>>\"\<< THUNDER BAY

HYDRO

April 12, 2018

Ontario Energy Board
2300 Yonge Street
P.O. Box 2319

Suite 2700

Toronto, ON M4P 1E4

Attention: Ms. Kirsten Walli
Board Secretary

Dear Ms. Walli:

Re: Thunder Bay Hydro Electricity Distribution Inc. (Thunder Bay Hydro) and
Kenora Hydro Electric Corporation Ltd. (Kenora Hydro)
Corporation application under section 86 of the Ontario Energy Board
Act, 1998 and application for other related relief (EB-2018-0124)

Please find enclosed an application pursuant to section 86 of the Ontario Energy Board Act, 1998, filed
on behalf of applicants Thunder Bay Hydro Electricity Distribution Inc. and Kenora Hydro Electric
Corporation Ltd.

Please do not hesitate to contact the undersigned if you have any questions in relation to the
foregoing.

Sincerely,

Signed in the original

Brittany J. Ashby

Supervisor, Business & Regulatory Affairs
Thunder Bay Hydro Electricity Distribution Inc.
34 Cumberland Street North

Thunder

Bay, Ontario

P7A 4L4

Phone: (807) 343-1054
Fax: (807) 343-1009
Email: bashby@tbhydro.on.ca

Cc: Ron Clark, Aird & Berlis LLP counsel to Thunder Bay Hydro
Cc: Dan Gormley, Goodmans LLP counsel to Kenora Hydro
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EB-2018-0124

IN THE MATTER OF Sections 86 and 18 of the Ontario Energy Board Act, 1998,
S.0. 1998, C.15, Sched. B, as amended; and

AND IN THE MATTER OF an application for the relief necessary to effect the
consolidation of Thunder Bay Hydro Electricity Distribution Inc. and Kenora Hydro
Electric Corporation Ltd. into an entity referred to in this Application as “LDC
Mergeco”, in the manner set out in this Application.

APPLICATION

FILED: APRIL 12, 2018

Thunder Bay Hydro Electricity Kenora Hydro Electric Corporation Ltd.
Distribution Inc.

34 Cumberland Street North Box 2680-215 Mellick Avenue
Thunder Bay, Ontario Kenora, Ontario

P7A 4L4 PON 3X8

Aird & Berlis LLP
Barristers and Solicitors
Brookfield Place

Suite 1800, Box 754
181 Bay Street
Toronto, Ontario

M5J 2T9

Dennis M. O’Leary — LSUC No. 24184H
Tel:  416-863-4711

Fax: 416-863-1515

Email: doleary@airdberlis.com
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Figure 1 - Mapping of Application to Handbook Filing Requirements

*Handbook refers to the Handbook to Electricity Distributor and Transmitter Consolidations, January 19,

2016.

Filing Requirement for Consolidation Applications - January 19, 2016 Reference |Notes /Evidence
Section |Filing Requirements

2.1 Exhibit A: The Index
Table of Contents 211
Mapping of Application 211 Figure 1: Mapping of Application
Certification of Evidence 2121213

Signed by Senior Officer

2.2 Exhibit B: The Application

221 Administrative
* Legal name of the applicant or applicants 2211
* Brief description of the nature of the transaction for which approval of the OEB is sought by the . .
applicant or applicants 2211 Figure 2: Proposed Corporate Structure
Mo Harm Test 221.2
* Details of the authorized representative of the applicant/s, including the name, phone and fax 2213
numbers, and email and delivery addresses =i T
* Legal name of the other party or parties to the transaction, if not an applicant 221.3
= Details of the authorized representative of the other party or parties to the transaction, including 2943
the name, phone and fax numbers, and email and delivery addresses e T

2.2.2 Description of the Business of the Parties to the Transaction
= Describe the business of each of the parties to the proposed transaction, including each of their
electricity sector affiiates engaged in, or providing goods or services to anyone engaged in, the  |2.2.2.1
generation, transmission, distribution or retailing of electricity.
= Describe the geographic service are of each of the parties after completion of the proposed 2991
transaction. =
* Describe the geographic territory served by each of the parties to the proposed transaction, . . . P
including each of their affiiates, if applicable, noting whether service area boundaries are 2222 Attachment A: Thunder Bay Hydro Service Territory Distribution lap

contiguous or if not the relative distance between service boundaries.

Atftachment B: Kenora Hydro Service Territory Distribution Map
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Reference

Notes / Evidence

Section |Fi|ing Requirements

* Provide a corporate chart describing the relationship between each of the parties to the
proposed transaction and each of their respective affilates.

2222

Figure 2: Proposed Corporate Structure

* Describe the customers, including the number of customers in each class, served by each of
the parties to the proposed transaction

2223

Figure 3: Proposed LDC Merge Co Custemer Connection Count by Rate
Class

* If the proposed transaction involves the consolidation of two or more distributors, please
indicate the current net metering thresholds of the utilties involved in the proposed transaction.
The OEB wil, in the absence of exceptional circumstances, add together the KW threshold
amounts allocated to the individual utiities and assign the sum to the new or remaining utility.
Applicants must indicate if there are any special circumstances that may warrant the OEB using a
different methodology to determine the net metering threshold for the new or remaining utility.

2224

Figure 4: Thunder Bay Hydro Met Meter Threshold
Figure 3: Kenora Hydro Net Meter Threshold
Figure 6: LDC Merge Co Met Meter Threshold

Description of the Transaction

* Provide a detailed description of the proposed transaction.

223

* Provide a clear statement on the leave being sought by the applicant, referencing the particular
section or sections of the Ontario Energy Board Act, 1558

223

* Provide details of the consideration (e.g. cash, assets, shares) to be given and received by
each of the parties to the proposed transaction.

223

= Provide all final legal documents to be used to implement the proposed transaction.

2.2.3.1

Attachment C. The *MPA”

* Provide a copy of appropriate resolutions by parties such as parent companies, municipal
council's, or any cther entties that are required to approve a proposed transaction confirming that,
all these parties have approved the proposed transaction.

2232

Attachment D: City of Thunder Bay Copy of Resclution -Comittee of Whole
Aftachment E: City of Kenora Copy of Resolution

Attachment F: Thunder Bay Hydro Corporation Resolution H17-138 MPA
Attachment G: Thunder Bay Hydro Electricity Distribution Inc Reselution D17-
424MPA

Attachment H : Thunder Bay Hydro Corp Resolution H17-13%

Impact of transaction on the OEB's statutory objectives

Filing Requirement for Consolidation Applications - January 19, 2016

Reference

Notes [ Evidence

Section |Fi|ing Requirements

* Indicate the impact the proposed tranzaction will have on consumers with respect to prices and
the adequacy, reliability and quality of electricity service.

2241

Figure 7: Reliabilty Metrics SAIDI/ SAIFI

* Provide a year over year comparative cost structure analysis for the proposed transaction,
comparing the costs of the utilities post transaction and in the absence of the transaction.

2242

Figure & : Y'ear over ear Comparative Cost Structure Analysis

* Provide a comparison of the OM&A cost per customer per year between the consolidating
distributors.

2243

Figure 9: OM&A Cost per Customer per Year (2018}

* Confirm whether the proposed transaction will cause a change of control of any of the
transmission or distribution system assets, at any time, during or by the end of the transaction.

2244

* Describe how the distribution or transmission systems within the service areas wil be operated.

2245

Objective 2 — Promote economic

ctiveness and to facilitate the
ectricity industry

iency and cost
financially viable el

maintenance of a

* Indicate the impact that the proposed transaction wil have on econoemic efficiency and cost
effectiveness (in the distribution or transmission of electricity), identifying the various aspects of
utility operations where the applicant expects sustained operational efficiencies (both guantitative
and gualitative).

2246

Figure 10: Total Net Synergies

* ldentify all incremental costs that the parties to the propesed transaction expect to incur which
may include incremental transaction costs (e.g. legal, regulatory), incremental merged costs (e.g
employee severances), and incremental on-going costs (e.g. purchase and maintenance of new
IT systems). Explain how the consolidated entity intends to finance these costs.

2247

* Provide a valuation of any assets or shares that will be transferred in the proposed transaction.
Describe how this value was determined

2248

Figure 11: Valuation Summary

* If the price paid as part of the proposed transaction is more than the book value of the assets of
the selling utility, provide details as to why this price wil not have an adverse effect on the
financial viability of the acguiring utility.

2249

* Provide details of the financing of the proposed transaction.

2.2.4.10
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Filing Requirement for Consolidation Applications - January 19, 2016 Reference |Notes/Evidence
Section |Filing Requirements
Attachment | Thunder Bay Hydro 2015 Audited Financial Statement
* Provide financial statements (including balance sheet, income statement, and cash flow 29411 Attachment J: Thunder Bay Hydro 2016 Audited Financial Statement
statement) of the parties to the proposed transaction for the past two most recent years. - Attachment K: Kenora Hydro 2015 Audited Financial Statement
Aftachment L: Kenora Hydro 2016 Audtted Financial Statement
* Provide pro forma financial statements for each of the parties (or if an amalgamation, the
consolidated entity) for the first full year following the N
completion of the proposed transaction 22412 Attachment M: LDC MERGE CO PROFORMA Financial Statement
2.2.5 Rate considerations for consolidation applications
* Indicate a specific deferred rate rebasing period that has been chosen. 2251
Confirm that the ESM will be as required by the 2015 Report and the Handbook 2252
If the applicant's proposed ESM is different from the ESM set out in the 2015 Report, the applicant 2253
must provide evidence to demonstrate the benefit to the customers of the acquired distributor i
2.2.6  Other Related Matters
a) Implementation of new or the extension of existing rate riders. 2261
. . Figure 12: 2017 OEB Approved Thunder Bay Hydro Rate Riders
B} Transfer of rate order and licence 2.2.6.2 Figure 13: 2017 OEB Approved Kenor Hydro Rate Riders
c) Licence amendment and cancellation 2.26.3
d) Approval to continue to track costs to the deferral and variance accounts currentty approved 2926.4
by the OEB S
&) Approval to use different accounting standards for financial reporting following the closing of 2265

the proposed transaction

Text searchable and bookmarked PDF documents
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2.1.2 Certification of Evidence

The undersigned, the President and CEO of Thunder Bay Hydro Electricity Distribution Inc. in

my capacity as an officer of that corporation and without personal liability, hereby certify to the
best of my knowledge, as at the date of this certification, that the evidence in the Application is
accurate, consistent and complete.

Robert Mace, President and CEO
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2.1.3 Certification of Evidence

The undersigned, the President and CEO of Kenora Hydro Electric Corporation Inc. in my
capacity as an officer of that corporation and without personal liability, hereby certify to the

best of my knowledge, as at the date of this certification, that the evidence in the Application is
accurate, consistent and complete.

David Sinclair, President and CEO
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2.2 EXHIBIT B THE APPLICATION

2.2.1 Administrative

2.2.1.1 The Applicants

This is an application (“Application”) to the Ontario Energy Board (“OEB” or the
“Board”) seeking leave and any other approvals necessary for the amalgamation of Thunder
Bay Hydro Electricity Distribution Inc. (“Thunder Bay Hydro”) and Kenora Hydro Electric
Corporation Ltd. (“Kenora Hydro”) (collectively, the “Applicants”). Both Applicants are
licensed local electricity distribution companies (“LDCs”) that propose to amalgamate into a
single LDC (referred to as “LDC Mergeco” in this Application) that will serve 56,300
customers. Mergeco’s name is not yet settled at the time of filing the Application. The

applicants expect to have a name subsequent to OEB’s approval of the Application.

Thunder Bay Hydro is a LDC in Northwestern Ontario (1,394 KM from Toronto) which serves
approximately 50,700 customers in the City of Thunder Bay and Fort William First Nation
Reserve. Thunder Bay Hydro’s electrical system spans nearly 387 kilometers of line and is
supplied by three 44,000 volt feeders from Hydro One Networks Inc. (“HONI”)’s Birch, Fort
William and Port Arthur transformer stations. Thunder Bay Hydro is surrounded by Hydro
One, and is not a host utility to embedded distributors.

Kenora Hydro is a LDC in Northwestern Ontario and serves approximately 5600 customers in
the City of Kenora, the most westerly city in the province (1,863 km from Toronto and 489 km
from Thunder Bay). Kenora Hydro’s electrical system spans over 24 kilometers of line.
Kenora Hydro is supplied through the Hydro One transmission system at 115kV which is
stepped down through Kenora Hydro’s substation to primary distribution voltage of 12,470 V.
Kenora Hydro is surrounded entirely by Hydro One, and is not a host utility to embedded

distributors.
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This Application seeks leave from the OEB for the amalgamation of Thunder Bay Hydro and
Kenora Hydro as approved by the two Municipalities in accordance with the Amalgamation
Agreement (“Agreement”). The specific items of the relief being sought are discussed in

Section 2.2.3 of the Application.

The Application is organized to follow the order of the Filing Requirements contained in the
Board’s January 19, 2016 Handbook to Electricity Distributor and Transmitter Consolidations
(the “Handbook”). The mapping of the Application’s contents and evidence to the
Handbook’s Filing Requirements is provided in Figure 1 Mapping of Application and identifies
the location of the evidence within the Application. The Application also adheres to the
Board’s March 26, 2015 Report on Rate Making Associated with Distributor Consolidation
(the “Consolidation Policy”) and the Handbook.
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2.2.1.2 The “No Harm” Test

The “No Harm” test is used by the OEB to ensure that the proposed consolidation will not
have an adverse effect on the attainment of the OEB’s statutory objectives. The Applicants
submit that the “No Harm” test has been met. In fact, as demonstrated by this Application,
the proposed consolidation will provide benefits to customers relative to the status quo.

Section 2.2.4.2 provides a comparison of the cost structures of the Applicants, on a status
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quo and post consolidation basis. It confirms that customers will benefit from the

amalgamation.

In particular, as is demonstrated by the evidence in this Application:

The proposed transaction is forecasted to positively impact the customers of the
Applicants with respect to price and the adequacy, reliability, and quality of electricity
service;

Although the consolidation will result in transaction and transition costs, the
Applicants forecast realizing sufficient cost synergies and operational efficiencies,
which will cover these one-time costs;

LDC Mergeco will continue to promote electricity conservation and demand
management;

LDC Mergeco will continue to facilitate the implementation of smart grid in Ontario;
LDC Mergeco will continue to promote the use and generation of electricity from
renewable sources and will continue to reinforce the distribution systems throughout
its service territories in order to accommodate the connection of renewable energy
generation facilities;

Once the consolidation is completed and the businesses are integrated, LDC
Mergeco shall continue to be compliant with all OEB Codes, Distribution Licenses,
IESO Market Rules, statutes and regulations; and

The Board has acknowledged that consolidation enables distributors to address
challenges in an evolving electricity industry. The proposed consolidation promotes
the objectives of the OEB’s Renewed Regulatory Framework for Electricity

Distributors — A Performance Based Approach.
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The proposed transaction impacts are anticipated to be positive or neutral. There are no
anticipated adverse impacts and as such, the Applicants submit that they meet the

Board’s “No Harm” test.
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2.2.1.3 Details of the Authorized Representatives of the Applicants

The Applicants’ authorized representatives are set out below.

Thunder Bay Hydro Electricity Distribution Inc.

Robert Mace, MBA
President & CEO

Thunder Bay Hydro Electricity Distribution Inc.

34 Cumberland Street North
Thunder Bay, Ontario
P7A 4L4

Phone: (807) 343-1122
Fax: (807) 343-1009
Email: rmace@tbhydro.on.ca

Cindy Speziale, CPA, CA
Vice President, Finance

Thunder Bay Hydro Electricity Distribution Inc.

34 Cumberland Street North
Thunder Bay, Ontario
P7A 4L4

Phone (807)-343-1118
Fax (807)-343-1009
Email: cspezial@tbhydro.on.ca

Brittany Ashby, BMGMT
Supervisor, Business & Regulatory Affairs

Thunder Bay Hydro Electricity Distribution Inc.

34 Cumberland Street North
Thunder Bay, Ontario
P7A 4L4

Phone: (807) 343-1054
Fax: (807) 343-1009
Email: bashby@tbhydro.on.ca
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Thunder Bay Hydro Electricity Distribution Inc. Counsel

Ron Clark - AIRD & BERLIS LLP
Barristers & Solicitors

Brookfield Place

181 Bay Street, Suite 1800
Toronto, Ontario

M5J 2T9

Phone: (416) 863-1500
Fax: (416) 863-1515
Email: rclark@airdberlis.com

Kenora Hydro Electric Corporation Ltd.

David Sinclair

President & CEO

Kenora Hydro Electric Corporation Ltd.

Box 2680-215 Mellick Avenue, Kenora, Ontario
PON 3X8

Phone: (807) 467-2075
Fax: (807) 467-2068
Email: dsinclair@kenora.ca

Janice Robertson, CPA, CA

Manager of Finance & Regulatory Affairs
Kenora Hydro Electric Corporation Ltd.

Box 2680-215 Mellick Avenue, Kenora, Ontario
PON 3X8

Phone: (807) 467-2014
Fax: (807) 467-2068
Email: jrobertson@kenora.ca
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Dan Gormley — Goodmans LLP
Bay Adelaide Centre — West Tower
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Toronto, Ontario

M5H 2S7

Phone: (416) 979 — 2211
Fax: (416) 979-1234
Email: dgormley@goodmans.ca
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1 2.2.2 DESCRIPTION OF THE BUSINESS OF THE PARTIES TO THE

2 TRANSACTION
3
4 2.2.2.1 Introduction
5
6 The consolidation will involve one transaction: the amalgamation of Thunder Bay Hydro and
7 Kenora Hydro. This transaction will be the first amalgamation of its kind of two municipally
8 owned Northwestern Ontario LDCs and will service over 56,600 customers and have a
9 combined rate base of approximately $120M.
10

11 2.2.2.2 LDC Profiles

12

13 Thunder Bay Hydro is an electricity distribution company regulated by the OEB under license
14 ED-2002-0529. It distributes electricity to over 50,700 residential, commercial, and industrial
15 customers in the City of Thunder Bay and Fort William First Nation Reserve. Thunder Bay
16 Hydro was incorporated in 2000 under the Ontario Business Corporations Act, as mandated
17 by The Electricity Act, 1998. Thunder Bay Hydro is a wholly owned subsidiary of Thunder
18 Bay Hydro Corporation (“TBHC”). TBHC is wholly-owned by The Corporation of the City of
19 Thunder Bay. Thunder Bay Hydro operates under the direction of a seven member Board of
20 Directors that is appointed by the City of Thunder Bay.

21

22 Thunder Bay Hydro has three affiliate companies Thunder Bay Hydro Corporation, Thunder
23 Bay Hydro Renewable Power Incorporated and Thunder Bay Hydro Utility Services Inc.

24

25 Thunder Bay Hydro Corporation is wholly-owned by the Corporation of the City of Thunder
26 Bay. It is a holding company for shares of each of three subsidiaries; namely Thunder Bay
27 Hydro, Thunder Bay Hydro Renewable Power Incorporated and Thunder Bay Hydro Utility
28 Services Inc.

29

30 Thunder Bay Hydro Renewable Power Incorporated (TBHRPI) is wholly-owned by Thunder

31 Bay Hydro Corporation. Its strategy is to develop renewable energy generation projects in
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the Thunder Bay area. The company owns, operates and manages the Mapleward
Generating Station.

Thunder Bay Hydro Utility Services Inc. (TBHUSI) is wholly-owned by Thunder Bay Hydro
Corporation. It provides back office systems and support, IT hosted applications;
underground locate services and program management that includes conservation programs
to other electric utility companies in the district. Metering services are also provided to large

industrial customers in the region.

Kenora Hydro is an electricity distribution company regulated by the OEB under license ED-
2003-0030. It distributes electricity to over 5,600 residential, commercial, and industrial
customers in the City of Kenora. Kenora Hydro was incorporated in 2000 under the Ontario
Business Corporations Act, as mandated by The Electricity Act, 1998. The Corporation of the
City of Kenora owns 100% of the shares of Kenora Hydro. Kenora Hydro operates under the

direction of a six member Board of Directors that are appointed by Kenora City Council.

Geographic Service Territory Area Mappings have been attached to this application as
Attachment A Thunder Bay Hydro Service Territory Distribution Map, and Attachment B
Kenora Hydro Service Territory Distribution Map. The service territories of the two
distributors are approximately 489 km apart. The Applicants propose to continue to service
these non-contiguous service areas under the amalgamated company name of LDC
Mergeco after completion of the proposed transaction. LDC Mergeco will be renamed
subsequent to the Application approval.

The Corporate chart illustrating the proposed relationship between each of the distributor’s
shareholders and their respective affiliates are provided below in Figure 2. LDC Mergeco
Shareholders’ Agreement provides that on the closing date the initial board of directors shall
be comprised of seven directors appointed by Thunder Bay Hydro Corporation as approved

by the City of Thunder Bay, and one director appointed by City of Kenora.
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The following table provides the number of customers/ connections by rate class for 2016 for

both of the Applicants and the combined total number of customers and connections as LDC

Mergeco:

Figure 3 - Proposed LDC Merge Co Customers/ Connections by Rate Class

2016 Mumber of Customers/ Connections
by Rate Class

Customer Rate Classification Thunder Bay Hydro  |Kenora Hydro Mergeco Total

1 |Residential 45,602 4,755 50,357
2 |General Service <50 kW 4,679 755 5,434
3 |General Service > 50 - 999 kW 468 60 528
4 [General Service = 1000 kW 20 20
5 |[Street Lighting - Connections 13,253 534 13,787
6 |Sentinel - Connections 153 153
7 |Unmeterd Scattered Load - Connections 433 33 466
8 |Total 64,608 6,137 70,745
9

10 |Microfit 221 17 238
11 |Fit 2 3
12 |RESOP 2 2
13 [HCI 1 i] 1
14 [Total 226 18 244

2.2.2.4 Net Metering Thresholds

The current net metering thresholds for Thunder Bay Hydro and Kenora Hydro in 2014, 2015,

and 2016 are provided in Figure 4, and 5 respectively. Figure 6 provides a summation for the

consolidated LDC Mergeco. There are no special circumstances to the Applicants knowledge

that warrant the OEB using a different methodology to determine the net metering threshold.
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Figure 4 - Thunder Bay Hydro Net Meter Threshold

Thunder Bay
Hydro
L System Peak Net Metering
. Distributor (KWY) 1% Rule (kW) Threshold (KW)
2 2014 182,512 1,825 2,422
3 2015 180,037 1,800 1,520
4 2016 170,122 1,701 1,766
5 3 -Year Average 177,557 1,776 1,903

Figure 5 - Kenora Hydro Net Meter Threshold

Kenora Hydro
L System Peak Het Metering
1 Distributor (kW) 1% Rule (KWW) Threshold (kW)
2 2014 21,756 218 12
3 2015 20,693 207 112
a4 2016 19,063 191 143
5 | 3-Year Average 20,504 205 89

Thunder Bay Hydro’s current net metering threshold is 1,766kW and Kenora Hydro’s current
net metering Threshold is 143 kW. Thunder Bay Hydro currently has 3 net metered solar
generation customers. Kenora Hydro currently has 1 net metering customer. Each utility has
multiple other generation contracts which can be observed above in Figure 3. Both Utilities
are considered winter peaking utilities in the industry due to their similar geographic locations

and customer base mix in the Northwestern Ontario.
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Figure 6 - LDC Mergeco Net Meter Threshold

LDC Mergeco
L System Peak Het Metering
Distributor (kW) 1% Rule (KWW} Threshold (KW)
2014 204,268 2,043 2,434
3 2015 200,730 2,007 1,632
2016 189,185 1,892 1,909
5 3 -Year Average 198,061 1,981 1,992

2.2.3 DESCRIPTION OF THE TRANSACTION

On March 9, 2018 Kenora Hydro and Thunder Bay Hydro signed a Merger Participation
Agreement to amalgamate under Section 174 of the Ontario Business Corporations Act and
continue as one Corporation. The registered head office will be in Thunder Bay. An
exchange of shares will take place resulting in the City of Kenora owning 9,100 common
shares of LDC Mergeco and Thunder Bay Hydro Corporation owning 90,900 common shares
of LDC Mergeco (subject to a valuation adjustment). The parties are planning for a closing
date for the amalgamation subsequent to OEB’s approval of the Application. Closing Date as
defined in the Merger Participation Agreement (“MPA”) means the last Business Day of the
month following the month in which the OEB issues its approval of the Amalgamation, or such

earlier or later date as may be agreed upon in writing by the parties.

The specific relief requested by the Applicants is the following:

» Leave for Thunder Bay Hydro and Kenora Hydro to amalgamate and continue as one

corporation under a name to be determined by the Parties (referred to herein as LDC
Mergeco) pursuant to Section 86 (1) ( c) of the OEB Act;

Leave for Thunder Bay Hydro and Kenora Hydro to transfer their distribution licenses and
rate orders to LDC Mergeco pursuant to Section 18 of the OEB Act;

The issuance of a new Electricity Distribution License for LDC Mergeco under Section 60 of

the OEB Act that will come into existence on the completion of the transfers of the
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distribution-related assets of the former Thunder Bay Hydro and Kenora Hydro to LDC
Mergeco to be followed immediately by the cancellation of the distribution license of the
former Thunder Bay Hydro and Kenora Hydro. The license application by LDC Mergeco is

being filed separately from the current application.

Details of Consideration

As outlined above, this application contemplates two Northwestern Ontario LDC’s amalgamating
and continuing under one corporation. A share exchange will take place. There will be no cash
consideration. Subsequent to the exchange of shares, the Corporation of the City of Kenora will
own 9.1% and Thunder Bay Hydro Corporation will own 90.9% of the common shares

respectively of LDC Mergeco.

2.2.3.1 Legal Agreements to Implement the Transaction

The terms and conditions under which the Applicants will achieve the amalgamation of Thunder

Bay Hydro and Kenora Hydro are set out in the following agreements:

» A Merger Participation Agreement (“MPA”) is included as Attachment C. The “MPA” has
been redacted to remove any “personal information” within the meaning of the Freedom of
Information and Protection of Privacy Act (Ontario) (“FIPPA”) and the OEB’s Distribution
System Code (“DSC”) which provide that such information should not be released publicly;

» An Amalgamation Agreement is included as schedule 2.3 of the MPA (Attachment C). The
Amalgamation Agreement has been redacted to remove any “personal information” within
the meaning of FIPPA and the DSC.

» Unanimous ‘LDC Mergeco’ Shareholders Agreement (“USA”) is included as schedule 1.1 (a)
of the MPA (Attachment C). The “USA” has been redacted to remove any “personal
information” within the meaning of FIPPA and the DSC.
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2.2.3.2 Amalgamation Resolutions

Multiple Resolution documents related to the amalgamation of the Applicants have been

provided in the following listed attachments:

e Attachment D: City of Thunder Bay Resolution — Committee of the Whole;

e Attachment E: City of Kenora Resolution;

e Attachment F:Thunder Bay Hydro Corp Resolution H17-138 MPA;

e Attachment G: Thunder Bay Hydro Electricity Distribution Inc. Resolution D17- 424
MPA;

e Attachment H: Thunder Bay Hydro Corp Resolution H17-139 MPA;

2.2.4 IMPACT OF TRANSACTION ON THE OEB’S STATUTORY OBJECTIVES

Objective 1 - Protect consumers with respect to price and the adequacy,
reliability and quality of electricity service

2.2.4.1 Impact with respect to Price and the Adequacy, Reliability and Quality
of Service

The Applicants propose that LDC Mergeco have two rate zones which consist of the current
service areas of Thunder Bay Hydro and Kenora Hydro. After amalgamation, Thunder Bay
Hydro customers will continue to have rates adjusted using the Price Cap IR methodology and
Kenora Hydro customers will continue to have rates adjusted using the OEB’s Annual IR Index

methodology. It is proposed that this continue for a five year rebasing deferral period.
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Price Impact

An important objective of LDC Mergeco is the creation of opportunities for efficiencies through
economies of scale, innovation, realizing competitive advantages throughout the service
territories, and the sharing of best practices across all facets of the business. Reducing
administration and operating expenditures by realizing synergies will be the focus. The
Applicants have estimated that a major portion of the efficiency gains are to be experienced
through the consolidation of administrative practices and economies of scale. This includes
the consolidation of management, billing, customer service, finance and regulatory functions.
The applicants also recognize that Thunder Bay Hydro has the resources and industry
experience to assist completing Kenora Hydro’s service territory distribution system plan
(“DSP”) which will promote synergies operationally. The net cost savings discussed above
would not be possible without the proposed amalgamation. LDC Mergeco expects to
provide distribution rates upon the next rebasing (subsequent to the proposed five year
deferral) that will be lower than they would have been, had the Parties remained as status quo
independent LDC'’s.

The consolidation will assist Kenora Hydro with the growing pressures placed on smaller LDC’s
to perform at the pace of the industry standard. The Applicants expect that the consolidation
will create synergies for LDC Mergeco while adhering to applicable OEB Codes and related

regulations.

The proposed amalgamation is expected to deliver ratepayer savings relative to the status
guo as follows:

» A lower cost structure at the time of the first anticipated rebasing, five years following
the completion of the consolidation, due to OM&A cost efficiencies resulting from
consolidation synergies;

» Thunder Bay Hydro customers benefit due to a 2 year extension using a Price Cap IR
methodology to set rates. Under the status quo scenario, Thunder Bay Hydro is due
to rebase in 2022. Historically, the adjustment of rates following a rebasing is greater
than using a price cap formulaic adjustment.

» Kenora Hydro customers will not see any change using IR Index Rate Adjustment
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Methodology. This will continue during the 5 year rebasing deferral period. There
will therefore be no rate impact on these customers as a result of the merger.

Rate adjustments are proposed to remain under a Price Cap IR for Thunder Bay Hydro’s
current service territory and under the Annual IR Index for Kenora Hydro’s current service
territory until the first rebasing of LDC Mergeco. Thunder Bay Hydro recently received a
Decision and Rate Order from the OEB for rates effective May 1, 2018 (EB-2017-0075) using
the Price Cap IR methodology. Kenora Hydro last rebased in 2011 (EB-2010-0135) and was
scheduled to rebase its distribution rates in 2016, however; it filed for 2016 and 2017 rates
using the Annual IR Index. Kenora Hydro also recently received a Decision and Rate Order
from the OEB for rates effective May 1, 2018 (EB-2017-0054) using the Annual IR Index
methodology. The Applicants have determined that proposing a rebasing deferral period for
five years will not have any negative impact on the financial positions of either of the
Applicants of LDC Mergeco.

Adequacy, Reliability and Quality of Service

An objective of LDC Mergeco is the creation of a Northwestern Ontario based entity with local
accountability and ownership responsiveness to the needs of its customers with a physical
presence in each of its service territories. As such, existing Thunder Bay Hydro and Kenora
Hydro service levels and quality standards for both LDCs current customers will continue. The
Applicants are committed to maintaining the adequacy of electricity service for its customers.
As these utilities are physically separated by a five and a half hour drive (490kms apart), to
best service customers, it is proposed that the existing service centers will continue to operate

in each of the respective communities.

LDC Mergeco shall maintain or improve the service levels of its predecessor LDC’s through the
merging of technologies, system control, adoption of best work practices, etc.

Front line operations staff that currently responds to outages and power quality issues is
expected to continue to serve the communities that they serve at present. The Applicants

anticipate that response times will not decline.
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Historically both utilities have maintained strong reliability measures in both System Average
Interruption Duration Index (“SAIDI”) and System Average Interruption Frequency Index
(“SAIFI”) metrics. SAIFI and SAIDI results for the year ending 2016 indicate that both
Thunder Bay Hydro and Kenora Hydro have provided their customers with superior reliability and
fewer outages with shorter durations when compared to many other Ontario utilities. Both utilities
have expertise in the elements and conditions which affect reliability in Northwestern Ontario.
The five year historical reliability metrics for Thunder Bay Hydro and Kenora Hydro are provided

in Figure 7, below:

Figure 7 - Reliability Metrics SAIDI /SAIFI

Description 2012 2013 2014 2015 2016 Average
1 |SAIDI
2 |Thunder Bay Hydro 1.28 1.03 1.92 2.02 1.69 1.59
3 |KenoraHydro 0.43 0.36 0.53 0.61 0.59 0.50
4 |SAIFI
5 |Thunder Bay Hydro 3.12 2.02 2.69 2.39 2.7 2.58
6 |KenoraHydro 0.46 0.11 0.29 0.35 0.43 0.33

2.2.4.2 Comparative Cost Structure Analysis

The proposed five year cost structure for combining Thunder Bay Hydro and Kenora Hydro is
shown in Figure 8 below. Both utilities are ranked as cohort 3 in the PEG ‘Empirical Research in
Support of Incentive Rate Setting 2016 Benchmarking Update: Report to the Ontario Energy
Board” issued July 2017. LDC Mergeco will continue to strive to improve its efficiency ranking
into a higher cohort, and expects that with the efficiencies gained, progress will have been
taken in this regard. Thunder Bay Hydro and Kenora Hydro have cultures of efficiency, and the
cost synergies which will result from the consolidation are forecast to result in an annual OM&A
reduction of $864K by year three of the merged entity as shown in Figure 8 below. The
applicants have used the 2016 OEB Yearbook OM&A as a base year, and applied inflation to

each year following. The same principle has been applied to the synergies following year 2.

Figure 8 below provides a comparison of the cost structure among the Parties, status quo versus
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1 2018 2019 2020 2021 2022 2023

2 OM&A Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

3 Thunder Bay Hydro 15,989,680 16,245,515 16,505,443 16,769,530 17,037,843 17,310,448
4 Kenora Hydro 2,099,360 2,126,652 2,154,298 2,182,304 2,210,674 2,239,413
5 Consolidated OM&A Status Quo 18,089,040 18,372,167 18,659,741 18,951,834 19,248,517 19,549,861
6

7 OM&A Synergies (800,000) (260,220) 864,551 877,816 889,227 900,787
8 Post Consolidation 18,889,040 18,632,387 17,795,191 18,074,019 18,359,289 18,649,074

2.2.4.3 OM&A Cost per Customer Analysis

Figure 9 below provides a comparison of the OM&A cost per customer per year among the

applicants. The data supporting this comparison is based on the 2013, 2014, 2015 & 2016 OEB

Yearbook of Electricity Distributors by combining the applicants 2016 OM&A and 2016 customer

base, and applying the full expected yearly synergies of $864K to determine a weighted average

savings. As noted in figure 9 below, using the methodology described above and including the

expected synergies gained, all customers will experience operation, maintenance, and

administrative savings as an amalgamated Northwestern Ontario utility. More specifically, using

2016 as a Proxy, if the synergies forecast are applied to the confirmed cost structures of the two

Applicants, the OM&A costs per customer are lower for the combined utility than the two existing

LDCs. Recognized savings per customer may vary based on the rate design methodology used in

the utility’s next cost of service.
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Figure 9 - OM&A Cost per Customer per Year (2016)
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OM&A per Customer

1 Distributor 2013 2014 2015 2016

2 Thunder Bay Hydro OMEA § 13,259,309 | § 13,788,063 | 5 14,256,507 | 5 15,490,033
3 |customers 50,190 50,482 50,614 50,769
4 |Thunder Bay Hydro OME&A / Customer 3 264 | § 273 | § 282 | § 305
3 Kenora Hydro OM&A S 1,912,998 | 5 1,968,877 | 5 2,328,436 | 5 2,045,823
& |customers 5,567 5,558 5,569 5,563
7  |Kenora Hydro OM&A / Customer 3 344 | § 354 | § 418 | § 368
g Combined Status Quo OME&A $ 15,172,307 | S 15,756,940 | 5 16,584,943 | 5 17,535,856
9 |Combined Status Quo Customers 5 55,757 | 5 56,040 | 5 56,183 | 5 56,332
10 |Combined Status Quo OM&A / Customer | 5 272 | 5 281 | 5 295 | § 311
11 |OM&A Cost Savings (864,551)
12 |LDC MergeCo OME&A (inc. Cost Savings) S 16,671,305
13 |LDC MergeCo Customer Base 3 56,332
14 |LDC MergeCo OM&A [ Customer S 296
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2.2.4.4 Control of Transmission or Distribution System Assets

The Applicants are proposing to amalgamate Thunder Bay Hydro and Kenora Hydro and
continue as a single distributor carrying on its current business as LDC Mergeco.
Accordingly, the Applicants confirm that there will be a change of control of Thunder Bay
Hydro and Kenora Hydro assets to LDC Mergeco. Throughout the consolidation process, the
Applicants will be reviewing both LDC’s operations with regard to control of distribution
system assets and they will exercise a best practice approach in the design of the merged
utility.

2.2.4.5 Distribution System Operations

Planning for the amalgamation of distribution system operations for Thunder Bay Hydro and

Kenora Hydro has focused primarily on the following key principles and values:

Ensuring the health and safety of the public and LDC Mergeco’s employees;
Mitigating existing or future impacts to the environment;

Compliance with regulatory and legal obligations;

Fulfillment of customer demand work;

Retirement of assets which have reached the end of their useful life; and

YV V. V V V V

Improvement of operational efficiency.

Thunder Bay Hydro and Kenora Hydro both operate out of a Northwestern Ontario service
territory, making this amalgamation a natural consolidation. The line staff and operations

managers of these two LDC’s have similar experiences resulting from operating distribution

systems in comparable geographic physical climates. It is expected they will easily assimilate to

the best practices of LDC Mergeco. As part of the proposed transaction, LDC Mergeco will
retain the local knowledge of existing Kenora Hydro staff. This local knowledge, in combination
with the experience and expertise of Thunder Bay Hydro operations staff, will allow LDC
Mergeco to operate the distribution system in Kenora in a manner which is expected to improve
reliability over time. Kenora customers will benefit from a more robust DSP and the steps taken

to implement it.
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Operational Focus

The operational focus throughout the planning of the amalgamation of Thunder Bay Hydro and

Kenora Hydro is based upon the following general objectives and business principles:

» Creation of a Northwestern Ontario based entity with local accountability and ownership,
with the ability to be responsive to the needs of its customers by having a physical
presence in each of its service territories that can respond to customer needs on a
timely basis;

» Creation of opportunities for efficiencies through economies of scale, innovation for the
benefit of ratepayers, and competitive advantages in all relevant service territories,
while sharing best practices across all facets of the business;

» Enable customer service levels to meet or exceed pre-existing customer service levels of
each amalgamating Party;

> Existing employees to be treated fairly and may benefit from increased employment
opportunities;

» Existing focus on employee and public safety to be maintained or enhanced; and

» Enable continued contributions to the economic development and social and

environmental needs of the communities served; and

LDC Mergeco will embrace both applicants’ common goal of continuing to provide safe and

reliable service to the customers of Northwestern Ontario.

Employee Focus

LDC Mergeco will focus on four key areas to ensure employees are fully engaged

and contributing at their peak:

» Safe and healthy workplace;
» Employee skill development;
» Effective internal corporate communications; and

> Performance based culture.
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Operational Structure

While the head office of LDC Mergeco will be in Thunder Bay, the amalgamated utility will
continue to have a physical presence in each of its service territories with Operation centers in
each Municipality. System operations functions can be divided into centralized and de-

centralized functions.

LDC Mergeco’s operational structure will be organized taking into consideration efficiency,
effectiveness and service levels. It is important to note that not all job functions within the utility
are directly tied to the regions they serve. Several services can be performed centrally without
negatively impacting efficiency or service levels. Centralizing certain functions, such as
administrative, transactional and informational services will create economies of scale and

lower costs which is a fundamental objective of the consolidation.

LDC Mergeco will utilize the existing Thunder Bay Hydro and Kenora Hydro service centers for
de-centralized functions such as construction, maintenance, cable locates, fleet services and

trouble response. No reduction of service levels is contemplated as a result of the consolidation.

Call Centre/Control Room Consolidation

One call center and one control room in Thunder Bay are planned for LDC Mergeco. Kenora
Hydro has a manageable volume of calls, thus enabling these services to be centralized and
absorbed by the existing facilities in Thunder Bay. LDC Mergeco will investigate the possibility
of a remote call center representation during the amalgamation transition period and having
staff located in Kenora which is tied to the staff in Thunder Bay’s call center during the

transition period.
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Sustainability and Innovation

The Conservation and Demand Management (“CDM”) department will be located in Thunder
Bay at the Cumberland St North facility. The CDM group will continue to focus on
innovation in areas such as customer energy efficiency, solar, smart grid and new energy
services. The Thunder Bay Hydro office has already established a reputation for
excellence in conservation and will continue to do so to the benefit of LDC Mergeco. Kenora

Hydro does not have any existing CDM personnel on staff.

Information Technology (“IT”)

LDC Mergeco will set the following IT objectives for business applications while planning its

Cyber Security objectives as set out by the OEB:

» Establish a stable, consolidated, secure information technology infrastructure
environment to sustain the operations of the new company and minimize operational
risk during the transition period following the consolidation;

» Consolidate the Customer Information Systems environment into one common
Customer Service Billing system to facilitate integration of Customer Service business
functions and improve service to customers;

» Consolidate the Geographic Information Systems and Geographical Information
Systems and SCADA Systems into one common environment to facilitate integration of
the electrical Network Operations of the business and improve service to customers;

» Consolidate cyber security practices and technologies into a single common set of
processes and systems that provides the protection of information and the entire
information technology architecture to support all business and regulatory requirements
of the new company; and

» Consolidate the Accounting, Work Order, Capital Assets and Payroll systems to integrate

Kenora Hydro.

LDC Mergeco customers will benefit from the amalgamation as Thunder Bay Hydro currently
has relatively more expertise in the area of IT and the capacity in its system to provide enhanced

service at a lower cost than is the case under the status quo.
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Customer Service

Customers are the operational priority and will continue to receive excellent service. LDC
Mergeco will ensure a reliable, effective and efficient electricity distribution system as well as
innovative, value-added, energy services and solutions. Customers will have access to
customer service in a timely, reliable and accurate manner. LDC Mergeco will prioritize
customer-centric values, and it will undertake a principled approach in the design of an
effective organization plan such that customer service responsiveness levels are expected to
improve. They will certainly be no less than service levels under the status quo. Adopting
best practices and finding efficiencies while maintaining or improving customer service will be a

key priority.

The objectives and business principles contemplate enhanced customer service delivery as a
result of the proposed amalgamation. As such, customer service operational plans will be
closely linked to the achievement of customer service satisfaction levels. In setting performance

targets for customer service levels, LDC Mergeco will consider:

Present service levels;
Service levels required by OEB regulation;
Competitive benchmarks;

Results of customer surveys; and

YV V. V VYV V

Results of Local Advisory Committee

As part of its ongoing operation and normal practice, LDC Mergeco will regularly review

the level of customer service support to ensure appropriate levels are maintained.
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Objective 2 - Promote economic efficiency and cost effectiveness and to
facilitate the maintenance of a financially viable electricity industry

2.2.4.6 Impact of the Transaction on Economic Efficiency & Cost Effectiveness

The applicants have forecast the cost structure of LDC Mergeco as a result of the consolidation
based on the best information available and certain assumptions. The significant potential for
economic efficiencies and cost effectiveness in the provision of electricity distribution service are
why both applicants are proposing to amalgamate resources.

LDC Mergeco has identified many potential synergies resulting from combining the operations of
Thunder Bay Hydro and Kenora Hydro and streamlining processes, particularly in the areas of
Administration and Customer Service, as well as Regulatory and Finance.

Synergy Forecast

The total anticipated OM&A synergies over a five year rebasing deferral period total
approximately $3.8M in OM&A costs. LDC Mergeco does not anticipate large savings by the
way of capital investments. LDC Mergeco plans to continue its capital expenditures consistent
with the last cost of service approved values for each of the utilities. The synergies forecasted
will arise largely as a result of administrative cost reductions as well as through consolidated

billing, corporate IT, regulatory, and financial functions.

Figure 10 - Total Net Synergies

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5
1 2018 2019 2020 2021 2022 2023 Total
2 OM&A 17,810,293 | 18,089,040 18372167 18,650,741 18,951,834 19,248,517| 111,131,592
3 Synergies 337,556 866,551 877,816 889,227 000,787 3,871,937
B T‘;t:’;g;i'::fgg;"s& 800,000 597,776 2,000 1,399,776
5 Total OM&A 17,010,203 | 17,828,820 19,236,717 19,537,557 19,241,062 20,149,304 113,603,753
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Net Synergy Overview

The Applicants forecast that as a result of the consolidation, the following synergies (values are

pre-tax) will be achieved:

>

>

In total LDC Mergeco anticipates delivering approximately $3.8 M in synergies over the
proposed five years following the amalgamation. This will result in a lower cost structure
of the amalgamated utility at the time of the next rebasing relative to the status quo;

LDC Mergeco estimates transaction and transition costs of approximately $1.4 M, with
respect to systems, process, legal, regulatory requirement, and human resource
integration costs; and
The shareholder and customer benefits are primarily derived from the administrative

synergies as well as operating, maintenance cost savings as shown in the figure above;

Capital Budget savings were determined to be negligible and are not considered in the analysis

above. There are no expected increases or reductions to the capital expenditures in either

service territory. Capital Expenditures will remain consistent and continue along with the Capital

Expenditure Plans approved in the most recent cost of service OEB decisions.

Based on OEB Policy for distributor consolidation, the cost savings and synergies resulting from

a consolidation may be retained by shareholders and customers as follows:

>

Savings net of transaction and transition costs may be retained by shareholders until the
next LDC rate rebasing®, which must occur no later than the beginning of the 11" year
following a merger. LDC Mergeco has chosen the beginning of the 6" year following the
merger for rate rebasing. Consequently, the synergies generated net of transaction and
transition costs will accrue to the Shareholder.

The merger benefits to customers are lower rates at the time of the first rebasing of LDC

Mergeco (Year six onwards) given its lower cost structures relative to the status quo.

! The Handbook requires an Earnings Sharing Mechanism in years 6-10.
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2.2.4.7 Incremental Costs for Parties to the Transaction

Incremental Amalgamation Costs

The parties to the proposed amalgamation have incurred and will continue to incur incremental
costs in respect of the proposed amalgamation. The amalgamation costs include, but are not
limited to: due diligence on the part of all parties; the costs associated with negotiating the terms
of the consolidation, costs associated with all regulatory, legal and statutory reviews in order to

receive necessary regulatory approvals and the merger project manager;

The aggregate estimate of costs is approximately $1.4M and is expected to be incurred within
the first three years of the Merger timeline including the year before transaction date. These
costs are not recoverable by the Applicants through electricity distribution rates, but are to be
funded through the anticipated synergies generated from the consolidation during the proposed
five year rebasing deferral period.

Financing of Incremental Costs

These costs are self-financing ultimately by the resulting cost savings. As always, there will be
timing differences between expense outlays and their recovery. In the two years following the
closing of the amalgamation, transaction and transition costs will be paid out of utility revenues

and/or working capital.

2.2.4.8 Valuation of the Shares

2.2.4.8.1 Valuation Overview:

Since the transaction envisions the amalgamation of Thunder Bay Hydro and Kenora Hydro into
a single merged Mergeco LDC pursuant to a share-for-share exchange transaction, it was
necessary to estimate the fair market value (“FMV”) of the shares of both current LDCs in order
to establish the relative share percentages in Mergeco that will be held by the respective
shareholders. The valuation has been included in the Application as section 2.1(3) of the MPA
(Attachment C).
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KPMG LLP was retained to provide an initial estimate of the fair market of the shares of both
LDCs as at December 31, 2016 (the “Valuation Date”). A valuation roll-forward mechanism was
incorporated within the Merger Participation Agreement to capture any changes in relative FMV
between the Valuation Date and the closing date of the merger.

The key principles in the valuation of the shares of both LDCs are:

» The Valuation Date was December 31, 2016. The valuations were based on the audited
year-end financial statements of both LDCs;

» Both LDCs were valued on a stand-alone basis (i.e., assuming that they would continue

to operate independently with no merger);

» The discounted cash flow approach (“DCF approach”) was not employed to value the
LDCs as Thunder Bay Hydro and Kenora Hydro did not have robust long-term financial

projections of their future operations, cash flows and capital expenditures;

» The comparable transactions approach / multiple of rate base approach was used to
establish the FMV of the shares of both LDCs. Under this approach, fair market value is
estimated by examining the rate base multiples implied in the purchase prices of recent
publicly-disclosed transactions involving Ontario LDCs comparable to Thunder Bay
Hydro and Kenora Hydro. For valuation purposes, rate base multiples of 1.40 times to
1.60 times be considered to be appropriate, with a midpoint rate base multiple of 1.50
times applied in the final analysis.

» For purposes of the relative valuation exercise, a common rate base multiple of 1.50
times was used to value both LDCs. No differentiation in rate base multiples was

considered to be appropriate by both LDCs.

» Miscellaneous business operations embedded within Thunder Bay Hydro, specifically its

non-regulated solar generating assets, were valued separately from LDC operations.
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2.2.4.8.2 Valuation Approach:

The multiple of rate base valuation approach consisted of several steps as follows:

Step One - Determination of the FMV of Business Operations:

This represents the fair market value of the LDC prior to the deduction of any interest-bearing

debt or any adjustments for redundant and other net assets.

» The rate base of each LDC was calculated as at December 31, 2016 based on the net
book value of its regulated capital assets, net of contributed capital / deferred revenue,
plus an allowance for working capital based on the OEB’s current guideline of 7.5% of

the cost of power plus controllable costs.

» The rate base was multiplied by a multiple of 1.50 times. This resulted in the value of

the LDC’s business operations.

Step Two - Determination of Enterprise Value:

» The Enterprise Value (which represents the combined value of interest-bearing debt and
equity) of each LDC was estimated at the Valuation Date by adding or deducting
redundant net assets and other assets, including any excess (deficient) investment in

working capital, from the FMV of business operations.

» Redundant assets represent those assets and liabilities which can be removed from a
business without affecting the day-to-day operations of the business or the FMV of the
business operations as estimated above. For both LDCs, the December 31, 2016
balance sheets were reviewed for redundant assets such as regulatory assets and
liabilities, advances to and from affiliates, employee future benefit obligations, asset

retirement obligations, and similar non-core items.

» The aggregate value of redundant and other net assets was added to the fair market

value of business operations.

» The excess (deficient) level of investment in net working capital was also estimated as at

the Valuation Date and compared to the OEB’s allowance for working capital at the
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Valuation Date. Any variance from the OEB’s 7.5% allowance was added or deducted

as a redundant net asset / liability.

Step Three - Determination of Share Value:

» From Enterprise Value, the fair market value of all interest-bearing debt is deducted in

order to arrive at the fair market value of the shares of the LDC.

» Accordingly, the net debt of both LDCs was totaled and deducted from Enterprise Value.
The resulting value represented the fair market value of the shares of the LDC as at the

Valuation Date.

Estimated Share Values - As at December 31, 2016

Figure 11 provides a summary of the estimated FMV of the Enterprise Value and the share
value of Thunder Bay Hydro and Kenora Hydro as at December 31, 2016. For purposes of the
share-for-share exchange, the relative FMV of shares was considered to be the most

appropriate measure of relative values.
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Figure 11 - Valuation Summary

Relative FMV's

Multiple of Rate Base Approach Thunder Bay Kenora

As at December 31, 2016 Hydro Hydro

Rate Base as at December 31, 2016

Fixed assets, net $ 100,384 8,390 108,774

Allowance for working capital @ 7.5% 10,003 1,077 11,080

Rate Base 110,387 9,467 119,854

Multiples 1.50x 1.50x 1.50x

Value of Business Operations 165,581 14,201 179,781

Add: Redundant assets (liabilities) (3,320) (10) (3,330)
Add: Excess (deficient) net working capital (373) 1,793 1,420

Total balance sheet adjustments (3,693) 1,783 (1,910)
Enterprise Value - LDConly 161,888 15,984 177,871

Enterprise Value - LDConly - Rounded (*) $ 161,900 16,000 177,900

Less: Debt

Third party debt 20,138 1,342 21,480

Notes payable to municipal shareholders 26,491 3,069 29,560

Total debt 46,629 4,411 51,040

FMV of Shares - LDC only - Rounded (*) $ 115,272 11,589 126,861

Share Value (Common and Preferred Shares) - LDC only $ 115,272 11,589 126,861

Relative % 90.9% 9.1% 100.0%
Other Indicators of Relative Value:

Number of customers - Dec 31, 2016 50,769 5,563 56,332

Relative % 90.1% 9.9% 100.0%
Power sales (MWh) - 2016 892,179 96,413 988,592

Relative % 90.2% 9.8% 100.0%
Size of service territory 387 24 411
Relative % 94.2% 5.8% 100.0%

(*) Excludes the FMV of Thunder Bay Hydro's solar generating operations.

As noted above, as at December 31, 2016, the FMV of the shares of Thunder Bay Hydro and
Kenora Hydro were estimated at $115.272 million and $11.589 million, respectively. These
FMVs translated into an initial Mergeco share ownership structure of 90.9% and 9.1% for each
of Thunder Bay Hydro and Kenora Hydro, respectively.
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Some sensitivity analyses of the relative valuation conclusions were also conducted based on
different rate base multiples and other variables. Several operational indicators of relative FMV
were also considered (e.g., number of customers, annual power sales, size of service territory

etc.).

The solar generation assets of Thunder Bay Hydro were excluded from the above calculation,
with a special class of shares with an aggregate redemption value of $3.177 million provided to
the shareholder of Thunder Bay Hydro.
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2.2.4.9 Purchase Price

LDC Mergeco is proposing an amalgamation of the two LDC’s and continuing as one
corporation by way of an exchange of shares. There is no price paid or cash consideration
applicable in this consolidation. As such, the applicants believe that the consolidation will have
no adverse effect on the economic viability of LDC Mergeco.

2.2.4.10 Financing Proposed Transaction

LDC Mergeco does not require financing as there is no cash consideration or purchase price in

the proposed transaction. The transaction is a share exchange.

2.2.4.11 Financial Statements

Copies of the audited financial statements for the past two most recent years for each Party are
contained in the attachments shown below.

» Thunder Bay Hydro 2015 Audited Financial Statement - Attachment I;

» Thunder Bay Hydro 2016 Audited Financial Statement — Attachment J;

» Kenora Hydro 2015 Audited Financial Statement - Attachment K; and

» Kenora Hydro 2016 Audited Financial Statement - Attachment L.

2.2.4.12 Pro Forma Financial Statements

A copy of the pro forma financial statements of LDC Mergeco is included as Attachment “M”.

2.2.5 RATE CONSIDERATION FOR CONSOLIDATION APPLICATIONS

2.2.5.1 Deferred Rebasing

The Applicants have chosen a rebasing deferral period of five years from the date of closing of
the last of the proposed transactions, consistent with the Consolidation Policy Handbook. The
rates in each of the two rate zones will continue to be set by the Board’s Price Cap IR (Thunder

Bay) and Annual IR Index (Kenora) during the rebasing deferral period.
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2.2.5.2 Earning Share Mechanisms (“ESM”)

The Applicant’s confirm that a five year deferral has been chosen and as such, the ESM is not

applicable to this MAAD Application.
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2.2.6 OTHER RELATED MATTERS

2.2.6.1 Post-Closing Distribution Rate Issues

» As identified above, the applicants are requesting that the rate orders of the predecessor

distributors be transferred to LDC Mergeco following the completion of the consolidation.
Thunder Bay Hydro and Kenora Hydro each has a rate order that contains a number of
rate riders established in order to dispose of balances specific to deferral and variance
accounts accumulated in the respective service territories. These respective rate riders
will expire on dates determined in the Order(s) of the Board by which the riders were
established. Others will be in place until LDC Mergeco’s next rebasing after the five year
deferral period. The Applicants recognize that in some cases, allowing a rate rider to
remain in place for over five years will create a situation in which a distributor has
recovered or refunded an amount greater than that in respect of which the rate rider was
established and that the OEB may have to limit the duration of certain riders. Upon
reviewing the Tariff of Rates and Charges for Thunder Bay Hydro and Kenora Hydro it
has been determined that no amendments to current rate orders are required. All
scheduled rate riders have a sunset date and are tracked through variance accounting.
The Applicants provide in Figures 12 and 13 below their 2017 OEB Approved rate riders.
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Thunder Bay Hvdro - Schedule of Distribution Rate Riders:

Effective Date : September 1, 2017 / Implementation Date: October 1, 2017 | I 2017 Rates
RESIDENTIAL SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S 0.64
Rate Rider for Disposition of Group 2 Deferral/Variance Accounts (2017) - effective until April 30, 2018 S 0.34
Rate Rider for Smart Metering Entity Charge S 0.57
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kWh (0.0003)
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kWh (0.0040)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 $S/kWh 0.0040|
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kWh (0.0002)
GENERAL SERVICE LESS THAN 50 KW SERVICE CLASSIFICATION
Rate Rider for Smart Metering Entity Charge S 0.57
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kWh 0.0005)
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kWh (0.0035)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 $/kWh 0.0040|
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kWh 0.0009
GENERAL SERVICE 50 TO 999 KW SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kwW 0.1030|
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kW (1.3875)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 S/kWh 0.0040|
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kW (0.0255)
GENERAL SERVICE GREATER THAN 1,000 KW SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kwW 0.0700|
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kW (1.2605)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 S/kWh 0.0040|
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kW (0.0438)
UNMETERED SCATTERED LOAD SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S 0.15]
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kWh 0.0002]
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 $S/kWh (0.0035)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 S/kWh 0.0040|
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 $/kWh (0.0006)
SENTINEL LIGHTING SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S 0.15]
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kwW 0.1168|
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kW (1.2522)
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kwW (0.3178)
STREET LIGHTING SERVICE CLASSIFICATION
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S (0.01)
Rate Rider for Recovery of Foregone Revenue - effective until April 30, 2018 S/kwW (0.0471)
Rate Rider for Disposition of Deferral/Variance Accounts (2017) - effective until April 30, 2018 S/kw (1.2150)
Rate Rider for Disposition of Global Adjustment Account (2017) - effective until April 30, 2018 $/kWh 0.0040
Rate Rider for Disposition of Lost Revenue Adjustment Mechanism Variance Account (2017) - effective
until April 30, 2018 S/kwW (0.3002)




I

O 00 N o Ouv

10

11
12

13
14
15
16
17
18
19
20

21

EB-2018-0124

Thunder Bay Hydro Electricity Distribution Inc.
and Kenora Hydro Electric Corporation Ltd
s.86 (MAADs) Application

Filed: April 12, 2018

Page 49 of 395

Figure 13 - 2017 OEB Approved Kenora Hydro Rate Riders

Kenora Hvdro - Schedule of Distribution Rate Riders:

Effective Date / Implementation Date: May 1, 2017 | | 2017 Rates
RESIDENTIAL SERVICE CLASSIFICATION
Rate Rider for Smart Metering Entity Charge | S | 0.57

GENERAL SERVICE LESS THAN 50 KW SERVICE CLASSIFICATION
Rate Rider for Smart Metering Entity Charge | S | 0.57

GENERAL SERVICE 50 TO 4,999 KW SERVICE CLASSIFICATION
No Rate Riders | |

UNMETERED SCATTERED LOAD SERVICE CLASSIFICATION
No Rate Riders | |

STREET LIGHTING SERVICE CI ASSIFICATION
No Rate Riders | |

2.2.6.3 Related Application for an Electricity Distribution License

An Application will also be made for an Electricity Distribution License that would allow LDC
Mergeco to own, operate and service the distribution systems of the former Thunder Bay Hydro
and Kenora Hydro service areas and become the licensed electricity distributor for

approximately 56,300 customers.

Other Matters

Kenora Hydro has not filed a Cost of Service Application with the Board since its application EB-
2010-0135 for rates effective May 1%, 2011. Kenora Hydro has managed its distribution system
over the last 7 years using the Annual IR Index rate mechanism which limits rate increase to
below inflation. Kenora Hydro has been in the process of developing a DSP and has not yet
filed a DSP with the OEB. Kenora Hydro will benefit from Thunder Bay Hydro’s experience in
preparing and presenting a DSP Chapter 5 Application to the Board.
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Form of Hearing

Under the Board’s Rules of Practice and Procedure, the Board may hold an oral, electronic or
written hearing. It is not uncommon for the Board to hold written hearings. With respect to
MAADs applications, the Board has recently held a written hearing for the MAADs application
involving Cambridge and North Dumfries and Brant County Power Inc. (EB-2014-0217/EB-2014-
0223) and New Market Tay Distribution and Midland PUC (EB-2017-0269). The applicants
hereby request that this application be heard by way of a written hearing rather than an oral
hearing for the following reasons:

» Both Kenora Hydro and Thunder Bay Hydro very recently received approval from the
Board for rates using an Annual IR Index and Price Cap Methodology respectively for
rates effective May 1, 2018;

» Future rates for both rate zones will be set by the Annual IR Index or Price Cap
Methodology for Kenora Hydro and Thunder Bay Hydro rate zones respectively during
the 5 year rebasing deferral period. There is no need to consider rates issues in this
proceeding;

» The forecast synergies of the amalgamation will have a material downward impact on
the cost structure of LDC Mergeco. This will result in a downward presence on rates in
the future;

» The impact of the amalgamation on the adequacy, reliability and quality of electricity
service is forecast to be positive;

» The proposal will have a positive impact on the financial condition of LDC Mergeco
relative to the status quo;

» LDC Mergeco will proceed with planned CAPEX and such programs are anticipated to

be enhanced with the completion of the Kenora DSP relative to the status quo.

The Applicants submit that a written hearing provides an appropriate discovery process
whereby rate payers may pose interrogatories on the Application for the purposes of clarification
and understanding. The Applicants fully support this process but submit there will be little value
gained by subsequently holding an oral hearing. The Applicants believe that it was the Board’s
intention to streamline the consideration of MAAD’s with its issuance of the Handbook and the

Filing Guidelines which ensure that there is a thorough and detailed description of a proposed
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transaction placed on the record. The Applicants believe this Application fully satisfies the
requirements set by the Board and clearly demonstrate that the amalgamation will cause no
harm. The Applicants therefore respectively request the relief sought.

2.2.6.4 Regulatory Asset Tracking

The Applicants are requesting approval to continue to track costs to the regulatory asset
accounts currently approved by the Board for each Thunder Bay Hydro and Kenora Hydro and

to seek disposition of their balances at a future date.

2.2.6.5 Accounting Standards

Thunder Bay Hydro and Kenora Hydro have transitioned to “international financial reporting

standards”, or “IFRS”, which include standards and interpretations adopted by the International
Accounting Standards Board or any successor institute, and, where appropriate, as modified by
the OEB for regulatory purposes. LDC Mergeco is not proposing any changes to the accounting

standards.



Attachment A Thunder Bay Hydro Service Territory Distribution Map
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Attachment B Kenora Hydro Service Territory Distribution Map




Attachment C Merger Participation Agreement



Execution Version

THE CORPORATION OF THE CITY OF KENORA

-and-

THUNDER BAY HYDRO CORPORATION

-and-

THUNDER BAY HYDRO ELECTRICITY DISTRIBUTION INC.

-and-

KENORA HYDRO ELECTRIC CORPORATION LTD.

MERGER PARTICIPATION AGREEMENT

AIRD & BERLIS LLP
Barristers & Solicitors
Brookfield Place
181 Bay Street, Suite 1800
Toronto, Ontario
MS5JI2T9



TABLE OF CONTENTS

ARTICLE 1 INTERPRETATION. ...ttt sttt sttt s s et e et st e et e s 2
1.1 Defined Terms ...... 2
1.2 Schedules .....ooovveeiiieie e .14
1.3 Interpretation Not Affected by Headings........c.couieririiiriiiniiniiciisiieieicisieiieine 15
14  NumberandGendet s 15
1.5 International Financial Reporting Standards .... .15
1.6 Statutes and AGIEEMENT .........ooieieieire ettt ettt eee et et re et ess et eeseeseeseesesseeneeneas 15
1.7 T T orsswusome sy vy e S 00 0 S S A T e R oy 16

ARTICLE2 ANALGANA TTON ssosmsmsmommmssssmmm o s i v v st anionss 16
2.1 YAl ANVALTON wcsvnsansssvumvwonresrssnmessissss s oSS 0G0 TR S RV 16
2.2 Adjustment..........ccccoeirieenene .17
2.3 Amalgamation Agreement .19
2.4 GOVEITIANCE ... eeeeee ettt e ee sttt st e ee e s te s eae e eseeeae e eaeees e enneen seeeenne s eneeennes 19

ARTICLE 3 THE CLOSING......coeiiuttttint ittt et et sees st e st ns et ene s sen s et nen e
3.1 ClOSING s corore o v e oS T T e A R T T S TR
3.2 Kenora Closing Deliveries............... -

33 Thunder Bay Closing Deliveries

ARTICLE 4 CONDITIONS OF CLOSING......uuttiiiiiiie et e et e e e ee e e e e eaeaes 22
4.1 Conditions in Favour of Kenora and KH...... .22
4.2 Conditions in Favour of TBH and TB Holdco.. w23
43 Mutual Conditions: i s 24
4.4 B 5011016 oY s FE 24

ARTICLE 5 REPRESENTATIONS AND WARRANTIES ...
5.1 Representations and Warranties of Kenora..........

5.2 Representations and Warranties of TB Holdco

ARTICLE 6 COVENANTS ... oo ceeettee et eeeete ettt et eeeae e etaeeeaeaeaeeasaeesteesseesessesssesenneesesaesaresenneeens 49
6.1 Covenants of Kenora and KH............. .49
6.2 Covenants of TB Holdco and TBH...........ccoooiiiiiiiiiice e 51
6.3 MULUAL COVEIANTS .....evveereieeiie e iee e eetie e e eeee e eeae e ete e eaeeer e e ste s eaaeesrsaesaesesaeeereeennes 53
6.4 KPMG Costs .55
6.5 Competition ACE MattersS......eevuiiuieiieiie ettt ss e e s ss et seeseeeseeeneas 55
6.6 Collection of Receivables from Kenora CUStOmers. .........ccoevvveveeeiiieeieecneeeiine s 56
ARTICLE T INDEMNIEICA TION: s s s s s 5T
7.1 J 3T L33 a T Vi Lor 15 Toy s N 57
7.2 Defence OFf CLAII ... ...oooiieiee ettt ee e e e e e eae e s er e e eneeeeeennns 60
ARTICLE 8 GENERAL PROVISIONS ...ttiiiiecctiee et eeee et ete et e et e eaeaasaeesaeeennesesseesneeenneenns 63

8.1 DL 5 TR 63



8.17 Covenant of the Parties

SCHEDULES

Schedule 1.1(a)
Schedule 1.1(b)
Schedule 2.1(3)
Schedule 2.1(4)
Schedule 2.3
Schedule 4.2(1)(g)
Schedule 5.1(5)
Schedule 5.1(7)
Schedule 5.1(11)
Schedule 5.1(13)
Schedule 5.1(16)
Schedule 5.1(18)
Schedule 5.1(20)
Schedule 5.1(27)
Schedule 5.1(29)
Schedule 5.1(30)
Schedule 5.1(31)(a)
Schedule 5.1(31)(b)
Schedule 5.1(31)(¢c)
Schedule 5.1(32)
Schedule 5.1(33)
Schedule 5.1(38)
Schedule 5.2(5)
Schedule 5.2(13)
Schedule 5.2(15)
Schedule 5.2(16)
Schedule 5.2(17)(a)

8.2 ArDItration ProCEAUIES .......ocuuiiiiiie ittt s s 64
83 Survival of Representations and Warranties, Covenants and Obligations ............ 65
8.4  No Personal Liability Re: Certificates ........oooeiiieiieiiiiiiie e 65
8.5 Exnitire ASTesmient s e s .65
8.6 Further Assurances.......... .65
8.7 Remedies Cumulative...... .66
8.8 Waiver, AMENAMENT .........ooiviiiiieeceeetiee et eeeete e e et eee e e e te e esae e e e eeeseraeeeresennes 66
8.9 COUNMEIPAITS ...

8.10  Governing Law

8.11 Commercially Reasonable Efforts ... 66
812  Time OF ESSENCE .. .oiiiiiiiiie ittt et s e e se e e e ere e 67
8.13  Severability ........... .67
8.14 No Partnership ...... .67
8.15  Assignment ............co..... .67
L6  SuceesSOrS AN ASSTIISE s B A T 67

LDC Mergeco Shareholders Agreement
Credit Agreements

Initial Valuation

Solar Assets

Amalgamation Agreement

Form of Kenora Easement Letter

Kenora — Options

Kenora — Compliance with Law

Kenora — Encumbrances

Kenora — Equipment Leases

Kenora — Insurance Policies

Kenora — Material Contracts

Kenora — Permits

Kenora — Unusual Transactions

Kenora — Litigation

Kenora — Non Arm’s Length Transactions
Kenora — Environmental Compliance
Kenora — Environmental Permits

Kenora — Storage of Hazardous Substances
Kenora — Employee Plans

Employment Matters

Kenora — Third Party Consents

TB Holdco — Options

TB Holdco — Unusual Transactions

TB Holdco — Litigation

TB Holdco — Non-Arm’s Length Transactions
TB Holdco — Environmental



Schedule 5.2(18)
Schedule 5.2(21)
Schedule 5.2(22)
Schedule 6.6

-3

TB Holdco — Employee Plans

TB Holdco — Joint Venture Interests

TB Holdco — Third Party Consents
Accounts Receivable of Kenora Customers



MERGER PARTICIPATION AGREEMENT

THIS AGREEMENT made as of the 9th day of March, 2018 (the “Execution Date”),

BETWEEN:

THE CORPORATION OF THE CITY OF KENORA, a
municipal corporation existing under the laws of Ontario
(“Kenora™)

-and -

THUNDER BAY HYDRO CORPORATION, a corporation
incorporated under the laws of Ontario (“TB Holdco™)

- and -

THUNDER BAY HYDRO ELECTRICITY DISTRIBUTION
INC., a corporation incorporated under the laws of Ontario
(G‘TBH?’)

-and -

KENORA HYDRO ELECTRIC CORPORATION LTD., a
corporation incorporated under the laws of Ontario (“KH”)

RECITALS:

A

All of the issued and outstanding shares of TBH are owned by TB Holdco and all of the
issued and outstanding shares of TB Holdco are owned by Thunder Bay.

All of the issued and outstanding shares of KH are owned by Kenora.

TB Holdco and Kenora wish to amalgamate TBH and KH upon the terms and conditions
set out in this Agreement in order to form a new merged electricity distribution company
to serve the residents and businesses of Kenora and Thunder Bay and to pursue growth
opportunities.

TBH and KH have entered into the MOU and the Confidentiality Agreement with respect
to the transactions contemplated by this Agreement.

The amalgamation of TBH and KH is based upon the following general objectives and
business principles:

@) at the time of Amalgamation, LDC Mergeco will continue to be owned, directly
or indirectly, by the Municipalities;



-2

(i1) creation of a Northwestern Ontario based entity with local accountability and
ownership, responsiveness to the needs of its customers with a physical presence
in each of its service territories;

(iii)  creation of opportunities for efficiencies through economies of scale, innovation
for the benefit of ratepayers, and competitive advantages in all relevant service
territories, while sharing best practices across all facets of the business;

(iv)  maximizing shareholder value now and in the future and ensuring that all
shareholders are treated fairly, while preserving asset value;

W) ensuring that the OEB’s “no harm” to ratepayers test is met;.

(vi)  enable customer service levels to meet or exceed pre-existing customer service
levels of each amalgamating Party;

(vil) existing employees to be treated fairly and may benefit from increased
employment opportunities;

(viii) existing focus on employee and public safety to be maintained or enhanced; and

(ix)  enable continued contributions to the economic development and social and
environmental needs of the communities served.

NOW THEREFORE THIS AGREEMENT WITNESSES that in consideration of the
respective covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties agree as
follows:

ARTICLE 1
INTERPRETATION

1.1 Defined Terms

The following terms used in this Agreement (including the Schedules hereto) shall have
the following meanings:

“Accounts Receivable” means accounts receivable, trade accounts receivable, notes receivable,
book debts and other debts due or accruing due to TBH or KH, as applicable, and the full benefit
of any related security;

“Adjusted Common Share Allocation” has the meaning set forth in Section 2.2(3);

“Advance Ruling Certificate” means an advance ruling certificate issued by the Commissioner
of Competition pursuant to section 102 of the Competition Act with respect to the transactions
contemplated by this Agreement;

“Affiliate” has the meaning set forth in the OBCA;
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“Affiliate Relationships Code” means the Affiliate Relationships Code for Electricity
Distributors and Transmitters issued by the OEB as amended from time to time and any
replacement code or directive;

“Agreement” means this Agreement and all Schedules hereto, as amended, supplemented,
restated or replaced from time to time in accordance with this Agreement;

“Amalgamation Agreement” has the meaning set forth in Section 2.3;
“Amalgamation” has the meaning set forth in Section 2.1(2);

“Applicable Law” means, collectively, all applicable federal, provincial and municipal laws,
statutes, ordinances, decrees, rules, regulations, by-laws, legally enforceable policies, codes, or
guidelines, judicial, arbitral, administrative, ministerial, departmental or regulatory judgments,
orders, decisions, directives, rulings or awards, and conditions of any grant of approval,
permission, certification, consent, registration, authority or licence by any statutory body,
self-regulatory authority, stock exchange or other Governmental Authority, including all
Employment Law and Environmental Law;

“Appurtenances” means, with respect to any real property:

(a) all buildings, structures, fixtures, improvements and appurtenances located on or
forming part of that real property, including those under construction; and

(b) all rights of way, licences, rights of occupation, easements or other similar rights
appurtenant to and for the benefit of that real property;

“Arm’s Length” has the same meaning as for the purposes of the Tax Act;
“Associate” has the meaning set forth under the OBCA;

“Books and Records” means all books, records, files and papers of TBH and KH, as applicable,
including computer programs (including source codes and software programs), computer
manuals, computer data, financial and Tax working papers, financial and Tax books and records,
business reports, business plans and projections, sales and advertising materials, sales and
purchases records and correspondence, trade association files, research and development records,
lists of present and former customers and suppliers, personnel and employment records, minute
and share certificate books, and all copies and recordings of the foregoing;

“Business Day” means any day other than a day which is a Saturday, a Sunday or a statutory
holiday in the Province of Ontario;

“Claim” means:
(a) any suit, action, dispute, investigation, claim, arbitration, order, summons,

citation, directive, charge, demand or prosecution, whether legal or
administrative;



(b) any other proceeding; or
©) any appeal or application for review,
at law or in equity or before or by any Governmental Authority;

“Class A Special Shares” means the non-voting, convertible, redeemable Class A Special shares
in the capital stock of LDC Mergeco;

“Class A Special Number” has the meaning set forth in Section 2.2(7)(b);

“Class B Special Shares” means the non-voting, convertible, redeemable Class B Special shares
in the capital stock of LDC Mergeco;

“Class B Special Number” has the meaning set forth in Section 2.2(7)(a);
“Class S Shares” means the non-voting Class S shares in the capital stock of LDC Mergeco;

“Closing” means the delivery of all documents and instruments required to effect the completion
of the Amalgamation and of the other transactions and entering into of the documents and
agreements referred to herein, and “Close” shall have a corresponding meaning;

“Closing Date” means:
(a) the last Business Day of the month following the month in which the OEB issues
its approval of the Amalgamation pursuant to Section 4.3(1)(d), if such approval

is obtained during the final week of a month, and otherwise the last Business Day
of the month in which the OEB issues its approval of the Amalgamation; or

(b) such earlier or later date as may be agreed upon in writing by the Parties;

“Closing Financial Statements” means either of the Kenora Closing Financial Statements and
the Thunder Bay Closing Financial Statements;

“Closing Time” means the time of the Closing which shall be 10:00 am on the Closing Date or
such other time on the Closing Date as may be agreed to by the Parties;

“Closing Valuation” has the meaning set forth in Section 2.2(3);

“Commissioner of Competition” means the Commissioner of Competition appointed pursuant
to the Competition Act or a person designated or authorized pursuant to the Competition Act to
exercise the powers and perform the duties of the Commissioner of Competition;

“Common Shares” means the voting common shares in the capital stock of LDC Mergeco;

“Competition Act” means the Competition Act (Canada), as amended, and the regulations
thereunder;









Schedule 5.1(31)(c)

Kenora — Storage of Hazardous Substances

As of the date of this Agreement, KH’s hazardous waste storage facility contains 395 litres of
low level PCB liquids. KH’s 2016 annual report noted an amount in storage as at December 31,
2016 of 243 litres that was expected to be removed for destruction in 2017. This destruction did
not occur as it was not economical. All PCB material in storage is expected to be removed and
disposed of in 2018.



Schedule 5.1(32)

Kenora — Emplovee Plans

Group Benefits Plan for Class 11 Active Members of Power Workers Union CUPE Local
1000 (Hydro) underwritten by The Great-West Life Assurance Company

Group Benefits Plan for Class 12 Active Supervisors of Power Workers Union CUPE
Local 1000 (Hydro) underwritten by The Great-West Life Assurance Company

Group Benefits Plan for Class 13 Retired Members of Power Workers Union CUPE
Local 1000 (Hydro) and Supervisors of Hydro underwritten by The Great-West Life
Assurance Company

Resolution dated July 18, 2006 made by the Board of Directors of KH regarding
management holidays and time off in lieu of unused sick time.



Schedule 5.1(33)

Kenora — Emplovee Matters

Nil.



Schedule 5.1(38)

Kenora — Third Party Consents

Third Party Consent is required from Infrastructure Ontario.



Schedule 5.2(5)

TB Holdco — Options

NIL



Schedule 5.2(13)

TB Holdco — Unusual Transactions

NIL



Schedule 5.2(15)

TB Holdco — Litigation

Claim CV-1-549 initiated by 1140795 Ontario Inc. against TBH and TB Holdco. This claim is a
property damage liability claim relating to failure/repair of a transformer which allegedly caused
internal customer damage. This claim has been provided to TBH’s insurer, MEARIE.



Schedule 5.2(16)

TB Holdco — Non-Arm’s Length Transaction

Services Agreement dated as of June 30, 2006 between TBH and Thunder Bay Hydro Utility
Services Inc.

Services Agreement dated as of April 29, 2009 between TBH and Thunder Bay Hydro
Renewable Power Incorporated.

Agreement for Licensed Attachment dated effective as of March 31, 2011 between TBH and
Tbaytel.



Schedule 6.6

Accounts Receivable of Kenora Customers

The Parties agree that, after Closing, the arrangements described in Section 6.6(1) will cease, and
that LDC Mergeco will be responsible for all billing and collections with respect to all customers
of LDC Mergeco, including Kenora Customers.

Arrangements between Kenora and LDC Mergeco for Kenora to facilitate payments from
Kenora Customers and to provide other services after Closing shall be agreed upon prior to
Closing based on good faith negotiations between the Parties.
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