.6 694.6 3,224.6 2185 786 297.2 2,927.4 3,145.3
725 |Poles and Fixtures 4.00% 7.638.3 184.5 22443 5,578.6 691.0 2477 1254 813.3 4,765.3| 6.193.
730 |Overhead Conductors & Devices 4.00% 2,546.1 8.5 745.6 1,809.1 2304 80.9 418 269.5 1,539.6 2,022.
908 |Buildings & Fixtures 4.00% 0.0 172.9 172.9 0.0 2.1 2.1 170.8 56. 0.6
910 |Leasehold improvements 50.00% 0.0 0.0 0.0 0.0 0.0 0.0
915 | Office Fumiture & Equipment 20.00% 14.7 8.0 22.7 1.8 3.8 5.6 171 19.!
1920 jComputer - Hardware 20.00% 63.9 98 737 21.4 14.1 35.5 38.2 70.6
1925 |Computer Software 50.00% 2.1 1 0. 1.1 1.9 0.2 2.
1930 | Trans; tion Equipment 20.00% 64.6 7.5 721 18.. 13.8 32.0 40. 69.
1940 |Tools, Shop & Garage Equipment 20.00% 1.7 15.3] 23.0 0. 19 28 20.2 9.7
Total 13,909.1 754.1 3,684.5 10,978.7 1,182.9 444.0 167.2 1,459.8 9.519.0 11,597.9 0.6
Trans tion ] Less: Fully Allocated Depreciation
Stores Equipment 1 Transportation 0.0
Stores Equipment 0.0
Net Depreciation 444.0
Average of Opening and Closing Balance 12,443.9 13213 11,1226
Working Capital Allowance 2731
Total Rate Base 11,395.7
Fixed Asset Continuity Schedule
005
Cost ] Accumulated Depreciation -
Adjt LS
Depreciation ]
OEB | Description Rate Opening Balance |Additions _ [Dis, is _|Closing Balance | |Opening Balance | Additions Disposais Closing Balance |Net Book Value Average Cost Base |to Depreciation
1715 | Station Equipment 2.590% 3,2246 277.8, 3,502.4 297.2 84.0 381.2 31212 3361.9
1725 |Poles and Fixtures 4.00% 5,578.6 292 5,871.5 813.3 229.5 10428 48287 5,737.3
1730 |Overhead Conductors & Devices 4.00% 1,809.1 19. 1,828.9 269.5 3.0 2.5 1,486.4 1,8250
1908 | Buildings & Fixtures 4.00% 1729 10.. 183.2 21 7.2 9.2 173.9 178.9]
1910  |Leasehold Improvements 50.00% 0.0 .4 34 0.0 55 5. 79 10.9
1915 | Office Fumiture & Equipment 20.00% 227 13.2 35.9 5.6 6. 11. 240 313
1920 |Computer - Hardware 20.00% 73.7 31.9 105.5 355 18. 53. 51.7 91.5
1925 [Computer Software 20.00% 1 2.1 .9 0. 21 0.0 2 -0.2
1930 | Transportation Equipment 20.00% 721 53.8 321 93.8 32.0 17. 246 252 68.6 89.2
1940 |Tools. Shop & Garage Equipment 20.00% 230 7.5 30.5, 28 5. 83 22.1 27.5
Total 10,978.7 720.4 32.1 11.667.0 1,459.8 447.3 24.6 1,882.4 9,784.6 11,355.6 -0.2
Trans, tion 1 Less: Fully Allocated Depreciation
Stores Equipment 1 Transportation 0.0
Stores Equipment 0.0
Net Depreciation 447.3
Average of Opening and Closing Balance 11,322.9 1,671.1 9,651.8
Working Capital Allowance 361.7

Total Rate Base 10,013.5
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20
Cost Accumulated Depreciation
Adjustment
Depreciation
OEB |Description Rate Opening Balance | Additions Disposals | Closing Balance | |Opening Balance | Additions Disposals Closing Balance |Net Book Value Average Cost Base |to Depreciation
1715 | Station Equipment 2.50% 3,502.4 2,191. 5,693.9! 381.2 120.2 501.4 5,192.6 4,807.5
1725 | Poles and Fixtures 4.00% 5.871. 351.1 6,223.1 1,042.8 240.8 1,283.6 4.939.5 6,019.3
1730 |Overhead Conductors & Devices 4.00% 1,628. 1. 1.830.7 3425 73.2 415.6 1415.0 1.829.6
308 | Buildings & Fixtures 4.00% 183. 64.2 2473 9.2 8.8 18.0 229.4 218.9
10 |Leasehoid improvements 50.00% 13.4 74 20.8 5.5 10.0 154 5. 19.9
15 | Office Fumiture & Equipment 20.00% 35.9 140 49.8 11.8 .4 202 29.6 42.0
1920 |Computer - Hardware 20.00% 105.5 15.2 120.7 53.8 2.8 76.6 44.1 1158 0.4
1925 |Computer Software 20.00% 21 25 4.6 2.1 0.2 23 23 27 0.4
1930 |Trans ion Equipment 20.00% 93.8 50.5] 1443 25.2 244 49.6 947 121.8
1940 |Tools, Shop & Garage Equipment 20.00% 30.5] 34.8 65.3] 83 7.9 16.2 49.1 39.3
Total 11,667.0 2,7334 0.0 14,4004| | 1,882.4 516.4 0.0 2,398.9 12,001.5 13,216.8 -0.8
[ [Transportation ] Less: Fully Allocated Depreciation
| | Stores Equipment ] Transportation 0.0
Stores Equipment 0.0
Net Depreciation 516.4
Average of Opening and Closing Balance 13,033.7 2,140.7 10,893.1
Working Capital Allowance 378.0
Total Rate Base 11,2714
Fixed Asset Continuity Schedule
2007
Cost Accumulated Depreciation
Depreciation
OEB | Description Rate Opening Balance | Additions |Disposals | Closing Balance | |Opening Balance | Additions Disposals __|Closing Balance | Net Book Value Average Cost Base | to Depreciation
1715 | Station Equipment 2.50% 5,693.9 1,255, 15.5 6,934.1 501.4 155.0 656.4 6,277.6 6,201.1
1725 [Poles and Fixtures 4.00% 6,223.1 275. 1.5 6,497.1 1,283.6 254.0 1,537.6 4,959.4 6,351.2
1730 {Overhead Conductors & Devices 4.00% 1.830.7 18. 36 1,8454 415.6 73.8 489.4 1,356.0 1,844.0
1908 |Buildings & Fixtures 4.00% 2473 247.3 18.0 9.9 279 219.5 247.3
10 _|Leasehold (mprovements 50.00% 20.8 3.9 247 154 11.5 27.0 -2.3 23.0
15__ | Office Fumiture & Equipment 20.00% 498 27 52.5 20.2 10.1 30. 222 50.4
20 |Computer - Hardware 20.00% 120.7 116 132. 76.6 25.2 101. 30.5 129 0.7
325 _{Computer Software 0.00% 4.6 14 5. 23 2. 3.1 4. 0.4
1930 | Transportation Equipment 0.00% 144.3 144, 49.6 28. 78.4 659 144.
1940 |Tools, Shop & Garage Equipment 0.00% 65.3 6.9 722 16.2 140 302 42.0 70.0
Total 14,4004 1,576.0 206 15,955.8 2,398.9 582.9 0.0 2,981.8 12,973.9 15,065.8 -1.1
{ | Transportation | Less: Fully Allocated Depreciation
| | Stores Equipment ] Transportation 0.0
Stores Equipment 0.0
Net Depreciation 582.9
Average of Opening and Closing Balance 15,178.1 2,690.4 12.487.7
Working Capital Allowance 418.7
Total Rate Base 12,906.4
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2008
Cost Accumulated Depreciation
Adjustment
Depreciation
OEB | Description Rate Opening Balance | Additions Disposals | Closing Balance | |Opening Balance | Additions Disposals Closing Balance |Net Book Value | Average Cost Base |to Depreciation
1715 [Station Equipment 2.50% 6,934.1 33947 10,328.7 656.4 222.0 78.4 9,450.3 8.879.8
1725 }Poles and Fixtures 4.00% 6,497.1 104.7 14 6,600.3| 1,537.6 263.2 1,800.9 4,799.4 6.580.8
1730 1Overhead Conductors & Devices 4.00% 1,845.4 1,845.4 489.4 73.8 563.2 1.282.1] 8454
1908 {Buildings & Fixtures 4.00% 2473 99.6! 346.9 279 114 39.2 3077 283.9
1910 |Leasehold Improvements 50.00% 24.7 247 27.0 -2.3 247 0.0 24.7 -14.
1915 [Office Fumiture & Equipment 0.00% 52.5 52.5 30.3 .7 39.0 13.5 52.5 -1
1920 |Comp -t 0.00% 132.3 5 133. 101.8 .4 108.2 256 133.3] -20.
1925 |Computer Software 0.00% 5. 23 .. 28 . .9 4.3 7.7 0.4
1930 |Trans) tion Equipment 20.00% 144. 132.0 276. 784 44. 1233 153.0 2272 0.5
1940 [Toois, Shop & Garage Equipment 20.00% 72.2 18.5 90.7 30.2 15.! 46.1 44.6 84.1 -0.9
Totat 15,955.8 3.753.2 14 19,707.5 2,981.8 645.2 0.0 3,627.0 16,080.5 18,119.3 -38.5
[ [ Transgortation | Less: Fully Allocated Depreciation
| | Stores Equipment | Transportation 0.0
Stores Equipment 00
Net Depreciation 645.2
Average of Opening and Closing Balance 17,8316 3.304.4 14,527.2
Working Capital Allowance 3376
Total Rate Base 14,864.8
Fixed Asset Continuity Schedule
2009
Cost Accumulated Depreclation
Depreciation
QEB__ |Description Rate Qpening Additions Disposals Closing Balance | |Opening Balance | Additions Disposals Clasing Baiance |Net Book Value Average Cost Base |to Depreciation
1715 [Station Equipment 2.50% 10,328.7 31115 13,440.2 878.4 279.7 1,158.2 12,2821 11,189.9.
1725 [Poles and Fixtures 4.00% 6.600.3 4.767.7 11,368.1 1.800.9 281.6 2,082.5 9,285.6 7.040.
1730 [Overhead Cor & Devices 4.00% 1,8454 53427 7.188.0| 563. 93.7 656.9 6.,531.1 2,342.6
1908 |Buildings & Fixtures 4.00% 346.9 17.9 364.8 39. 144 53.7 3111 361.2
1910 |1 hold Impi 50.00% 24.7 1.1 25. 24.7 0.4 251 0.6 25.5] -12.3
1915 | Office Fumiture & Equipment 20.00% 52.51 0.7 53. 39.0 6.8 45. 7.5 52. -3.8
0 |Computer - Hardware 0.00% 133. 153 149. 108.2 14.1 122. 26.8 141.3] -14.2
5 | Computer Software 0.00% .2 .2 39 1.2 5. .0 8. 4
30 | Transportation Equipment 0.00% 276.. 54.4 330.7 123.3 58.7 182.0 148.7 330. 7.4
1940 [Tools, Shop & Garage Equipment 0.00% 90. 46.9 137.6, 46.1 24.9 710 66.6 134.0 -1.9
Total 19,707.5 13,358.1 0.0 33,065.6 3,627.0 775.7 G.0 4402.7 28,663.0 21,626.1 -40.0
I [Transportation Less: Fully Allocated Depreciation
Stores Equipment | Transportation 0.0
Stores Equipment 0.0
Net Depreciation 775.7
Average of Opening and Closing Balance 26,386.6 4,014.8 22317
Working Capital Allowance 4204

Total Rate Base

22,7921
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010
Cost Accumulated Depreciation
Adjustment
Depreciation
| OEB |Description Rate Opening Balance |Additions Disposals Closing Balance | |Opening Balance | Additions Disposals Closing Balance |Net Book Value Average Cost Base _|to Depreciation
1715 [ Station Equipment 2.50% 13,440.2 150.0 13,590.2 1,158.2 338.2 1,496.4 1 3.9 13,527.7
725 |Poles and Fixtures 4.00% 11,368.1 35.01 11,403.1 2,082.5 455.5 2,538.0 ,865.0 11,388.5
730 | Overhead Conductors & Devices 4.00% 7.188.0 50.0/ 7,248.0 656.9 288.9 945.8 2 7.223.0
908 | Buildings & Fixtures 4.00% 364.8 0.0 3848 53.7 15.1 68.7 16.0 76.4
1910 |l easehold Improvernents 50.00% 258 20 27.8 25.1 1.4 26.2 6 269 -12.4
1915 | Office Fumiture & Equipment 20.00% 53.3 2.0 55.3 45.8 4.6 50.4 4. 54.4 6.3
1920 |Computer - Hardware 20.00% 149.1 .0 1511 1223 1.5 1339 17.2 150.2 -18.5
1925 }Computer Software 20.00% 8.2 0.5 8.7 5.2 - 6.5 22 8.5 0.4
1930 | Transportation Equipment 20.00 330.7 1.5 332.2 182.0 48. 2309 101.2 331.6 -17.4
1940 | Tools, Shop & Garage Equipment 20.00% 137.6, 20 139. 71.0 22. 933 46.3 138.7 -5.4
Total 33,065.6 275.0 0.0 33,340.6 4,402.7 1,187.5 0.0 5,590.1 27,750.5 33.226.0 -60.4
[Transportation ] Less: Fully Allocated Depreciation
| Stores Equipment ] Transportation 0.0
Stores Equipment 0.0
Net Depreciation 1,187.5
Average of Opening and Closing Balance 33,203.1 4,996.4 28,206.7
Working Capital Allowance 507.9

Total Rate Base 28,714.6
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14. Ref: Treatment of 2010 Capital Additions

Preamble: FNEI is adding $275,000 in capital additions to the test year rate base.
For the net asset calculations, these are added to rate base in June 2010, i.e. mid-year.

(a) Have these additions been recorded in June to reflect the Board’s 2 year rule, or
are these additions meant to be used and useful as of June 2010?

(b) If the depreciation expense is calculated on a monthly basis, please explain why the
additions are not included in rate base in the month that they are used and useful as
opposed to mid-year.

RESPONSE

(a) The majority of the 2010 capital expenditures are related to Account 1715 - station
equipment ($150,000), Account 1730 - overhead conductors & devices ($60,000) and Account
1725 - poles and fixtures ($35,000). These expenditures have been forecasted to be used and
useful at June 2010. The remaining capital expenditures ($30,000) are expected to be used and
useful throughout the year. For simplicity, these additions were assumed to be in place in June
2010 as well.

(b) As noted above, the major additions are forecast to be in service in June 2010. The
remaining small additions were assumed to be used and useful as simplifying assumption that
would approximate the 1/2 year rule.

May, 2010
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15. Ref: Accumulated Depreciation (Rate Base); Depreciation Expense (OM&A) and
Section 2.5.7 Filing Requirements

Preamble: In the rate base calculations, the accumulated depreciation is not a
function of opening and closing balances and is an average of total monthly-accumulated
depreciation. However, the methodology used to estimate the depreciation expense (under
OMA), uses the December balances from the prior year as the opening balance for the
following year.

(a) Please explain the rationale for using different methodologies for calculating
accumulated depreciation as part of rate base versus OMA.

RESPONSE

(a) FNEI is not using a different methodology for calculating depreciation as compared to that
show by the accumulated depreciation figures. As shown in the Excel spreadsheet provided in
response to Board Staff IR 13, the depreciation expense calculated ties back in to the
accumulated depreciation continuity schedule in Schedule 2 of Exhibit 2, Tabs 3 through 11, as
does the depreciation expense shown in Exhibit 4, Tab 3, Schedule 3.

For example, the 2009 depreciation expense is shown as $775.6 on Exhibit 4, Tab 3, Schedule 3,
page 9. This schedule also shows the accumulated depreciation opening balance of $3,626.7 and
the closing balance of $4,402.3. The difference between these figures is $775.7. The opening
balance is also shown at the closing (December, 2008) balance in Exhibit 2, Tab 9, Schedule 2,
page 2. Similarly, the closing balance is also shown as the closing (December 2009) balance in
Exhibit 2, Tab 10, Schedule 2, page 2.

May, 2010
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16. Ref: Ex 2/T1/S3 & Ex 2/T13/S1 — Capital Expenditures & Section 2.3.5 - Filing
Requirements

Preamble: FNEI is proposing to spend $275,000 in capital expenditures in the test

year. However, it appears that the information requested under section 2.3.5 of the Board’s
Filing Requirements has not been provided.

(2)

As noted in the Filing Requirements, please complete Appendix 2-B and provide the

following information on a project specific basis:

(b)

(i) Overall summary of capital expenditures over the past five historical years,
the bridge year and the test year, showing capital expenditures, treatment of
contributed capital and additions and deductions from Construction Work in
Progress (CWIP). The applicant should group projects appropriately and avoid
presentations that result in classification of significant components of the capital
budget in the miscellaneous category. (One suggested format for filing this material
is in Appendix 2-B);

(ii)  Need, scope, purpose of project, related customer attachments, volumes and
capital costs for projects over the applicable materiality threshold, as well as any
applicable cost-benefit analysis;

(iii)  Detailed breakdown of starting dates and in-service dates for each project;

(iv)  Drivers of capital expenditure increases for the Test year;

) Components of Other Capital Expenditures (Reconcile components to Total
Capital Budget);

(vi)  Written explanation of variances;

(vil) The proposed accounting treatment, including the treatment of costs of funds
for capital projects that have a project life cycle greater than one year.

Please provide a prioritization of the projects. Please also explain, how were the

projects prioritized? In your response, please provide a description of FNEI’s prioritization

policy.

RESPONSE

(a)(i) Please see attached.

(a)(i1) See the Exhibit 2, Tab 1, Schedule 1.

(a)(ii1) Please refer to chart below:

May, 2010
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Project Start Date In-Service Date
Transformer Moving April 2003 April 30, 2003
Equipment
Attawapiskat Garage June 1, 2004 November 30, 2004

Accommodation of APC’s
Second Distribution Feeder

July 31, 2004

October 31, 2004

Fort Albany Spare Circuit
Switcher and CVT

October 7, 2005

October 7, 2005

Kashechewan Garage

February 10, 2006

October 31, 2006

Attawapiskat 2nd Transformer
Energization Project

November 30, 2005

October 31, 2007

Ice Protection Berm Walls

January 26, 2004

July 31, 2008

ARGOs — Amphibious All
Terrain Vehicles

August 13, 2008

September 30, 2008

Fort Albany 2nd Transformer
Energization Project

February 21, 2006

October 31, 2008

Structure 908 Erosion Control

April 1, 2005

April 18,2008

Fort Albany Garage

January 2, 2008

September 30, 2009

Station Civil Upgrades 2009

January 28, 2009

September 30, 2009

Kashechewan Second
Transformer Energization
Project

September 30, 2007

November 30, 2009

Fibre Optic Communication
System

March 1, 2006

November 2009

(a)(iv) FNEI is proposing to spend $275,000 in capital expenditures in the test year. The cost
drivers can be broken down as follows:

Improvements to stations equipment (approx. $150.000):

FNEI aims to replace or improve

original station battery systems and battery chargers at the 3 original stations. These units are all
10-years old and are in need of an upgrade (they are experiencing increased failure rates,
resulting in growing maintenance expenses for FNEI). This work will account for approximately
50% of the forecasted amount. The balance was required for the removal of old relay panels
and wiring in February through March of 2010 (replaced as a result of the 3 new transformer

installations in 2008 & 2009).

May, 2010
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Poles and fixtures (approx. $35.000) and overhead conductors and devices (approx. $60.000):
These amounts were/are required for guy work beginning in February and repair work currently
taking place on the skywire. This amount may end up exceeding the forecasted amount as work
continues.

Buildings and fixtures (approx. $20,000): This is required to complete the closing of the new
control building in Kashechewan (the base must be covered off for storage and winter shelter
protection must be established). Additional fencing must be erected to close off an area between
the old and new station, as well as to separate a fiber optic shelter from the rest of the yard in
Kashechewan. Much of work is allotted for later in 2010.

Miscellaneous (approx. $10,000): This is required for miscellaneous obligations. For example —
certain window unit air conditioners in the original control buildings are still in use and will
require replacement (the units are over 6-years old).

(a)(v) It is unclear what is required for this question.
(a)(vi) See the Exhibit 2, Tab 1, Schedule 1.

(a)(vii) The proposed accounting treatment involves capitalizing the interest as per the Board-
approved method and rate.

(b) Projects forecasted for the test year were prioritized in the order set out above: 1)
improvements to stations; 2) poles, fixtures, overhead conductors and devices; 3) buildings and
fixtures; and 4) miscellaneous. Any safety-related concerns are deemed most important,
followed by any reliability-related issues that arise. Experienced FNEI representatives evaluate
any risks or consequences as they occur before deciding on service restoration initiatives (versus
general maintenance). Other costs are assessed on a lower priority basis . In situations where
larger equipment is required or longer delivery times are expected (based on limited access to the
winter road or barge timetables), decisions must be made well in advance of the planned work.

While FNEI is still in the midst of developing its Asset Management Program, FNEI’s approach
to capital budgeting is also explained to some extent in Exhibit 2, Tab 13, Schedule 1.

May, 2010
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Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2010 Test Year
Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem |Equipmen |t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Spare LV Breakers FA 60,000
Kash 60,000
25,000
Restring M3K Skywire 25,000
Extend Kash Garage 20,000 20,000
Substation Battery 20,000
Replacement 20,000
Spare LV Regulators 35,000 35,000
Contingency 25,000 25,000 25,000 75,000
Misc Capital 10,000 10,000 10,000 2,000 2,000 2,000 500 1,500 2,000 40,000
Total 150,000 35,000 60,000 20,000 2,000 2,000 2,000 500 1,500 2,000 275,000




Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2009 (Actual Year-there is no bridge year)

Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem [Equipmen [t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Fort Albany 2nd 65,570
Transformer 65,570
Kashechewan 2nd 1,000,485
Transformer 1,000,485
Fibre Optic Project 558,824 497,616 599,803 1,656,243
Albany Garage 17,852 17,852
Pickup Truck 43,098 43,098
120,319
Station Civil Upgrades 120,319
Misc. Capital 50,286
Purchases 11,633 761 2,494 1,068 729 15,252 11,278 7,069
Total 1,756,831 498,377 602,297 17,852 1,068 729 15,252 - 54,377 7,069 | 2,953,852




Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2008
Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem [Equipmen [t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Fort Albany 2nd 467,145
Transformer 467,145
Kashechewan 2nd 2,821,153
Transformer 2,821,153
Fibre Optic Project 960,496 | 2,501,651 | 2,212,473 5,674,621
Ice Protection Berm 46,732
Walls 46,732
Structure 908 Erosion 38,608
Site 38,608
Albany Garage 99,498 99,498
Vehicle 56,002 56,002
ATV Argo's 69,004 69,004
Misc. Capital 147,802
Purchases 100,792 17,760 2 1,500 2,270 7,022 18,457
Total 4,349,586 | 2,604,752 | 2,212,475 99,498 - - 1,500 2,270 | 132,028 18,457 | 9,420,565




Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2007
Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem [Equipmen [t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Fort Albany 2nd 1,051,718
Transformer 1,051,718
Kashechewan 2nd 32,308
Transformer 32,308
Attawapiskat 2nd 130,359
Transformer 130,359
Fibre Optic Project 386,641 | 1,767,184 | 1,098,020 3,251,845
Ice Protection Berm 201,338
Walls 201,338
Structure 908 Erosion 66,059
Site 66,059
Misc. Capital 58,858
Purchases 25,735 6,604 3,930 2,703 11,644 1,377 6,866
Total 1,626,761 | 2,041,185 | 1,098,020 - 3,930 2,703 11,644 1,377 - 6,866 | 4,792,485




Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2006
Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem [Equipmen [t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Fort Albany 2nd 342,875
Transformer 342,875
Kashechewan 2nd -
Transformer
Attawapiskat 2nd 1,837,589
Transformer 1,837,589
Ice Protection Berm 328,049
Walls 328,049
Structure 908 Erosion 1,851
Site 1,851
Fibre Optic Project 1,422,657 1,422,657
64,177
Kashechewan Garage 64,177
Pickup Truck 50,472 50,472
Misc. Capital 123,244
Purchases 11,103 38,726 7,396 13,971 15,153 2,462 34,433
Total 2,191,567 368,626 | 1,422,657 64,177 7,396 13,971 15,153 2,462 50,472 34,433 | 4,170,913




Five Nations Energy Inc.
Appendix 2-B Capital Expenditures

Year: 2005
Uniform System of Accounts # Total
1715 1725 1730 1908 1910 1915 1920 1925 1930 1940
Office Tools,
Overhead Leasehol |Furniture |Computer Transport [Shop,
Conductors |Buildings |d and Equipmen ation Garage
Station Poles and |and and Improvem [Equipmen [t- Computer |Equipmen|Equipmen
Equipment [Fixtures Devices Fixtures |ents t Hardware |Software |t t
Attawapiskat 2nd 80,000
Transformer 80,000
Ice Protection Berm 209,631
Walls 209,631
Spare Relays 36,867 36.867
78,317
Spare HV Circuit Switch 78,317
Structure 908 Erosion 61,541
Site 61,541
Attawapiskat Garage 10,223 10,223
Transformer Moving 44,268
Materials 44,268
Misc. Capital 167,441
Purchases 37,778 21,765 19,756 13,347 13,164 29,455 21,742 10,434
Total 277,230 292,937 19,756 10,223 13,347 13,164 29,455 - 21,742 10,434 688,288
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17. Ref: Asset Management Plan (“Plan”) and Ref: Transmission System Code, section
4.5 — Performance Standards

Preamble: FNEI states that it is currently developing and formalizing its first
comprehensive Plan. An outline of the Plan is provided in Ex 3/T13/S1/Appendix A.

(a) Please provide the final version of the Plan. If the Plan is not finalized, please
indicate when the final Plan will be available?

(b) Pursuant to section 4.5 of the Transmission System Code, has FNEI developed
performance standards? If FNEI has not developed any performance standards, please
explain the reason for that approach.

(c) Please also explain if the lack of such standards affects the reliability of FNEI’s
maintenance (capital and OMA) budgets.

RESPONSE

(a) The Plan is not available yet, but should be by the end of the third quarter 2010.

(b) and (c¢) FNEI filed its Customer Delivery Point Performance Standards for approval with the
Board on October 25, 2007. The Board ultimately approved CDPPS for FNEI by way of a
Decision and Order dated September 24, 2008 (EB-2007-0906).

May, 2010
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OPERATING REVENUE AND CHARGE DETERMINANTS
18. Ref: Exhibit 3, Exhibit 8 and Filing Requirements
(a) Preamble: As noted at page 6 of the Filing Requirements, please file an

electronic copy of the Revenue Requirement Work Form, found at Appendix 2-T. A blank
electronic copy of this form is available on Board’s website at,
http://www.oeb.gov.on.ca/OEB/Industry/Rules+and+Requirements/Rules+Codes+Guidelin
estand+Forms

RESPONSE

See attached (the Revenue Requirement Work Form will also being filed separately on the
Board’s RESS system).

May, 2010
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Revenue Requirement Work Form

Name of LDC: | Five Nations Energy Inc.
File Number: EB-2009-0387

h oo 14
Ontario Rate Year: 2010 Verslon: 1.0

Table of Content

Sheet Name
A Data Input Sheet
1 Rate Base
2 Utility Income
3 Taxes/PILS
4 Capitalization/Cost of Capital
5 Revenue Sufficiency/Deficiency
6 Revenue Requirement
7 Bill Impacts

Notes:
(1) Pale green cells represent inputs

(2 Please note that this model uses MACROS. Before starting, please ensure that macros have been enabled.

Copyvright

This Revenue Requirement Work Form Model is protected by copyright and is being made available to you solely for
the purpose of preparing or reviewing your draft rate order. You may use and copy this model for that purpose, and
provide a copy of this model to any person that is advising or assisting you in that regard. Except as indicated above,
any copying, reproduction, publication, sale, adaptation, translation, modification, reverse engineering or other use or
dissemination of this model! without the express written consent of the Ontario Energy Board is prohibited. If you
provide a copy of this model to a person that is advising or assisting you in preparing or reviewing your draft rate order,
you must ensure that the person understands and agrees to the restrictions noted above.
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File Number:

Rate Year: 2010

1o 14

Ontario

Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
EB-2009-0387

1 Rate Base
Gross Fixed Assets {average)
Accumulated Depreciation (average)
Allowance for Working Capital:
Controllable Expenses
Cost of Power
Working Capital Rate (%)

2 Utility Income
Operating Revenues:
Distribution Revenue at Current Rates
Distribution Revenue at Proposed Rates
Other Revenue:
Specific Service Charges
Late Payment Charges
Other Distribution Revenue
Other Income and Deductions

Operating Expenses:
OM+A Expenses
Depreciation/Amortization
Property taxes
Capital taxes
Other expenses

3  Taxes/PlLs
Taxable Income:
Adjustments required to arrive at taxable income
Utility income Taxes and Rates:
Income taxes (not grossed up}
Income taxes (grossed up)
Capital Taxes
Federal tax (%)
Provincial tax (%)
Income Tax Credits

4  Capitalization/Cost of Capital
Capital Structure:
Long-term debt Capitalization Ratio (%)
Short-term debt Capitalization Ratio (%)
Common Equity Capitalization Ratio (%)
Prefered Shares Capitalization Ratio (%)

Cost of Capital
Long-term debt Cost Rate (%)
Short-term debt Cost Rate (%)
Common Equity Cost Rate (%)
Prefered Shares Cost Rate (%)

Notes:

Application Adjustments Per Board Decision
$33,226,000 (4) $- $33,226,000
($5,045,800) (5) $- ($5,045,800)

$3,386,100 (6) $- $3,386,100
$- $- $0
15.00% 15.00%
$4,978,000 (6) $4,978,000
$6,366,100 (7) $6,366,100
$- $-
$- $-
$- $-
$100,000 $100,000
$3,386,100 $- $3,386,100
$1,187,400 $- $1,187,400
$- $- $0
$0 $0
$- $- $0
$- (3 $-
$- $-
$- $-
$- $-
0.00% 0.00%
0.00% 0.00%
$- $-
56.0% 56.0%
4.0% (2) 4.0%
40.0% 40.0%
0.0% 0.0%
4.41% 4.41%
4.75% 4.75%
9.85% 9.85%
0.00% 0.00%

This input sheet provides all inputs needed to complete sheets 1 through 6 {Rate Base through Revenue Requirement), except for
Notes that the utility may wish to use to support the components. Notes should be put on the applicable pages to understand the

context of each such note.

(1) All inputs are in dollars ($) except where inputs are individually identified as percentages (%)
(2) 4.0% unless an Applicant has proposed or been approved for another amount.

(3) Net of addbacks and deductions to arrive at taxable income.

4) Average of Gross Fixed Assets at beginning and end of the Test Year
(5) Average of Accumulated Depreciation at the beginning and end of the Test Year. Enter as a negative amount.

{4) Average of Monthly Closing Balances of Gross Fixed Assets

(5) Average of Monthly Closing Balances of Accumulated Depreciation

(6) Transmisslon Revenue at Current Rates
(7) Transmission Revenue at Proposed Rates

2



Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
File Number:  EB-2009-0387

Rate Year: 2010
p| s 1 4
Ontario
Line . . . Per Board
No. Particulars Application Adjustments Decision
1 Gross Fixed Assets (average) (3) $33,226,000 $- $33,226,000
2 Accumulated Depreciation (average) (3) ($5,045,800) $- ($5.045,800)
3  Net Fixed Assets (average) (3) $28,180,200 $- $28,180,200
4 Allowance for Working Capital 1) $507,915 $- $507,915
5  Total Rate Base $28,688,115 $ - $28,688,115
(1) Allowance for Working Capital - Derivation
6 Controllable Expenses $3,386,100 $- $3,386,100
7 |Cost of Power $- $- $-
8 Working Capital Base $3,386,100 $- $3,386,100
9 Working Capital Rate % (2) 15.00% 15.00%
10 Working Capital Allowance $507,915 $- $507,915
Notes

(2) Generally 15%. Some distributors may have a unique rate due as a result of a lead-lag study.
(3) Average of opening and closing balances for the year.
3) Average of monthly closing balances




Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
File Number:  EB-2009-0387

Rate Year: 2010
P
Ontario
Line . e Per Board
No. Particulars Application Adjustments Decision
Operating Revenues:
1  Distribution Revenue (at Proposed Rates) $6,366,100 $- $6,366,100
2 Other Revenue (1) $100,000 $ - $100,000
3  Total Operating Revenues $6,466,100 $- $6,466,100
Operating Expenses:
4 OM-+A Expenses $3,386,100 $- $3,386,100
5§ Depreciation/Amortization $1,187,400 $- $1,187,400
6 Property taxes $- $- $-
7  Capital taxes $- $- $-
8 Other expense $- $- $-
9  Subtotal $4,573,500 $- $4,573,500
10 Deemed Interest Expense $762,298 $- $762,298
11  Total Expenses (lines 4 to 10) $5,335,798 $- $5,335,798
12  Utility income before income taxes $1,130,302 $- $1,130,302
13 Income taxes (grossed-up) $- $- $-
14  Utility net income $1,130,302 $- $1,130,302
Notes
(1) Other Revenues / Revenue Offsets
Specific Service Charges $- $-
Late Payment Charges $- $-
Other Distribution Revenue $- $-
Other Income and Deductions $100,000 $100,000
Total Revenue Offsets $100,000 $100,000




Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
File Number:  EB-2009-0387

Rate Year: 2010

A oo |4
Ontario

Line . . Per Board
No. Particulars Application Decision

Determination of Taxable Income

1 Utility net income $1,130,312 $1,130,312
2 Adjustments required to arrive at taxable utility income $ - $ -
3 Taxable income $1,130,312 $1,130,312

Calculation of Utility income Taxes

4  Income taxes $- $-
5  Capital taxes $ - $-
6  Total taxes $- $-
7  Gross-up of Income Taxes $ - $-
8  Grossed-up Income Taxes $ - $-
PlLs / tax Allowance (Grossed-up Income taxes +
9  Capital taxes) - $ -
10  Other tax Credits $- $-
Tax Rates
11 Federal tax (%) 0.00% 0.00%
12 Provincial tax (%) 0.00% 0.00%
13  Total tax rate (%) 0.00% 0.00%
Notes
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Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.

} File Number:

EB-2009-0387

Rate Year: 2010
A o |4
Ontario
Capitalization/Cast of Caplt;
Line . . .
No. Particulars Capitalization Ratio Cost Rate Return
| Application |
(%) ($) (%) ($)
Debt
1 Long-term Debt 56.00% $16,065,344 4.41% $707,791
2 Short-term Debt 4.00% $1,147,525 4.75% $54,507
3  Total Debt 60.00% $17,212,869 4.43% $762,298
Equity
4 Common Equity 40.00% $11,475,246 9.85% $1,130,312
5 Preferred Shares 0.00% $ - 0.00% $ -
6  Total Equity 40.00% $11,475,246 9.85% $1,130,312
7  Total 100% $28,688,115 6.60% $1,892,610
| Per Board Decision |
(%) ($) (%)
Debt
8 Long-term Debt 56.00% $16,065,344 4.41% $707,791
9 Short-term Debt 4.00% $1,147,525 4.75% $54,507
10  Total Debt 60.00% $17,212,869 4.43% $762,298
Equity
1 Common Equity 40.0% $11,475,246 9.85% $1,130,312
12 Preferred Shares 0.0% $- 0.00% $-
13  Total Equity 40.0% $11,475,246 9.85% $1,130,312
14 Total 100% $28,688,115 6.60% $1,892,610
Notes
(1) 4.0% unless an Applicant has proposed or been approved for another amount.



»n Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
x , File Number:  EB-2009-0387
. oy  Rate Year: 2010
h [ 1
Ontario
Per Application Per Board Decision
Line Particulars At Current At Proposed At Current At Proposed
No. Approved Rates Rates Approved Rates Rates
1 Revenue Deficiency from Below $1,388,110 $1,388,110
2 Distribution Revenue $4,978,000 $4,977,990 $4,978,000 $4,977,990
3 Other Operating Revenue Offsets - net $100,000 $100,000 $100,000 $100,000
4  Total Revenue $5,078,000 $6,466,100 $5,078,000 $6,466,100
5 Operating Expenses $4,573,500 $4,573,500 $4,573,500 $4,573,500
6 Deemed Interest Expense $762,298 $762,298 $762,298 $762,298
Total Cost and Expenses $5,335,798 $5,335,798 $5,335,798 $5,335,798
7 Utility Income Before Income Taxes ($257,798) $1,130,302 ($257,798) $1,130,302
Tax Adjustments to Accounting
8  Income per 2009 PiLs $- $- $- $-
9  Taxable income ($257,798) $1,130,302 ($257,798) $1,130,302
10 Income Tax Rate 0.00% 0.00% 0.00% 0.00%
11 Income Tax on Taxable Income $- $- $- $-
12 Income Tax Credits $- $- $- $-
13 Utility Net Income ($257,798) $1,130,302 ($257,798) $1,130,302
14  Utility Rate Base $28,688,115 $28,688,115 $28,688,115 $28,688,115
Deemed Equity Portion of Rate Base $11,475,246 $11,475,246 $11,475,246 $11,475,246
15  Income/Equity Rate Base (%) -2.25% 9.85% -2.25% 9.85%
16 Target Return - Equity on Rate Base 9.85% 9.85% 9.85% 9.85%
Sufficiency/Deficiency in Return on Equity -12.10% 0.00% -12.10% 0.00%
17 Indicated Rate of Return 1.76% 6.60% 1.76% 6.60%
18 Requested Rate of Return on Rate Base 6.60% 6.60% 6.60% 6.60%
19 Sufficiency/Deficiency in Rate of Return -4.84% 0.00% -4.84% 0.00%
20  Target Return on Equity $1,130,312 $1,130,312 $1,130,312 $1,130,312
21 Revenue Sufficiency/Deficiency $1,388,110 ($10) $1,388,110 ($10)
22 Gross Revenue Sufficiency/Deficiency $1,388,110 (1) $1,388,110 (1)
Notes:

M

Revenue Sufficiency/Deficiency divided by (1 -

Tax Rate)
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Ontario

Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
File Number:  EB-2009-0387

Rate Year: 2010

Line Particulars Application Per Board Decision
No
1 OM&A Expenses $3,386,100 $3,386,100
2  Amortization/Depreciation $1,187,400 $1,187,400
3  Property Taxes $- $-
4  Capital Taxes $- $-
5 Income Taxes (Grossed up) $- $-
6  Other Expenses $- $-
7 Return
Deemed Interest Expense $762,208 $762,298
Return on Deemed Equity $1,130,312 $1,130,312
Distribution Revenue Requirement
8 before Revenues $6,466,110 $6,466,110
9 Distribution revenue $6,366,100 $6,366,100
10 Other revenue $100,000 $100,000
11 Total revenue $6,466,100 $6,466,100
Difference (Total Revenue Less
Distribution Revenue Requirement
12  before Revenues) ($10) (1) ($10) (1)
Notes

(1)

Line 11 -Line 8




n Revenue Requirement Work Form
Name of LDC: Five Nations Energy Inc.
x , File Number:  EB-2009-0387
o] Rate Year: 2010

i e

Spexnl
Ontafio
Monthly Delivery Charge Total Bill
Per Draft Change Per Draft Change
Current [Rate Order $ % Current [Rate Order $ %
Residential 800 kWh/month NA NA #VALUE! | #VALUE! NA NA #VALUE! | #VALUE!
GS < 50kW 2000 kWh/month NA NA #VALUE! | #VALUE! NA NA #VALUE! [#VALUE!
Notes:
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19. Ref: Ex 3 and Ex 8 — Transmission Operating Revenues

Preamble: At Ex 3/T1/S1/p.2, FNEI states, “For the 2010 test year, FNEI has used
the 2009 forecast. FNEI has reviewed the IESO’s most recent 10-Month Outlook (covering
the period from December 2009 to June 2011). The IESO projects electricity demand to
show a slight increase over the forecast horizon as the economy recovers from the recent
recession (a forecast 141.1 TWh in 2010 compared to a forecasted 140.5 TWh in 2009), but
that peak demands are expected to decline due to conservation programs, the introduction
of time of use rates and the growth in embedded generation. Based on this, FNEI believes it
reasonable to assume relatively flat revenues over 2009 and 2010”.

(a) Please explain why is it appropriate to rely only on IESO demand projections, given
that these projections do not specifically address the demand of FNEI’s customers. Please
file the IESO report indentifying the sections in the report relied on by FNEI.

(b) In addition to the IESO report, did FNEI analyse other factors such as industrial
activity, residential and commercial building activity or regional economic activity when
developing its revenue forecast? Please describe the analysis undertaken by FNEI.

RESPONSE

(a) The total annual electricity demand of FNEI’s four customers is immaterial to the provincial
demand. The overall provincial demand coupled with FNEI’s revenue requirement (as compared
to the consolidated revenue requirement of all four rate-regulated transmitters) are the only two
factors that determine FNEI’s revenues. Please note that FNEI’s evidence incorrectly refers to
the document as a 10-month outlook, when it in fact was an 18-month outlook. The relevant
page from the IESO report is attached.

(b) No . There was no added value in FNEI carrying out such analysis, as noted in the answer to
(a) above.

May, 2010
DOCSTOR: 1932421\8
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IESO_REP_555v1.0
18-Month Outlook

3.0 Demand Forecast

The IESO is responsible for forecasting electricity demand on the IESO-controlled grid. This
demand forecast covers the period December 2009 to June 2011 and supersedes the previous
forecast released August 2009. Tables containing supporting information are contained in the
2009 Q4 Outlook Tables spreadsheet.

Electricity demand is expected to show a slight increase over the forecast horizon as the economy
recovers from the recent recession. Modest improvement in the industrial sector will stabilize
demand. However, the high dollar will act as a brake on growth.

Unlike energy demand, peak demands are expected to decline over the forecast horizon.
Conservation programs, the growth in embedded generation and the full-scale introduction of
time of use rates will act to reduce peak demand.

The following table shows the seasonal peaks and annual energy demand over the forecast
horizon of the Outlook.

Table 3.1: Forecast Summary

R Winter

2006 Energy 152.3
2007 Energy 151.6 -0.5%
2008 Energy 148.9 -1.8%
- - 2009 Energy (ForecastL T 01408 e
2010 Energy (Forecast) |~~~ 1411 - | 0 04%
2011 Energy (Forecast) - 1423 . 08%

Forecast Details

The companion document, the Ontario Demand Forecast, looks at demand in more detail. It
contains the following:

e details on the demand forecast,
¢ analysis of historical demand,
¢ discussion on the drivers affecting demand

The data contained in the Ontario Demand Forecast document are included in the Outlook -
Tables spreadsheet.

- End of Section -

November 17, 2009 Public Page 5 of 26



EB-2009-0387
Exhibit 10
Tab 1

Page 34 of 103

20. Ref: Ex 3 and Ex 8 — Transmission Operating Revenues

Preamble: FNEI is forecasting transmission revenue of $4.9 million in 2010. The
2010 forecast is based on 2009 revenues. However, based on the proposed charge
determinants and existing rates, staff estimates the test year revenues to be $5.2 million.
Further, FNEI’s 2009 Audited Financial Statements indicate 2009 revenues to be $5.0
million.

Source Network LC 1c
Proposed Charge Determinants (MW) Ex 8/T2/S1/p.4 247,270 238,342 206,387
Current UTRs ($/kW-m) Ex 8/T2/S1/p.3 297 0.73 1.71
Current FNEI Factors Ex 8/T2/S1/p.3 0.00411 0.00411 0.00411
Revenue per Pool $ 3018349 § 715096 $ 1,450,508
Total Revenue at Existing Rates $ 5,183,953
Revenue as per 2009 Audited Fin. Statements $ 5,023,982
Asiled Revenue $ 4,978,000

(a) Please provide the impact on revenue deficiency if the revenue at existing rates
($5,183,953) is used as the revenue forecast for 2010.

(b) In this application, FNEI has used an estimate of 2009 revenues as the basis for its
as-filed 2010 forecast. Based on FNEI’s 2009 Audited Financial Statements, the actual
revenue for 2009 was $5,023,982. Given that the actual revenue in 2009 was higher than
initially estimated, is FNEI agreeable to updating its as-filed revenue estimate?

(c) FNEI states that it is reasonable to assume relatively flat revenues over 2009 and
2010. Further, Board staff notes that the 2010 forecast of transmission revenues of $4.9
million, is the lowest in 8 years. Please explain with supporting analysis, why the decline in
2009 revenues, is expected to continue in 2010?

(d) Please provide in table format for the years 2002 to 2009, the total Ontario
transmission revenue and demand for each asset pool and the allocation of revenues to
FNEI Please provide all calculations preferably in MS Excel format and reconcile the total
revenue with those presented in Ex 3. Please explain any variances between the as-filed
revenues and those presented in response to this interrogatory. For 2009, please provide
the full year’s actual revenue. If needed please source this information from the IESO.
Please provide the information for each year in the format below:

May, 2010
DOCSTOR: 1932421\8
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Year

Network

Line Connection

Transformation
Connection

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Charge Demand
($) (MW)

Charge Demand
($) (MW)

Charge Demand
®  (Mw)

Total

(e)

2009 revenues. The suggested format is below.

Total
Revenue

Please provide FNEI’s forecast of 2009 revenues and compare this forecast to actual

Year 2009

Actual
Revenues

Forecasted
Revenue

Forecast Error

% Difference

Jan-09

Feb-09

Mar-09

Apr-09

May-09

Jun-09

Jul-09

Aug-09

Sep-09

Oct-09

Nov-09

May, 2010
DOCSTOR: 1932421\8
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Dec-09
TOTAL

® Please provide the month-to-date actual revenues remitted to FNEI for the period
Jan 2010 to April 2010. Please provide FNEI’s forecast for the same January to April
period. The suggested format is below:

Actual Forecasted
Year 2010 Revenues Revenue Forecast Error | % Difference
Jan-10
Feb-10
Mar-10
Apr-10
TOTAL

(g) Please provide FNEI’s monthly revenue forecast for the period May 2010 to
December 2010.

RESPONSE

Please note that the numbering in the original filed Board Staff IR 20 was incorrect. The

original questions were numbered (a), (b), (c), (a), (b), (c) and (d). We have renumbered them in
our response below.

(a) If transmission revenue of $5,183,953 is used, the deficiency drops from $1,388,160 to
$1,182,206.

(b) Yes, but only the transmission revenue changes. The large amount of revenue attributable to
“Miscellancous services” ($189,130) is anomalous, and the forecast of $50,000 at Exhibit 3, Tab
1, Schedule 2 remains more realistic. If the actual transmission revenue (as per our financial
statements) is utilized, the deficiency drops from $1,388,160 to $1,342,177.

(c) We believe revenues will remain flat (over years 2009 and 2010), based on provincial
electricity demand as forecast by the IESO.

(d) Please see attached.

May, 2010

DOCSTOR: 1932421\8
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(e)
Actual Forecasted
Year 2009 Revenues Revenue Forecast Error | % Difference
Jan-09 457055.67 431500 25555.67 5.59
Feb-09 438252.57 431500 6752.57 1.54
Mar-09 432041.43 431500 541.43 0.13
Apr-09 381525.62 431500 -49974.38 -13.10
May-09 361006.17 431500 -70493.83 -19.53
Jun-09 447442.38 431500 15942.38 3.56
Jul-09 412986.57 431500 -18513..43 -4.48
Aug-09 494700.16 431500 63200.16 12.78
Sep-09 390717.29 431500 -40782.71 -10.44
Oct-09 373896.30 431500 -57603.7 -15.41
Nov-09 396998.43 431500 -34501.57 -8.69
Dec-09 437359.79 431500 5859.79 1.34
TOTAL 5,023,982.38 5178000.00 -154017.62 -3.07
®
Actual Forecasted
Year 2010 Revenues Revenue Forecast Error | % Difference
Jan-10 459391.72 516666.67 -57274.95 -12.47
Feb-10 441921.81 516666.67 -74744.86 -16.91
Mar-10 401075.15 516666.67 -115591.52 -28.82
Apr-10 370605.56 516666.67 -146061.11 -39.41
TOTAL 1672994.24 2066666.67 -393672.43 -23.53
(2
10-May 516,666.67

May, 2010
DOCSTOR: 1932421\8



10-May 516,666.67
10-Jun 516,666.67
10-Jul 516,666.67
10-Aug 516,666.67
10-Sep 516,666.67
10-Oct 516,666.67
10-Nov 516,666.67
10-Dec 516,666.67

May, 2010
DOCSTOR: 1932421\8
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2002
2002
2002
2002
2002
2002
2002
2002
2003
2003
2003
2003
2003
2003
2003
2003
2003
2003
2003
2003
2004
2004
2004
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2004
2004
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2005
2005
2005
2005
2005
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0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423

243,699.67
283,468.79
307.253.16
301,349.65
298,256.63
254,117.55
260,140.88
277,028.19
288,022.10
279,228.19
276,727.52
253,830.53
227,855.13
296,678.01
281,330.32
288,641.14
239,246.10
250,884.07
255,602.13
267,741.22
294,589.58
266,592.79
255,982.88
237,248.94
244,046.46
276,556.95
271,064.62
275,802.74
261,048.90
237,605.02
256,875.93
296,506.23
288,500.48
264,783.05
269,414.21
230,978.50
228,680.57
310,182.70

417,036.78
484,659.09
526,748.15
515,230.87
507,984.78
436,378.25
441,869.14
471,887.11
488,528.98
476,449.59
469,414.65
431,624.82
390,489.91
505,444.23
481,779.39
490,929.49
413,881.19
420,155.34
436,525.10
458,482.54
500,464.53
455,805.55
437,353.68
407,324.45
417,245.69
472,137.83
460,734.96
469,834.25
445,480.61
407,626.37
437,176.68
501,057.01
482,301.26
452,630.52
456,685.44
395,922.10
392,113.65
528,768.72

20,400,732
23,679,823
25,669,006
25,173,517
24,915,138
21,227,940
21,731,105
23,141,801
24,060,188
23,325,580
23,116,685
21,203,964
19,034,085
24,783,267
23,501,184
24,111,900
19,985,640
20,957,829
21,351,956
22,366,006
24,608,808
22,270,071
21,383,762
19,818,806
20,386,643
23,102,436
22,643,629
23,039,432
21,806,957
19,848,551
21,438,559
24,748,112
24,163,881
22,099,088
22,485,956
19,275,194
19,083,234
25,891,589
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57,738,214.68
67,012,781.24
72,636,993.91
71,242,589.80
70,515,871.27
60,094,359.48
61,597,349.84
65,502,571.55
68,082,317.48
66,011,391.40
65,420,218.55
60,007,218.12
53,911,808.47
70,133,470.35
66,509,029.92
68,237,223.19
58,437,496.36
60,676,298.04
60,512,709.89
63,391,134.02
69,642,926.64
63,046,335.31
60,516,046.46
56,132,585.88
57,734,535.68
65,419,734.62
64,081,843.63
65,204,702.73
61,739,373.39
56,150,607.32
60,700,007.05
70,024,766.49
68,439,864.61
62,615,277.47
63,723,975.25
54,631,799.36
54,113,658.44
73,354,948.98

98,921,111.90
114,579,016.04
124,535,510.83
121,837,984.25
120,096,995.25
103,246,690.38
104,658,821.88
111,543,079.33
115,487,415.18
112,635,836.52
110,872,731.67
102,061,905.38
92,419,896.99
119,486,395.65
113,896,666.42
116,145,177.39
99,722,387.18
101,174,527.00
103,405,262.39
108,612,244 .18
118,313,127.10
107,778,174.03
103,393,303.88
96,365,556.52
98,691,340.20
111,718,362.70
108,921,171.91
111,072,266.39
105,406,626.23
96,382,217.30
103,348,805.55
118,363,670.47 -
116,382,524 .61
107,076,072.45
108,057,346.95
93,668,339.09
92,768,540.58
125,144,042.92
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0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00423
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00479
0.00439
0.00439
0.00439
0.00439
0.00439
0.00439
0.00438
0.00438
0.00438
0.00438
0.00438

£ 309,314.78

304,077.30
283,794.64
251,211.25
269,326.01
280,354.53
269,466.79
263,107.23
256,594.49
232,994.65
294,818.12
273,551.89
308,717.34
319,566.36
239,736.52
236,583.64
252,567.46
272,505.99
277,671.20
283,905.86
273,450.30
239,244.76
255,481.50
302,785.48
290,200.76
302,952.92
283,098.43
230,756.48
243,141.06
250,693.04
249,727.27
250,906.46
230,362.03
216,101.46
205,911.54
264,242.24
261,884.99
249,489.58
252,817.52
216,561.01
233,8298.56
250,037.74
258,009.95
246,908.04
244,025.49
212,682.02
202,471.51
252,909.38
237,855.39
280,414.64
229,449.76
214,120.07
230,766.39

528,695.66
517,348.97
481,392.16
431,008.08
456,926.92
477,947.84
458,977 61
451,835.00
437,485.15
398,010.82
502,287.43
467,422.83
528,246.85
543,893.50
412,363.63
406,703.81
430,206.31
461,815.69
471,526.96
482,897.40
464,982.07
410,438.78
436,728.78
516,059.58
499,717.47
517,775.72
484,394.21
403,822.80
439,821.95
455,855.89
454,362.32
454,923.53
420,104.92
394,093.60
374,239.55
478,768.09
476,537.13
452,211.03
455,732.50
380,144.53
421,748.14
453,379.11
456,896.74
438,163.06
432,451.90
381,184.15
361,315.91
447,929.26
412,681.25
485,475.88
399,411.10
372,828.16
398,421.06

25,819,088
25,381,569
23,687,238
20,965,355
22,498,393
23,419,670
22,510,153
21,978,901
21,434,854
19,463,420
24,627,899
23,092,963
25,788,983
26,695,266
20,026,608
19,763,229
21,098,452
22,764,035
23,195,516
23,716,334
22,842,919
19,985,528
21,341,879
25,293,460
24,242 184
25,307,447
23,648,884
19,276,452
21,974,086
22,656,602
22,569,320
22,675,890
20,818,551
19,526,840
18,609,435
23,881,123
23,668,085
22,547,839
22,857,642
19,571,890
21,132,551
22,597,379
22,868,560
21,884,548
21,629,055
18,850,945
17,844,470
22,418,098
20,415,370
24,041,025
19,693,218
18,378,143
19,806,914

73,124,072.12
71,943,894.93
67,131,216.01
59,412,436.29
64,117,985.56
66,418,707.64
63,653,073.16
62,200,408.69
60,693,461.99
55,067,478.59
69,727,337.05
64,655,238.05
72,991,702.43
75,577,445.13
56,680,564.44
55,928,285.35
59,698,312.30
64,421,019.13
65,618,168.56
67,117,225.22
64,660,963.51
56,560,111.156
60,620,513.08
71,572,324.42
68,606,238.21
71,619,588.25
66,926,341.72
54,560,871.80
50,760,748.50
52,334,221.17
52,135,080.69
52,381,324.38
48,116,200.03
45,116,929.80
42,989,619.75
55,196,847.09
54,675,701.85
52,083,643.92
52,806,426.75
45,182,604.39
48,830,366.97
§2,226,066.97
58,822,501.81
56,311,925.35
55,586,671.35
48,481,184.18
46,131,702.24
57,525,876.07
54,267,000.48
63,949,126.50
52,385,608.10
49,037,807.56
52,686,391.24

124,978,266.48
122,527,691.57
113,948,468.15
101,921,852.27
108,480,023.90
113,236,706.60
108,459,206.18
106,817,303.89
103,513,280.01
94,301,149.48
118,810,097.13
110,489,009.88
124,893,476.15
128,630,560.07
97,520,784.26
96,145,731.85
101,689,416.42
108,201,829.85
111,442,779.54
114,160,142.38
109,969,181.36
97,031,973.10
103,569,120.04
121,890,194.62
118,137,376.21
122,404,965.47
114,514,090.38
95,476,644.70
91,821,925.03
95,165,175.51
84,858,669.03
94,973,932.89
87,735,267.16
82,276,912.74
78,131,313.38
99,989,170.21
99,493,760.70
94,405,209.17
95,152,348.69
81,427,816.30
88,073,090.69
94,684,998.25
104,149,818.71
99,902,854.85
98,508,404.53
86,907,885.68
82,318,033.10
101,930,983.00
94,185,919.37
110,756,294.09
91,270,682.70
85,445,386.21
90,963,713.35
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(a) Please provide the actual charge determinants by customer and by asset pool for the
period 2002 to 2009 and forecast for 2010, in the format below. If needed please source this

information from the IESO.

Years

Historical Annual Charge
Determinants

Kashechewan

Fort
Albany

Attawapiskat

De Beers

Total
FNEI
Load

2002

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2003

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2004

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2005

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2006

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2007

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

May, 2010
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Years

Historical Annual Charge
Determinants

Kashechewan

Fort
Albany

Attawapiskat

De Beers

Total
FNEI
Load

2008

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2009

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

2010

Network (MW)

Line Connection (MW)

Transformation Connection
(MW)

May, 2010
DOCSTOR: 1932421\8
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RESPONSE

Please see attached. [Confidential Filing Request]

May, 2010
DOCSTOR: 1932421\8
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22. Ref: Ex 8 — Charge Determinants — Alternate Forecast Scenarios

(a) Update: The test year charge determinants forecast is based on an average of 2007,
2008 and 2009 peak load by pool. With respect to 2009 load data, it appears that this may
be a blend of actual and forecast. If that is case, please restate the 2010 forecast using
actual 2009 load data.

(b)  Average of Full Data Scenario: FNEI has used the average of 3 years of load data by
pool to estimate the 2010 Charge Determinants. For the purposes of this interrogatory,
please provide the 2010 Charge Determinant forecast based on an average of 2002 to 2009
load data by asset pool. If the full extent of the historical data is not available, please
identify why it is not available and use the available data to complete the interrogatory.

(©) Simple Linear Trend using Full Data Scenario: Please provide the test year Charge
Determinant forecast based on a simple linear trend using 2002 to 2009 actual charge
determinant by pool data. If the full extent of the historical data is not available, please
identify why it is not available and use the available data to complete the interrogatory.

RESPONSE

(a) The data for 2009 is not a blend of actual and forecast but is based on the actual 2009
transmission data files from the IESO.

(b) and (c) Please see attached. [Confidential Filing Request]

May, 2010
DOCSTOR: 1932421\8
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23. Ref: Ex 8 — Charge Determinants — Forecast Accuracy

Preamble: To test the forecast accuracy of FNEI’s forecasting methodology, please
provide the following ex-post analysis.

(a) 3-Year Average Method: Please estimate the charge determinant by pool for 2007,
2008 and 2009, using the 3 year average method proposed in this application. (i.e. for the
2007 estimate use 2004-2006 data, for the 2008 estimate use 2005-2007 data, and for the
2009 estimate use 2006-2008 data). Please compare this estimate to the actual charge
determinant in each respective year and identify the forecast error in each year.

(b)  Average of Full Data Method: Please provide a charge determinant forecast for
2007, 2008 and 2009 using the average of full historical data. (i.e. for the 2007 estimate use
2002 to 2006 data, for the 2008 estimate, use 2002-2007 data and for the 2009 estimate, use
2002-2008 data). Please compare the estimates to the actual charge determinant in each of
those years and identify the forecast error. Please also provide the MS Excel worksheets if
available.

(c) Simple Linear Trend using Full Data Method: Please provide a charge determinant
forecast by pool for 2007, 2008 and 2009 using a simple linear trend based on the full extent
available data. (i.e. for the 2007 estimate use 2002 to 2006 data, for the 2008 estimate, use
2002-2007 data and for the 2009 estimate, use 2002-2008 data). Please compare the
estimates to the actual charge determinant in each of those years and identify the forecast
error.

RESPONSE

(a), (b) and (c) Please see attached. [Confidential Filing Request]

May, 2010
DOCSTOR: 1932421\8
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24. Ref: Ex 8 — Charge Determinants

(a) FNEI has used a simple 3 year average peak load by pool to calculate the test year
charge determinants. Please explain why FNEI has not relied on an econometric or end-use
model to forecast charge determinants.

(b) The charge determinants are based on actual load and are not weather normalized.
Please explain how FNEI’s forecast methodology deals with issues of weather
normalization.

(©) Did FNEI refer to any regional economic forecasts, population growth estimates,
industrial activity or residential and commercial building activity to test the
appropriateness of the charge determinant forecast?

(d) Why has FNEI not developed a more sophisticated approach to forecasting and
weather normalizing the charge determinants?

RESPONSE

(a) It is not clear to FNEI that transmission billing determinants would be strongly related to
heating and or heating degree days. In any event, degree day information for the area (available
for Moosonee) is only available starting in 2006. As a result, any econometric forecast would be
based on only four years of data. FNEI does not have any end use data for any of the customers
it serves.

(b) The FNEI methodology does not deal with the issue of weather normalization, other than the
forecast is implicitly based on the average of the weather over the three years used in the
calculation of the average. As noted above, FNEI only has four years of historical weather data
available to it.

(c) No, as FNEI serves a remote area, there are no regional economic forecasts that would be
applicable. Residential, commercial, and industrial activity is limited in the 3 communities
served by FNEI and no significant changes are forecast for 2010. DeBeers production is
expected to remain at recent levels.

(d) A limited amount of historical data, including billing determinants, degree day information
and economic activity measures specific to the communities served limits the forecasting
approaches that can be undertaken at this time. Over time, it may be possible to develop a more
sophisticated approach to forecasting, such as billing determinants as a function of degree days.

May, 2010
DOCSTOR: 1932421\8
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25. Ref: Ex 3/T1/S2 — Other Revenues — Miscellaneous Revenues

Preamble: FNEI’s 2009 Audited financial statements indicate that FNEI earned
$189,130 in miscellaneous revenues. FNEI’s as-filed forecast of miscellaneous revenues is
$50,000. The source of this revenue is the work performed by FNEI for De Beers. Please
provide the following information:

(a) Please provide a copy of the cost recovery agreement, with De Beers referenced at
Ex 3/T1/S1/p.2. Please identify the services performed by FNEI and the pricing structure
for these services.

(b)  How was the as-filed estimate for miscellaneous revenues developed? Please explain.

(©) What are the drivers that contributed to the significant increase in actual 2009
miscellaneous revenues compared to FNEI’s as-filed forecast of $50,000? Are these factors
likely to affect the 2010 estimate as well? Please explain.

(d) Given that the actual misc. revenue in 2009 was higher than initially estimated, is
FNEI agreeable to updating its as-filed misc. revenue estimate?

RESPONSE

(a) Please see attached. Refer to section 5 for how FNEI’s costs for services.

(b) The $50,000 forecast represents the amount expected to be paid by De Beers under the
Connection and Cost Recovery Agreement.

(c) and (d) Most work related to the De Beers assets is now complete, and consequently, the
$50,000 is a far more appropriate estimate of the 2010 miscellaneous revenues than the previous
year’s $189,130 figure.

May, 2010
DOCSTOR: 1932421\8



Victor Mine Site Project Agreement

3

PN
THIS CONNECTION AND COST RECOVERY AGREEMENT is made as of the . % _day of November,
2005, between De Beers Canada Inc, (“De Beers”) and Five Nations Energy Inc. (“FNEI”).

WHEREAS the connection of De Beers’ Victor Mine Site 1o FNEI's transmission system requires certain work to
be performed on cerrain connection facilities forming part of FNEI's transmission system,

AND WHEREAS to permit such connection De Beers will construct certain transmission facilities, the ownership
of which shall be transferred to FNEL;

AND WHEREAS pursuant to the Transmission System Code, De Beers will pay a capital contribution to FNEI in
respect of the connection to FNEI's transmission system.

THEREFORE in consideration of the mutwal covenants contained herein and for other good and valuable
consideration, the receipt and sufficiency of which is hereby irrevocably acknowledged by the parties, the parties
agree as follows:

1. Lach party represents and warrants to the other that:

(a) it is a corporation duly incorporated and validly subsisting in all respects under the laws of its
jurisdiction of incorporation;

(b) it has all the necessary corporate power, authority and capacity to euter juto this Agreement and to
perform its obligations hereunder;

{c) the execution of this Agreement and compliance with and performance of the terms, conditions,
and covenants contemplated in this Agreement have been duly authorized by all necessery
corporate action on its part;

(d} no proceedings have been instituted by or against it with respect to bankrupicy, insolvency,
liquidation or dissolution;

(e) subject to the extent that equitable remedies such as specific performance and injunction are in the
discretion of the court from which they are sought, this Agreement constitutes a valid and binding
obligation enforceable against it in accordance with its terms and conditions, and it is uot a parnty
to, bound or affected by or otherwise subject to any indenture, mortgage, lease, charter or by-law
provision, agreement ot other instrument, or any statute, rule, regulation, judgement or other order
which would be violated, contravened or breached by, or under which default by it would occur as
a result of, the execution of this Agreement or the compliance with and performance of any of the
terms, conditions and covenants contemplated herein;

n it is registered for purposes of Part IX of the Excise Tax Act (Canada);

(8) except for (i} any approvals required pursuant to the Oniarie Energy Board Act, 1998 (Ontario),
and (ii) the permits specified in Schedule “D” attached hereto, no consent, authorization or
approval of, or exemption by, any governmental or public body or authority, or by any person,
pwsuant to statute, contract or atherwise, is required in conncction with the execution and
performance of this Agreement, or any of the covenants or transactions contemplated herein
referred 1o, or the taking of any action contemplated herein.

2. Term

2.1 The term of this Connection and Cost Recovery Agreement (the “Agreement”) conunences on the date first
written above and terminates on the Guarantced Revenue Date.

Page 1 of 15
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6.1

Victor Mine Site Project Agreement

Contestable Work Assets

To complete the connection of the Victor Mine Site, De Beers will construct certain transmission facilities
that are more particularly described as Contesiable Work Assets, De Beers will construct and transfer title
to the Contestable Work Assets to FNEI in accordance with the terms and conditions set out in Exhibit “A™,

Medium Risk Connection

The parties acknowledge that contemporancous to the Transfer Date Phase 1, De Beers will be connected to
the FNEI Facilities - HV as a load customer and the basis for the connection shall be in accordance with
the terms and conditions set out in Exhibit “B". De Beers will pay on the Transfer Date Phase 11, the
Capital Contribution prepared in accordance with Exhibit “B”.

FNEI Connection Work

The FNEI Connection Work be completed by FNEI by the Ready for Service Date and as such the Ready
tor Service Date is subject to:

(a) any delays caused by third parties; and
(b) all necessary approvals and permits contemplated pursuant hereto have been obtained.

De Beers shall pay the actual cost for the FNEI Connection Work which is estimated to be the amount
specified in Schedule “C” (plus applicable taxes) in the manner specified in Schedule “C” (the “Actual
Cost™). Within 10 days before the Transfer Date Phase [1, FNEI shall provide De Beers with a final invoice
or credit memorandum which shall indicate whether the amount already paid by De Beers for the FNEI
Connection Work exceeds or is less than the Actual Cost. Any difference between the Actual Cost (plus
applicable taxes) and the amonnt already paid by De Beers for the FNEI Connection Work shall be paid on
the Transfer Date Phase 11, by FNEI to De Beers, if the amount already paid by De Beers exceeds the
Actual Cost (plus applicable taxes), or by De Beers to FNEI, if the amount already paid by De Beers is less
than the Actual Cost (plus applicable taxes).

Subsection 6.6.2(d) of the Transmission System Code issued by the Ontario Energy Board on July 25, 2005
(the “Transmission System Code”) references that De Beers is required to pay Ontario Energy Board-
approved fecs for inspection, testing and commissioning by FNEI (the “Board Approved Fees”). As FNEI
does not have any Board Approved Fees as at the execution of this Agreement, Dc Becrs shall pay the
inspection, testing and commissioning fees of FNE! contemplated by and that comprise the FNEI
Connection Work as invoiced by FNEI. Once FNEI has Board Approved Fees, if the amounts paid by De
Beers for inspection, testing and commissioning to FNEI in respect of the FNEI Connection Work:

i) exceed the Board Approved Fees, FNET shall refund the difference to De Beers (plus
applicable taxes), or

(i) are less than the Board Approved Fees, De Beers shall pay the difference to FNEI (plus
applicable taxes) in accordance with the invoice issued by FNEIL

FNEI shall keep proper accounts and records of afl of its costs related to the Contestable Work Project,
including without limitation, the FNEI Connection Work. De Beers shall have the right to audit, inspect,
examine and ¢copy FNEI's accounts and records related to the Contestable Work Project, including, without
limitation, the FNEI Connection Work during regular business hours on Business Days, on not less than
two Business Days' notice. FNEI shall preserve and keep available for audit, inspection, examination and
copying all such accounts and records for a period not less than seven years,

Inconsistency with the Transmission System Code

1f any provision of this Agreement is inconsistent with the Transmission System Code, the Parties agree to
negotiate in good faith to replace the inconsistent provision. In the event of a Dispute (as that term is
Page 2 of 18
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7.3

Victor Minc Site Project Agreement

defined in Section 11.1), the process described in Section 11.1 shall apply. At any time, including if the
parties are unable to agree on a new provision or provisions to replace an inconsistent provision, De Beers
shall have the right to terminate this Agreement, and if De Beers terminates the Agrecment:

(1) prior to the Ready for Scrvice Date, Section 10.1 shall apply; and

(i) after the Ready for Service Date, the parties agree that the terniination shall be deemed a
voluntary and permanent disconnection of the Victor Mine Site from the IESO-controlled
Crid and FNEI shall perform a True-Up of the Line Connection Revenue in accordance
with the Transmission System Code.

Nothing contained within this Agreement shall preclude, prevent, prohibit or operate as a waiver of any of
the Purties' rights to:
@ make application to the OEB;
(ii) participate in any hearings before the OEB; or
(iii) make any appeals to a court of competent jurisdiction regarding any decision by the
OEB,

with respect 1o any matter, issue, thing, interpretation, consideration or consequence whatsoever that is
related to the terms of this Agreement.

Events of Default

Each of the following events shall constitute an “Event of Default” under this Agrecment:

(a) failure by De Beers or FNEI to pay any amount duc under this Agreement within the time
stipulated for payment;

(b) breach by De Beers or FNEI of any Material term, condition or covenant of this Agreement; or

() the making of an order or resolution for the winding up of De Beers or FNEI or of its operations or

the occurrence of any other dissolution, bankruptcy or reorganization or liquidation procceding
instituted by or against De Beers or FNEL

For greater certainty, a Dispute (as defined below in Section 11.1 below) will not be considered an Event of
Default under this Agresment. However, a Party’s failure to comply with the terms of a settiement or
resolution of a dispute by the OEB or a court of competent jurisdiction will be considered an Event of
Default under this Agreement.

Upon the occurrence of an Event of Default by De Beers hereunder (other than those specified in
Subsection 7.1(c) above for which no notice is required to be given by FNEI), FNEI shall give De Beers
written notice of the Event of Default and allow De Beers 30 calendar days from the date of receipt of the
notice to rectify the Event of Default, at De Beers' sole expense. [f such Event of Default is not cured to
FNELY's reasonable satisfaction within the 30 calendar day period, FNEI may, in its sole discretion, exercise
the following remedy in addition to any remedies that may be available to FNEI under the terms of this
Agreement, at comnion law or in equity: terminate this Agreement without further notice and, if FNEI
terminates this Agreement after the Transfer Date Phase [, FNEI may perform a True-Up and if the Actual
D¢ Beers Load to the date of termination is less than the load in the Load Forecast and therefore has not
generated the forecasted Line Connection Revenue required for the economic evaluation period, after
giving De Beers at least 10 celendar days’ prior written notice thereof, FNEI may recover, as liquidated
damages and not as a penalty, the shortfall. FNEI will provide an invoice to De Beers in respect of any
shortfall.

Upon the occurrence of an Event of Default by FNEI hereunder (other than those specified in Subsection
7.1{c) above for which no notice is required to be given by De Beers), De Beers shall give FNEI written
notice of the Event of Default and shall allow FNEI 30 calendar days from the date of receipt of the notice

Page3 of 15
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1o rectify the Event of Default at FNEI's sole expense. If such Event of Default is not cured to De Beers'
reasonable satisfaction within the 30 calendar day period, De Becrs may pursue any remedies available to it
at law or in equity, including at its option the termination of this Agreement.

All rights and remedies of FNEI and De Beers in this Agreement are cumulative and in addition to any
other right or remedy otherwise available to FNEI and De Beers respectively at law or in equity, and any
one or more of FNEI's and De Beers' rights and remedies may from time to time be excrcised
independently or in combination and without prejudice to any other right or remedy FNEI or De Beers may
have or may have cxercised. The parties further agrec that where any of the remedies provided for and
clected by the non-defaulting party are found to be unenforceable, the non-defaulting party shall not be
precluded from exercising any other right or remedy available to it at law or in equity.

Force Majeure

Neither party shall be comsidered to be in default in the performance of its obligations under this
Agreement, except obligations to make payments with respect to amounts already accrued, to the extent
that performance of any such obligation is prevented or delayed by any cause, existing or future, which is
beyond the reasonable control of, and not a result of the fault or negligence of, the affected party (“Force
Majeure™) and includes, but is not limited to, system operating conditions mandated by the IESO, strikes,
lockouts and any other labour disturbances and manufacturer’s delays for equipment or materials required
for the Contestable Work Assets or the FNEI Connection Work not acquiesced in by the affected party, acts
of God, acts of War or conditions arising out of or attributable to War, whether declared or undeclared; tiot,
civil strife, insurrection or rebellion; fire, explosion, earthquake, storm, flood, drought or adverse weather
conditions. The non-affected party shall be relieved of any obligation hereunder during the continiation of
the event of Force Majeute.

If a party is prevented or delayed in the performance of any such obligation by Force Majeure, such party
shall immediately provide notice to the other party of the circumstances preventing or delaying
performance and the expected duration thereof. Such notice shall be confirmed in writing as soon as
reasonably possible. The party so affected by the Force Majeure shall endeavour to remove the obstacles
whicl prevent performance and shall resume performance of its obligations as soon as reasonably
practicable, except that there shall be no obligation on the party so affected by the Force Majeure where the
event of Force Majeure is a strike, lockout or other labour disturbance.

Sale, Lease, Transfer or Other Disposition of the Victor Mine Site

In the event that De Beers sclls, leases or otherwise transters or disposes of the Victor Mine Site to a third
party or to an Affiliate, during the Term of this Agreement, De Beers shall cause the purchaser, lessee or
other third party or Affiliate to whom the Victor Mine Site is transferred or disposed to enter into an
assumption agreement with FNEI, having a form and content satisfactory to FNEL, acting reasunably, to
assume all of De Beers' obligations in this Agreement. Notwithstanding such assumption agreement,
unless FNEI agrees otherwise in writing, which agreement shall not be unreasonably withheld, De Beers
shall remain obligated hereunder. Notwithstanding the foregoing, in the event that such third person or
Affiliate is classified as a medium-low to low risk customer in accordance with Section 6.5.2(a) of the
Transmission System Code, then De Beers shall not remain obligated hereunder and no agreement shall be
required from FNEI to this effect.

Page 4 of 15
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Victor Mine Site Project Agreement

Cancellation of Connection and Early Termination of Agreement for Breach

If the connection of the Victor Mine Site is cancelled or this Agreement is terminated prior to the Transfer
Date Phase 11 for any reason whatsoever other than breach of this Agreement by FNEI, De Beers shall pay
FNEUD's project related costs (plus applicable taxes) incurred before the connection of the Victor Mine Site
was cancelled or this Agreement was terminated, including all costs associated with the winding up of the
FNEI Connection Work, including, but not limited to, storage costs, vendor cancellation costs, facility
removal expenses and any environmental remediation costs,

If De Beers provides written notice to FNEI that it is cancelling the connection of the Victor Mine Site or
terminating this Agreement prior to the Transfer Datec Phase IT, FNEI shall have 10 Business Days to
provide written notice to De Beers that:

(1) De Beers shall remove all equipment and materials constructed within or installed in the
applicable electrical stations as at its date of such cancellation or termination and require
De Beers to retum said stations to their condition prior to the commencement of any
work by De Beers or its contractor on the Contestable Work Station Asscts; or

(ii) it wishes to purchase, and De Beers shall transfer to FNEI tide to, the applicable
equipment and materials for $1.00 on an “as is, where is” basis.

For greater certainty, FNEI shall have the above option if the cancellation or termination occurs at any time
prior to the Transfer Date Phase 11, including if such vancellation is after the Transfer Date Phase 1.

If De Beers wishes to defer the connection of the Victor Mine Site, the Parties will negotiate the terms of
such deferral.

Resolution of Certain Disputes

Unless the Parties agree otherwise, either party may refer disputes, disagreements, controversies, questions
or claims arising out of or relating to whether any of the terms of this Agreement are inconsistent with the
Transmission System Code (“Dispute™) to a committee to be composed of one (1) representative of each of
the Parties with respounsibility for the business unit involved in the dispute, to hear the Dispute and attempt
to reach a resolution. If the committee cannot resolve the Dispute, cither party may refer the Dispute to the
Ontario Energy Board for a review and resulution.

Neither Party may suspend or cease performing their obligations under this Agreement in the event of a
Dispute.

This Agreement shall be construed and c¢nforced in accordance with, and the rights of the parties shall be
governed by, the laws of the Province of Ontario and the laws of Canada applicable thergin, and, subject to
Section 1.1 above and Section 9 of Exhibit “B”, the courts of Ontario shall have exclusive jurisdiction to
determine all disputes arising out of this Agreement,

General

The failure of any party hereto to enforce at any time any of the provisions of this Agresment or to exercise
any right or remedy shall in no way be construed to be a waiver of such provision or any other provision
nor in any way affect the validity of this Agreement or any part hereof or the right of any party to enforce
thereafter each and every provision and to exercise any right or remedy. The waiver of any breach of this
Agreenient shall not be held to be a waiver of any other or subsequent breach, Nothing shall be construed
or have the effect of a waiver except an instrument in writing signed by a duly nuthorized officer of the
party against whoni such waiver is sought to be enforced.

No amendment, modification or supplement to this Agreement shall be valid or binding unless set ont in
writing and executed by the parties with the same degree of formality as the execution of this Agreement.

Page 5of 15
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Any written notice required by this Agreement shall be deemed properly given only if either mailed or
delivered:

(a) in the case of FNEI to:

70C Mountjoy Street North
Suite 421

Timmins, Ontario

PAN 4V7

Attention: General
Fax No.:  (705) 268-0071

(b) in the case of De Beers to:

65 Qverlea Boulevard
Suite 400

Toronto, Ontario
M4H 1P

Attention: Jeremy Wyeth, Vice President Victor Project
Fax No.:  (905) 829-4407

A faxcd notice will be deemed to be received on the date of the {ax if received before 3 p.m. or on the next
Business Day if received after 3 p.m. Notices sent by courier or registered mail shall be deemed to have
been received on the date indicated on the delivery receipt. The designation of the person to be so notified
or the address of such person may be changed at any time by either party by written notice.

This Agrecment may be executed in counterparts, including facsimile counterparts, each of which shall be
deemed an original, but all of which shall together constitute one and the same agreement.

Invoiced amounts are due 30 days after invoice issuance. All overdue amounts shall bear interest at 1.5%
per month compounded monthly (19.56 percent per year) for the time they remain unpaid.

Termination or expiry of all or part of this Agreement for any reason does not affect any rights of either
party against the other which:

(a) arose prior to the time at which such termination or expiration occurred; or

(b) otherwise relate to or may arise at any future time from any breach or non-observance of
obligation under this Agreement occurring prior to the termination or expiration.

Schedules “A”, “B”, “C”, “D™ and “E” attached hereto, and Exhibit “A™ - The Transfer of Contestable
Work Terms and Conditions and Exhibit “B” - The Medium Risk Connection Terms and Conditious
attached hereto are to be read with and form part of this Agreement. This Agreement constitutes the entire
agreement between the parties with respect to the subject matter of this Agreement and supersedes alt prior
oral or writien representations and agreements concerning the subject matter of this Agreement.

If there is a conflict between any term or provision of this Agreement and Exhibit “A” or Exhibit “B”, then
the terms and provisions of this Agreement shall govern and prevail,

Page 6 of 15
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be exccuted by the signatures of their

proper authorized signatories, as of the day and year first written above.

FIVE NATIONS ENERGY INC,

Ao . :\ M
Name: Chief MickirT Meratawabin
Title: President
T have thf authority to bind the Corporation,

Kotk e N

N Gdward Chilton

Title: Secretary - Treasurer and Project Co-ordinator
1 have the authorlty to bind the Corporation.

DE BEERS CANADA INC,

Name: Jeremyw NS
Title:  Vice Presilent Victor Project

I have the authority te bind the Corporation.

DOCSTOR: 97796810
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Yictor Mine Site Project Agreement

Schedule “A”
CONTESTABLE WORK ASSETS:

As described in the document “Five Nations Energy Inc. Victor Project, Regquirements for Extension of Fort Albany,
Kashechewan, and Attawapiskat Substations, Technical Specifications, February 2005" and in “De Beers Canada
Victor Praoject CONTRACT NO: 143232-C403, 115kV Transmission Line (EPC) Volume 2 Techuical Issue,
February 2005

- approximately 170 km of new high voltage 115 kV line (energized at 138 kV) from Moosonce Switching
Station to Kashechewan Transformer Station;

- a new high voltage circuit breaker and bushing current transformer, one manually operated high voltage
line disconnect, one motorized high voltage disconnect with line side ground switch in the Attawapiskat
Transformer Station;

- 2 mew high voltage circuit breakers and bushing current transformers; 1 new high voltage circuit breaker
without bushing current transformers, 3 new manually operated high voltage line disconnects; 2 new
motorized high voltage disconnect switches with grounding switches, a new 5.5 Mvar 138 kV shunt reactor
complete with surge arrestors, and a new high voltage switchyard station site adjacent to the Kashechewan
Transformer Station;

- modification of the existing 115 kV line (energized at 138 kV) and the addition of the new 138 kV line to
feed into the pew site adjacent to the Kashechewan Transformer Station,

- connection of the existing Kashechewan Transformer Station to the new Kashechewan site for the
continued supply of the existing Kashechewan station and the Kashechewan to Attawapsikat 115 kV line
{energized at 138 kV).

- power line carrier telecommunications equipment and system at Five Nations Energy Inc. transformer
stations in Fort Albany, Kashechewan, and Attawapsikat, including insulated temperature controlled
buildings at each site adequate to house controls for communications and power equipment at A ttawapiskat
and Kashechewan, and communication controls in Fort Albany;

- station fence plus yard modifications at Attawapsikat Transformer Station and Fort Albany Trensformer
Station.

- insulated temperature controlled buildings at the Autawapiskat Station adequate to house controls for
communications and power equipment.

Page B of 15
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Schedule “B”

Estimated Transformation Connection Pool Work Capital Cost: $9,843,448.00

Estimated Line Connection Pool Work Capital Cost: $22,579,684.00

Estimated OM&A Annual Total Costs: $397,900, being calculated as follows:

Additional 170 km of ROW & HV Ling, separate location

1)
2}
3)
4
5)
6)
7
8)

9

Annual Helicopter patrol - $ 15,000

Vegetation management 6 year cycle - $9000 (3150 / km; $54,000 in 6th year )
Periodic guy work - $ 3000/ yr

Snow Machine Patrol every 3 years ($5000/ yx - $15,000 every 3rd year)
MNR Land Use Permit : $6000

Erosion Management River Crossings: $ 10,000 (330,000 every 3 years)
Albany Reserve # 67 HV Line Land use fees ; $10,000

Historical Trouble call fly by on line trips : $10,000

Minor Contingency cost : $10,000 (3100000 in 10 years)

Subtotal HV Lines: $78,000/ yr on average

Station Expense Kashechewan, Attawapiskat, Fort Albany

0
2)
3)
4)
5)
5)
7
8)

9)

PLCC checks & verifications : $10,000

Added 4 HV SF6 breakers inspections, testing, overhauls : $15,000
Station Inspections and routine checks : $25,000

Electricity costs new buildings & heaters SF6 : $20,000
Kashechewan TS Scct 28 Permit Land Use ; $40,000

Operating Services Hydro One Agreement Modification: $68,000
Station [nsurance cost increase: $50,000

Historical trouble call ins ; $10,000

Major Contingency cost : $30,000 ($300,000 once in 10 years)

Subtotal FNEI Stations: $268,000
Administrative Suppont & Planning Functions:
Apply the FNEI general overhead of 15% to all activities above: $51,900/ yr

Page 9 of 15
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Estimated Pool Cost: $35,309,211.00
Estimated Capital Contribution: $35,303,913.00
Line Conpection Revenue Reguirements and Load Forecast

Guaranteed Revenue Date: 15 years from the Transfer Date Phase |

Period: One Year following LOAD
the anniversary of the Ready FORECAST:
for Service Date and Incremental Load Line Connection
annually thereafter (Average Monthly Revenue ($)
Peak Load KW)
Year 1 2737 114
Year 2 6335 264
Year 3 10332 430
Year 4 17035 709
Year 5 18325 763
Year 6 18801 783
Year 7 18525 771
Year ¥ 18894 786
Year 9 18894 786
Year 10 18894 786
Year 11 18864 786
Year 12 18677 777
Year 13 18738 780
Year 14 19323 804
Year 15 19323 804

Page 10 of 15
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Victor Minc Site Project Agreement

Schedule ¢ Victor Mine Site Connecti

Estimated Actual Cost for FNEI Connection Work. $310,000.00 plus FNEI overhead to be invoiced by FNEI
from time to time as it deems necessary

FNEI Connection Work:

FNEI work associated with inspection, testing, commissioning, and incorporating into existing systems of
Contestable Work Assets

L

2.

)\ =1

Implementation of changes to protection settings Attawapiskat & Kashechewan breakers
Implementation of voltage control plan modifications all sites

[mplementation of PLC communications signals al! sites

Verification of telecommunications and alarms all sites

Verification of Victor TS operating parameters & communications back to FNEI stations

Inspection of future new FNEI assets during construction

Registration with IESO; TESO authorization to encrgize approval

Modify Hydro One operating services agreement (OGCC)

New Transmission Facilities Agreement with Hydro One - added FNEI HV line connection Moosonee)
Change IESO - FNEI Operating agreement (new equipment & operating rules)

Modify O&M agreement Timmins Hydro One

Create/sign Transrussion Connection Agreement with DBC

Transmission Line inspection (Moosonet to Kash)

FNEI review & acceptance of permits and external approvals records associated with new FNEI Facilities

FNEI familiarization with new assets (operating, maintenance protocols, record keeping, monitoring
information, equipment manuals review etc.) - local resources and FNEI staff, plus contract maintenance staff.

. Asset record keeping database inputs

New parts that are critical - inventory plan & resource
FNEI involvement with Community / FNEI leaders information activities during construction

Coordination of work interfacing with FNEI existing system or sites (HV outages; working at limit of
approach; access to FNEI sites & equipment, information on equipment, LDC outages)

Page 11 of 15
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Scheduie “D” Land Permits

1) For High Voitage Line from Moosonee to Albany Reserve # 67 : Ontario Ministry Of Natural Resources
Land Use Permit.

2) For Assets on Albany Reserve # 67 - Indian Act Section 28(2)
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Throughout this Agreement, the following words
shall have the following meanings:

"Actual Cost" has the meaning ascribed thereto in
section 5.2 of this Agreement.

“Actual De Beers Load™ means the actual load
delivered to De Becrs by Five Natious Energy Inc. up
to the True-Up point.

“Affiliate” has the meaning ascribed thercto in the
Business Corporations Act {Ontario).

“Applicable Laws”, mcans any and all laws,
including environmental laws, stawtes, codes,
licensing requirements, treaties, directives, rules,
regulations, protocols, policies, by-laws, orders,
injunctions, rulings, awards, judgments or decrees or
any requirement or decision or agreement with or by
any governmental or governmental department,
cormission  board, court authority or agency,
including the OEB, applicable to a panty.

“Bill of Sale™ means a bill of sale substantially in the
form of the Bill of Sale attached to Exhibit “A” as
Appendix “A”,

“Business Day” means a day other than Saturday,
Sunday, statutory holiday in Ontario or any other day
on which the principal chartered banks located in the
City of Toronto, are not open for business during
normal banking hours.

“Capltal Contribution” means a capital contribution
calculated in accordance with section 3 of Exhibit
“[3"‘

“Claim™ means a claim or cause of action in
contract, in tort, under any Applicable Law or
otherwise.

“Clatm Notice” means a written notice of a Claim
specifying in reasonable detail the specific basis of
the Claim, the specific nature of the Losses and the
estimated amount of such Losses;

“Contestable Work Assets™ means the assets
described in Schedule *A” of this Agreement.

“Contestable Work Project” means the design and
construction of the Contestable Waork Assets.

DOCSTOR: 977196810
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“E” - nitions

“Contestable Work Station Assets” means the
design and construction of that part of Contestable
Work Assets that are in FNE's stations.

"Embedded Generation" shall have the meaning
ascribed thereto in the Transmission System Code.

“Environmental Law(s)” means all applicable
federal, provincial and local laws, by-laws, rules,
regulations, guidelines, codes and judgments relating
to the protection of the environment and public health
and safety and without restricting the generality of
the foregoing, includes without limitation those
Eunvironmental Law(s} relating to the storage,
transportation, treatment and disposal of Hazardous
Substances, employee and product safety and the
erssion, discharge, release or threatened release of
Hazardous Substances into the air, surface water,
ground water, land surface, subsurface strata or any
building or structure and, in each such casc, as such
Environmental Law(s) may be amended or
supplemented from time to time.

“Equipment Commissioning Date” means the date
any equipment forming part of the Contestable Work
Assels is commissioned and/or goes in-service.

“Exhibit A™ means the exhibit of this Agreement
entitled Exhibit *A”: The Transfer of Contestable
Work Terms and Conditions.

“Exhibit B" means the exhibit of this Agreement
entitled Exhibit “B”: The Medium Risk Connection
Terms and Conditions.

“FNEI Connection Work” means the work to be
performed by FNEI, which is described in Schedule
“C” of this Agreement.

“FNEI Facitities — V™ means the facilities owned
by FNEI that convey electricity at voltages of more
than 50 kilovolts.

“Good Utility Practice” has the meaning set forth in
the Transmission System Code.

"Governmental Authority” means any federal,
provincial, municipal or local government, or any
agency, board, commission, council, court, tribunal
or inswumentality thereof having jurisdiction.

“Guaranteed Revenue Date” has the meaning set
out in Schedule “B* of the Agreement.
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“Hazardous Substance(s)” means any contaminant,
pollutant or hazardous substance that is likely to
cause immediately, or at some future time, harm or
degradation to the environment or risk to human
health or safety, and without restricting the generality
of the foregoing, includes without limitation any
pollutant, contaminant, waste, hazardous waste,
PCBs, toxic substance or dangerous goods which is
defined or identified in any federal or provincial
statute, codes or regulations or which is present in the
environment in such quantity or state that it
contravenes any Environmental Law.

“1ESO” means the Independent Electricity System
Operator.

“Indemnifier” means the party obligated to provide
indemnification under this Agreement;

“Indemnified Party” means any person entitled to
indemmification under this Agreement;

“Line Conncction Pool” is as defined in FNEI’s
transmission rate schedules approved by the OEB.

“Line Connection Pool Work Capital Cost” is the
cost estimate described in Schedule “B™ of this
Apreement and as adjusted pursnant to Section 3 of
Exhibit “B”.

“Line Connection Revenue” means the amount of
line connection revenue to be received by FNEI
through the monthly collection of the Line
Connection Service Rate during the fifteen year
economic evaluation period.

“Line Connection Service Rate” means FNEL's line
conpection service rate approved by the OEB from
time to time, or any niechanism instituted in
accordance with Section 9 of Exhibit “B”,

“Load Forecast” means the initial load forecast used
in the initial economic evaluation for the fifteen year
economic evaluation period as set forth in Schedule
“B" of this Agreement.

“Losses” means any and all claims, demands suits,
losses, damages, liabilities, penaltics, obligations,
payments, costs and expenses and accrued interest
thercon (including the costs and expenses of, and
accrued interest on, any and all actions, suits,
proceedings for personal injury (including death) or
property  damage,  assessments,  judgements,
settlements and compromises relating thereto and
reasonable  lawyers’  fees  and  reasonable
disbursements in connection therewith); and
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Victor Mine Site Project Agreement

“Material” relates to the essence of the contract,
more than a mere annoyance to a right, but an actual
obstacle preventing the performance or exercise of a
right.

“QEB" meacs the Ontario Energy Board.

“OM&A Costs” means the operation, maintenance
and adrinistration costs in respect to the Contestable
Work Assets that FNEL will have to incur after the
Transfer.

“Phase I Contestable Work Assets” means the
Contestable Work Assets specified in Appendix “B”
of Exhibit “A".

“Phase 11 Contestable Work Assets” means the
Contestable Work Assets specified in Appendix “C”
of Exhibit “A™, and for preater certainty excludes the
Phase I Contestable Work Assets,

“Pool Cost” means the present value of Line
Connection  Pool  Work  Capital  Cost  and
Transformation Connection Pool Work Capital Cost,
projected on-going operation and maintenance cost
and other related incremental costs (including, but
not limited to income and other taxes), for the
Contestable Work Assets as adjusted to based upon
the Transfer Prices for the Contestable Work Assets,
all as calculated in accordance with the principles,
criteria and methodology set out in Appendices 4 and
S of the Transmission System Code.

“Ready for Service Date” means the date upon
which the Contestable Work Assets are fully and
completely constructed, installed, commissioned and
encrgised by De Beers,

"Remedial Order" means any complaint, dicection,
order or sanction issued, filed or imposed by any
Governmental  Authority with respect to  any
Environmental Law, including any complaint.
direction or order requiring investigation, assessment
or remediation of any site or Hazardous Substance, or
requiring that any release or discharge of a
Hazardous Substance be reduced, medified or
eliminated, or requiring eny form of payment or
cooperation be provided to any Governmental
Authority.

“Successful Commissioning™ means that the
Contestable Work Assets have been finally connected
to FNEI's transmission system and that De Beers has
remedied to FNE[’s satisfaction, acting reasonably,
all defects identified by FNEL
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“Technical Standards” has the meaning ascribed
thereto in Section 1.1 of Exhibit “A™ hereof.

“Third Party Claim” means any Claim asserted
against an Indemnified Party that is paid or payable
to, or claimed by, any person who is not a party (o the
Agreement or an affiliate of a party.

“Transfer” mecans the transfer of legal title to the
Contestable Work Assets on the Transfer Date Phase
I and Transfer Date Phase II, as applicable, in
sccordance with Exhibit “A”.

“Transfcr Date Phase | means the date of
Successful Commissioning of the Phase [ Contestable
Work Assets,

“Transfer Date Phase II" mieans the date of the
Successful Commissioning of the Phase I
Contestable Work Assets,

“Transfer Price” means the price paid by FNEI for
the Contestable Work Assets in accordance with
Section 4 of Exhibit “A” and shall include the price
applicable to Contestable Work Assets relating to
assets transferred on Transfer Date Phase 1 and
Transfer Date Phase I,

“Transformation Connection Pool” is as defined in
FNEI's transmission rate schedules approved by the
OEB.

“Transformation Counncction Pool Work Capital
Cost” is the cost estimate described in Schedule “B”
of this Agreement and as adjusted pursuant to Section
3 of Exhibit “B”.

“Transmission System Code™ nweans the code of
standards and requirements issued by the OEB on
July 25, 2005, as it may be amended, revised or
replaced in whole or in part from time to time,

“True-Up” means the process whereby FNEI revises
the Line Connection Revenue, based on the Actual
De Beers Load and the Updated Load Forecast, using
the same methodology used (o carry out the initial
economic cvaluation and the sane inputs except for
load.

“True-Up Point” means any point in time that a

True-Up  will occur as comtemplated in  the
Transmission System Code.
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Victor Mine Site Project Agreement

“Updated Load Forecast” means the load forecast
for the remainder of the fifteen year economic
evaluation period when the Load Forecast is adjusted
to the point where the present value of the Line
Connection Revenue equals tle present value of the
Pool Funded Cost.

“Victor Mine Site” means a mine site located in the
James Bay Lowlands of Northemm Ontario
(approximately 90 kilometres west of Attawapiskat,
Ontario).
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1.1

14
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EXHIBIT A: The Transfer of Contestabie Work Terms and Conditions

Technical Requirements.

DeBeers shall ensuce that the Contestable Work
Project complies with, and the Contestable Work
Assets arc constructed in  accordance with,
FNEPs  requirements, conceptual  design.
drawmgs, technical standards and specifications,
including, but not limited to those contained in
(1) the docuient entitled “Hydro One Networks
Inc. Technical Requirements for the Design,
Supply and lnstallation of a 115 kv, Single
Circuit Transmission Line Connecting Hydro
One Networks Inc., Otter Rapids Junction and
Moosonee SS” with the deviations as identified
in AMEC Scope of Work - 115 Transmission
Lines (EPC) Feb 5§ 2005 Section 5.2 Lines to
FNEI Standard, plus FNEI's “Requirements for
ixtension of Fort Albany, Kashechewan and
Attawapiskat Substations, February 2005”, and
all requirements, drawings and specifications
referred to  therein, (i) the Substations
Extensions Specifications prepared by SNC
Lavalin for FNE], and (iii) FNEI’s Resonance
Study in respect of the Contestable Work Assets
(callectively referred to as the “Technical
Standards™).

DeBeers shall comply with all Applicable Laws
relating to the design and completion of the
Contestable Work Project. Without limiting the
generality of the foregoing, DeBeers shait strictly
conform to all safety requirements, including
those legislated, those established by FNEI, or
those regulated under the Occupational Health
and Sufety Act (Ontario).

DeBeers will not proceed with any plans or
changes which coutd conflict with DeBeers’
obligation in respect of the Technical Standards
without obtaining FNEI’s prior written approval.

At any time, FNEI may have an inspector on-site
at its sole risk. FNE] may perform s final
inspection verification test of the Contestable
Work Assets prior to Transfer, as well as due
diligence evaluations, the results of which must
be 1o FNEL's satisfaction priar to Transfer.

Tor work within FNEI transformer stations or on
its existing high voltage line or right of way,
FNEI will control access to the stations, high
voltage lines and its equipment, and have
authority to stop work being performed that may
interfere with the normal operation of its stations
and high voltage lines. Such authority shall not
be unreasonably enforced.
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1.6 DeBeers will, at its sole expense, canduct such

2.

2.2

3.

4.

—

—

work as may be required by FNEIL, acting
reasonably, to correct to FNEI's satisfaction, any
deficiencies identified by FNE! prior to Transfer.

(a) DeBeers, on its own behalf and on behalf of
FNEI, shall be responsible for obtaining, from
the applicable manufacturer, warrantees for a
period of two (2) years from the Equipment
Commissioning Date for all transmission line
equipment that comprises the Contestable Work
Assets.

(b) DeBeers shall wansfer all wanantees
referenced in Section 1.7(a) to FNEI with effect
on the Transfer Date Phase I or the Transfer Date
Phase 11, as applicable.

Land Rights.

DeBeers shall facilitate the assignment to FNEL
of any and all land use permits {or such other
fand related permits) save and except the permit
issued to DeBeers pursuant to Section 28(2) of
the Indian Act.

Nothing in this Exhibit “A” shall be deemed to
authorize DeBeers to act as agent for FNE] in
connection with any amendment or alteration to
the terms and conditions of a permit unless the
prior authorization to such alterations or
aniendments has been granted by FNEL

Purchase of Contestable Work Assets.

On the terms and subject to the fulfiliment of the
conditions of this Agrecment, DeBeers agrees to
sell, transfer and assign to FNEI, and FNEI
agrees to purchase and accept from DcBeers all
title, rights and interests of DeBeers in the
Contestable Work Assets in two phases.
DeBeers shall transfer the Phase | Contestable
Work Assets set out in Appendix B to this
Exhibit “A™ to FNEI on the Transfer Date Phase
1. DeBeers shall transter the Phase [I Contestable
Work Assets as shown in Appendix “C” to this
Exhibit “A” shall be transferred on the Transfer
Date Phase 1.

Contestabie Work Project Cost and Transfer
Price.

By no later than 15 days prior to the Transfer
Date Phase I and 15 days prior to Transfer Date
Phase II, as the case may be, DeBeers shall
provide FNEI with a breakdown of the cost of
the Phase 1 Contestable Work Asscts in respect
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4.3.

5.

5.2

of Transfer Date Phase I and the Phase Il
Contestable Work Assets in respect of Transfer
Date Phase 11 in the applicable form attached o
this Exhibit “A™ as Appendix “D", together with
copies of all documents related to the Phase |
Contestable  Work Assets or the Phase 11
Contestable Work Asscts, as the case may be,
including, but not limited to, all invoices,
purchase orders and fixed price contracts related
to the design and construction of the applicable
Contestable Work Assets and the procurement of
transmission line and station equipment.

Subject to section 5.2, the applicable Transfer
Price payable to DeBeers by FNEI on the
Transfer Date Phase | and the Transfer Date
Phase 11 shall be the applicable breakdown of
cost provided by DeBeers 1o FNEI in accordance
with Appendix “D” to this Exhibit “A™.

DeBeers shall keep proper accounts and records
for the Phase [ Contestable Work Assers and
Phase Il Contestable Work Assets. FNEI shall
have the right to audit, inspect and copy accounts
and records, including invoices, receipts, time
recotds and vouchers related t either the Phase [
Contestable Work Assets or the Phase Il
Contestable Work Assets during regular business
hours on Business Days, on not less than two
Business Days’ notice. Accounts and records
shall be preserved and kept available for audit for
a period not 1o be less than seven years.

Payment of Capital Contribution and
Transfer Price,

Subject to the terms and conditions of this
Agreement, DeBeers will be connected to the
FNEI Facilities — H{V as a load customer in
accordance with the terms and conditions set out
in Exhibit “B".  Pursuant to Exhibit “B”,
DeBecrs is required to pay a capital contribution
relating to the cost of connection. The Parties
agree that the Capital Contribution will be paid
to F'NE! by DeBeers on the Transfer Date Phase
I

‘I'he Parties agree that at the time of transfer of
the Phase 1 Contestable Work Assets on the
Transfer Date Phase [, the amount owing by
FNEI to DeBeers in respect of the Transfer Price
applicable to the Phase I Contestable Work
Assets shall be satisfied by the delivery by FNEI
v DeBeers of an acknowledgment
acknowledging and confirming that the Transfer
Price applicable to the Phase [ Contestable Work
Assets shall be set-off against the amount of
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Capital Contribution owing by DeBeers 1o FNEI
and payable by DeBeers on the Transfer Date
Phase II. DeBeers shall on the Transfer Date
Phase I deliver to FNEI an irrevocable direction
directing that the Transfer Price for the Phase {
Contestable Work Assets be set-off against the
Capital Contribution of DeBeers. The Partics
agree that at the Transfer Date Phase II the
amount owing by FNEI to DeBeers in respect of
the Transfer Price applicable to the Phase I1
Contestable Work Assets shall be satisfied by
way of sct-off against the amount of Capital
Contribution owing by DcBeers to FNEIL. The
Partics (urther acknowledge that the Transfer
Price will be less than the Capital Contribution
and thal, as a result, after such set—ofY there will
be a net difference owing to FNEI which reflects
primanly the OM&A Costs Component of the
Project (the "OM&A Costs”). DeBeers shall pay
such OM&A Costs to FNEI as follows:

{a) DeBcers shall pay FNEI the OM&A Costs
in equal annual instalments as shown in
Exhibit B, Appendix 1 as amended by
Section 3 of Exhibit B, at the beginning of
each twelve (12) month period (2 "Contract
Year") commencing on the Transfer Darc
Phase 11 and on ¢ach subsequent anniversary
date of the Transfer Date Phase I and
ending on the anniversary date of the
Transfer Date Phase II prior tv the
Guaranteed Revenuc Date (the "Amwual
OM&A Costs"). Within thirty (30) days of
the expiry of each Contract Year (or the
Guaranteed Revenue Date in respect of the
last annual payment), FINEI shall provide
DeBecers with an itemized statement sctting
out the details of all actual OM&A Costs
incurred by FNEI for the preceding Contract
Year (the "Actual OM&A Costs"). FNEI
shall establish a notional account to record
any nct difference between Annual OM&A
Costs payments by DeBeers and actual
OM&A  Costs incurred by FNED (the
"OM&A Cost Account”). If the Annual
OM&A Costs paid by DeBeers 1o FNEI
exceed the Actual OM&A Costs for such
Contract year, then FNEI shall credit the
OM&A Cost Accountt in favour of DeBeers
in the amount of the positive net difference.
[f Annual OM&A Costs paid by DeBecrs is
less than the Actual OM&A Costs for such
Contract Year, then FNE! shall debit the
OM&A Account in the amount of the
negative net difference,  Attached as
Appendix “E" of this Exhibit A is a
hypothetical working example of how the
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(©

(d)

OM&A Cost Account will be debited or
credited as the case may be. Appendix “E"
has been included for illustrative purposes
only and if there is a conflict between
another term or provision of this Agreement
and Appendix “E™, such other term or
provision will govern.

FNEI shall perform a true-up of the OM&A
Cost Account at points in time which
coincide with the True-Up Points provided
for i this Agrecment and at the Guaranteed
Revenue Date. The net difference between
the Ammual OM&A Costs and the Actual
OM&A Costs for each Contract Year prior
to a True-Up Point shall be added or
subtracted from the OM&A Cost Account
balance and such ammounts shall accumulate
in the period prior to the True-Up Point (the
"Accurnulated Difference"). If at a True-Up
Point, the Accumulated Difference is
negative, then DeBeers shall pay to FNEI
with interest the Accumulated Difference,
If at a True-Up Point the Accumulated
Difference is positive, then FNEI shall pay
to DeBeers with interest the Accumulated
Difference.

For the purpases of this Section 5.2, interest
will be Prime plus 1% where “Prime” is the
interest rate posted from time to time by the
Bank of Montreal as “Prime”. [nterest will
be simple interest and will not be
compounded. [nterest will be calculated on
the opening Accumulated Difference at the
beginning of each Contract Year
commencing on the second Contract Year,

On the Transfer Date Phase I, DeBeers
shall deliver to FNE! a diminishing standby
letter of credit issued by a Canadian
chartered bank or such other financisl
institution that is acceptable to FNEI, acting
reasonably, in an amount equal to the
OM&A Costs (the "Letter of Credit"). The
amount of the Letter of Credit shall be
reduced after each Contract Year by the
amount of the Actual OM&A Costs in
respect of each such Contract Year, as
determined in accordance with this Section
5.2. If DeBeers fails to pay (i) an annual
instalment payment of OM&A Costs within
five (5) Business Days when due, or (ii) the
Accumulated Difference, if such amount is
negative, within five (5) Business Days of
the date of the applicable True-Up Point
(collectively referred to hereinafter as the
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“Defaulted Payments”), FNEI may give
written notice to DeBeers of such failure to
pay. DeBeers shall have 30 calendar days
from the date of receipt of such notice (the
“Cure Period™) to pay the ODefaulted
Payments. If DeBeers fails to pay the
Defaulted Payments within the Cure Period,
FNEI may, without limiting any other
remedies FNEI may have under this
Agreement or in law or equity, draw upon
the Letter of Credit for: {a) all outstanding
amounts owed under this section, (b) the
present value of all future instalments of
OM&A Costs, or (c) the amounts in (a) and
(b). For purposes of calculating the present
value amount the discount factor shall be
FNEI's OEB approved weighted average
cost of capital.

(¢) If DeBeers tequires further information in
respect of, or disputes the accuracy or
validity of, any item in an itemized
statement of OM&A Costs delivered by
FNE], such matters shall be reviewed by the
committee referenced in Section 11.1 of the
Connection and Cost Recovery Agreement,
which committee shall attempt to settle such
dispute. If such matters are not resolved
within ten (10) Business Days of such
referral then the matter may be referred to
the Ontario Energy Board.

{f) Subject to Section 3 of Schedule “B", the
OM&A Costs components are listed in
Scheduie “B” of the Connection and Cost
Recovery Agreement and shall not be
amended without the prior written approval
of DeBeers. FNEI agrees that its Actual
OM&A Costs shall only include those
actual costs incurred by it that pertain to the
OM&A Costs components listed in
Schedule “B” of the Connection and Cost
Recovery Agreement.

5.3 Notwithstanding any other term to the contrary
in this Agreement, in addition to the Transfer
Price payable by FNEI to DeBeers for and in
respect of the Contestable Work Assets, FNEI
shall be Hable for and shsll pay any GST owing
on the transfer of the Phase I Contestable Work
Assets on the Transfer Date Phase I or on the
transfer of the Phase 1l Contestable Work Assets
on the Transfer Date Phase I1.
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6.2.

Closing.

6.1 DeBeers shall obtain all consents, approvals,
orders and authorizations of any persons or
governmental authoritics in Canada (including
the OEB) or clsewhere (or registrations,
declarations, filings or recards with any
authorities) including, without limitation, all
registrations, recordings and filings with public
authorities as may be required in connection with
the Transfer of the Phase [ Contestable Work
Assets and the Phase II Contestable Work Assets
and all clearance certificates required pursuant to
any applicable remail sales tax legisfation on or
before the Transfer Date Phase | or the Transfer
Date Phase I, as applicable.  For greater
certainty, DeBeers shall deliver a certificate
issued by the Minister of Finance of Ontario
under Section 6 of the Retail Sales Tax Act
(Ontario) to the effect that all requisite taxes
under such Act have been paid by DeBeers.

DeBeers shall deliver to FNEI all necessary
deeds, conveyances, Bill of Sale, assurances,
transfers, assignments and consents, and any
other documents necessary or reasonably
required to cffectively trausfer the Contestable
Work Assets to FNEI on the Transfer Date Phase
[ or the Transfer Date Phase II, as applicable,
such that FNE! purchases the Contestable Work
Assets:

(a) with good and marketable title, frec and
clear of all mortgages, liens, demands,
charges, pledges, adverse claims, rights,
title, retention agreements, security interests,
or other encumbrances of any nature and
kind whatsoever; and

(b) free and clear of any work orders, non-

compliance orders, deficiency notices or

other such notices relative to the Contestable

Work Assets or any part thereof which have

been issued by any regulatory authority,

police or firc deparument, sanitation,
environment, labour, health or other
governnental authorities or agencies.

-~

Furthermore, DeBeers shall represent and
warrant to FNEI on and as of the Transfer Date
Phase 1 with respect to the Phase I Contestable
Work Assets and on and as of the Transfer Date
Phase {I with respect to the Phase 11 Contestable
Work Assets that there are no matters under
discussion with any regulatory authority, police
or fire department, sanitation, environment,
labour. health or other govermmental authorities
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6.3,

or agencies relating to work orders, non-
compliance orders, deficiency notices or other
such notices pertasining to the applicable
Contestable Work Assets.

DeBeers shall deliver to FNEI on the Transfer
Date Phase 1 a certificate from a senior officer of
DeBeers confirming to the best of his/her
knowledge, information and belief after due
inquiries, as of the Transfer Date Phase I, the
truth and correctness in all material respects of
the following representations and warranties of
DeBeers:

(i) DeBeers is the sole owner of the Phase [
Comtestable Work Assets immediately
prior to the Transfer of the Phase |
Contestable Work Asscts and has good
and marketable title to such Phase |
Contestable Work Assets free and clear of
all mortgages, liens, demands, charges,
pledges, adverse claims, rights, title,
retention agreements, security interests, or
other encumbrances of any nature and
kind whatsoever; and;

(i) any land rights relating to the Phase |
Contestable Work Assets and delivered in
favour of FNEI under Section 2.1 are all
the land rights required in respect of the
Phase [ Contestable Work Assets and all
such land rights delivered by DcBeers
have been executed by all necessary and
proper parties;

(iii)  all warrantees associated with the Phase ]
Contestable  Work Assets have been
transferred to FNEI with effect as of the
Transfer Date Phase I;

(iv) the warranties and covenants of DeBeers
in Section 7 of this Exhibit *A” are valid
and binding obligations of DeBeers;

(v) all deficiencies identified by FNE! in
accordance with Scction 1.6 above with
respect to the Phase 1 Contestable Work
Assets have been remedied;

(vi) the Contestable Work Assets, except for
the transmission line equipment are free
from defect, errors and omissions in
design, engineering, materials,
construction and workmanship;

(vii) transmission line equipment purchased by

DeBeers or its subcontractors for the
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6.4

7.

8.

—

—

Contestable Work Pruject shall be new
and in accordance with the Technical
Standards; and

(viii) the Contestable Work Project has been
performed in accordance with, and meets
the requircments of the Technical
Standards and the Contestable Work
Assets continue to conform to the
Technical Standards.

DeBeers shall deliver to FNEI on the Transfer
Date Phase I a certificate from a senior ofYicer
of DeBeers confirming to the best of his’her
knowledge, information and belief after due
inquiries, as of the Transfer Date Phase Il, the
truth and correctness in all matenal respects of
the representations and warranties of DeBeers
contained in Section 6.3 as they pertain to the
Phase 11 Contestable Work Asscts and the
Transfer Date Phase I1.

DeBeers Warranties and Covenants.

DcBeers shall reperform any deficient work
pertaining to the Contestable Work Assets
identified in writing by FNEI to DeBeers within
two (2) years of the Transfer Date Phase I1. The
warranty period for such reperformed work shall
recommence for a further period of two (2) years.
DeBeers shall not be liable for warranty under
this Section 7.1 to the extent that the deficiency
is covered by any manufacturer's or other
warranty obtained by DeBeers pursuant to
Section 1.7(a) of this Exhibit "A" and transferred
to FNEI in accordance with Section 1.7(b) of this
Exhibit "A" or is caused by normal wear and tear
or by FNEI's failure to use and maintain the
Contestable Work Assets in accordance with
Good Utility Practice.

Survival of Representations and Warranties,

All representations and warranties contained in
this Agreement on the part of each of the parties
shall survive for a period of two (2) years from
the Transfer Date Phase [I. All covenants and
agreements of each of the partics contained in
this Agreement shall survive the Transfer, and
the execution and delivery of any of the Biil of
Sale, assignments or other instruments of transfer
of title to the Contestable Work Assets and the
payment of the Purchase Price.

Indemnity.
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9.1 (a) DeBeers shall indemnify and save harmless

FNEI and its successors, dircctors, officers,
employees, representatives and agents (the
“FNE! Indemnities”) from and against any and
all Losses actually suffered or incurred by the
FNEI Indemnities arising out of, resulting from,
connected with or attributable to:

(i) a breach by DeBeers or its contractors, sub-
contractors or agents of any Environmental
Law(s) prior to the Transfer of the
Contestable Work Assets;

(ii) a release or discharge of any IHazardous
Substance(s) related to the Contestable
Work Assets caused by DeBeers or its
contractors, sub-contractors, or agents prior
to the Transfer of the Contestable Work
Assets and contamination of the propertics
over which the Contestable Work Assets are
located as a result of such release or
discharge;

(i) any leaching, migration or seepage onto,
across or into the property or premises of
any person at any time of any Hazardous
Substances caused by DeBeers or its
contractors, sub-contractors or agents prior
to the Transfer of the Contestable Work
Assets that is present on, at or under any of
the property over which the Contestable
Work Assets are located:;

{tv) a breach by DeBeers of a provision of these
Contestable Work Termis and Conditions;

(v) non-compliance by DeBeers with or any
liability arising out of the provisions of the
Bulk Sales Act; and/or

(vi) any fines or Remedial Order(s) of any kind
that may be levied or made pursuant to any
Environmental Law(s) attributable to a
breach by DeBeers or its contractors, sub-
contractors of agents of any Environmental
Law(s) prior to the Transfer of the
Contestable Work Assets.

except DeBeers shall not indemnify the FNEJ
Indemnities in accordance with this Section
9.1(a) if:

(i) the contamination or release or discharge of
Hazardous Substance(s) is caused by the
negligence of FNEL, and then only to the
extent of such negligence; or
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(b)

9.2

(ii) itis satisfactorily shown by DeBeers that the
Hazardous Substances related to the
Contestable Work Project were not present
on, at, in or under the properties of which
the Contestable Work Assets are located on
or prior to the Transfer of the Contestable
Work Assets.

FNE!I shall indemnify and save harmiess
DeBeers and its successors, directors, officers,
employees, representatives and agents (the
“DeBeers Indemnitites”) from and against any
and all Losses actually suffered or incurred by
the DeBeers {ndermnitics arising out of, resulting
from, connected with or attributable to;

(i) any breach by FNEI of any of its
representations, watranties or covenants
contained in the Agreement;

(i) any circumstance, occurrence, activity,
event or state of affairs related to or in any
way connected with the Contestable Work
Assets on and after the Transfer thereof;
and/or

(iii) any deficiency, defauit, error or omission in
or adequacy of the design of the Technical
Standards.

(c) Notwithstanding the foregoing or any other
provision to the contrary in this Agreement,
neither party shall be liable to the other
party under this Agreement under any
circumstances whatsoever for any loss of
profits or revenues, business interruption
losses, loss of contract or loss of goodwill,
or for any indirect, conscquential,
incidenwal, economic or special damages,
including but not limited to punitive or
exemplary damages, whether any of the said
liability, loss or damages arises in statute,
contract, tort or otherwise, This Section
9.1(c) shall survive the expiry or the
termination of this Exhibit “A™,

(a) It is understood and agreed between the
parties that FNEI is not assuming and shall not
be liable or responsible for any of the liabilities,
debts or obligations and demands, direct or
indirect, absolute or contingent, of DeBeers,
existing or accruing prior to the Transfer of the
Contestable Work Assets, whether or not related
to the Contestable Work Assets. DeBeers shall
pay, satisfy, assume, discharge, observe,
perform, fulfil, release, and indemnify and save
harmless the FNEI Indemmities from and against
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any such liabilitics, debts and obligations and all
costs, expenses, debts, demands, proceedings,
suits, actions, losses, or claims in connection
therewith.

Notwithstanding Section 9(a) above and for
greater certainty, FNE! acknuwledges and agrees
that it shall be liable and responsible for any and
all liabilities, debts or obligations and demands,
direct or indirect, absolute or contingent, related
lo, sttributable to or in any way copnected with
the Phase I Contestable Work Assets existing or
accruing on or after the Transfer Date Phase [
and the Phase II Contestable Work Assets
existing or accruing on or after the Transfer Date
Phase II. FNEI shall pay, satisfy, assume,
discharge, observe, perform, fulfil, release and
indemnify and save hanmless the DeBeers
Indemnities from and against such liabilities,
debts and obligations and all costs, expenses,
debts, demands, proceedings, suits, actions,
losses or claims in connection therewith.

Notwithstanding anything contained herein to the
contrary, DeBeers shall indemnify, defend and
hold the FNEI Indemnities harmless from and
against and all Losses actually incumed or
suffered by the FNEI Indemnitees relating to, in
connection with, resulting from, ov arising out of
(i) any occurrence or cvent relating to the
Contestable Work Assets that would not have
occurred but for the negligence of DeBeers, or
(ii) any breach by DeBeers of any of its
representations and covenants contained in this
Agreement, provided that in each such case
DeBeers shall not be liable hereunder to the
FNEI Indemnities to the extent that any Loss is
atributable to the megligence or wilful
misconduct of the FNE! Indemmitees, For
greater certainty, in the event of contributory
negligence or other fault of the FNEI
Indemnitees, then the FNEI Indemnitees shall
not be indemnified hereunder in the proportion
that the FNEI Indemnitees® negligence or other
fault contributed to any Loss.

{a) Promplly after receipt by an Indemnified
Party of notice of any Third Party Claim, the
Indemnified Party shall provide a Claim
Notice to the [ndemmifier within five (5)
days after the Indemnified Party’s receipt of
notice of the Third Party Claim.

(b) The Indemnifier shall have the right,
upon written notice delivered to the
Indemnified Party within thirty (30) days
after receipt of the Claim Notice, to assume
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the defence of such Third Party Claim,
including the employment of counsel
reasonably satisfactory to the Inderrmified
Party and the payment of the reasonable fees
and disbursements of such counsel. The
Indemnified Party shall co-operate in good
faith in the defence of cach Third Party
Claim, even if the defence has been assumed
by the Indemnifier aud may participate in
such defence assisted by counsel of its own
choice at its own expense.

(¢) If the Indernnifier declines or fails to
agsume the defence of the Third Party Claim
on the terms provided above within such
thirty (30) day period, the Indemnified Party
may, at its option, employ counsel to
represent or defend it in any such Third
Party Claim and, if such Third Party Claim
is a matter with respect to which the
Indemnified Party is entitled to receive
payment from the Indermmifier for the
damage or loss in question, the [ndemnifier
will pay the reasonable fees and
disbursements of such counsel as incuired;
provided, however, that the Indemnifier will
not be required to pay the fees and
disbursements of more than onc (1) counsel
for all Indemnified Parties in any
jurisdiction in any single Third Party Claim.

(d) In any Third Party Claim with respect to
which indemnification is being sought
hereunder, the Indemnified Party or the
Indemnifier, whichever is not assuming the
defence of such action, shall have the right
to participate in such matter and to retain its
own counsel at such party’s own expense.
The Indemnifier and the Indemnitied Party,
as the casec may be, shall at all times use all
reasonable efforts to keep each other
reasonably apprised of the status of any
matter the defence of which they are
maintaining and to co-operate in good faith
with each other with respect to the defence
of any such matter.

(¢) The Indemnified Party may not make
any admission of liability or settle or
compromise any Third Party Claim or
consent 1o the ¢niry of any judgement with
respect to such Third Party Claim without
the prior written consent of the Indemnifier,
such consent not tw be unrcasonably
withheld or delayed. Without the prior
written consent of the Indemnified Party,
such consent not to be unrcasonably
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withheld or delayed the Indemmifier shall
not enter into any compromise or settlement
of any Third Party Claim which would lead
to liability or create any financial or other
material obligation on the part of the
Indewnnified Party.

(f) The failure to provide a Claim Notice of
a Third Party Claim to the Indemnifier shall
relieve the Indemnifier from liability under
this Agreement with respect 1o such Third
Party Claim only if, and only to the extent
that, such failure to provide a Claim Notice
to the Indemmifier results in (i) the forfeiture
by the Indemnifier of rights and defences
otherwise available to the Indemnifier with
respect to such Third Party Claim, (i)
material prejudice to the Indemnifier with
respect to such Third Party Claim, or (iii)
the loss of any right by the Indemnifier to
recover any payment under its applicable
insurance coverage.

(g) Each of DeBeers and FNEI agrees that it
accepts cach indemmity in favour of its
respective  directors, officers, employees,
representatives, and agents, as applicable, as
agent and trustee of each such director,
officer, employee, representative and agent,
as applicable. Each of DeBeers and FNEI
agrees that the other party may enforce an
indemnity in favour of any of that pamy's
directors, officers, employees,
representatives and agents, as applicable, on
behalf of each such director, officer,
¢mployee, advisor, and agent, as applicable.

11. On the Transfer Date Phase I and Transfer Date

Phase 11, as applicable, DeBeers shall deliver to
FNEI all documents (or copies thereof) and other
data, technical or otherwise, regardless of format,
which relate directly to the Phase I Contestable
Work Assets and the Phase II Contestable Work
Assets, as applicable, and which are necessary or
convenient for the ownership, operation or
maintenance of such Contestable Work Assets,
including, but not limited to doc¢umentation
describing the as-built electrical characteristics
of the Contestable Work Assets. This
documentation shall include, without limitation,
such information as outlined in the Tecluical
Standards and further information as may be
determined by FNEI necessary for aperation and
maintenance of such Contestable Work Assets.
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12. The following Appendices form part of these
Contestable Work Terms and Conditions:

Appendix A:
Appendix B:

Appendix C:

Appendix D:

Appendix E:

Form of Bill of Sale

Phase I Contestable Work
Assets

Phase Il Contestable Work
Assets

Form of Contestable Work
Project Cost Breakdown

OM&A Account Working
Example

13. If there is a conflict between a term of this
Exhibit “A™ and Exhibit “B”, this Exhibit “A”
will govern with respect to the Contestable Work

Project.

DOCSTOR: 977420311
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Appendix “A” - Form of Bill of Sale

THIS BILL OF SALE made as of the day of ,200__

BETWEEN:

(hereinafter referred to as **Transferor™)

OF THE FIRST PART,
-and -
FIVE NATIONS ENERGY INC.
(hereinafier referred to as the “Transferee™)
OF THE SECOND PART.

WHEREAS the Transferor agrees to transfer all of its right, title and interest in the Contestable Work Assets for the
consideration and on the terms hercin set forth;

NOW THEREFORE this Bill of Sale witnesscth that in consideration of payment of the sum of $ in
Canadian funds by the Transferece to the Transferor and other good and valuable consideration, the receipt and
sufficiency of which is hereby acknowledged, the parties hereto agree as follows:

1.

The Transferor does hereby grant, gell, convey, assign, transfer and set over unto Transferce, its successors
and assigns, all of the Transferor’s right, title and interest in the Contestable Work Assets described in
Appendix | attached hereto (the “Contestable Work Asscts”) with effcct as at [time] on the date hereof.

The Transferec hereby acquires and aceepts all of the rigly, title and interest of the Transferce in and to the
Contestable Work Assets with effect as at [time] on the date hereof.

‘The Transferor represents and warrants to the Transferee that it has the authority to convey its right, ttle
and interest in the Contestable Work Assets to the Transferee,

‘The Transferee shall immediately upon the execution and delivery of this Bill of Sale have possession of
and may from time to time end at all times hercafler peaceably and quietly have, hold, possess and enjoy
the Contestable Work Assets and every part thercof to and for its own use and benefit:

(a) with good and marketable title, free and clear of all mortgages, licns, demands, charges, pledges,
adverse claims, rights, title, retention agreements, sccurity interests, or other encumbrunces of any
nature and kind whatsoever; and

(b) free and clear of any work orders, non-compliance orders, deficiency notices or other such notices
relative to the Contestable Work Assets or any pan thereof which have been issued by any regulatory
authority, police or fire department, sanitation, environment, Jabour, health or other governmental
authoritics or agencies; and there arc no matters under discussion with any such department or
authority relating to work orders, non-compliance orders, deficiency notices or other such notices.

Nop-Merger. The parties agree that all covenants, agreements and other provisions in the Connection and
Cost Recovery Apreement made between the Parties on [insert date, 2005] to be performed after the
Transfer Date and all representations and warranties contained therein will survive for a period of two (2)
years after the closing and the delivery of this Bill of Sale and will not merger therewith.

Page 9 of 14
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10.

Further Assurances. Each of Transferor and the Transferee will from time to time ¢xecute and deliver all
such further documents and instruments and do all acts and things as any other party may, reasonably
require to effectively carry out or better evidence or perfect the full intent and meaning of this Bill of Sale.

Applicable Law. This Bill of Sale shall be construed, interpreted and enforced in accordance with, and the
respective rights and obligations of the parties shell be governed by, the laws of the Province of Ontario and
the federal laws of Canada applicable therein, and cach party irrevocably and unconditionally submits to
the non-exclusive jurisdiction of the courts of such province and all courts competent to hear appeals
therefrom.

Successors aud Assigns. This Bill of Sale shall enure to the benefit of and shall be binding on and
enforceable by the Parties and their respective successors and assigns.

Severability. If any provision of this Bill of Sale is determined by a court of competent jurisdiction to be
invalid, illegal or unenforceable in any respect, such determination shall not impair or affect any other
provisions of this Bill of Sale which are hereby declared to be separate, severable and distinet,

Counterparts. This Bill of Sale may be executed in counterparts and the counterparts together shall
constitute an original.

Amendments. No amendment of any provision of this Bill of Sale shall be binding on either Party unless
consented to in writing by such Party.

IN WITNESS WHEREOF, (he Transferor and the Transferee have caused this Bill of Sale to be executed by the
signature of their proper authorized signatories, as of the day and year first written above.

FIVE NATIONS ENERGY INC.

Name:
Tide:

1 have the authority to bind the Corporation.

[INSERT NAME OF TRANSFEROR]

Name:
Title:

ﬁame:
Title:

I/'We have the authority to bind the Corporatjon.

Page 10 of 14
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Appendix "B" - Phase | Contestable Work Assets

- a new high voltage circuit breaker and bushing current transformers, one manually operated high voltage

line disconnect, onc motorized high voltage disconnect with line side ground switch in the Attawapiskat
‘Transformer station.

- Insulated temperature controlled buildings at the Attawapiskat Station adequate to house controls for
communications and power equipment.

Page 11 of 14
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Appendix "C" — Phase LI Contestable Work Assets

- approximately 170 km of new high voltage 115 kV line {energized at 138 kV) from Moosonee Switching
Station to Kashechewan Transformer Staton;

< 2 new high voltage circuit breakers and bushing cutrent transformers; 1 new high volage circuit breaker
without bushing current transformers, 3 new manually operated high voltage line disconnects; 2 new
motorized high voltage disconnect switches with grounding switches, a new 5.5 Mvar 138 XV shunt reactor
complete with surge arrestors, and a new high voltage switchyard station site adjacent 1o the Kashechewan
Transformer Station;

- modification of the existing 115 kV line (encrgized at 138 kV) and the addition of the new 138 kV line to
feed into the new site adjacent to the Kashechewan Transformer Station.

- connection of the existing Kashechewan Transfornter Station to the new Kashechewan site for the
continued supply of the existing Kashechewan station and the Kashechewan to Attawapsikat 115 kV line
{energized at 138 kV).

- power line camier telecommunications equipment and system at Five Nations Energy Inc. transformer
stations in Fort Albany, Kashechewan, and Attawapsikat; including insulated temperature controlled
buildings at each site adequate to house controls for communications and power equipment at Attawapiskat
and Kashechewan, and communication controls in Fort Albany;

station fence plus yard modifications at Attawapsikat Transformer Station and Fort Albany Trensformer
Station.

Page 12 of 14
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Appendix "D" - Form of Contestable Work Project Cost Breakdown

Permitting and Approvals: $
Preliminary Engineering: $
Design and Construction of 115 kV Transmission Line Moosonec to Kashechewan (170 km): $

Design and Construction of Modifications to Kashechewan, Fort Albany and Attawapiskat 115
kV substations: §

FNEI Connection Work Costs: $

Project Management & Construction Supervision: §
Contingencies: $

Gl @7%

Total= §

Page 13 of 14
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Appendix "E" — OM&A Account Working Example

Opening Closing
DeBeers FNEIL Accumulated Accumulated Interest Accumulated
Year Payment Actual Cost Difference Difference Difference Rate Interest Interest True-Up
1 $397,900 $447,900 -$50,000 $0 -$50,000 $0
2 $397,900 $372,900 $25,000 -§50,000 -$25,000 6.00% -$3,000 -$3,000
3 $397,900 $392,900 $5.000 -$25,000 -£20,000 5.50% -$1,375 -$4,375 $24,375
4 $397,900 $372,900 $25,000 $0 $25,000 5.50% 30 $0
5 $397,900 $407,900 -$10,000 $25,000 $15,000 6.00% $1,500 $1,500
6 $397.900 $387,900 $10,000 $15,000 $25,000 6.50% $975 $2,475 -$27,475
7 $397,900 $422 900 -$25,000 $0 -$25,000 6.00% $0 $0
8 $397,800 $382,900 $15,000 -$25,000 -$10,000 6.00% -$1.500 -$1,500

1. interest rate could be fixed, or change each year to reflect actual cost of borrowing such as prime rate plus a fixed amount.

2. Interst is simple interest and is not compounded.

3. interst is calculated on opening accumulated balance at beginning of foliowing year.

4. If the true-up took place at the end of the third year, the true-up would be a payment of 824,375, including $4,375 in interest fro DeBeers to FNEI.

5. If the next true-up took place at the end of the sixth year, the true-up would be payment of $27 475, including $2,475 in interest from FNE! to DeBeers.
8. Note that after each true-up takes place, the accumulated difference and accumulated interest are reset to $0.

Page | of 14
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Exhibit B - Terms and Conditions for the Victor Mine Site Medium Risk Conncction

1. DeBecrs and FNEI shall perform their respective
obligations outlined in this Exhibit “B™ in a manner
consistent with Good Ulility Pragtice and the Transmission
System Code, in compliance with all Applicable f.aws,
including, but nat limited to the requirements of the
Elcctrical Salcty Code, and using duly qualified and
expericnced people.

2. An cslimate of Line Connection Pool Work Capital
Costs, ‘Transformation Connection Pool Work Capital
Costs, OM&A Costs and a revenue and load forecast arc
provided in Schedule “B” of the Agreement. These costs
and revenue form the basis of the estimated Pool Cost and
Capital Coatribution shown in Schedule “B™.

3. By no later than 10 calendar days prior to the Transfer
Date Phase [I, FNEI shall provide DeBecrs with a new
Schedule *B” to replace Schedule *B” of the Agreement,
which sucl replacement Schedule “B' shall make the
necessary adjustments (o the estimates in Schedule “B” for
the purposes of determining and finalizing the Capital
Contribution in accordance with the manncr agreed to by
the Parties in Appendix { hereto. The costs established
pursuant 10 Scction 4.1 of Exhibit “A™ of the Phase |
Conestable Work Assets and Phase II Contestable Work
Assets shall be the basis of the adjusted and actual Line
Conncction  PPool  Work  Capital  Costs  and  the
Transformation Conncction Pool Work Capital Costs. Any
adjustments to OM&A Costs or the revenue forecast in
Schedule “B” shall be agreed upon by the Panies. The new
Schedule “B” shall be made a part of the Agreement as
though it had been originally incorporated into the
Agreement.

4. (8) To the extent that the Pool Cost is not
recoverable by the Line Conaection Revenue, DeBeers
agrees o pay FNEIL the Capital Contribution towards the
Peol Cost of the Line Connection Pool Work.

(b) DecBeers shall pay the Capital Contribution calculated
in accordance with section 3 above on the Transfer
Date Phaze IL

(c) Anached as Appendix | of this Exhibit B is a
hypothetical working example of how the Capital
Contribution shall be calculated based on estimated
project costs. Appendix 1 has been included for
ilustrative purposes only and if there is a conflict
between another term or provision of this Agreement
und Appendix 1, such other teem or provision will
govern,

5. FNEI shall perform & True-Up of Line Connection
Revenve at each Trae-Up Point.

By no later than 30 calendar days following completion of
each True-Up, FNEI shall provide DeBeers with all
information in respeet of the True-Up that DeBeers is
entitied 1o receive in accordance with the requirements of
the Transmission System Code and & new Schedule “B” to
replace Schedule “B” of the Agrcement which shall
identify the following:
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(i) the Guaraniced Revenue Date if that date has changed
as a result of the Updated Load Yorecast; and

(it) an updated Table showing the Line Connection
Revenue requirements and the Updated Load Forecast
for the remainder of the fouricen year cconomic
evaluation period where those amounts have changed
as a result of the True-Up.

Fach new Schedule “B” shall be made a part of the
Agreement as though it had been originally incorporated
into the Agreement.

6. [fthe result of a Truc-Up performed is that the Actual
Load and Updated Load Forecast is:

(i) less than the load in the Load Forecast and therefore
does not generatc the forecasted Line Connection
Revenue required for the applicable  economic
evaluation period. Deleers shall pay FNET an amount
10 be calculated by FNEU in accordance with the
requirements of the Transmission System Codc
applicable to medium-high and medium ~low risk
connections by no later than 30 days afYer the date of
FNE] invoice therefor; and

(i) more than the loud in the Load Forecast and thereforg
gencrates more than the forecasted Linc Connection
Revenue required for the applicable  cconomic
evaluation perind, FNEI shall comply with the
requirements of the Transmission System Code
applicable to medium-high and medium-low risk
conncctions and shall pay any amounts payable to
DeBeers by no later than 30 days foflowing the date
that such amount is due and payable.

7. With respect to the installalion of Embedded
Generation; the effect of cnergy conservation, ecnergy
efficiency, load menagement or renewable energy activities
and the effect thereof on True-Ups, FNEI shall comply with
the requircments of the Transmission System Code.

8. Until FNEI hay published and the Ontario Energy
Board has accepted FNEDs procedure and methodology for
determining the requircment for a capital contribution in
accordance with the requirements of the Transmission
System Code, any Capital Contributions paid by DeBeers
under the terms this Exhibit “B” are subject to adjustment
with such adjustment to be solely based on the procedure
and methodology accepted by the OEB,

9. {(a) In the cvent that the Line Connection Service
Rate is rescinded or the methodology of determination or
components s materially changed, the Partics agree to
negotiate a new mechuanism for the purposcs of this Exhibit
“B”, The Parties shali have 90 calendar days from the
effective date of rescission or fundamental change of the
Line Conncction Service Rate to agree 0 2 new
mechanism. If the Purties are unable 10 successfully
negotiate a replacement within that 90 calendur day period.
they shall submit to arbitration, in accordunce with the
requirements of the Transmission System Code (or the
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Cannection Agreement attached thereto); or if there is no
arbitration provision in the Transmission System Code {or
the Connection Agreement attached thercto), to the
requirements of the Arbitration Act (Ontario), as amended,
to settle on @ new mechanism.  The decision of the
arbitrator shall be binding on each party with no right of
appeal subject 10 a right of cither party to appeal on a
standard of review of rcasonablencss simpliciter.

(b) The terms of reference of the arbitration shall be to
identily & new mechanism that is, to the exient
possible, fair to the parties and cunstitutes a
reasonably comparable replacement for the Ling
Conncetion Service Rate.

(¢) Any settlement on u new mechanism pursuant (0 this
Section 9 shall apply retroactively from the date on
which the Line Cuonnection Service Rate was
rescinded or fundamentally changed. Until such time
as a new mechunism is determined hercunder, any
amounts to be paid by DeBeers under this Exhibit “B”
shall be based on the Line Connection Service Rate in
cffect before the effective date of any such changes.

10. DeBecrs shall provide FNEI with a copy of Deldcers’
final monthly bills or authorize the 1ESO to provide FNEI
with copics. FNEI agrees to use this information solely for
the purpose of this Exhibit 13",

Terms and Conditions for the Victor Mine Site Medium Risk Conuection V3 (May 202003)
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Exhibit B - Terms and Conditions for the Victor Mine Site Medium Risk Connection

Appendix 1 - Capital Contribution Calculation Working Example

C tion Cost Racovery Agre ¢ - FNEi and DBC R |
Appendix E - Capital Contrib i Requir ts | T
i
Victor Mine Site Energy and Peak Power Requi 15 - (Source spreadsheet 143232-CA-0000-002 Rev1) i 1
7008] 20071 2008 2009 2010] 2011, 2012] 20131 2074 2015 20167 2017| 2018 2019 2020 i
[Expected Max Loads | Kw 2993| ~ 8130; 15643] 18535] 18709] 18893; 18669. 19136 19136: 19136 19136! 18362 20174 20233 20239 H
{Grid power avallable Oct 2006, Mine Operational Oct 2008 1o Mar 2020, th fter ming site diation peak load 10,000 kw)) i
T 1 i 7 s 3 i -
H H 3 N H -
Project Costs - {De Beers Canada Builds Facilities and Transfers to FNE1) !
115 kV Transmission Line Moosonee to Kashech $22.57
8,684 .
Fort Aibany Substation Modifications $1,149; : :
730 : : 3
Kashechewan Substation Modffications $6,161, |
a79
Attawapiskat Substation Modifications $2,531,
739
Permitting and Approvals $450,0 o
00 B
Preliminary Engineering $350,0
00 -
Project Management & Construction Supervision $650,0 ' : ¢
[5,¢) . ! :
: Sub - Total = $33,87 z f
i 3,132 ; : ;
Contingencies $3,387,
— 33
Total = $37,26
0,445 ¢
: i i : : :
Capital Contribution Requi t Calculation Payable by De Beers Canada to FNE! : 1
3 Cost XNPV 2006] 2007, 2008] 20087 20100 2011] 2012 2013] 2014] 201§ 2016. 2017, 2018] 2019 2020
FNE! Connection Costs $362,700! $362.70! $0 $0 $0 $0 $0 $0 50 30 $0 $0, $0 $0 p $0] $362,700
[} ;
Annual O & M $2,871,70 $0] $200,01 $397.9! $397.9] $397.9; $397,9! $397,9] $397.9! $397,9; $397,9: $397,9| $397,9] $397,9; $397.9| $397.9| $5,372,70,
1 00 00 00 00 00 00 00 00i_ 00 00 00 00j 00 00 o
Incremental Revenue (55,839)i (S211): ($495) ($712)] ($775)i (5783): ($782): ($787)! ($797). (3797) (§797)| ($781): ($802); (3841)! (S843). ($421). -$10,624
DateValue 388990 39264 396301 38095 40360 40725 41091 41456 41821: 42186 425520 42917] 43282; 43647 44013
Capital Contribution ,228.5 o *
= 2 ;
; | i -
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Assumptions

I

+17% =

ENEi Connection Work = $310,000 | $362,
700

Annual O&M costs] $397,5'

00

Annual Municipal $0

tax =

FNE! Discount 8.57%

Rate = Z R
FNE! incremental | $0.003:kW/ month

Revenue = 470

$0.00347 :

/kwimonth

Terms and Conditions for the Victor Mine Site Medium Risk Connection V3 (May 202005)
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EB-2009-0387
Exhibit 10
Tab 1

Page 46 of 103

26. Ref: Ex 8/T2/S1/p.3 & 4 - Calculation of Uniform Transmission Rates

(a) At page 3 of the above reference, FNEI has provided a table of Actual 2010 Uniform
Transmission Rates. Under the section titled “Total Charge Determinants”, the total Line
Connection Charge Determinant of 263,217.555 MW appears to be incorrect. Please
confirm that the total of Line Connection Charge Determinant is in fact 238,217.555 MW.

(b) At page 4 of the above reference, FNEI has provided a table of Proposed 2010
Uniform Transmission Rates. The sum of the Line Connection Charge Determinants is
238,341.627 MW. According to Staff’s calculations, this should be 238,361.627 MW. Please
confirm if the above calculations are correct and file revised tables.

RESPONSE

(a) Confirmed. Please see corrected table on next page. It appears that only the single number
changes.

(b) Not confirmed.

May, 2010
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EB-2009-0387

Exhibit 10
Tab 1
Page 47 of 103
Table 8-2-1 A — Actual 2010 Uniform Transmission Rates
Revenue Requirement (§)
Transmitter Network Line . Transform.ation Total
Connection Connection
FNEI $3,012,819 $714,093 $1,451,088 $5,178,000
CNPI $2,683,749 $636,098 $1,292,596 $4,612,443
GLPT $20,239,894 $4,797,224 $9,748,304 $34,785,422
HIN $707,878,000 $167,780,000 $340,941,000 $1,216,599,000
All $733,814,462 $173,927,415 $353,432,988 $1,261,174,865
Total Annual Charge Determinants (MW)
Transmitter Line Transformation
Network . .
Connection Connection
FNEI 44915 44 915 44 915
CNPI 583.420 668.600 668.600
GLPT 4,150.498 2,847.032 2,777.933
HIN 242.387.818 234,657.008 202,860.490
All 247,166.651 238,217.555 206,351.938
Uniform Rates and Revenue Allocators
Transmitter Line Transformation
Network . .
Connection Connection
UTR ($/kW-m) 2.97 0.73 1.71
FNEI Factor 0.00411 0.00411 0.00411
CNPI Factor 0.00366 0.00366 0.00366
GLPT Factor 0.02758 0.02758 0.02758
HI1N Factor 0.96465 0.96465 0.96465
All 1.00000 1.00000 1.00000

May, 2010
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EB-2009-0387
Exhibit 10
Tab 1

Page 48 of 103

OPERATIONS, MAINTENANCE AND ADMINISTRATION

27. Ref: Harmonized Sales Tax Impact on OMA

Preamble: The provincial government has announced plans to harmonize the
provincial sales tax (PST) with the goods and services tax (GST) effective July 1, 2010 to
create harmonized sales tax (HST). Unlike the GST, the PST is included as an OM&A
expense and is also included in capital expenditures. If the GST and PST are harmonized,
corporations would see a reduction in OM&A expenses and capital expenditures. Based on
the proposed elimination of the PST effective July 1, 2010:

(a) Please confirm that FNEI has not made any adjustments to the OM&A forecasts to
reflect the elimination of the 8% provincial sales tax.

(b) Please provide the estimated costs of the provincial sales tax included in the OM&A
forecast for 2010.

(c) Please provide the amount of provincial sales tax paid by FNEI in each of 2007,
2008 and 2009 on OM&A expenses.

(d) Is there any reduction in compliance costs that will result from the reduction in the
administrative burden on FNEI to comply with two separate sets of tax rules?

(e) In the event that PST and GST are harmonized effective July 1, 2010, does FNEI see
any reason why the reductions in OM&A cannot be captured in a variance account?
RESPONSE

(a) None, but much of FNEI’'s OM&A expenses are not subject to PST (e.g., wages, air travel,
etc.).

(b) No specific amount of PST was budgeted.
(c) FNEI has never tracked the amount of PST it pays.
(d) No. FNEI has never had any PST filing requirements.

() FNEI is unsure of how amounts accrued in a variance account would be dealt with.
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28. Ref: Accumulated Depreciation (Rate Base); Depreciation Expense (OM&A) and
Section 2.5.7 Filing Requirements

Board staff understands FNEIs approach to estimating the depreciation expenses to be the
following:

2010 Depreciation Calculation - Ref: Ex 4/T3/S3/p.10

Alc 1715 - Station Equipment Formula Used
Opening Gross PPE $ 13,4402 Col. 1: Jan-2010 Gross Asset (Ex 2/T11/S2/p.1)
Addition $ 1500 Col. 4. Ex 4/T3/S3/p.10
Adjusted Cost Base $ 13,590.2 Col. 6 : (Opening Asset + Additions)
Average Cost Base $ 13,521.7 Col. 7 : (Avg. of Monthly Gross Asset - Ex 2/T11/S2/p.1)
Depreciation Rate 2.5% Col. 8
Depreciation Expesne $ 3382 Col.9
Opening Accumulated Depreciation $ 1,158.0 Col. 2 : (Depreciation Expense at Dec 2009 - Ex 2/T10/S2/p.2)
Closing Accumulated Depreciation $ 1,496.2  Col. 11: (Depreciation Expense + Op. Acc. Dep.)
Closing Net Book Value $ 12,094.0 Col. 12 (Col . - Col. 11)

(a) Is Board staff’s understanding of FNEI’s methodology accurate? Please explain. If it
is not accurate, using the above example, please explain the methodology.

(b) Please explain the reasons for the difference in net book value in the Depreciation
Expense schedules under OMA, versus under rate base.

(©) Please provide a description of the methodology used by FNEI and as per section
2.5.7 please provide FNEI’s depreciation policy. If such a policy is not available, please
state when it will be available.

(d)  As per the Board’s Filing Requirements, please provide the depreciation expense in
the format presented in Appendix 2-N. Please provide the calculations in MS Excel with all
links and formula left active. Please note, as per section 2.3.3, the “Continuity statements
should be reconcilable to the calculated depreciation expenses (under Operating Expenses)
and presented by asset account”. If the depreciation expense is different from the as-filed
expense, pleased indentify the reasons for the difference and calculate the impact on the as-
filed revenue requirement.

RESPONSE
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(a) Board Staff’s understanding appears to be accurate. See the response to Board Staff IR 12
and 13 (including the attached Excel spreadsheet) for a further explanation of the methodology
used to calculate the depreciation expense. The average cost base used to calculate depreciation
is the average of the monthly closing balances for the year.

(b) There is no difference in the net book value shown in the depreciation expense schedules as
compared to that shown for rate base. For example, for the 2010 test year, the opening net book
value shown in Exhibit 4, Tab 3, Schedule 3, page 10 of $28,663.7 is identical to the figure
shown for the December closing balance shown in Exhibit 2, Tab 10, Schedule 2, page 3.
Similarly, the closing net book value shown in Exhibit 4, Tab 3, Schedule 3, page 10 of
$27,750.8 is identical to the figure shown for the December closing balance in Exhibit 2, Tabl
11, Schedule 2, page 3.

(c) Please see the response to Board Staff IR 12 and 13 for an explanation of the methodology
used to calculate the depreciation expense. There is no formal policy.

(d) The chart below will also being filed separately on the Board’s RESS system:

Depreciation Expense - 2010

Opening Less Fully Net for Total for Depreciation
Account Description Balance | Depreciated | Depreciation | Additions Depreciation Years Expense
(c)=(a)- e) = (c) +0.5 x

(a) (b) (b) (@) (@) 0 | @=@/0
1715 | Station Equipment 13,440.2 0.0 13,440.2 150.0 13,515.2 40 337.9
1725 | Poles and Fixtures 11,368.0 0.0 11,368.0 35.0 11,385.5 25 455.4
1730 | Overhead Conductors & Devices 7,188.0 0.0 7,188.0 60.0 7,218.0 25 288.7
1908 | Buildings and Fixtures 364.8 0.0 364.8 20.0 374.8 25 15.0
1910 [ Leasehold Improvements 25.7 24.7 1.1 2.0 2.1 2 1.0
1915 | Office Furniture & Equipment 53.2 31.5 21.8 2.0 22.8 5 4.6
1920 [ Computer Equipment - Hardware 149.1 92.7 56.4 2.0 57.4 5 11.5
1925 [ Computer Software 8.2 2.1 6.1 0.5 6.4 5 1.3
1930 [ Transportation Equipment 330.7 86.8 243.9 1.5 244.7 5 48.9
1940 [ Tools, Shop and Garage Equipment 137.6 27.4 110.2 2.0 111.2 5 22.2
Total 33,065.6 265.1 32,8004 275.0 32,937.9 1,186.5

Exhibit 4, Tab 3, Schedule 3, page
10 1,187.4
Difference -0.9
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The depreciation expense as filed in Exhibit 4, Tab 3, Schedule 3, page 10 is $0.9 higher than
that calculated in the above schedule.

This difference is the result of the one month difference between adding the capital additions in
July (for the half year rule) as compared to the additions in the month of June, as forecast by
FNEL
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29. Ref: Ex 4/T3/S1 - Depreciation and Amortization Expense

Preamble: The depreciation rates used by FNEI for assets recorded in Account
1908 Buildings & Fixtures, Account 1915 Office Furniture & Equipment and Account 1940
Tools, Shop & Garage Equipment are higher than the depreciation rates in the 2006 EDR
Handbook (EDRH).

(a) Please recalculate the depreciation expense for the above three accounts using the
EDRH depreciation rates. Please identify the impact on the test year depreciation expense
and revenue requirement, of using the EDRH depreciation rates.

(b) Has FNEI undertaken a depreciation study to justify the use of different
depreciation rates for the above three accounts?

RESPONSE

(a) FNEI uses a depreciation rate of 4.00% for account 1908 Buildings & Fixtures (versus
2.00% in 2006 EDR Handbook), a rate of 20.00% for account 1915 Office Furniture &
Equipment (versus 10.00% in 2006 EDR Handbook) and a rate of 20.00% for account 1940
Tools, Shop & Garage Equipment (versus 10.00% in 2006 EDR Handbook).

Assuming the question is requesting the recalculation of the depreciation expense only for the
2010 test year, the depreciation expense for account 1908 would fall from $15.1 to $7.5, account
1915 would fall from $4.6 to $2.8 and account 1940 would fall from $22.3 to $11.4, for a total
reduction in the depreciation expense associated with these three accounts of approximately
$20.3.

(b) No.
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30. Ref: Ex 4/T1/S1; EB-2004-0545 — Decision and Order dated July 18, 2005; EB-2009-
0395 — Interim Order dated December 18, 2009 — Depreciation related to De Beers’
transmission assets

Preamble:

(1) The Board issued a decision in 2005 stating in part that, “FNEI will own the
new line that will run from the Moosonee TS to the Kashechewan TS. Under the
Revised TSC, the transmitter is obligated to pay a transfer price that is the lower of
the cost to the load customer or the transmitter’s reasonable cost to do the same
work.” The Board also stated that, “the estimated transfer costs based on the
Revised TSC would be $23.4 million for Hydro One and $28.5 million for FNEL”
(Emphasis added)

(2) The Board granted interim approval of the proposed licence amendment
effective November 3, 2009, providing approval to own and operate a 138-kV line
from Moosonee to Kashechewan and associated switching facilities in Kashechewan.

Questions:

(a) With respect to Preamble (1) and (2), and for the record, what was the transfer
price of the assets cited from DeBeers’ to FNEI?

(b)  Has FNEI accounted for increased depreciation charges associated with the newly
transferred assets? Has FNEI taken into account the recent transfer of the De Beers’ assets
in its calculation of forecast depreciation costs for both 2009 and 2010? Please provide an
explanation as well as a numerically worked example that confirms FNEI’s response.

(©) If increases to depreciation charges have not been included for 2010, please provide
an updated to FNEI’s evidence.

RESPONSE
(a) The De Beers assets will be transferred to FNEI for nominal consideration (i.e., $1).
(b) Because the transfer price is nominal, there will be no assets to be depreciated.

(c) Not applicable.
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31. Ref: Ex 4/T2/S1/p. 2/line 14-15; Ex 4/T2/S2/p. 2/line 4 — Operating Costs, Employee
Complement

Preamble:

(D) FNEI states because of its small size that, “it is often more cost-effective to
hire certain operations and administration expertise on a part-time or contractual
basis, because in most cases this is more cost-effective than a full-time employee
position.”

(2) FNEI states that, “FNEI now moves from a capital expansion phase to more
of a maintenance phase, FNEI expects to move some costs normally done by
external consultants and workers to an internal employee position (which is
reflected in an increase in Accounts 5605 and 5610, and a decrease in Account 5630).

Questions:

(a) In light of Preamble (2), citing increased maintenance activities, has FNEI
considered the potential value of employing additional staff on a full-time basis?

(b)  Has FNEI considered replacing functions covered by part-time employees with full-
time employees local to the transmission system area to provide continuity and institutional
knowledge from a regulatory standpoint?

RESPONSE

(a) Yes, FNEI is actively considering how to move maintenance services in-house.

(b) It is not economical to have full-time employees located in the three remote communities.

These are fly-in only communities (i.e., no road connection betweenl to the transmission system
area
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32.  Ref: Ex 4/T2/S1/p.34 — Maintenance program

Preamble: FNEI indicates in the reference that it sets its maintenance program to ensure
compliance with a number of factors.

Questions:

(a) Please provide the Board a copy of FNEI’s maintenance program.

(b) Can FNEI provide evidence which demonstrates that the maintenance program
incorporates good utility practice, industry reliability standards, safety, and environmental
stewardship as stated in the pre-filed evidence? If so, please provide concrete examples for
each of the criteria listed above

(c) Please explain how FNEI prioritizes maintenance work.

(d) How does FNEI make allowance and plan for unexpected work or unplanned
outages?

RESPONSE
(a) The FNEI maintenance program is outlined in Exhibit 2, Tab 13, Schedule 1, Appendix B.

(b) This maintenance program was developed using the professional experience in high voltage
transmission systems of engineering staff at SNC-Lavalin. As well, FNEI used as a reference the
Electrical Maintenance and Procedures (1988) booklet of the former Ontario Hydro which
outlines required inspections, tests, and work activities for each piece of equipment in their high
voltage stations. In addition, original manufacturer recommendations are also included in
establishing what is required. These proven programs incorporate the good utility practices,
industrial reliability standards, safety, and environmental stewardship.

(c) Currently FNEI is developing its Asset Management program to address predictive and
preventative maintenance of it assets. In the initial years of operations, line and station
maintenance have been predominately a reactive model based on inspections and testing.

(d) FNEI has contractual arrangements with organizations to provide qualified staff to respond to
unexpected work or unplanned outages. The Maintenance Services Contract with Hydro One is
an example of the agreement to assist in such cases. The Meter Service Provider contract with
Hydro One is another example. FNEI also has agreements with qualified contract trades staff
and with SNC Lavalin for resources to assist. In addition, FNEI uses line staff from the three
First Nation LDCs. FNEI also has an understanding with Timmins local charter aircraft
company to respond immediately to calls to provide pilots and available aircraft as soon as
possible.
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A contingency inventory of critical and/or long delivery parts has also been developed. Since
material delivery is limited to winter road availability or small aircraft space, plans were
developed to store some critical components at various sites to enable an emergency response to
be carried out . Examples of such spare parts are high voltage circuits switchers, low voltage
breakers, PLCC cabinets, spare relays, conductor reels, stringing tools, temporary pole bases,
and spare western cedar poles (lighter for helicopter short distance transportation).
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33.  Ref: Ex 4/T2/S1/p.5 — Fibre Optic line operating and maintenance costs

Preamble: FNEI refers to its old telephone system, used primarily for station
communications purposes. FNEI states in part that:

“The average fixed monthly cost per [telephone] line was approximately $75, with
the long distance charges required to call from Moosonee every 30 minutes ranging from
$2,000 to $5,000 per month depending upon the quality of the connection. With the
installation of the fibre optic line, these costs are now all avoided with the exception of one
voice line for emergency purposes at each site. Thus, while the primary purpose of the
fibre optic network was not cost savings, there are certain costs that are now avoided going
forward.”

Questions:

(a) What is the approximate total operating cost of the new fibre optic system per
month compared with the total operating cost per month of the old ‘plain old telephone
system’ (POTS)?

(b)  What is the budgeted cost of ongoing maintenance of the fibre optic system
compared against the POTS configuration?

(c) What are the benefits of the new fiber optic system, and have these benefits been
reflected elsewhere on other items in the budget? Do the new monitoring capabilities of the
fiber optic system reduce maintenance and repair costs, and can this be determined from
FNEI’s 2010 operating and maintenance expenses budgets? Please provide a breakdown of
the benefits and costs, to the extent possible in a table, providing references to the FNEI
application and additional evidence where necessary.

(d) Will the fiber optic asset also be used by the 3 member utilities? If it will, what
agreements has FNEI entered into with the three member LDC’s. Please file the
agreements and summarize any discussions that may have taken place on this issue.

RESPONSE

(a), (b) and (c) It is difficult for FNEI to compare the operating and maintenance costs of the
POTS as compared to the new fibre optic system because FNEI has such little operational
experience with the fibre optic system.

In FNEI’s view, comparing the POTS and fibre optic system is of little value — it is an apples
versus oranges comparison. The fibre optic system will provide FNEI with far superior
operational control (real-time as opposed to dial-up every thirty minutes), metering
communication, and the ability to monitor stations for security and public safety. Not only will
there be cost savings (e.g., fewer trips to the communities from Timmins to determine equipment
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status), but the system will be able to be better operated, more safely and securely. Also see
FNETI’s evidence at Exhibit 2, Tab 1, Schedule 1, pages 37 to 44.

(d) FNEI does not know whether the three member utilities will utilize the fibre optic asset. The
fibre strands not currently being utilized by FNEI will be leased to The Western James Bay
Telecom Network (“WJBTN”), an Ontario corporation without share capital. The three member
utilities will have to contract with WIJBTN, which has seven members: Attawapiskat First
Nation, Fort Albany First Nation, Kashechewan First Nation, Moose Cree First Nation, Town of
Moosonee, Five Nations Energy Inc. and the Mushkegowuk Council. Each member is entitled to
appoint one director. Consequently, because FNEI’s ultimate owners (the three First Nations)
and FNEI would have the ability to elect a majority of directors of WIBTN, FNEI and WIBTN
would be considered affiliates.
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34.  Ref: Ex 4/T2/S1/p.6/lines 9-10 — Operating Services Agreement with Hydro One

Request: Please provide a copy of the Operating Services Agreement.

RESPONSE

Please see attached.
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Hydro One Network inc.
49 Saneant Drive

Barrie, Ontario L4N 4V9
Tel: (705) 792-3108

Fax (705) 792-3118

Dave McKendrick

8r. Network Mgt Officer
Operating Support

Cuslomer Business Ralalions

December 20, 2006

Re: Hydro One Networks Inc and Five Nations Energy Inc Operating Services Agreement

Cecil:

Attached for your records is a copy of the executed Operating Services Agreement,

Thanks,

'/(\f\ S

Dave McKendrick
705-792-3102
705-627-2400 — cell
705-792-3116 - fax

d mckendrick@hvdroone com



Operating Services Agreement
Made Between
Hydro One Networks Inc.
and

Five Nations Energy Inc.
for the

Operation of the Five Nations Energy Inc.

115 kV Transmission System



THIS OPERATING SERVICES AGREEMENT
made in duplicate this £~ “Aday of November, 2006
but made effcctive as of September 27, 2006

BETWEEN:

HYDRO ONE NETWORKS INC., & corporation
incorporated under the laws of the Province of
Ountario (bereinafter referred to as “Hydro One
Networks™)

PARTY OF THE FIRST PART;

-and -

FIVE NATIONS ENERGY INC,, a uon-share
corporation incorporated under the laws of Canada
(hercinafier referred to as “Five Nations Energy™)

PARTY OF THE SECOND PART.

WHEREAS in accordance with the Efectricity Aet,
the Independent Electricity System Operator (“the
IESQ”) direets the operation of the JESO-Conirolled
Crid,

WHEREAS in accordance with the appropriate
regulations and mles in effect from time to time, the
Partics wish to enter into this Agreement to describe
the terms and conditions applicable 10 the provision
of Operating Services by Hydro One Networks to
Five Nations Energy on the terms and conditions as
set out in this agreement;

NOW THEREFORE in consideration of the
foregoing, and the mutual covenants, agreements,
terms and conditions herein contained, the Parties
intending 10 be legally bound hereby agree as
follows:

ARTICLE I: GENERAL

1.1 Each of the Parties hereto confirms the truth
and accuracy of the recitals and agrees that the
recitals form part of this Agreement.

1.2 This Agreement constitutes the entire
agreement between the parties with respect to the
Operating Serviees and supersedes all prior oral or
written representations and agreemnents concerning
the subject matter of this Agreement.

13 Any written notice required by this
Agreement shall be deemed properly given only if
either mailed, facsimiled or delivered to the
addresses specified in Schedule "D". Notices sent
by registered mail shall be deemed to have been
received on the datc indicated on the delivery
receipt. Notices scat by courier or facsimile shail
be deemed to have been reccived on the date
indicated in the delivery receipt or transmission slip
if delivered during normal business hours; if not
delivered during normal business hours, delivery
shall be deemed to have occurred on the next
Business Day. The designation of the person to be
so notified or the address or facsimile number of
such person may be changed at any time by cither
Party by written notice.

14  Unless otherwise specified, references in this
Agreement to Sections or Articles are 1o sections and
articles of this Agreement. Any reference in this
Agreement to any statute or any section thereof will,
unless otherwise expressly stated, be deemed tobe &
referenoe to such statute ar section as amended,
restated or re-enacted from time to time. The
insertions of headings are for convenience only and
shal} not affect the intcrpretation of this Agreement.
Unless the context requires otherwise, words
importing the singular include the plural and vice
versa and words importing gender include all
genders.

1.5 Neither Party shall assign this Agreement or
any of its rights or obligations thereunder without
obtaining the consent in writing of the other; except
that no consent is necessary where assignment is to an
Affiliate, provided a written nolice of the assignment
is delivered to the other Party.

This Agreement shall extend to, be binding upon
and enure to the benefit of the said assigns and the
respective successors of Five Nations Energy and
Hydro One Networks.

1.6 Neither this Agreement or any provision
hereof is intenided to confer upon any person other
than the Parties hereto any rights or remedies
hereunder.



ARTICLE O: DEFINITIONS

21 Defined Terins

The following terms, wherever used in this
Agreement, shall have the following meenings
{where applicable, the source of the definition is
indicated betwoen parentheses following the
definition):

“Affillate™ means, for Hydro Onc Networks,
affiliates as that term is defined in the Business
Corporations Act (Ontarig), and for Five Nations
Energy, affiliatcs as that term is defined in the
Business Carparations Act (Canada).

“Agent” mcans a Qualified person duly authorized
by a Party to perform specific activities or actions
on it behalf (IESC-Hydro One Networks Operating
Agreement),

“Agrecment” means this Agreement and Schedules
“A", “B”, “C” and “D" and all amendments made
bereto by written agreement between the Parties in
accordance wilh the terms of this Agreement;

“Business Day” means a day other than a Saturday,
a Sunday or a public heliday in the Province of
Ontario (Market Rules);

“Confidentis! Information™ means:

(i) the terms of this Agreement and the operations
and dealings under this Agreement;

(if} all information disclosed by a Party to the other
Party under this Agreement or in negotiating
this Agreement which by its nature is
confidential 1o the Party disclosing the
information; and

(itiyall interpretative reports or other data penerated
by a Party that are based in whole or in part on
information that is made Confidential
Information by clauses (i} and (i)
(Transmission System Code),

“Controlling Authority” means a person or officer

responsible for:

(i) authorizing changes in the conditions or
physical position of Fquipment,

(i) forcing Equipment out of service,

(iii)  de-rating Equipment,

(iv)  applying Equipment limitations,

(v} issuing Operating Orders,

{vi)  establishing conditions necessary for Work
Protection and Supporiing Guarantees, and

{vii) eslablishmg the appropriate conditions for
and the coordination or switching on the
Equipment under its control {{ESQ-Hydro
One Networks Operating Agreement),

“Electricity Act” means the Electricity Act, 1998
(being Schedule *A" of the Encrgy Competition
Act, S.0.1998, c.15), as may be amended from time
to time (Market Rules);

“Emergeacy” means any ebnormal system
condition that requires rernedial action to prevent or
limit loss of TZTranmsmission Facilitie and/or
generation fecilities that adversely affects the
reliability of the electricity system (Transmission
System Code);

“Equipment™ means any structures, transmission
lines or cables, transformers, breakers, disconnect
switches, buses for the purpose of conveying
electricity, and their related voltage/current
transformers, protection sysiems,
telecommunications systems, or any other auxiliary
Equipment (JESO-Hydro One Networks Operating
Agreement);

"Force Majcare Event” means, in relation to a
person, any event or circurnstance, or combination
of events or circumstances,

(i) that is beyond the reasonable control of the
person;

(ii) that adversely affects the performance by the
person of its obligations under this Agreement,
and

{iiiythe adverse effects of which could not have
been  foreseen  or  prevented,  overcomie,
remedied or mitigated in whole or in part by the
person through the exercise of diligence and
reasonable care and includes, but is not limiled
to, acts of war (whether declared or
undeclared), invasion, armed conflict or act of
foreign enemy, blockade, embargo, revolution,
riot, insurrection, civil disobedience or
disturbances, vandelism or acts of terrorism,
strikes, lockouts, restrictive work practices or
other labour disturbances, unlawful arrests or
restraints by government or govermmental,
administrative or regulatory agencies or



authoritics unless the result of a violation by the
person of a permit, licence or other
authorization or of any applicable law, and acts
of God including lightning, earthquake, fire,
flood, landslide, unusually heavy or prolonged
rain or accumulation of snow or ice or lack of
water arising from weather or environmental
problems; provided however, for preater
certainty, that the Jack, insufficiency or nom-
availability of funds shall not constitute a8 Force
Majeure Event (Market Rules);

“Forced Outage” means an unscheduled Cwlage
due to the actua] or potential failure of Equipment
(Market Rudes);

“Good Utllity Practice” means any of the
practices, methods and acts engaged in or approved
by a significant portion of the electric utility
industry in North Americe during the relevant time
period, or any of the practices, methods and acts
which, in the exercise of reasonable judgement in
light of the facts known at the time the decision was
made, could have been expected to accomplish the
desired result at a reasonable cost consistent with
good business practices, reliability, safety and
cxpedition.  Good Utility Practice is not intended to
be limited to the optimum practice, method, or act
to the exclusion of all others, but rather to be
acceplable practices, methods, or acts generally
accepted in North America (Transmission System
Code),

“Hold-Off”” means a guarantee to Jimit operation of
apparatus to facilitate work or reduce work hazards,
Under no circumnstances shall Hold-Off be used in
place of Work Protection (Wark Protection Codc);

“JESO” means the Independent Electricity System
Operator cstablished under Part I of the Electricity
Act thet directs the operations of Hydro Ome
Networks' Transmission System (Market Rules);

YIESO-Controlled Grid” has the same meaning
ascribed thereto under the Electricity Act, 1998;
{Market Rules);

“TESO-Hydroc One Networks Operating
Agreement” mcans the Opersting Agreement
eatered into by the JESQ and Hydro One Networks

in accordance with the Electricity Aet, 1998 and the
Market Rules;,

“Maintenance” means, but is not limited to, routine
maintenance, troubleshooting, repairs, approved
changes, and such other modifications as may be
required for the safe and c¢fficient operation of the
Equipment (Transmission Sysiem Code),

“Market Rules” means the rules made by the JESO
under Section 32 of the Electricity Act;

“Material” or “Materlally” relates to the essence
of the contract, more than & mere annoyance to a
right or obligation, but an actual obstacle preventing
the performance or exercise of a right or obligation;

“OEB” means the Ontario Energy Board
cstablished pursuant to the Ontario Energy Board
Act, 1998 (being Schedule “B™ of the Energy
Competition Act, S.0. 1998, ¢. 15), as may be
amended from Ume to time (Marker Rules);

“Operating Orders” are orders issued by a
Controlling Authority 10 facilitate the removal or
restoration of Equipment or to establish the
necessary conditions for Work Prolection
(Transmission System Code);

“Operating Services” means those scrvices
provided by Hydro One Networks to Five Nations
Enctgy with respect to the operation of Five Nations
Energy’s Tranvmission System as described in
Schedule "A",

“QOutage” means the removal of Equipment from
service, unavailability of Equipment connection ot
temporary de-rating, restriction of use, or reduction
in performance of Egquipment for any reason
including, but not limited to, permitting the
inspection, testing, Mainterance or repair of
Equipment (Marke! Rules);

“Planoed Outage” mcans an Outage that is
planned or intentional by a Controlling Authority at
a pre-selected time, usually for construction,
preventive Maintenance or tepair (Transmission
System Code);

“Promptly” means performed in an expeditious
marmmer and without undue delay, using due



diligence, and with the intent of complcting the
required act or task as quickly as practiceble
(Transmission System Code);

“Protections™ means Equipment designed to detect
and isolate failed or faulted elements;

“Qualified” mcans assessed by a party in personal
cormpetency, familiarity with and knowledge of all
applicable rules, regulations, guidelines, policies,
codes, procedures, apparalus and Equipment, and
dangers with respect to work and operation
{Transmission System Code);

“Supporting Guarantee” is 2 guarantee issued in
support of 8 Work Permit and/or another Supporting
Guarantee. It certifics that an Isolated or Isolated
and De-energized condition exists at pomnts under
the control of thc Issuer of the Supporting
Guarantee (Work Protection Code);

“Transmission System” means a system for
transmittmg electricity and includes any structures,
Equipment or other things used for that purpose
(Market Rules);

“Transmission System Code™ means the code of
standards and requirements issued by the OEB on
July 25, 2005, as it may be amended, reissued or
replaced from time to time.

“T'ransmitter” means a person who owns or
operates a Transmission System.

“Work Authority” means the person responsible
and in charge of specific work/test (ZESO-Hydro
One Networks Operating Agreement);

“Work Permit” is a written guarantee that an
Isolated, or Isolated and De-energized condition has
been established for work, and will continue to
exist, except for authorized tests, until the Work
Permit is surrendered;

“Work Protection” means a gnarantee issued by a
Party that an fsolated or Isolated and De-energized
condition has been established for work on
Equipment, and shall continue to exist, ¢xcept for
authorized tests, until the guarantee is surrendered
{Transmission System Code); and

“Work Protection Code” means Hydro One
Networks® work protection code awached hereto as
Schedule “E” which establishes conditions for work
on Hydro One Networks’ Equipment that when
combined with appropriate work practices described
therein, is meant to provide Hydro One Networks
cmployees with a safe work arca.

ARTICLE IIl: TERM

3.1 Effective Datic & Term

This Agreement shall take cffcet as of September
27, 2006 and subjcct to Section 3.2 below, shall
continue in full force and effect for five (5) years
therefrom {the “Initial Term™) and shall thereafier
be automatically renewed for successive periads of
one (1) ycars upon the same terms and conditions
herein (hereinafter the Initial Term and renewal
periods collectively referred to as the "Term").

3.2 Termination

(a) This Agreement may be terminated at any
time by mutual agreement. It may also be
terminated upon at least one years prior notice in
writing given by either Party to the other, provided
that such unilateral termination shall not prejudice
any outslanding obligations entered into under this
Agreement that have acerued as of the date of
teTmination.

{b) A party {"Terminating Party") may, on
giving noticc to the other party, terminate this
Agreement on written notice to the other if the other
party fails to remedy a breach of any material
obligation under this Agreement within 30 {thirty)
days aller receiving notice thereof from the
Terminating Party.

{c) If either party files or initiatcs proceedings
or has proceedings filed or initiated against it,
relating to its liquidation, tnsolvency, reorganization
or other relief (such as the appointment of a trustee,
receiver, liquidator, custodian or other official)
under any bankruptcy, insolvency or other similar
law or makes an assignment for the benefit of its
creditors or enters into an agreement for the
composition, cxtension or readjustment of its
obligation in connection with the foregoing, this



Agreement shall terminate automaticatly, without
notice.

(d) If this Agreement is terminated by
operation of (a), (b} or (c) above, the parties will
continue to be liable for any obligatons earising,
liabilities accrued or amounts payasble under this
Agreement prior to termination.

ARTICLE I'V: RIGHTS AND OBLIGATIONS

4.1 Hydro One Networks shall provide the
Operating Services to Five Natiens Energy
commencing on the Effective Date of this
Agreement at the prices set forth in Schedule “A™,

42 Hydro One Networks may  use
subcontractors to perform any of its obligations
under this Agreement.

4.3 Annuslly ont the anniversary date of this
Agreement, Hydro One Networks will have the
right to increase the prices specified in Schedule
"A" upon providing Five Nations Encrgy 120 days
prior written notice thereof. Such price increases
will be based upon Hydro One Networks' fully
burdened labour costs lhat affect the cost of
providing the Operating Services hereunder. Upon
receipt of the aforementioned notice and
notwithstanding Subsection 3.2(a) hereof, Five
Nations Energy shall have the right to terminate this
Agreement upon providing Hydro One Networks 45
days prior written notice. If Five Nations Encrgy
does not provide notice of termination in
accordance with this Section 4.3, the price increasc
will be effective the 121st day following the
provision of the notice.

4.4 All sales, valuc-added and other taxes
rclating to the provision of Operating Services by
Hydre Onc Networks, excluding taxes on the
income of Hydro One Networks, will bc paid by
Five Nations Energy.

45  Five Nations Energy shall Promptly notify
Hydro One Networks of any actual or anticipated
change which may Materiatly affect the provision of
Operating Services by Hydro One Networks, such
changes include, but are net limited to, the addition
of new Equipment or replacement of existing
Equipment which results in an increase or decrease in

the Operating Services to be provided hereunder and
the insolvency of Five Nations Energy.

ARTICLE V: WARRANTIES

5.1 Hydro One Nelworks warrants that it will
provide the Operating Services in accordance with
the Market Rules, the Transmission System Code
and Good Ulility Practice.

THIS WARRANTY IS IN LIEU OF ALL OTHER
WARRANTIES EXPRESS, IMFLIED, OR
STATUTORY, INCLUDING, BUT NOT
LIMITED TO, THE IMPLIED WARRANTIES OF
MERCHANTABILITY, QUALITY, OR FITNESS
FOR A PARTICULAR PURPOSE.

ARTICLE VI: INVOICING AND PAYMENT

6.1 All amounts payable by Five Nations
Energy to Hydro One Networks under this
Agreement shall be paid in accordance with the
invoices rendered by Hydro One Networks.
Notwithstanding the foregoing, Five Nations
Encrgy shall pay Hydre One Networks' invoices
within 60 days of the receipt of any invoice. This
obligation shall survive the termination of this
Agreement.

ARTICLE VII: ACCOUNTS AND RIGHT TO
AUDIT

71 The partics hereby agree to keep all
necessary proper accounts and records relating to
the subject matter hereof. Such accounts and
records, including inveices, receipts, time cards and
vouchers shall at all reasonsble limes be open to
audit, inspection and copying by each party to this
Agreement.  Accounts and records shall be
preserved and kept available for audit for a period
of six years.
ARTICLE : DISPUTE RESOLUTION

8.t The partics mutually agree to use their best
efforts to resclve any disputcs that may arise out of
or in connection with this Agreement and the
matters to which it retates.

8.2 If any dispute arises out of or in connection
with any of the matters arising out of or relating te



this Agreement, and the respective line managers of
the partics responsible therefor camnot resolve the
dispute by mutusl agreement, then the following
steps shall be followed:

(a) Either party may refer the matter to a
committee of 2, to be composed of 1 Vice-President
from each of the parties with responsibility for the
business unit involved in the dispute, to hear the
dispute and attempt to ncgotiate a resolution;

()] If the committee of Vice Presidents cannot
resolve the dispute, either party may refer the matter
to a committee of 2 to be composed of the CEOQ
from each of the parties (or their delegates), to hear
the dispute and attempt to negotiate a resolution;

(c) If the CEOs of the parties cannot resolve
the dispute, either party may refer the matter to a
committee of 2 to be composed of the Chair of the
Board of Directors from each of the partics (or his
or her delegate), to hear the dispute and attempt to
negotiate a resolution;

{d) If the Chairs of the Boards of the parties
cannot resolve the dispute, it shall be submitted o
arbitration in accordance with Section 8.3.

83  The partics shall submit the dispute to
bindng arbitrzation in accordsuce with the
Arbitratians Aei {(Ontario) and the decision of the
arbitrator(s) shall be final and binding om the

parties.

ARTICLE IX: LIMITATION OF LIABILITY
AND FORCE MAJEURE EVENTS

9.1 Other than for sums payable under this
Agreement, Hydro One Networks shall only be
liable to Five MNations Energy and Five Nations
Encrgy shail only be lisble to Hydro One Networks
for any damages that arise directly out of the wilful
misconduct or negligence in meeting their
respective obligations under this Agreement.

Notwithstanding the gencrality of the foregoing,
neither Party shall be liable under any
circumstances whatsoever for any loss of profits or
revenues, business interruption Josses, loss of
contract or loss of goodwill, or for any indirect,
consequential or incidental damages, including but

oot limited to punitive or exemplary damages,
whether any of the said liability, loss or damages
arise in statute, contract, tort or otherwise.

9.2 In any cwent, the total liability of Hydro
One Networks to Tiive Nations Encrgy for any claim
under this Agreement whether it arises by statute,
contract or otherwise, will not exceed the total
paymenls paid by Five Nations Energy to Hydro
One Networks for the Operating Services. The
foregoing limit does not apply to death or personal
injury arising from the negligence of Hydro One
Networks in respect of accidenta) loss of, or damage
to Five Nations Encrgy’s tangible property, to the
extent caused by the negligence or wilful
misconduct of Hydre Cne Networks, its employees
or subcontractors. In the latter cvent, the limit of
liability is $3,000,000.00.

9.3 Force Majeure Events. Neither party shall
be hable to the other for any loss, damage or delay,
or inability to perform any obligation under this
Agreement in whole or in part due to a Force
Majeure Event.

9.4 Obligations in the Event of a Force
Majcure Event. In the event of a Force Majeure
Event that prevents a party from performing any of
its obligations under this Agreement, such party
shall (1) expediliously, without delay notify the
other party of the Force Majeure Event and its good
faith assessment of the effect that the Force Majeure
Event will have on its sbility to perform any of its
obligations, which notice shall be cenfirmed in
writing as s00n as reasomably practicable if such
immediate notice is not in wriing; (2) not be
entitled to suspend performance of any of its
obligations under the Agreement to any greater
extent or for any longer duration than is caused by
the Force Majeure Event; (3} use commercially
reasonable efforts to mitigale the cffects of such
Forcc Majeure Event, remedy its inability to
perform, and resume full performance of its
obligations hereunder; (4) keep the other party
informed of such ¢fforts on a continuing basis; and
(5) provide written notice to the other party of the
resumption of the performance of any obligations
affected by the Force Majeure Event.

Notwithstanding any of the foregoing, settlement of
any strike, lockout, or labour dispule constituting a



Force Majeure Event shall be within the sole
discretion of the party to the Agreement involved in
such strike, lockout, or labowr dispute and the
requirement that a party must usc commercizlly
reasonable efforts to remedy the cause of the Force
Majeure Event and mitigate its effects and resumne
full performance hereunder shall not epply to
strikes, lockouts, or labour disputes.

ARTICLE X: MIS ANEOUS

10.1 Governing Laws. This Agreement shall be
governed by and construed in accordance with the
laws of the Province of Ontario and the laws of
Canada applicable therein.

102 Righis and Obligations. The rights and
obligatons of the parties under this Agrecment shall
at all times be subject to all applicable laws,
regulations, orders and directives of any authority of
competent jurisdiction, and shall be deemed to be
amended to the extent required to comply wilh
same.

103 Farther Assurances. If either party
determines that in its reasonable discrction that any
further instruments or other actions seem necessary
or desirable to camry oul the terms of this
Agreement, the other party shall execute and deliver
all such mstruments and do 2!l such actions as such
party agree in its reasonable discretion as necessary
or desirable to carry out (he terms of this
Agreement.

104 Remedies Not Exhaustive, All rights and
remedics of cither Party provided hercin arc not
intended to be exclusive but rather are cumulative
and are in addition 10 any other right or remedy
otherwise available to either Party respectively at
law or in equity, and any one or more of either
Party's rights and remedies may from time to time
be exercised independently or in ¢ombination and
without prejudice to any other right or remedy
either Party may have or may have exercised. The
Parties further agree that where any of the remedics
provided for and clected by the non-defaulting Party
ar¢ found to be unenforceable, the non-defaulting
Party shall not be precluded from exercising any
other right or remedy available to them at law or in

equity.

10.5 No Waiver. No delay or failure in
exercising any right under this Agreement or any
partial or single exercise of any right, will consttulc
a waiver of that right or any other rights under this
Ayreement. No consent to a breach of any express
or implied term set out in this Agreement constitutes
consent to any subsequent breach.

10.6 Severability. [If any term, covenant or
condition of this Agreement or the application or
effect of any such term, covenant or condition is
held to be invalid as to any person, entity or
circumstance of is determined to be not in the public
interest by any court or government agency of
compelent jurisdicton, then such term, covenant or
condition shall remain in effect to the maximum
extent permitted by law and, all other terms,
covenants and conditions of this Agreement and
their application shall not be affected, but shall
remain in full force and effect and the parties shall
be relieved of their respective obligations under this
Agrecment only to the extent necessary to comply
with the court or government agency holding.

IN WITNESS WHEREOQF, the parties hereto have
caused this Agreement to be exccuted by the
signatures of their proper officers duly authorized in
that behalf.

HYDRO ONE NETWORKS INC.

(7 ety

I have the authority to bind the Corporation.
Name: Fhou TREM JueAY

Title: Pyt @cvoet - A/gTwo.lit OAEARATING

NATIONS ENERGY INC,

Z ﬁg ('“:-! {'{
Name: P& e I7VQc D =m e sd

Title: Gc.-wl Q¢ m’?/"’?ééﬂ

Name:
Title:
I'We have the authority to bind the Corporation.



Schedule “A” Revision, dated Qcel 31, 2006

SCHEDULE “A™: OPERATING SERVICES

Service

Annual Cast

A

B

C

Transmission System Monitoring/Control;
Includes - alarm monitoring, assct monitoring, minor control.

$89,367

$111,708

$134,050

Asset Operation within Hydro One Networks Prescribed Limits;
Includes - application of Hydro One Networks equipment dircclives,
switching on Hydro One Networks Transmission System to regulate
Five Nations Energy Inc.'s Transmission System.

$44,683

544,683

544,683

Emergency Response to Transmission System Events; Includes -
response to 1ESQ directed emergency actions, implementation of load
shedding.

2 events/year x 3 hours = 2 x 3 x $122.42 - extra ¢vents based on this
formmla 10 be adjusted at year-end.

$735

3735

$735

Outage Processing;

Includes - scheduling, planning, submitting to IESO.

5 outages x 8 hours processing =5 x 8 x $122.42 - extra eveats bhased .
on this formaula to be adjusted at year-end.

£4,897

54,897

$4,897

Crew Dispatching;

Includes - 24/7 assessment, contacting, dispatching.

20 cvents/year x 1 hour =20 x $70.62 extra ¢vents based on this formula
10 be adjusted at year-end.

$2,448

$2,448

$2,348

Record Maintenance;

Includes - relention of logged items, retention of SCADA information,
frip reports.

Flat fee for administration

$1,000

$1,000

$1,000

Total

$143,130

£165,471

$187.813

* A — Existing Services

* B — Lffective with Victor Mines initial connection — September 27, 2006

* C — Effective with Yictor Mine being in Production —July 2007

Annual contract amounts to be prorated effective with Victor Mines initial connection & production dates.




SCHEDULE “B":

“Transformers

Schedule “B" Revision, daled Qct 31, 2006

Ownership and Controlling Authority

ranrmors
REACTOR 111R1 NONE
Breakers Breakers
111L68B1, 111L3B1 NONE
Switches Switches
111-C6R, 111-M3K, 111Rt-B1 NONE
11IM3K-G
Cumrent/Voltage Transformers Current/Voitage Transformers
111BI1CVT NONE

Transmission Clrcults

80 km of M3K from Moosonee S.8. to the load
side of pole 442

Transmission Circults
M3K from pole 442 to Kashechewan, K5

Protection Systems

Reactor protactions, Bus protections, Line
protections

Protaection Systems
NONE

Remote Terminal Unit

Remote Terminal Unit

NONE ABB MINISCADA
Telecommunications Telecommunications
ONTEL Telephone NONE
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Schedule “B" Revision, dated Qct 31, 2006

Tsfrs rnsfo o

NONE 3364R1*, 3364R2", 3364T1"

Breakers Breakers

NONE NONE

Switches Switches

NONE 3364R1-B2*, 3364R2-B2*, 3364T1-B2* 3364

3364-M3K*, 3364M3K-G*, M3K-MSO*

Current/Voltage Transformers

Current/Voltage Transformers

NONE 3364B2CVT*

Feeders Feeders

NONE NONE

Protection Systems Protection Systems

NONE Line protections, Bus protections, Reactor

protections

Remote Terminal Unit

NONE

Remote Terminal Unit

ABB MINISCADA

Telecommunications

NONE

Telecommunications

Bell Canada




Schedule “B" Revision, dated Oct 31, 2006

Transformets
NONE 338512
Breakers Breakers
NONE 3365L5B3"
Switches Switches
NONE 3365T2-B3*, 3365MaK-G*, 3365K5A-G*,

3365-KS5A", 3365L.6B3-B3*

Current/Voltage Transformers Current/Voltage Transformers
NONE 3365B3CVT*

Feaders Feeders

NONE NONE

Protection Systems Protection Systems

NONE Line protections, Bus protections
Remote Terminal Unit Remote Terminal Unit

NONE ABB MINISCADA
Telecommunications Telecommunications

NONE Bell Canada
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Schedule “B* Revision, dated Oct 31, 2006

Transforme

NONE 3386R1*, 3366T3*, 3366T3A"
Breakers Breakers

NONE L7B4*

Switches Switches

NONE 3366R1-B4°, 3366T3-B4", 3366-K5A",

3386K5A-G*, 3366T3A-B4*, L7B4-B4*, L7B4-7",
3366A7V-G*

Current/Voltage Transformers

Current/Voltage Transformers

NONE 3366B4CVT"

Feeders Feeders

NONE NONE

“Protection Systems Protection Systems

NONE Line protections, Bus protections, Reactor
protections.

Remote Terminal Unit Remote Terminal Unit

NONE ABB MINISCADA

Teloacommunications

NONE

Telecommunications

Bell Canadia




Schedule “C™" Revision, dated Oct 31, 2006

SCHEDULE “C™: AD POINT
New Moosonese SS:
STATUS GONTROL ALARMS
338 kV B1 bus voltages - all 3 11116B1 open/close 111L6B1 and 111L3B1
phases o Trpalarm
111L3B1 open/close «  SFG algnms
111R1-B1, 111L6B1%, 111L3B1, 111-CéR apen/close s Lockout
111-C6R and 111-M3K 111R1-B1 openiclose . gzp circt;{it 'ﬁilu;d
. ring Dischar
MW and Mvars for 11 1M3K . Healgr Failure
interface = Breaker Fail
111R1-B1
e Trip alarm
e« SF6 alanms
e Lockout
=  Trip circuit fallure
s Trouble alarm

Slation Urgent and Non Urgent

Transformer differential or over
current

Fort Albany S.S.

STATUS CONTROL ALARMS
138 kV single phase voltage 3364T1-82 T1-B2, R1-B2, R2-B2,
MW and MVArs . s  SF6 Low Density
3364R1-62 v Trip/Close Block
3364T71-B2, 3364R1-B2, 3364R2- | J364R2-B2

B2, 3364-M23K status

T1, R1, R2
v Disconnect Trip Failure

Ri1-B2, R2-B2
» Protection trip

Feader Protection Trip

Station Urgent and Non Urgent




Kashechewan S.S.

Schedule “C" Revision, dated Oct 31, 2006

STATUS CONTROL ALARMS
138 KV 3 ok ‘a 3365L5B3
phase voltage e« Trip glarm
33661
MW and MVArs 336: ;3:3 «  SF6alams
- e Lockout
3365-M3K ,L5B3-83, 3366-KSA e Trip circuit failure
¢  Spring Discharged
s Healer Failure
e Breaker Fall
DC Supply fail
Rectifier failure
338572-B3
s 8FB alarm
Disconnect Trip Circuit Fallure
T2 Protection Trip
Feeder Protection Trip
Aftawapiskat SS
STATUS CONTROL ALARMS
138 KV sincle oh I Station Urgent and Non Urgent
single phase voltege L7B4
MW and MVArs 3386T3-B4
4366TIABA 3366T3A-B4 » Breaker Trip
- 3366R1- = Protection Fail
3366T3-84 status B4 e Trip Circult Failure
3366R1-B4 L7B4 » Spring Discharged
+» Breaker Fail
3366-KSA » Heater Fail
L7R4-84 » SFG Alamms
L784-7 DC Supply fait

Rectifier fallure

3366TIA, 3366T3

s Protection Operated
Station Alarm




Schedule “D™ Revision, dated Oct 31, 2006

SCHEDULE “D”:  CONTA
HYDRO ONE Five Nations Energy Vigtor Mine
Operating Contacts (Real
Time)
Position: Controller - Sector 4 Mina Security Staff
Nama. Various Various
Location: Qntario Grid Contral Centre,
Bamie, ON
Phone Number:
Five Nations 1-866-384-4743 + 42213 1% 1-416-845-3868 ext 5148
Victor Mine 1-866-384-4743 + 10011 Alt. 1-416-645-3868 axt 5148
Fax: 705-792-8884 1-416-645-3902
~Emergency Number:
Five Naticns 1-866-384-743+42213+811
Victor Mine 1-866-384-4743+10011+911
Qutage Planning {pre-event)
Position: Qulage Planner
Name: Various
Location: OGCC, Barrie, ON
Phone Number:
Five Nations 1-866-384-4743 +42213
Debeers (Victor Mine) 1-866-384-4743+10011
Fax Numbsr: 705-792-3050
Email Address: Operating.plenning. h
ydroone.com
Operating Support (post
event)
Position: Asst. Network Mgt Officer
Name: Udayan Nair
Location: OGCC, Barrie, ON
Phone Number: 705-792-3010
Fax Number: 705-792-3116
Email Address:
Operations Manager {real
time}
Position: On-Shift Operating Mgr General Manager
Hame: Various Cecil MacDonald
Location: QGCC, Barrie, ON Five Nations Energy 70-C
Mountjoy St. N., Suite 421
Timmins, ON P4N 4V7
Phone Number: 705-792-3120 705-268-0056
705-266-4827 - cell
Fax Number: 705-739-1956 705-268-0071
Email: cmacdonaid@fivenations.c

a




Schedule “B" Revision, dated Qct 31, 2006

Notas:

**Hydro One Networks has installed an emergency phone line that will be answered on a priorily basis. The
number i provided for your use exclusively as per the following criteria:

1. Toreach a Controlles when public/employee safely is at risk (i.e downed power line but sill
energized, public inside transformer station fence, public climbing towers. Power line on a
vehicle with people trapped inside, public contact with a live conduclor.

2. To reach a Hydro One Controller when a serious envircnmental impact is possibie.

Dispatch/Response to Alarms

For Non-Scheduled and emergency response io power outages, power quality problems and alarms related to FNEI
during both normal business hours and after hours.

For both lines and stations related issues, Moosonee Lines should be the initial contact for Nelwork Operating
(Dispatch). Moosonee Lines will asses the situation and contact Timmins Station Maintenance Supesvisory staff if
required.

Local steff will advise both Cecil McDonald and Larry Broaksbenk of the power outage, power qualily issue or alarm

NOTICES
All correspondence, reports, decuments and any other notices or other communication required to be

given in connection with this Agreement shall be given in writing by fax, or other telegraphic or electronic
means and, shall be addressed as follows below. The designation of the person to be so notified or the
address of such person may be changed at any time by either party by written notice.

In the case of notices t