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Cost of Capital and Rate of Return

Ex.5/Tab 1/Sch.1 - Capital Structure

ORPC has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities,
December 11, 2009 in determining the cost of capital. ORPC confirms that it is not proposing

any changes to its capital structure.

In calculating the cost of capital, ORPC has used the deemed capital structure of 56% long-term
debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in the OEB letter
of November 15, 2012, for the allowed return on equity and where appropriate for debt. ORPC
understands that the OEB will most likely update the ROE at a later date, therefore the
Applicant commits to updating its Capital Structure accordingly and as new information is

issued.
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ORPC'’s cost of capital for 2016 has been calculated as 7.87%, as shown in Table 5.1.1 below.

Table 5.1: Overview of Capital Structure
2010 Board Approved 2016 Test Year
Deemed
Capital Rate Rate
Structure
Short Term Debt | 4% 2.07% 2.16%
Long Term Debt | 56% 7.25% 7.25%
Equity 40% 9.85% 9.30%
Total 100% 8.08% 7.87%

The Short Term and Common Equity parameters are consistent with the letter issued by the
OEB on November 14, 2015 which sets the values as indicated below.

Value for 2015 Applications for rate changes
Cost of Capital Parameter in 2015
ROE 9.30%
Deemed LT Debt rate 4.77%
Deemed ST Debt rate 2.16%

ORPC has not issued any preference shares.

Appendix 2-OA can be found at the next page.

PAGE 3 OF 17



Ottawa River Power Corporation
EB-2014-0105

Exhibit 5 — Cost of Capital

Filed: August 28, 2015

1 Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OA Capital Structure / Cost of Capital

2 Appendix 2-OA below presents the capital structure for the last Board Approved and Test year.

Year: 2016
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) %) (%) (%)
Debt
1 Long-term Debt 56.00% $6,901,508 7.25% $500,359
2 Short-term Debt 4.00% (1) $492,965 2.07% $10,204
3 Total Debt 60.0% $7,394,473 6.90% $510,564
Equity
4 Common Equity 40.00% $4,929,649 8.98% $442,682
5 Preferred Shares $- $-
6 Total Equity 40.0% $4,929,649 8.98% $442,682
7 Total 100.0% $12,324,122 7.73% $953,246
3
4
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Year: 2015
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) $)
Debt
1 Long-term Debt 56.00% $7,132,773 7.25% $517,126
2 Short-term Debt 4.00% (1) $509,484 2.07% $10,546
3 Total Debt 60.0% $7,642,257 6.90% $527,672
Equity
4 Common Equity 40.00% $5,094,838 9.85% $501,842
5 Preferred Shares $- $-
6 Total Equity 40.0% $5,094,838 9.85% $501,842
7 Total 100.0% $12,737,095 8.08% $1,029,514
2
3
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Year: 2014
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) $)
Debt
1 Long-term Debt 56.00% $7,132,773 7.25% $517,126
2 Short-term Debt 4.00% (1) $509,484 2.07% $10,546
3 Total Debt 60.0% $7,642,257 6.90% $527,672
Equity
4 Common Equity 40.00% $5,094,838 9.85% $501,842
5 Preferred Shares $- $-
6 Total Equity 40.0% $5,094,838 9.85% $501,842
7 Total 100.0% $12,737,095 8.08% $1,029,514
2
3
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Year: 2013
(%) (%) (%) %)

Debt

Long-term Debt 56.00% $6,489,528 7.25% $470,491

Short-term Debt 4.00% (1) $463,538 2.07% $9,595
Total Debt 60.0% $6,953,065 6.90% $480,086
Equity

Common Equity 40.00% $4,635,377 9.85% $456,585

Preferred Shares $- $-
Total Equity 40.0% $4,635,377 9.85% $456,585
Total 100.0% $11,588,442 8.08% $936,671
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Year: 2012
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) $)
Debt
1 Long-term Debt 56.00% $6,220,863 7.25% $451,013
2 Short-term Debt 4.00% (1) $444,347 2.07% $9,198
3 Total Debt 60.0% $6,665,210 6.90% $460,211
Equity
4 Common Equity 40.00% $4,929,649 9.85% $485,570
5 Preferred Shares $- $-
6 Total Equity 40.0% $4,929,649 9.85% $485,570
7 Total 100.0% $11,108,684 8.08% $945,781
2
3
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Year: 2011
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) %)
Debt
1 Long-term Debt 56.00% $6,235,999 7.25% $452,110
2 Short-term Debt 4.00% (1) $445,428 2.07% $9,220
3 Total Debt 60.0% $6,681,427 6.90% $461,330
Equity
4 Common Equity 40.00% $4,929,649 9.85% $485,570
5 Preferred Shares $- $-
6 Total Equity 40.0% $4,929,649 9.85% $485,570
7 Total 100.0% $11,135,712 8.08% $946,901
2
3
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Year: 2010
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) $)
Debt
1 Long-term Debt 56.00% $6,453,362 7.25% $467,869
2 Short-term Debt 4.00% (1) $460,954 2.07% $9,542
3 Total Debt 60.0% $6,914,317 6.90% $477,411
Equity
4 Common Equity 40.00% $4,609,545 9.85% $454,040
5 Preferred Shares $- $ -
6 Total Equity 40.0% $4,609,545 9.85% $454,040
7 Total 100.0% $11,159,658 8.08% $931,451
2
3
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Board Approved 2010
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) $)

Debt
1 Long-term Debt 56.00% $6,453,362 7.25% $467,869
2 Short-term Debt 4.00% (1) $460,954 2.07% $9,542
3 Total Debt 60.0% $6,914,317 6.90% $477,411

Equity
4 Common Equity 40.00% $4,609,545 9.85% $454,040
5 Preferred Shares $- $-
6 Total Equity 40.0% $4,609,545 9.85% $454,040
7 Total 100.0% $11,523,862 8.08% $931,451

2

PAGE 11 OF 17



N

Ottawa River Power Corporation
EB-2014-0105
Exhibit 5 — Cost of Capital
Filed: August 28, 2015
Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OB Cost of Debt Instruments

Appendix 2-OB below presents capital structure for all required historical years, the bridge year
and the Test year.
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Appendix 2-OB
Debt Instruments

File Number:
Exhibit:

Tab:
Schedule:
Page:

Date:

This table must be completed for all required historical years, the bridge year and the test year.

EB-2014-0105

Year 2016
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
Description Lender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note |City of Pembroke Affiliated Fixed Rate 1-May-02 20| $4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mi ippi Mills |Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725|] $404,973.26
Year 2015
s Affiliated or Third- Fixed or Term | Principal [Rate (%)| Interest ($) Additional
Description Lender Party Debt? Variable-Rate? Start Date (years) (%) (Note 2) (Note 1) Comments, if any
Promissory Note [City of Pembroke Affiliated Fixed Rate 1-May-02 20| $ 4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mi ippi Mills _[Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725| $404,973.26
Year 2014
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
D L D
escription ender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note [City of Pembroke Affiliated Fixed Rate 1-May-02 20| $ 4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mississippi Mills |Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725| $404,973.26
Year 2013
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
D L D
escription ender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note [City of Pembroke Affiliated Fixed Rate 1-May-02 20| $ 4,364,000 7.25%| $316,390.00
Promissory Note [Town of Mi ippi Mills |Affiliated Fixed Rate 1-May-02 20[ $ 902,490 7.25%| $ 65,430.53




Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20[ $ 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20[$ 172,348 7.25% 12,495.23
$5,585,838 | 0.0725] $404,973.26
Year 2012
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
Description Lender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note |City of Pembroke Affiliated Fixed Rate 1-May-02 20| $4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mi ippi Mills |Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725|] $404,973.26
Year 2011
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
Description Lender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note |City of Pembroke Affiliated Fixed Rate 1-May-02 20| $4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mi ippi Mills |Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725|] $404,973.26
Year 2010
L Affiliated or Third- Fixed or Term | Principal |Rate (%)| Interest ($) Additional
Description Lender Party Debt? Variable-Rate? Start Date (years) ($) (Note 2) (Note 1) Comments, if any
Promissory Note |City of Pembroke Affiliated Fixed Rate 1-May-02 20| $4,364,000 7.25%| $316,390.00
Promissory Note |Town of Mississippi Mills [Affiliated Fixed Rate 1-May-02 20 902,490 7.25% 65,430.53
Promissory Note |Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000 7.25% 10,657.50
Promissory Note |Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348 7.25% 12,495.23
$5,585,838 | 0.0725|] $404,973.26
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Ex.5/Tab 1/Sch.3 - Cost of Capital

This evidence summarizes the capital structure, method and cost of financing ORPC'’s capital

requirements for 2016.
Capital Structure

The proposed cost rates for cost of capital in 2016 are presented on the last page of Ex.5/Tab
1/Sch.2. The rates shown for short-term debt and return on equity are those set out in the
Board’s letter of November 14, 2015, Cost of Capital Parameter Updates for 2016 Cost of

Service Applications.

The calculation of the proposed rate for long-term debt is set out in Attachment 1 to this
schedule, based on the weighted average cost of debt in 2015. There was $5.5M in outstanding

debt instruments at the end of December 31, 2014.

ORPC'’s current OEB-approved capital structure for rate-making purposes is 60% debt and 40%
equity. ORPC intends to maintain the same capital structure in the 2016 Test Year. This capital
structure was confirmed by the OEB in the Report of the Board on Cost of Capital for Ontario’s
Regulated Utilities dated December 11, 2009 (The “Board Report”). The 60% debt component

is comprised of 4.0% deemed short-term debt and 56.0% deemed long-term debt.
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Return on Equity

ORPC has used a ROE of 9.3% as established by the Board for cost of service applications with
a May 1, 2016 implementation date. ORPC recognizes that the ROE will be updated in
accordance with Board guidelines and as such commits to updating the cost capital parameters

as new information is made available.

Weighted Average Cost of Debt

With respect to the Long Term Debt rate, the terms of the Notes are embedded in a promissory
note which is presented following this schedule. Since market opening in May 2002, ORPC has
paid interest on the Notes at a fixed rate of 7.25%. The Notes have a fixed term of 20 years, as
set out in section 13.0(h) of the Agreement. The Notes are not callable: the only condition under
which the Notes become payable prior to the end of the 20-year term is a sale of ORPC, as
stated in section 13.0(j) of the Agreement. No such sale is contemplated. The interest rate on
the Notes is not variable: the only conditions under which the interest rate may change are set

out in section 13.0 of the Agreement, paragraphs (e) and (f).

The Board’s current policy on Cost of Capital is the only applicable ‘regulation’ under these
paragraphs, and no other interest rate for long-term debt is prescribed under that policy. The
actual 7.25% interest rate is identical to the Board’s deemed debt rate at the time the Notes
were issued and identical to the rates approved in ORPC's 2010 Cost of Service application. As
such, the actual interest rate has been used for rate-setting purposes, in accordance with the
Board’s policy: Affiliate embedded/actual debt with fixed rates, terms and maturity will get the

lower of actual and deemed debt rate at time of issuance.

The Ontario Energy Board, Report of the Board on Cost of Capital and 2nd Generation
Incentive Regulation for Ontario’s Electricity Distributors, December 20, 2006, p.13. states the
following “The Board has determined that for embedded debt the rate approved in prior Board
decisions shall be maintained for the life of each active instrument, unless a new rate is

negotiated, in which case it will be treated as new debt”

ORPC confirms that the promissory note has not been renegotiated since its issuance in May of
2002.
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1 Ottawa River Power also confirms that requirements related to a not-for-profit organization do
2 not apply.

PAGE 16 OF 17



THIS AGREEMENT made. in duplicate, this 0lst day of October. 2000.

BETWEEN:
THE CORPORATION OF THE CITY OF PEMBROKE,

hereinafter called “Pembroke”

OF THE FIRST PART
- and -
THE CORPORATION OF THE VILLAGE OF BEACHBURG,
hereinafter called “Beachburg”
OF THE SECOND PART
-and -
THE CORPORATION OF THE TOWN OF. MISSISSIPPI MILLS
~ hereinafter called “Mississippi”
OF THE THIRD PART
~and- :
THE CORPORATION OF THE TOWN OF KILLALOE, HAGARTY &
RICHARDS (formally KILLALOE HYDRO ELECTRIC COMMISSION)
hereinafter called “Killaloe”
OF THE FOURTH PART
-and-
OTTAWA RIVER POWER CORPORATION,
hereinafter called the “Corporation”
OF THE FIFTH PART

WHEREAS the Corporation was incorporated on the 20" day of Aptil, 1999,

AND WHEREAS the Corporation’s Articles of Incorporation provide that the
Corporation is authorized to issue an unlimited number of commen shares without par

value and an unlimited number of special shares without par value,




-
AND WHEREAS the Corporation was incorporated for the purposes of
distribution of electricity in and for the Province of Ontario.

AND WHEREAS Pembroke and Beachburg electric utilities amalgamated for the

putposes of distribution of electricity in and for the Province of Ontario.

AND WHEREAS Pembroke and Beachburg received shares for a portion of the

net book value of their assets at the time of the issuance of the shares and, also, security

and interest with respect to the remaining net book value not allocated in shates.

AND WHEREAS as at the dhté hereof, Pembroke has been allocated 4,364

shares and Beachburg 147 shares of the Corporation,

AND WHEREAS it is in the interest of the parties hercto to amalgamate with

other utilitics in the County of Renfrew and in the County of Lanark for the efficient and

effective distribution of electricity in the said counties.

AND WHEREAS the parties hereto have agreed with the valuation of their
respective assets and have further agreed to the type of security intercst with respect to the

remaining net book value not allocated in shares and a method of calculating the inferest

~ onthisdebt.

AND WHEREAS the par value for cach issued shares is based upon § 1,000 per

share.




23-
AND WHEREAS it is anticipated that with the amalgamation with Killaloe and
Mississippi, that Mississippi will be allocated approximately 839 common shares and

Killaloe approximately 179 common shares (subject to adjustments as described in

Paragraphs 4.0 and 19.0).

AND WHEREAS the Articles of Incorporation of the Corporation provide for

restrictions on the transfer and ownership of shares,

AND WHEREAS the parties hercto agree that there shall be restrictions on the

transfer of shares held by the sharcholders.

AND WHEREAS the parties further agree that in the event that cither of the

parties wishes to sell its shares, that the other party or paities shall be entitled to the first

right of refusal for same.

NOW THEREFORE in consideration of the mutual covenants and agreements

contained herein, the parties agree as follows:

1.0 General

(a)  Pembroke and Beachburg shall amalgamate their electrical distribution

operations into the Corporation effective January 1*, 2000,

(b)  Mississippi and Killaloe shall amalgamate their clectrical distribution

operations into the Corporation effective September 30", 2000.




{¢)  The adjustment date shall be within ninety {90) days of the date of
amalgamation, currently slated for September 30%, 2000. As a result, the

adjustiment date shall be on or before December 31%, 2000.

2.0 Shares holdings of Pembroke, Beachburpg, Mississippi and Killaloe

(a) Pembroke is the owner of 4,364 shares of the Corporation and Beachbuwig is the

owner of 147 shates of the said Corporation.

3.0 Adjustments

(a) Pembroke and Beachburg shall receive such further slzafés of the Corporation.
as provided for pursuant to Paragraph 4.0 (Valuation) to recognize any

additional equity in the Corporation,

(b) Mississippi and Killaloe shall receive shares of the Corporation based upon the
December 31%, 1999 value of the assets being transferred into the Corporation

and such additional shares pursuant to paragraph 4.0 (Valuation).

4'0 _._Valuation et e+ et 12 £ £ eets e £ £ it = S rReR P 58 et er

{a) The parties acknowledge and agree that Pembroke and Beachburg, as existing
shareholders of the Corporation received shares and security in the Corporation
based on the net book value of the assets transferred to the Corporation by each

sharcholder, The parties further acknowledge and agree that shares and




(b)

(c)

-and-accepted in-accordance with-the policy-in-the - Accounting Procedures -

-5-
security to be received by Mississippi and Killaloe shall be determined by
virtue of the net book value of the assets each shareholder contributes to the
Corporation as at December 31%, 1999, as adjusted in accordance with
paragraph 4.0 (h) to September 30™ 2000. One half of the net book value of
the assets being transferred to the Corporation respectively by Mississippi and
Killaloe shall be valued in shares issued to each of Mississippi and Killaloe
respectively, based on $1,000.00 per share. These values, as of the date of this

Agreement and based on December 31%, 1999 values, are as follows:
Mississippi Mills - 839,

Killaloe - 179.

The parties further agree that one half of the net book value of the assets to

December 31%, 1999 shall be a debt owed by the Corporation to Mississippi

Mills and Killaloe respectively.

It is agreed that with respect to valuation of the amalgamating parties, the
valuation of the assets of the parties shail be at net book value which, for the
purposes of amalgamation, will be deemed to be fair market value. The
parties, however, agree that net book value will only include receivables not

greater than sixty (60) days past due billing and other assets will be recorded

Handbook, Atticle 430,

It is agreed that, as at the date of amalgamation, capital assets acquired up to

that date will be recorded in the books of account of each of the amalgamating




(d)

(€)

®

(8)

-6-

parties on the same basis as employed prior to December 31%, 1999.

It is further agreed that each of the amalgamating parties will record

depreciation in accordance with Accounting Procedures Handbook, Article 430

to the date of amalgamation.

It is agreed that in order to recognize the additional equity, additional common
shat:es and debt in the ratio of 50% share equity and 50% debt will be issued to
each of the amalgamating parties as at the date of amalgamation. In the event

that any of the parties acquired capital assets and issued debt, only the increase

in net equity of the utility will be recognized and will be recognized in the

books of account through the issuance of additional common shares and debt,

It is agreed that the additional shares, as required will be issued and additional
debt, as required, will be recorded not later than ninety (90) days after the
effective datc of amalgamation and will be based upon financial statements
prepared as at the date of amalgamation. Each of the parties will have an
opportunity to inspect the additional assets recognized above and will agree

that the additional value will be recognized. In the cvent that agreement is not

~-possible, then-the-parties will abide by the arbitration-provisions-as-set-outitt..— — .. j

this agreement.

It is further agreed and understood that the aforementioned capital assets

acquired after December 31, 1999 are not included in the *rate base™ and




(h)

5.0

(a)

“iidirectly sell; assign; transfer, give: devise; bequeath, mortgage; pledge. -t

-

accordingly there will be no earnings from which dividends nor interest can be

paid during the initial three year term.

It is further agreed that at the date of amalgamation, there will be a financial
statement prepared which will record transactions in accordance with the
Accounting Procedures Handbook. The Financial Statement will be prepared
not later than ninety days (90) after the effective date of amalgamation. Any
increase in net equity as a result of operations for the period of January 01,
2000 to the effective date of amalgamation will .be recogniécd by the issuance
of additional common shares and the recording of additional debt in the above
ratio of 50% common shares and 50% debt of the Corporation. Any dectease
in net equity. as a result of operéﬁions for the period of Janﬁary 01, 2000 to the
effective date of amalgamation will be recognized by a reduction in common
shares and a recording of the deduction of net in the above ratio of 50%

common shares and 50% debt of the Corporation.

Restrictions on transfer

Except as otherwise provided for herein, or specifically consented to in writing

by the parties, the parties hereto shall not make any agreement to directly or

hypothee, or otherwise dispose of, alienate, or in anyway encumber or creatc a
securily interest in or grant any option on any of the shares in the capital of the
Corporation they respeclively own or may own for any purpose or reason

whatsoever. Any attempt to accomplish or effect any or all of the acts




6.0

7.0

8.0

(5

(@)

(@

(a)

_.the benefit of this Agreement.____

-8-

prohibited hereby shall be nulf and void,

Without restricting the generality of the foregoing, cxeept with the consent of
all of the sharcholders, no shareholder shall sell or transfer any of its shares for

a period of three years subsequent to this agreement,

At any time, and from time to time, any party may hypothecate, mortgage,
pledge, charge or otherwise encumber or transfcr to a creditor, all but not less
than all of its shares as security for any loan or other indebtedness, but only on
texms that should such creditor wish to realize all or part of such security, they

shall comply with the provisions of Sections 7 and 8 hereof and offer the

Shares to the other parties to this agreement.

Transfer to Whollv-Owned Subsidiary

A shareholder shall be entitled to transfer all of its shares without consent at
any time to an amalgamated corporation or entity of the Corporation, provided
that at the time of such transfer, the said amalgamated entity enters into an

agreement whereby the amalgamated body becomes bound by and entitled to

Purchase by the Other Sharcholders

If any party hereto shall desire to dispose of all of its shares within ten (10)

vears of the exccution of the agrecment. it shall offer to sell its shares to the




(b)

9,0

()

9.
other partics hercto at 10% less than the fair market value of the shares at the
time of sale. The fair market value of the shares shall be determined by
agreement of the parties and if no such agreement can be arrived at, by the
Corporation's accountants, and if a disagreement arises in that respect, then by
arbitsation as set out herein. Each of the other parties shall take all such offered
shares in the same proportion as shares already owned and pay the sale price
therefor within 30 days after the date the shares were offered for sale. Upon
payment of the sale price for the shares so offered, the party offering the shares

shall tender the resignation of its nominee as a director of the Corporation,

The terms of the sale of the shares referred to in Section 8.0 (a) shall be in the
same manner and on the same basis as provided for in the procedure set out in

Section 9 subject to the valuation pursuant to Section 8.0 (a).

Right of First Refusal
If any Shareholder (the “Offeror”) shall desire or be obliged by law or

otherwise to transfer into the name of some other person or persons or to sell or
dispose of its shares after the period of ten (10) years as referred to in

paragraph 8 herein or within that period in the event that no Shareholder agrees

~~to purchase the shares-as-per-thc--provisions.of.paragraph.8.hercin.then.and_i.n._..m“..,A..M,,A o

tliat cvent, subject to Paragraphs 7 and 8 herein, the other shareholders (the
“Offeree™) shall have the prior right to purchase the shares to be transfetred on

the terms and in accordance with the procedure contained in paragraph (b).
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(b) The procedure on transfers is as follows:

(D

(if)

(iii)

An Offeror shall give to the secretary of the corporation notice in
writing of its desired intention to transfer, sell or otherwise dispose
of any shares. The notice (the “Selling Notice”) shall set out,
(A) the number of shares;
(B) the price and terms of payment which the Offeror is
willing to accept for the Shares; and
(C) ifthe Offeror has received an offer to purchase the Shates.
the name and address of the third party offeror and the
‘terms of payment and price contained in the offer.
The secretary of the Corporation shall thereupon be cieemed to be the
agent of the Offeror for the purpﬁse of offering the ‘Shéreé to the
Offerees on the terms of payment and for the price contained in the
Selling Notice and the offer by the secretary shall remain open for
acceptance as hereinafter provided for a period of thirty days
following the making of the offer by the secretary.
All of the shares of the Offeror shall be offered by the secretary for
sale to each Offerce as nearly as may be in proportion to the number

of shares held by it as a proportion of all issued shares less any

..shares held by the Offeror. The offer shall state that.any.Offeree ...

which desires to purchase shares offered in excess of its proportion
shall state in its purchase notice (the ““Purchase Notice™) how many
shares it desires o purchase in excess of its proportion. If, within the

period of thirty days hereinbefore mentioned, a Purchase Notice has
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not been given by an Offeree to the secretary in respect of the Shares
being offered, the Offeree shall be deemed to have refused to
purchase the shares being offered.

{f any Offeree does not claim its proportion of the shares being
offered, the unclaimed shares shall be used to satisfy the claims of
the Offerees in excess of their respective proportions. If claims in
excess are more than sufficient to exhaust unclaimed shares being
offered, the unclaimed shares shall be divided pro rata among the
Offerees desiring such shares in excess of their proportion in
proportion to the number of shares held by them at the date of the

offer, provided that no Offeree shall be bound to take any shares in

excess of the number it so desires.

If the shares being offered shall not be capable of being offered to or
divided among the Offerees as set forth above without resulting in
division into fractions, the same shall be offered or divided among
the Offerees as nearly as may be in accordance with the foregoing
provisions and the balance shall be offered to or divided among the

Offerees or some of them in such manner as may be determined by

the Board.

.. I any of the shares being offered shall be.accepted by any Offeree.._ ... |

pursuant to the provisions of this paragraph (b), the shares being
offered shall be sold to the Offeree for the price and for the terms

contained in the Selling Notice,

In the event that no Offeree comes forward to purchase the shares
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(d)
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offered within the time period as set out in Paragraph 9(b) (iii)
herein, and the Offeror, upon marketing the said shares, receives an
offer different than the offer set out in the selling notice then, in that
event, the Offerees shall have thirty (30) days to purchase the said
shares at a discounted price of 10% subject to the same terms and
conditions set out in this paragraph,

(viii) If the Purchaée Notices have not been given by the Offerees to
purchase all of the shares being offered, the Offeror may, within
sixty days after the expiration of the: thirty-day period hereinbefore
mentioned, offer and sell the unpurchased shares to any other person

at the price and on the terms and conditions set out in the Selling

_ Notice.

No right created under paragraph (a) shall be exercised unless the approval in

connection therewith under the fnvestment Canady Act, if any, has been

obtained.

The transfer of the shares shall be subject to the condition that the purchaser

thereof shall, if not a party hereto, agree to be bound by the terms hereof aﬁd

become a party hereto in accotdance with the provisions of Section 14 and

 Section 17,

If shares are being offered under paragraph (b) other than by reason of an

obligation of law. the offer may be made only in respect of all (and not less
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tha all) of the shares owned by the Offeror.

(f) Ifasale, transfer or other disposition is completed in accordance with this
section. the Offeror shall upon completion of the purchase be absolved from all
liability to or in respect of the corporation under the provisions of this

Agreement and the purchaser of the shares offered shall assume alf obligations

in respect thereof,

10.0 Allocation of Resources

(a) ltisagreed by the parties that the Corporation shall establish and maintain a
crew and office in the Town of Mississippi Mills for a minimum period of ten
(10) years from the Effective Date. No changes shall be made to the location
of the crew or office located in the Town of Mississippi Mills, including its

abandonment, without the express approval of the nominee of Mississippi on

the board of directors.

11.0 Review of Shareholdings

(a) IHtisagreed that the Board of Directors is required to revicw the respective

shareholdings of the parties to this agreement and adjust fairly the respective

execution of this agreement or on suchi earlier date and on the dates that the

performance base rates are reviewed in and for the Province of Ontario.

(b) [tisagreed that the review of the shareholdings. referred to in 11.0 (a) herein

..amounis of shares and equity at the eatlier of three (3) years from the dateof
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shall be brought up on the agenda of the Board of Directors as a mandatory

iten to be dealt with by the said Board on the occasions as set out in this

herctofore referred to paragraph.

Empiovees of Mississippi

It is agreed that Mississippi will provide to the Corporation, at no expense to
the Corporation for a period of three (3) months following the execution of this
agreement, the assistance of Brian Gallagher and Ray Clement to help and
assist with the transfer of the distribution system and af] billing services,

computer networks, etc, for the Corporation,

It is agreed that the Corporation will not use the setvices of the employee on a
regular basis, but simply in an ‘advisory capacity’ when required by the

Corporation during this interim period.

Promissory Note, Interest and Security for Debt

The parties hereto agree that Pembroke, in exchange for one-lalf of the net

book value of the assets, has, to this date, received a Promissory Note from the

Corporation with the amount of the Promissory. Note to.be it the amount oo

$4,364,000.00, Pembroke will be subject to any adjustment with respect to
the Note, as set out in Paragraphs 4.0 (Valuation) and/or Paragraph 19.0

(Obligations of Shareholdersherein.
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(b) The parties hereto further acknowledge and agree that Beachburg, in exchange
for one-half of the net book value of its assets, has received a Promissory Note
from the Corporation with the amount of the Promissory Note being in the
amount of $ 147,000.00. Beachburg will be subject to any adjustment with

respect to the Note, as set out in Paragraphs 4.0 (Valuation) and/or Paragraph

19.0 (Obligations of Shareholders) herein,

(¢) The parties hereto agree that Mississippi Mills, in exchange for one-half of the
net book value of its assets, will receiye a Promissory Note from the
Cotporation with the amount of the Promissory Note to be § 839,000.00 and ~
any adjustiment to the Note, as provided for in Paragraph 4.0 (Vatuation) and/or

Paragraph 19.0 (Obiigations' of Shareholders) herein,

(d) The parties hereto agree that Killaloe, in exchange for one-half of the net book
value of its assets will receive a Promissory Note from the Corporation in the
amount of $ 179,000.00 and any adjustment to the Note as provided for in

Paragraph 4.0 (Valuation) and/or Paragraph 19.0 (Obligations of Shareholdcrs)

herein.

oe_(€)... The parties further agree that the Cotporation shall pay.interestonthe

Promissory Notes to Pembroke, Beachburg, Mississippi and Killaloe on their
respective Notes in an amount not to exceced the maximum interest rate allowed
by the Ontario Energy Board based upon their Handbook or any other

regulation. schedule, document to be prepared or enacted by them or any
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successors to the said Ontario Energy Board or any other entity with regulatory

authority for utilities in the Province of Ontario.

The parties hereto agree that they may adjust the interest rate on the said
Promissory Notes at the times and in the manner as set out by the regulation,
and in an amount not to exceed the maximum interest rate allowed by any
schedule, statute or otherwise as enacted by the Ontario Energy Board or any

successor in the Province of Ontario.

The parties hereto agree that the interest shall be calculated annually and paid -

quat'terfy to Pembroke, Beachburg, Mississippi and Killaloe respectively,

The parties further agree that the Promissory Note will be for a period of
twenty (20) years and shall be duc and payable twenty (20) years after market
opening, (which is currently slated for the 07* day of November, 2000). As
such, the Note will be due and payable at the later of November 07", 2020, or

twenty (20) yeats after actual market opening,

The parties further agree that the said Promissory Notes shall be non-interest

..bearing from the 017 day of January, 2000 to market opening, whichis .. ..

currently slated for the 07" day of November, 2000.

The parties further hereto agree that in the event that Ottawa River Power

Corporation is sold to a non-related entity or otherwise disposed of, the
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all meetings of the Board by the ditector nominated to the board by such
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Promissory Note, principal and any accrued interest shall at the option of the
noteholder be payable to Pembroke, Beachburg, Mississippi and Killaloe in

their respective amounts at the time of such sale or disposition.

The parties further agree that, should any interest payments fall due prior to the
final completion of all the Transfer By-Laws and necessary documents to effect
the transfer of the assets from Pembroke, Beachburg, Mississippi, Killaloc or
any other necessary approvals, such as OEB, such interest payments shall be
deemed due thirty (30) days after all necessary revisions of this agreement are
complete and OEB dnd all necessary approvals are obtaﬁwd. Such deferral

payments shall not be deemed as default.

Board of Dircetors of Corporation

Appointment and Replacement - The Board of Directors of the Cotporation

shall consist of at least one director from each Municipality.

Rentuneration - Directors of the corporation shall be remunerated as such for
their work and services to the Corporation, and the Corporation shall bear all

costs (including costs of transportation and lodging, if any) of the attendance at

sharcholder.

Appointment and Replacement - Except as they may otherwise agree in writing

in accordance with the terms hereof, the parties hereto agree that:
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(i)  the board of the Corporation will consist of seven (7) dircctors;

(i) all voting rights in respect of the shares shall be excrcised for the election
and maintenance in office as directors of four (4) nominees of Pembroke,
one (1) nominee of Beachburg, one (1) nominee of Mississippi and one
nominee of Killaloe;

(iii) the number of directors from time to time constituting a quorum at the
meetings of the Board shall be a majority of the directors, provided that at
least two directors nominated by Pembroke be present and at least two

 other directors nominated by Beachburg, Mississippi and/or Killaloe be
present,

(iv) on the appointment or election of each director, the secretary of the
corporation shail make note of the nominator of the director in the records
of the corporation and the nominator shall be entitled by direction in
writing, from time to time, to remove its nominee or nominces and to
nominate his successor or succe.ssors who shall promptly be elected a
dircctor as contemplated herein;

(v) resolutions shall be decided by a majority of those voting;

(vi) subject to the provisions with respect to recorded votes, the chairman of

the meeting shall have a second or casting vote;

resident Canadians. as such term is defined in the Business Corporations

Act of Ontario.
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(a)

(b)

Officers

Appointment - Until changed by resolution of the Board, the officers of the
Corporation shall maintain the following positions:

Office
Chairman of the Board

President
Vice-President
Secretary-Treasurer

Remuneration - Officers of the Corporation shall be remunerated as such for
their work in and services to the Corporation, and the Corporation shall

retmburse them for all of their out-of-pocket expenses incurred in performing

- their duties, including reasonable costs for transportation and lodging, save and

except if an employee or independent contractor of the Cotporation or as a
proxy to a shareholder, is an officer of the Corporation, in which case out of

pocket expenses only shall be reimbursed by the Corporation to the shareholder

on behalf of which such officer is acting,

Restrictions on management of the Corporation

{a) Unanimous approval - Except with the written consent of each of the
parties to this agreement, no action will be taken by the directors and/or
“officeis on behalf of ihe Corpotation of wiili respect to any of the
following:
{) changing the provisions in the by-laws of the Corporation;

(i) the sale of all or substantially all of the properties and assets of the
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corporation;

(i) issuance of any new shares of the Corporation, except for the purposes of
allowing the entry of member shareholders of other municipal electrical
utilities;

(iv) the dissolution or winding up of the Corporation,

Special approval - except with the written consent of the parties to this
Agreement that are the holders of 80% of the aggregate number of shares
outstanding at such time, no action will be taken by the directors and/or

officers on behalf of the Corporation or with respect to any of the following:

(i) the declaration or payment of any dividend, distribution or bonus to
employees;

(ii) the acquisition or disposition by the Corporation of interests in other
enterprises;

(iit) the purchase, sale, mortgaée or lease by the Corporation of any real
propetty;

(iv) any purchase, commitment, lease or expenditure which, if

completed, would raise the aggregate of capital expenditures of the

Corporation in any fiscal year to more than $3 million adjusted by

.inflation in.each year; with.the base year for. inflation calculation —..—..........

purposes being the year 2000,
(v) the employment of any person at an aggregate (including benefits)
annual remuncration of more than or equal to $100,000.00 per year

or an increase it the remuneration of any cmployee to a total in




(vi)

(vif)

(viii)

(ix)

(x)

(xii}

(xii)

21-
excess of that amount, with the base year for inflation calculation
purposes being the year 2000,
the lending of money by the Corporation in any year in excess of
$100,000.00, except to an affiliate corporation.
ay commitment by the corporation which raises the aggregate of the
outstanding obligations of the corporation for material or supplies
(excluding the cost of power and labour) at any one time in a fiscal
year to more than $1 .5‘million adjusted by inflation, with the basc
year for inflation calculation purposes being the year 2000.
the authorization or execution by the Corporation of any contract,
the pcrt;ormance of which by the Corporation will require more than
three (3) years and calls for a contractual amount in excess of
$200,000.00 with the exception of the Hydro Pontiac Operating
Agreement and with the exception of any contract with any power
suppliers, with the base yeétr for inflation calculation purposes being
the year 2000,

the guarantee by the corporation of the debts of any other person in

any amount,

the approval of the audited Financial Statements of the Corporation;

the amendment of the signing authority relating to the corporation’s

bank accouts;

any action or transaction not in the ordinary course of the business of

the Corporation; or

the issuance of new shares of the Corporation for the purposes of
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allowing the entry of member shareholders of other municipal

electrical utilities.

Voting Powers

The parties hereto shall at all times use their voting powers (whether expressed
by way of vote or written consent) in accordance with the provisions of this
Agreement and for the purposcs of effectuating the same and for the purposcs
of ensuring that the directors of the Corporation shall exercise their powers as
members of the Board consistently with the provisions of this Agreement and
for the purposes of effecting the same. The Board shall see to it that the officers
and employees of the Corporation carry out all duties which they ére required

to perform under the provisions of this Agreement.

Additional Parties

Every issue and transfer of shares shall be subject to the ;:ondition that each
subscribed or transferee, as the case may be, shall, if nota party hereto, agree
to be bound by the terms hereof and become a party hereto by executing an
agreement to be bound hereby. Any agreement to be bound hereby and any

other agreement in favour of the parties hereto shall be effectively delivered to

each party hereto by delivering fo the secretary of the Corporation a signed - oo |

copy thereof and the secretary shall thereupon forward a photocopy of such

copy to each party hereto.

Obligations of Sharcholders
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(a) Each of the shareholders to this agreement referred to herein shall be
responsible for costs incurred to effect the Corporation and the work performed
with respect to the corporation which costs shall include:
(i) the costs of incorporation;
(i) the drafting of the necessary by-laws for the Corporation;
(iti) the Sharehoider’s Agreement;

(iv) the Transfer By-law;

(v) the costs of accountants incurred for the Corporation.

(b) The parties hereto agree that any shareholder may pay for these expenises,
either in cash or by a reduction in its issued shares valued at net book value,
- reduced by its proportionate cost in the Corporatidn. This cost may be adjusted

as hew municipalities become sharcholders in the Corporation,

20.0 Objects of the Corporation

(a) The parties hereto agree that the shareholders, the officers and directors and
parties hereto agree that the Corporation is incorporated to distribute power and
that the parties and all the shareholders and directors and officers hereto are

obligated to comply with all the provisions, terms and obligations as set out in

the objects of the Corporation which requires such distribution on supply of
power. It is agreed by all parties that all service areas covered by the

municipalities who are shareholders of the Corporation shall be treated

similarly and with equality.

..1he gorporation documents and restrictions. in their objects.and .must carry.out .|
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(b) In the event that any disagreement arises between the parties hereto with
reference to this agreement, or any matters arising hereunder, and upon which
the parties cannot agree then every such disagreement shall be referred to
arbitration pursuant to provisions of the Arbitrations Act, R.5.0. 1990,

Chapter A.24 and in accordance with the provisions of the following:

(i) The reference to arbitration shall be to three (3) arbitrators, one of whom
shall be chosen by each party to the disagreement and the third by the two
- so chosen and the third arbitrator so chosén shall be the chairman;
provided, however, that if the parties are ;bfe to agree upon a single
" arbitrator, the reference to arbitration shall be to that single arbittator.

(i) The award may be made by the majority of the arbitrators.

(iif) If the arbitrators have allowed their time or extended time for making an
award, as provided i;'l the Arbitrations Act, to expire without making an
award or if the Chairman shall have delivered to the parties to the
arbitration a notice in writing stating that the arbitrators cannot agree, any

party to the arbitration may apply to the Superior Court of Justice or to a

.. judge thereof to appoint an umpire who shall have the like powertoactin |

the reference and to make an award as if he had been duly appointed by
all the parties to the submission and by the consent of all the parties who

originally appointed the arbitrators thereto,

(iv) If an umpire is appointed pursuant to the foregoing, such wmpire shall
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make his award within one month after the original or extended time
appointed for making the award of the arbitrators has expired on or before
any later daie to which the parties to the reference by a writing signed by
them may from time to time enlarge the time for making the award, or if
such parties have not agreed, then within such time as the Court or judge
appointing such arbitrator may deem proper.

(v) There shall be no appeal from the award of the arbitrator or arbitrators in

accordance with the provisions of the Arbitrations Act,

"Amendment of Agrecement

This agreement may be amended or altered in any of its provisions and such

changes shall become effective when reduced to ;,vrfting and signed by the

parties hereto,

Termination of Agreement

This agreement shall terminate on the occurrence of any of the following:

i)  written agreement of the parties hereto;

if)  bankruptey, receivership or dissolution of the Corporation.

Binding on HeivsandOthers .~~~

This agreement shall be binding not ony on the parties hereto, but also upon
their heirs. executors, administrations or assigns and the parties hereto or any
amalgamated corporations that may be amalgamated in the future in the

Province of Ontario with the corporations referred to herein, agree for
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themselves, their heirs, €xecutors, administrators or assigns to execute any
instruments which may be necessary or proper to carry out the purpose and

intent of this agreement,

Notices
All notices, demands, requests, consents and approvals which may or are
required to be given or made pursuant to any provision of this Agreement shal]

be given or made in writing and shall be served personally or mailed by

prepaid and registered mail, in the case oft -

Corporation of the City of Pembroke, 1 Pembroke Strect East, Box 277,
Pembroke, Ontario, K8A 6X3,

Corporation of the Village of Beachburg, Beachburg, Ontario, K0J 1C0.

Corporat.ion of the Town of Mississippi Mills, 28 Mill Street, P.O, Box 179,
Almonte, Ontario, KOA 1AQ.

Corporation of the Township of Killaloe, Hagarty and Richards (formally
Killaloe Hydro Electric Commission), 1 John Street, Box 39, Killaloe, Ontario,

K8J 2A0.

Ottawa River Power Corporation, PO Box 1087, Pembroke, Ontario
KB8A 6Y6.

or to such other addresses as the parties may from time to time advise the other

parties hereto by notice in writing, The date of receipt of any such notice,

demand or request shall be deemed to be the date of delivery of such nq}i_g_:_g{_m R

demand or request if served personally, or if mailed as aforesaid. the third day

of business following the date of such mailing,

The invalidity of any provision of this Agreement or any covenant herein

contained on the part of any party shal not affect the validity of any provision
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or covenanl hereof or hercin contained.

26,0 This agreement shall be governed by and construed in accordanee with the

laws of the Province of Ontario,

27.0 Time shall be of the essence of this Agreement,

IN WITNESS WHEREQT the parties hercto have hereunto set their hands and A

" seals on the date first above wrilten,

SIGNED, SEALED AND DELIVERED ) THE CORPORATION OF THE CITY
in the presence of } OF PEMBROKE

A

) VILLAGE OF BEACHBURG

)

Qf/— , © N
) 4/-, /i‘j S 2 ipjreesieh S
) 7

/4///5,4 ks W |

OF MISSISSIPPI MILLS

6}'LZ rf . %a;,u..z"i

o~ f’
.. :’1‘ e
L/ e

)
)

)

-

) THE CORPORATION OF THE TOWN
)

)

)

)

)

)

)

)
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)

)
) THE CORPORATION OF THE

) TOWNSHIP OF KILLALOE, HAGARTY
) AND RICHARDS (formerly KILLALOE
) HYDRO ELECTRIC COMMISSION

) OTTAWA RIVER POWER

%{” /Zf"m/)” ORPORATION,

1‘,HAW

) Pres:dent




