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SENT BY E-FILING & COURIER

Toronto, September 17, 2008

Ms. Kirsten Walli

Board Secretary

Ontario Energy Board (“OEB” or “Board”)
2300 Yonge Street, Suite 2700

PO Box 2319

Toronto, ON, M4P 1E4

Dear Ms. Walli:

RE: Acquisition of Shares in E.L.K. Energy Inc. by Town of Essex

We are counsel to the Town of Essex (“Essex”). Essex currently holds 38% of the issued and
outstanding common shares in E.L.K. Energy Inc. (“ELK”), a licensed electricity distributor
operating in southwestern Ontario (ED-2003-0015). The purpose of this letter is to request the
Board to make a determination as to the applicability of subsection 86(2) of the OEB Act to a
planned purchase by Essex of the remaining shares of ELK from ELK’s other two municipal
shareholders. Our view is that subsection 86(2) of the OEB Act does not apply to the proposed
transaction. However, in the event that the Board disagrees, we have attached a completed
MAAD application for the proposed transaction, and request that the Board grant leave pursuant
to subsection 86(6) of the OEB Act.

Proposed Transaction

As mentioned above, Essex holds 38% of the common shares of ELK. The other two
shareholders of ELK are the Town of Kingsville (“Kingsville”, a 38% shareholder) and the
Town of Lakeshore (“‘Lakeshore”, a 24% shareholder). Pursuant to the terms of a Share
Purchase Agreement entered into among Essex, Kingsville and Lakeshore (an executed copy of
which is attached to the application), Essex is purchasing all of the ELK common shares held by
Kingsville and Lakeshore. The share purchase transaction will make Essex the sole shareholder
of ELK (i.e., Essex’s shareholdings in ELK would increase from 38% to 100%).
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Requirement for Leave of the Board

Subsection 86(2) of the Ontario Energy Board Act, 1998 (as amended) (“OEB Act”) states that:

"No person, without first obtaining an order from the Board granting
leave, shall,

(a) acquire such number of voting securities of a ... distributor that
together with voting securities already held by such person ... will in the
aggregate exceed 20 percent of the voting securities of the ...
distributor..."

A close reading of subsection 86(2) of the OEB Act leaves it somewhat uncertain as to whether
it would apply to the situation at hand (i.e., to Essex increasing its shareholding in ELK from
38% to 100%). There are two possible interpretations of subsection 86(2) of the OEB Act, as
follows:

(1) “Threshold” Interpretation: This interpretation would see subsection 86(2) apply to
share purchase transactions wherein the proposed purchaser of shares starts with less than
20% of the shares of a distributor (pre-transaction) but ends up with the purchaser
owning more than 20% of the shares (post-transaction). In other words, the Threshold
Interpretation of subsection 86(2) would apply to share purchase transactions that put the
purchaser “over the threshold” of a 20% shareholding.

(2) “Major Shareholder” Interpretation: This interpretation would see subsection 86(2)
apply to any share purchase transaction covered by the Threshold Interpretation as well
as any transaction involving a shareholder that owns more than 20% of the shares of a
distributor (either pre- or post-transaction). In other words, not only would the Major
Shareholder Interpretation apply in the case of a person crossing the 20% shareholding
threshold, but it would also apply to that person (and any other major shareholder) every
time they further increased their shareholding (regardless of how small). This
interpretation would apply to any share acquisition by a major shareholder because their
initial shareholding is greater than 20%, so anything added to that will “in the aggregate”
be larger than 20%.

It is our submission that the Threshold Interpretation is the correct interpretation of subsection
86(2) of the OEB Act, for several reasons.

First, we are of the view that the plain wording of subsection 86(2) of the OEB Act emphasizes
that it is the summation of the person’s existing shares and the shares to be purchased that is key
to requiring leave of the Board (note the words “in the aggregate”). The Threshold Interpretation
is consistent with this, and the Major Shareholder Interpretation is not. The Major Shareholder
Interpretation makes the phrase “in the aggregate” in subsection 86(2) moot, since a major
shareholder will always start from a shareholding position of greater than 20%.
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Second, subsection 86(2) of the OEB Act provides the OEB with the authority to assess the
financial viability of any entity that is proposing to become a significant shareholder of a
distributor, before the share acquisition can proceed. This authority is consistent with the
Board’s responsibility to maintain a financially viable electricity industry (section 1 of OEB
Act). The Threshold Interpretation would scrutinize that significant shareholder only once — at
the time that the entity proposed to acquire a sufficient quantity of shares to make that entity a
significant shareholder. The Major Shareholder Interpretation would also apply to these
threshold-crossing transactions, but would go one step further and apply to any share acquisition
by a shareholder holding 20% of a distributor’s shares. Thus, the Major Shareholder
Interpretation would result in subsection 86(2) of the OEB Act applying every time a significant
shareholder purchased more shares. For example, if Essex were proposing to increase its
shareholdings from 38% to 39%, a MAAD application would be required if subsection 86(2)
were interpreted in accordance with the Major Shareholder Interpretation. To take it one step
further, if Essex had an arrangement to buy out Kingsville and Lakeshore over a multi-year
period on a stepped basis (e.g., acquiring 10% of ELK’s shares annually until Essex owned all
the shares in ELK), then a MAAD application would be required for each annual 10%
acquisition. The Major Shareholder Interpretation, then, can lead to an absurd and inefficient
result.

Finally, there is no good rationale for requiring the additional transactions that would be caught
under the Major Shareholder Interpretation to be subject to Board approval. The financial
viability of owners of utilities are already scrutinized through the Board’s existing licensing,
rate-making, order-making and other general regulatory provisions applicable to distributors
under the OEB Act. These provisions provide constant oversight of the financial viability of
utilities (which is to a certain extent influenced by the financial viability of their significant
shareholders). By contrast, subsection 86(2) could not have been intended to be the regulatory
mechanism to permit the Board continuing oversight of a distributor’s major shareholders
because the trigger for that oversight (a share acquisition) is sporadic at best (and in many cases
non-existent). For example, consider a distributor with a single shareholder, and that shareholder
suddenly experiences a significant financial crisis that has the potential to adversely impact the
distributor. It is not by way of subsection 86(2) that the Board would seek to deal with the
situation (because subsection 86(2) of the OEB Act would not apply). Instead, the Board would
utilize their licensing and order-making powers under the OEB Act to intervene in the crisis and
fulfill the Board’s mandate under the OEB Act. Thus, the Major Shareholder Interpretation is
not justifiable on the basis that continuing scrutiny of major shareholders is needed via
subsection 86(2). That continued ability to scrutinize shareholders is found in a more robust and
consistent form elsewhere in the OEB Act.

Determination/Relief Sought

We have had preliminary discussions with Board Counsel about the alternative interpretations of
subsection 86(2) of the OEB Act, and we understand from Board Counsel that the Board has not
yet had a chance to make a determination about the applicability of subsection 86(2) in a
situation similar to Essex’s purchase of Kingsville’s and Lakeshore’s shares. As a result, we are
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submitting this letter with our submissions on the applicability of subsection 86(2), together with
a completed MAAD application should the Board determine that subsection 86(2) applies in this
circumstance.

We are therefore requesting, based on our submissions above, that the Board determine as a
threshold issue whether subsection 86(2) of the OEB Act applies to the transaction among Essex,
Kingsville and Lakeshore. For reasons set out above, we are of the view that subsection 86(2) of
the OEB Act does not apply to the transaction. If the Board determines that subsection 86(2) of
the OEB Act does apply to the proposed transaction, then we request that the Board grant leave
pursuant to subsection 86(6) of the OEB Act.

Timing of Determination

As the Board is aware, share purchase transactions such as the one contemplated by Essex,
Kingsville and Lakeshore are currently transfer tax exempt by virtue of Ontario Regulation
124/99, provided certain conditions are met. One of these conditions is that if OEB approval is
required in order to transfer the shares, an application for approval of the transfer must be made
to the OEB before October 17, 2008. The availability of the transfer tax exemption is of critical
importance to the parties to this transaction. As a result, we would appreciate the Board’s
decision as soon as possible on the question of whether an application is required, but in order to
ensure that the parties have complied with the timing conditions of Ontario Regulation 124/99,
we also request that the Board acknowledge receipt and completeness of the MAAD application
and assign it a Board file number forthwith.

If you require any addition information with respect to the application, please contact the writer
directly.

Yo

Richard J.
RIK/mej

c.C. W. Miller (CAQ, Town of Essex)
M. Audet (CEO, ELK)
J. Renick (Counsel to Kingsville and Lakeshore)
J. Sidlofsky (BLG, Counsel to Kingsville and Lakeshore)
A. Pritchard (Ogilvy Renault LLP)



Ontario Energy Board

Preliminary Filing Requirements
For Applications under Section 86
Of the Ontario Energy Board Act, 1998

INSTRUCTIONS:

All applicants must complete and file the information requested in Part I. If the transaction would result in a change in
control of any of the parties to the proposed transaction, the applicant must also complete and file the information
requested in Part Il.

The Ontario Energy Board (the "Board") has established this form under section 13 of the Ontario Energy Board Ac!,
1998 (the "Act”) and requires that a proceeding under section B6 of the Act be commenced by flling this form. Please
note that the Board may require information that is additional or supplementary to the information filed in this form and
that the filing of the form does not preclude the applicant from filing additional or supplementary information.

For applications involving asset sales between licensed distributors or transmitters as made under section 86(1)(b) of
the Act, the “Preliminary Filing Requirements for Applications Under Section 86(1)(b} of the Ontario Energy Board
Act, 1998" form is required. For all other transactions made under section 86(1)(b), including leasing arrangements,
this form should be used. If the transaction involves a leasing arrangement, the applicant must also compiete and file
the information requested in Part lll. For transactions involving a non-licensed entity, please contact Market
Operations at market.operations@oeb.gov.on ca for further guidance.

Persons giving a Notice of Proposal under sections 80 or 81 of the Act in addition to filing an application under section
B6 of the Act must also complete the “Preliminary Filing Requirements for a Notice of Proposal Under Sections 80
and 81 of the Ontario Energy Board Act, 1998 form in addition to this form.

Please be advised that depending on the nature of the proposed transaction, the parties to the proposed transaction
may be required to apply for the cancellation of an existing licence, an amendment to an existing licence, the
issuance of a new licence or any combination thereof. Such applications are to be made under separate cover as
those types of applications are subject to a separate process. Parties may apply for the cancellation of an existing
licence, an amendment to an existing licence, the issuance of a new licence or any combination thereof at the same
time the parties apply for approval of the proposed transaction.

PART I: GENERAL MINIMUM FILING REQUIREMENTS
All applicants must complete and file the information requested in this Part.

1.1 Nature of the application

Check

1.1.1 | Please indicate the nature of the application: Box

For leave for a transmitter or distributor to sell, lease or otherwise dispose of all or
substantially all of its transmission or distribution system (s. 86(1)(a)).

For leave for a transmitter or distributor to sell, lease or otherwise dispose of that part of
its transmission or distribution system that is necessary in serving the public (s.B6(1)(b)).

For leave to amalgamate with any other corporation (s. 86(1)(c)).

For leave to acquire voting securities that will exceed 20% of a distributor or transmitter X
(s. B6(2)(a)).

For leave to acquire control of a company that holds more than 20% of the voting
securities of a transmitter or distributor (s. 86(2)(b)).




In conjunction with this application, will a notice of proposal be given to the Board under
Section 80 of the Act, concerning the intention of a transmitter or distributor (or its
affiliate) to acquire an interest in or construct a generation facility in Ontario or to
purchase shares in a generation facility in Ontario? If so, this application must be filed
together with a completed “Preliminary Filing Requirements for a Notice of Proposal
Under Sections 80 and 81 of the Ontario Energy Board Act, 1998".

NO

In conjunction with this application, will a notice of proposal be given to the Board under
Section 81 of the Act, concerning the intention of a generator (or its affiliate) to acquire an
interest in or construct a transmission or distribution facility in Ontario or to purchase
shares in a transmission or distribution facility in Ontario? If so, this application must be
filed together with a completed “Preliminary Filing Requirements for a Notice of Proposal
Under Sections 80 and 81 of the Ontario Energy Board Act, 1998".

NO

1.2

Identification of the Parties

1.21  Applicant

Name of Applicant

Town of Essex

File No: (Board Use Only)

Address of Head Office
33 Talbot Street
Essex, ON, N8M 1ASB

Telephone Number
1-519-776-7336
| ext. 20

Facsimile Number
1-519~-776-8811

E-mail Address
wmiller@essex.ca

Name of Individual to Contact

Mr. Wayne Miller

Telephone Number

Facsimile Number

E-mail Address




1.2.2

Other Partias to the Transaction

If more than one attach list

E.L.K. Energy Inc.

Name of Other Party Board Use Only

Address of Head Office Telephone Number
172 Forest Avenue 1-519-776-5291
Essex, ON,N8M 3E4 : : :

Facsimile Number
1-519-776~-5640

E-mail Address

Mame of individual to Contact Tele

Michael Audet Facsimile Number

(Chief Executive Officer)

E-mail Address

1.23

Please attach a list of the officers, directors and shareholders of each of the parties to the proposed
transaction.

1.24

Please attach a corporate chart describing the relationship between each of the parties to the
proposed transaction and each of their respective affiliates.

1.3 Description of the Businesses of the Each of the Parties
Please attach a description of the business of each of the parties to the proposed transaction,
1.3.1 | including each of their affiliates engaged in, or providing goods or services to anyone engaged in,
the generation, transmission, distribution or retailing of electricity (“Electricity Sector Affiliates”).
1.3.2 Please attach a description of the geographic territory served by each of the parties to the
e proposed transaction, including each of their Electricity Sector Affiliates, if applicable.
133 Please attach a description of the customers, including the number of customers in each class,
" served by each of the parties to the proposed transaction.
134 Please provide a description of the proposed geographic service area of each of the parties after

completion of the proposed transaction.




14

Description of the Proposed Transaction

1.4.1

Please attach a detailed description of the proposed transaction.

14.2

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

1.4.3

Please attach the financial statements (including balance sheet, income statement, and sources
and uses of funds) of the parties to the proposed transaction for 2 complete years prior to the
proposed transaction.

144

Please attach the pro forma financial statements of each of the parties reflecting completion of the
proposed transaction for the first full year following the year of the transaction.

1.5

Other Information

1.51

Please provide copies of all annual reports, proxy circulars, prospectuses or other information filed
with securities commissions or similar authorities or sent to shareholders for each of the parties to
the proposed transaction and their affiliates within the past 2 years.

152

Please list all legal documents (including those currently in draft form if not yet executed) to be used
to implement the proposed transaction.

1.5.3

Please list all Board issued licences held by the parties and confirm that the parties will be in
compliance with all licence, code and rule requirements both before and after the proposed
transaction. If any of the parties will not be in compliance with all applicable licences, codes and
rules after completion of the proposed transaction, please explain the reasons for such non-
compliance. (Note: any application for an exemption from a provision of a rule or code is subject to
a separate application process.)

1.5.4

Please explain 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. If

yes, please complete Part Il.

PARTII:

ADDITIONAL FILING REQUIREMENTS FOR CHANGE IN CONTROL

If the proposed transaction would result in a change in control of any of the parties to the proposed transaction, this
Part must be completed.

21 Consumer Protection
Please indicate the impact the proposed transaction will have on consumers with respect to prices E
211 o > - .
and the adequacy, reliability and quality of electricity service.
Please describe the steps, including details of any capital expenditure plans that will be taken to
2.1.2 | ensure that operational safety and system integrity are maintained after completion of the proposed
transaction.
213 Please provide details, including any capital expenditure plans, of how quality and reliability of

service will be maintained after completion of the proposed transaction. Indicate where service

centres will be located and expected response times.




Please indicate whether the parties to the proposed transaction intend to undertake a rate 0
harmonization process after the proposed transaction is completed. If yes, please provide a
description of the pian.

Please identify all incremental costs that the parties to the proposed transaction expect to Incur.
These may include incremental transaction costs, (i.e., legal), incremental merged costs (i.e.,
employee severances) and incremental ongoing costs (i.e., purchase and maintenance of new IT
systems). Please explain how the new utility plans to finance these costs.

Please describe the changes, If any, in distribution or transmission rate levels (as applicable) and
the impact on the total bill that may result from the proposed transaction.

Please provide details of the costs and benefits of the proposed transaction to the customers of the
parties to the proposed transaction.

2.2

Economic Efficiency

221

Please indicate the impact the proposed transaction will have on economic efficiency and cost
effectiveness (in the distribution or transmission of electricity). Details on the impacts of the
proposed transaction on economic efficiency and cost effectiveness shouid include, but are not
limited to, impacts on administration support functions such as IT, accounting, and customer
service.

2.3

Financial Viability

231

Please provide a valuation of any assets or shares that will be transferred in the proposed
transaction. Provide details on how this value was determined, including any assumptions made
about future rate levels.

If the price paid as part of the proposed transaction is significantly more than the book value of the
assets of the selling utility, please provide details as to why this price will not have an adverse affect
on the economic viability of the acguiring utility.

Please provide details of the financing of the proposed transaction.

234

Please outline the capital (debt /equity) structure, on an actual basis, of the parties to the proposed
transaction prior to the transaction and on a pro forma basis after completion of the proposed
transaction. In order to allow the Board to assess any potential impacts on the utility's financi
viability, please include the terms associated with the debt structure of the utility as well as the utility's
dividend policy after the completion of the proposed transaction. Please ensure that any debt
covenants associated with the debt issue are also disclosed.

235

Please provide details of any potential liabilities associated with the proposed transaction in relation
to public health and safety matters or environmental matters. These may be matters that have been
identified in the audited financial statements or they may be matters that the parties have become
aware of since the release of the most recently audited financial statements. If there are any pre-
existing potential liabilities regarding public health and safety matters or environmental matters for
any party to the proposed transaction, provide details on how the parties propose to deal with those
potential liabilities after the transaction is completed. Specify who will have on-going liability for the
pre-existing potential liabilities.




24

Other

2.4.1

if the proposed transaction requires the approval of a parent company, municipal council or any
other entity please provide a copy of appropriate resolutions indicating that all such parties have
approved the proposed transaction.

24.2

Please list all suits, actions, investigations, inquiries or proceedings by any government body, or
other legal or administrative proceeding, except proceedings before the Board, that have been
instituted or threatened against each of the parties to the proposed transaction or any of their
respective affiliates.

243

Regarding net metering thresholds, the Board will, absent exceptional circumstances, add together
the kW threshold amounts allocated to the individual utiiities and assign the sum to the new or
remaining utility. Please indicate the current net metering thresholds of the utilties involved in the
proposed transaction. Please also indicate if there are any special circumstances that may warrant
the Board using a different methodology to determine the net metering threshold for the new or
remaining utility.

244

Please provide the Board with any other information that is relevant to the application. When
providing this additional information, please have due regard to the Board's objectives in relation to
electricity.

PART III: ADDITIONAL FILING REQUIREMENTS REGARDING LEASE TRANSACTIONS

If the proposed transaction involves a leasing arrangement, this Part must be completed.

3.1

In addition to the information provided in section 1.3.4, please identify separately any assets in the
service area that are owned, from those assets that are encumbered by any means, e.g., subject to
a lease or debt covenant.

How to Contact the Ontario Energy Board

The Ontario Energy Board is located at:

P.O. Box 2319
2300 Yonge Street, Suite 2701
Toronto, Ontario

M4pP _1E4

Telephone: 416-481-1967

Toll Free Number: 1-888-632-6273

Fax: 416-440-7656

Website: http://www.oeb.gov.on.ca

Board Secretary’'s e-mail address: boardsec@oeb.qgov.on.ca




PART I (continued)
GENERAL MINIMUM FILING REQUIREMENTS

1.2 IDENTIFICATION OF THE PARTIES
1.2.3 List of Officers, Directors and Shareheolders of Parties

Town of Essex:

Ron McDermott Mayor

Richard Meloche Deputy Mayor

Morley Bowman Councillor

Randy Voakes Councillor

Paul Innes Councillor

Ron Rogers Councillor

Peter Timmins Councillor

Wayne Miller Chief Administrative Officer

Donna Hunter Director, Finance & Administration/Treasurer

Cheryl Bondy Clerk/Deputy-Treasurer
E.L.K. Energy Inc.:

Tom Bain Director

Katherine Gunning Director

Raymond Lalonde Director

Ron McDermott Director

Peter Timmins Director

Nelson Santos Director

Peter Timmins Chair

Katherine Gunning Vice-Chair

Michael Audet Chief Executive Officer

Sandra Slater Director, Finance & Regulatory Affairs

Norman MacAulay Operations Manager

* As noted in the Preliminary Note to section 1.3 (see later herein), this Application Form
is better suited to mergers/amalgamations than share purchase transactions and as a
result, we have taken a practical approach to the completion of this Form by providing
the Board with information primarily on the utility (E.L.K. Energy Inc.) and the Town of
Essex (the sole shareholder post-transaction). Basic information about the Town of
Kingsville and the Town of Lakeshore is provided at Tab A to this Application.

DOCSTOR: 1526251 2A



1.2.4 Corporate Chart

~. Town of
~ Kingsyille.

ELK
| Solutions Inc.

Shareholdings in E.L.K. Energy Inc.:
Town of Essex 3,800 Common Shares

Town of Lakeshore 2,400 Common Shares
Town of Kingsville 3,800 Common Shares

Shareholdings in E.L.K. Solutions Inc.:
E.L.K. Energy Inc. 10,000 Class A Common Shares
Town of Essex 3,800 Class B Common Shares
Town of Lakeshore 2,400 Class B Common Shares
Town of Kingsville 3,800 Class B Common Shares



1.3  DESCRIPTION OF THE BUSINESS OF EACH OF THE PARTIES

Preliminary Note: The MAAD form for section 86 applications does not work
particularly well for share purchase transactions covered by subsection 86(2) of the
Ontario Energy Board Act, 1998. Many items in the form request information about
“parties to the proposed transaction”. For example, section 1.3.2 of the MAAD form
requests a description of “the geographic territory served by each of the parties to the
proposed transaction”. In the case of a share purchase transaction, the utility will not be a
party to the transaction. The proposed transaction that is the subject of this application,
for instance, will be a transaction (effected by a share purchase agreement) among three
municipal governments. These municipal governments do not have service areas
(sections 1.3.2) or electricity customers (1.3.3). Providing information solely about the
parties to the transaction would omit any information about the utility. Consequently, we
have approached the information requirements in the MAAD form on a practical basis,
and focused on providing the Board with information about the utility (E.L.K. Energy
Inc.) and the shareholder that is increasing its existing shareholdings (Town of Essex).

1.3.1 Description of Business

E.L.K. Energy Inc. (“ELK?”) is an existing electricity distributor in southwestern Ontario,
formed in 2000 as the successor utility of the Hydro-Electric Commission for the Town
of Essex, Lakeshore Hydro Electric Commission, and Kingsville Hydro-Electric
Commission.

ELK is licensed by the Ontario Energy Board (“OEB”)(ED-2003-0015). ELK’s existing
shareholders (and the percentage of shares held in ELK) are as follows:

Town of Essex 38%
Town of Kingsville 38%
Town of Lakeshore 24%

E.L.K. Solutions Inc. (“Solutions”) is an affiliate of ELK, and carries on the business of
hot water tank rentals, street lighting maintenance, and sentinel light rentals.

1.3.2 Description of Service Area

Schedule 1 of ELK’s Electricity Distribution Licence (ED-2003-0015) specifies the area
in which ELK is authorized to distribute and sell electricity, as follows:

1. The Town of Belle River as of December 31, 1997, now part of the Town
of Lakeshore.

2. The Police Village of Comber as of December 31, 1998, now part of the
Town of Lakeshore.

3. The Village of Cottam as of December 31, 1998, now part of the Town of
Kingsville.

4. The Town of Essex as of December 31, 1998.

The Town of Harrow as of December 31, 1998, now part of the Town of

Essex.

w



6. The Town of Kingsville as of December 31, 1998.

7. Plan 12R-311, Parts 1 through 6. Specifically in the Town of Essex
(formerly Township of Colchester North), in the County of Essex, being
part of Lots 17 and 18, Concession 13.

8. Pt Lt 283 Con Ntr Maidstone; Pt Lt 283 Con Ntr including Blocks 36 to
39 Maidstone (Essex) Pt 1, 2R5880 Except Pt 1, 12R6417, Pt1, 12R8554,
Ptl, 12R10473 and Pt 1 and 2, 12R16870, Lakeshore.

9. PtLt 12 Con Gore or 2™ Range Colchester Pt 1, 12R15021 & Pt2, 12
R16478; Essex.

Solutions provides unregulated services inside and outside ELK’s service area.

1.3.3 Customer Description

ELK’s customer base is comprised of the following customer rate classes:

\ Customer Class Number of Customers

Residential 9539

General Service < 50 Kw 1071

General Service 50 to 4,999 kW 108

General Service 50 to 4,999 kW Time of Use 1
Unmetered Scattered Load n/a

Sentinel Lighting n/a

Street Lighting 6

Residential Class: This classification refers to a service which is less than 50 kW
supplied to a single family dwelling unit that is for domestic or household purposes,
including seasonal occupancy. At ELK’s discretion, residential rates may be applied to
apartment buildings with 6 or less units by simple application of the residential rate or by
blocking the residential rate by the number of units.

General Service Less < 50 kW Class: This classification refers to premises other than
those designated as residential and do not exceed 50 kW in any month of the year. This
includes multi-unit residential establishments such as apartment buildings supplied
through one service (bulk-metered).

General Service 50 to 4,999 kW Class: This classification refers to a non-residential
account whose average monthly maximum demand used for billing purposes is equal to
or greater than, or is forecast to be equal to or greater than, 50 kW but less than 5,000
kWw.

General Service 50 to 4,999 kW Time of Use Class: This classification refers to a non-
residential account whose average monthly maximum demand used for billing purposes
is equal to or greater than, or is forecast to be equal to or greater than, S0 kW but less
than 5,000 kW and that is currently classified as Time of Use.

Unmetered Scattered Load: This classification applies to an account whose average
monthly maximum demand is less than, or is forecast to be less than, 50 kW and the



consumption is unmetered. Such connections include cable TV power packs, bus
shelters, telephone booths, traffic lights, railway crossings, etc. The level of the
consumption will be agreed to by the distributor and the customer, based on detailed
manufacturer information/documentation with regard to electrical consumption of the
unmetered load or periodic monitoring of actual consumption. ELK is not in the practice
of connecting unmetered scattered load services.

Sentinel Lighting: This classification refers to accounts that are an unmetered lighting
load supplied to a sentinel light. ELK is not in the practice of connecting new unmetered
scattered load services.

Street Lighting: This classification refers to electricity supplied to street lighting
equipment owned by and operated for a municipal corporation. The consumption for
these customers will be based on the calculated load times the required lighting times
established in the approved OEB street lighting load shape template.

1.3.4 Post-Transaction Description of Service Area

There will be no change in ELK’s service area as a result of the transaction.



1.4 DESCRIPTION OF THE PROPOSED TRANSACTION
1.4.1 Detailed Description of Proposed Transaction

The proposed transaction will involve the Town of Essex (which currently holds 38% of
the issued and outstanding shares of ELK) acquiring all of the remaining shares of ELK
(currently held by the Town of Kingsville and Town of Lakeshore). The proposed
transaction will be effected by way of a Share Purchase Agreement (an executed copy of
which is attached at Tab F).

1.4.2 Details of Consideration

On closing of the transaction, the Town of Essex will pay $12,773,240 to ELK’s other
shareholders, as follows:

e To Town of Kingsville, $7,828,760.70 for:
o $1,482,000 to purchase the Town of Kingsville’s shareholder loan to ELK
o $6,346,560.70 for the Town of Kingsville’s shares in ELK
o $200 for the Town of Kingsville’s shares in Solutions

e To Town of Lakeshore, $4,944,479.30 for:
o $936,000 to purchase the Town of Lakeshore’s shareholder loan to ELK
o $4,008,279.30 for the Town of Lakeshore’s shares in ELK
o $200 for the Town of Lakeshore’s shares in Solutions

1.4.3 Financial Statements

Please find attached: (a) the financial statements for the Town of Essex for the calendar
years 2006 and 2007 (Tab B); and (b) the financial statements for ELK for the calendar
years 2006 and 2007 (Tab C).

1.4.4 Pro Forma Financial Statements
Please find attached: (a) the pro forma financial statements for the Town of Essex for

2009 (the first full year following the year of the transaction)(Tab D); and (b) the pro
forma financial statements for ELK for 2009 (Tab E).



1.5 OTHER INFORMATION

1.5.1 Annual Reports, etc.

There are no annual reports, proxy circulars, prospectuses or other information filed with
securities commissions or similar authorities or sent to shareholders in the past two years.

1.5.2 Legal Documentation

The transaction will be implemented by way of a Share Purchase Agreement (see Tab F).

1.5.3 Licence

ELK is the holder of Electricity Distribution Licence ED-2005-0015 (valid until March
31, 2023). ELK is in compliance with its Licence, and will continue to be in compliance
after the transaction. The transaction has no bearing on the Licence.

1.5.4 Change of Control

The distribution system assets will continue to be owned by ELK. However, given the
shares being transferred, there will be a change in control of ELK (the corporate entity).
The Town of Essex will move from being a 38% shareholder to being ELK’s sole
shareholder.



PART II
ADDITIONAL FILING REQUIREMENTS FOR CHANGE IN CONTROL

2.1 CONSUMER PROTECTION

2.1.1 Impact on Consumers

The proposed transaction will have no impact on electricity pricing, or the adequacy,
reliability and quality of electricity service.

2.1.2 Capital Expenditure Plans

ELK’s existing and planned capital expenditures will be unaffected by the transaction.
Attached at Tab H are the capital expenditure plans of ELK, drafted prior to
contemplation of the proposed transaction. Capital expenditures associated with smart

meters will be paid out of funds from an already arranged line of credit from TD Bank.
Other capital expenditures will be paid for out of retained earnings.

2.1.2 Operational Safety and System Integrity

2.1.3 Quality and Reliability of Service

The proposed transaction will not change ELK’s operational safety and system integrity,
or the quality and reliability of electric service provided by ELK.

2.1.4 Rate Harmonization

This is not a merger or amalgamation. Hence, the issue of rate harmonization does not

arise. There is currently only one set of customer classes (and corresponding rates) for
the ELK service area.

2.1.5 Incremental Costs to Parties

This is not a merger or amalgamation, so there are no incremental merged costs (one-time
or ongoing). The utility (i.e., ELK) will bear no legal costs since this is a transaction
among the three municipal shareholders.

2.1.6 Changes in Rates

This transaction will have no impact on ELK’s distribution rates.



2.1.7 Costs and Benefits to Customers

There are no costs or benefits to the customers associated with a change in the Town of
Essex’s shareholding.



2.2 ECONOMIC EFFICIENCY
2.2.1 Impact on Economic Efficiency and Cost Effectiveness
This transaction will be neutral in terms of economic efficiency and cost effectiveness, as

the share transfer will not in and of itself result in any changes to the day-to-day
operations of ELK.



2.3 FINANCIAL VIABILITY
2.3.1 Valuation of Shares

This transaction among ELK’s three shareholders is the implementation of a pre-arranged
agreement. The existing Shareholders Agreement among the Town of Essex, Town of
Kingsville, and Town of Lakeshore provides a right of first refusal (“ROFR”) to any of
the shareholders to match any third party offer for ELK’s shares. In early July 2008, in
response to a request for proposal issued by the Towns of Lakeshore and Kingsville,
another Ontario distribution company offered to purchase the shares of ELK held by the
Town of Kingsville and the Town of Lakeshore for $12,773, 240. This offer triggered
the Town of Essex’s ROFR under the Shareholders Agreement, which the Town of Essex
elected to exercise.

Because this transaction is based on the exercise of a ROFR, the Town of Essex’s offer
for the remaining shares in ELK was established by an arms-length third party offer to
acquire ELK’s shares. No assumptions were made in the valuation about future rate
levels.

2.3.2 Impact on Economic Viability of Acquiring Utility

This transaction does not involve an “acquiring utility” purchasing the assets of a “selling
utility”. Thus, this section is not applicable.

2.3.3 Financing of Proposed Transaction

At the closing of the transaction, the Town of Essex will make payments to the Town of
Kingsville and Town of Lakeshore totalling $12,773,240 (in amounts shown in section
1.4.2). It is the Town of Essex’s plan, immediately after closing, to request ELK to pay a
dividend to the Town of Essex in the amount of $10.6 million. Should ELK’s Board of
Directors resolve to declare the dividend, then immediately after closing ELK will secure
bank financing to cover both the dividend amount and future smart meter capital
expenditures. Arrangements for this financing have been made with the TD Bank.

2.3.4 Debt/Equity Structure

Prior to closing, ELK’s capital structure is 40/60 (debt/equity). After the bank financing
outlined in section 2.3.3 above is complete, ELK’s capital structure will be 78/22 in the
first year following the transaction. By the third year following the transaction, the
debt/equity ratio will be 75/25.

The alteration in ELK’s capital structure will not impact the financial viability of ELK.
Capital expenditures will continue as planned. The significant capital expenditure
associated with smart meters will be financed on the same terms as the original bank loan
taken out at the time of closing (i.e., the cost of borrowing in the future will not have
increased as a result of ELK’s shift in capital structure). The other capital expenditures
will be paid for out of retained earnings.



The Town always has the ability to do two things if it became prudent to reduce the debt
level of ELK. First, the Town of Essex shareholder loan (currently at $3.9 million) will
be formally postponed to the TD Bank financing. For all intents and purposes the
shareholder loan will be treated as equity, and if at any time it becomes necessary to do
so, the Town could simply convert all or a part of the shareholder loan to equity.

If the entire shareholder loan were treated as equity, the post-transaction debt/equity ratio
would be 54/46.

With respect to debt covenants, attached to this application at Tab I is the proposed form
of Credit Agreement that Essex will request ELK to enter into after closing.

In terms of a dividend plan/policy, post-transaction, there is no formal written plan/policy
in place. However, as can be seen from the minutes of the Special Meeting of Essex’s
Council (attached hereto at Tab J) wherein Essex approved the purchase of the remainder
of ELK’s shares, the Town’s intent is to forego the payment of a dividend from ELK to
Essex in the short to medium term to allow ELK to reduce its overall borrowings.

2.3.5 Potential Health and Safety/Environmental Liabilities

No health and safety or environmental liabilities are being explicitly transferred under the
Share Purchase Agreement. Such liabilities would in the normal course not be borne by
any shareholder but rather by the utility (i.e., ELK). As a result, there are no potential
liabilities being transferred among shareholders.



24 OTHER

2.4.1 Approval

This transaction will require the approval of the three municipal councils (i.e., Town of
Essex, Town of Lakeshore, and Town of Kingsville). Attached at Tab J is the municipal
resolution of the Town of Essex, and the two by-laws of the towns of Lakeshore and
Kingsville, respectively.

2.4.2 Lawsuits, Investigations, Etc.

There are no suits, actions, investigations, inquiries or proceedings by any governmental
body, or other legal or administrative proceedings that may have been instituted or
threatened against ELK, Solutions or the Town of Essex.

2.4.3 Net Metering Thresholds

This is not a merger or amalgamation. This section is not applicable.

244 Any Other Relevant Information

There is no other relevant information other than what has been provided.



Tab A



GENERAL INFORMATION ABOUT KINGSVILLE AND LAKESHORE

The Corporation of the Town of Kingsville

Address of the Head Office:
2021 Division Road North
Kingsville, ON, N9Y 2Y9

Telephone Number:
1-519-733-2305

Facsimile Number:
1-519-733-8108

Name of Individual to Contact:
Dan DiGiovanni (Chief Administrative
Officer)

Telephonc Number:
1-519-733-2305 ext. 222

Email Address:
ddigiovanni@kingsville.ca

List of Directors and Officers:

Nelson Santos Mayor

Katherine Gunning Deputy Mayor

Christopher Lewis Councillor

Gord Queen Councillor

Bob Peterson Councillor

Brad Stevenson Councillor

Tamara Stomp Councillor

Dan DiGiovanni C.A.0.

Sandra Ingratta Director, Financial Services
Linda Burling Clerk

The Corporation of the Town of Lakeshore

Address of the Head Office
419 Notre Dame Street
Belle River, ON, NOR 1 A0

Telephone Number:
1-519-728-2700

Facsimile Number:
1-519-728-9530

Name of Individual to Contact:
A. Ruth Coursey (Chief Administrative
Officer)

Telephone Number:
1-519-728-2700 ext. 243

Email Address:
rcoursey(@lakeshore.ca

List of Directors and Officers:

Tom Bain Mayor

Bob Sylvester Deputy Mayor
Francis Kennette Councillor

Al Fazio Councillor
Charles W. McLean Councillor
Raymond Lalonde Councillor
Dan Diemer Councillor
Paddy Byme Councillor

A. Ruth Coursey C.A.O.

Sylvia Rammelaere Director, Financial Services
Mary Masse Clerk

DOCSTOR: 1536876\1
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The Corporation of the Town of
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The Corporation of the Town of Essex

Financial Statements
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Auditors' Report

To the Members of Council, Inhabitants and Ratepayers
of The Corporation of the Town of Essex

We have audited the consolidated statement of financial position of The Corporation of the Town of
Essex as at December 31, 2008 and the consolidated statements of financial activities and cash
flows for the year then ended. These financial statements are the responsibility of the Municipality's

management. Our responsibility is to express an opinion on these financial statements based on
our audit.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of The Corporation of the Town of Essex as at December 31, 2006 and the results

of its financlal activities and changes in cash flows for the year then ended in accordance with
Canadian generally accepted accounting principles.

Bl) 0 bw\\«miﬂ L/LP

Chartered Accountants, Licensed Public Accountants

Essex, Ontario
May 30, 2007

800 Ounwoady Lip I8 A Limited Liabliity Partnership registered in Ontaric 2



The Corporation of the Town of Essex
Consolidated Statement of Financial Position

Dacember 31

2006

2005

Assets

Cash and short term investments

$ 11,593,670 $ 8,812952

Taxes receivable 2,671,648 2,616,605
Accounts receivable 2,649,222 2,525,936
Investment in E.L.K. Energy Inc. (Note 2) 6,592,998 6,534,522
Investment in Union Water Supply System (Note 5) 989,628 250,872
Other assets 438,102 348,536

$.24,935268 $ 21089423

N I —

Liabilities and Municipal Position

Liabilitles
Bank indebtedness $ 2,402,574 1,968,917
Accounts payable and accrued liabilities 2,628,677 3,662,263
Other current liabilities 51,642 86,021
Accrued interast payable on long-term debt 170,585 117,787
Employee future benefits (Note 8) 2,750,914 2,442,401
Deferred revenue - development charges (Note 12) 800,760 739,981
Net long-term debt (Note 3) 23,454.175 24,140,986
32,257,327 33,058,336
Municipal position
Operating fund (See schedule - page 16) 195,021 253,243

Equity in E.L.K. Energy Inc. (See schedule - page 16) 7,580,998 7,275,522

Capital fund (See schedule - page 17)
Reserves (See schedule - page 18)
Reserve funds (See schedule - page 18)

Fund balances
Amounts to be recovered in future years (Note 4)
Total municipal position

Contingencies and commitments (Note 10)

(1,294,104) (2,186,689)
1,000,000 1,000,000
11,563,186 8,380,764

19,045,101 14,722,840

(26,367,160)  (26,691,753)

(7,322,069)  (11.968,913)

$ 24935268 3 21089423

The accompanying summary of significant accounting policies and notes are an integral part of these financial stntehents.



The Corporation of the Town of Essex

Consolidated Statement of Financial Activities

For the year ended December 31 2008 2006 2005
Budget Actual Actual
Revenue
Taxation $ 11,577,272 $ 11,592,538 $ 11,235,860
Sewer and water charges 4,992,292 5,503,611 4,568,649
Grants 2,836,042 3,773,204 2,433,676
User charges 2,380,892 2,278,865 2,312,337
Landfill compensation 1,128,780 1,709,291 1,088,476
Other 368,820 1,675,911 1,615,503
Interest and penalties 497,553 1,034,322 717,193
Share of undistributed income - E.L.K. Energy Inc. - 305,476 438,888
Development contributions 589,728 274,876 561,859
Commuted payments 83,034 83,827 123,072
24,454,393 28,229,921 25,095,513
Expenditures
Operating (Note 6)
General government 1,962,900 1,960,539 1,711,634
Protection to persons and property 5,297,950 5,434,549 4,901,038
Transportation services 2,271,784 1,889,948 2,174,538
Environmental services 4,548,556 4,643,970 4,115,430
Health services 237,165 218,180 195,710
Recreation and cultural services 2,567,068 2,573,510 2,471,583
Planning and development 283,885 274,617 270,373
17,167,298 16,895,313 15,840,306
Capital
General government 130,250 217,682 300,518
Protection to persons and property 268,975 395,855 609,656
Transportation services 2,296,771 3,462,639 1,452,335
Environmental services 3,403,292 2,444,140 7,008,003
Heaith services 24,400 40,691 50,496
Recreational and cultural services 298,090 418,829 782,904
Planning and development 57,000 110,937 190,310
8,478,778 7,090,773 10,394,222
Total expenditures 23,646,076 23,986,086 268,234,528
Net revenues (expenditures) for the year 808,317 4,243,835 (1,139,015)
Increase (decrease) in amounts to he recovered in future years:
New deabt issued 1,891,470 2,016,485 5,750,553
Debt principal repayments (2,614,129) (2,300,287) (2,094,250)
Employee benefits and accrued interest - 362,218 206,524
(722,659) 78,426 3,862,827
Change in fund balance 85,658 4,322,261 2,723,812
Fund balance, beginning of the year 14,722,840 14,722,840 11,999,028

Fund balance, end of year

$ 14,808498 $ 13,045101 3 14,722 840

The accompanying summary of significant eccounting policies and notes are an integrai part of these financlal statements.
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The Corporation of the Town of Essex
Consolidated Statement of Cash Flows

For the year ended December 31 2008

2005

Cash provided by (used in)

Operating activities
Net revenues (expenditures) for the year
ltems not involving cash

$ 4,243,835 $ (1,139,015)

{ncrease in taxes raceivable {55,043) (318,642)
Increase in accounts receivable {123,286) (484,428)
Increase in other assets {89,566) {10,301)
Increase (decrease) in accounts payable and accrued liabilities (935,586) 410,627
Increase (decrease) in other current liabilities (34,379) 28,863
Increase (decrease) in accrued interest payable on long-term debt 52,818 {21,476)
Increase in employee future benefits 308,513 224,348
Increase (decreass) in deferred ravenue - development charges 80,779 (308,745)
3,428,085 (1,618,771)
Investing activities
Increase in investment in E.L.K. Energy Inc. (58,476) (191,888)
Increase in equity in Union Water Supply System (738,756) (725,898)
{797,232) (917,786)
Financing activities
Long-term debt issued 2,016,495 5,750,553
Long-term debt repaid {2,300,287) (2,094,250)
{283,792) 3,656,303
Net change in cash and cash equivalents 2,347,061 1,119,746
Cash and cash equivalents, beginning of year 6,844,035 5,724 289

Cash and cash equlvalents, end of year

$ 9191096 $ 6844035

Cash and cash equivalents is comprised of:
Cash and short term investments
Bank indebtedness

$ 11,593,670 § 8,812,952
(2,402,574}  (1,968,917)

$ 9,191,096 3 6,844,035

‘The accompanying summary of significant accounting policies and notes are an integral part of thess financial statements.
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The Corporation of the Town of Essex
Summary of Significant Accounting Policies

December 31, 2006

Management responsibility The consolidated financial statements of The Corporation of the
Town of Essex are the representations of management. They
have been prepared in accordance with generally accepted
accounting principles established by the Public Sector
Accounting Board of the Canadian !nstitute of Chartered
Accountants as prescribed by the Ministry of Municipal Affairs
and Housing.

Use of estimates The preparation of financial statements in accordance with
Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and
expenditures during the reporting period. Actual results could
differ from managements best estimates as additional
information becomes available in the future.

Basis of consolidation (i) Consolidated Financial Statements

The consolidated statements reflect the operations, assets,
liabilities, revenues and expenditures of the revenue fund,
capital fund, reserves and reserve funds of all municipal
organizations, committees, and boards which are owned or
controlled by Council and The Essex Business Improvement
Area. All interfund assets and liabilities and revenues and
expenditures have been eliminated on consolidation.

(i) Other entities:

E.L.K. Energy Inc. is accounted for on the modified equity
basis, which represents the Town's proportionate share of
E.L.K's net assets at acquisition plus its share of undistributed
earnings. The basis is consistent with the generally accepted
accounting treatment of government business enterprises.

The Town's proportionate share in the Union Water Supply
System is accounted for on a proportionate equity basis,
consistent with the generally accepted accounting treatment for
government units.

(iii) Accounting for County and School Board Transactions

The municipality coliects taxation revenue on behalf of the
school boards and the County of Essex. The taxation, other
revenues, expenditures, assets and liabilities with respect to the
operations of the schoo! boards and the Corporation of the
County of Essex are not reflected in the municipal fund
balances of these financial statements.

o



December 31, 2008

The Corporation of the Town of Essex

Summary of Significant Accounting Policies

Basis of accaunting

Capital assets

Deferred revenue

Employee future benefits

Amounts to be recovered

(iv) Trust funds

Funds held in trust by the municipality, and their related
aperations are not consolidated.

Revenues and expenditures are reported on the accrual basis
of accounting. The accrual basis of accounting recognizes
revenues as they become available and measurable;
expenditures are recognized as they are incurred and
measurable as a result of receipt of goods or services and the
creation of a legal obligation to pay.

The consolidated statement of financial position reflacts all of
the financial assets and liabilities of the municipality. Financial
assets are those assets which could provide resources to
discharge existing liabilities or finance future operations.
Municipal position represents the financial position of the
municipality, and is the difference between its assets and
liabilities. This provides information about the municipality's
overall future revenue requirements and its ability to finance
activities and meset its obligations.

The historical cost and accumulated amortization of capital
assets are not recorded for municipal purposes. Capital assets
are reported as an expenditure on the consclidated statement
of financial activities in the period of acquisition.

Revenue restricted by legislation, regulation or agreement and
not available for general municipal purposes is reported as
deferred revenue on the consoclidated statement of financial
position. The revenue is reported on the consolidated
statement of financial activities in the year in which it is used for
the specified purpose.

The Corporation has adopted the method of accounting for
employee future benefits as required by the Canadian Institute
of Chartered Accountants. The cost of future benefits earned
by employees is actuarially determined using the projected
benefit method prorated on service and assumptions with
respect to mortality and termination rates, retirement age and
expected inflation rates with respect to employee benefit costs.

The estimated cost of these benefit obligations is recognized as
employee future benefit obligations and amounts to be
recovered in future years,

Amounts to be recovered are reported in the municipal position
on the consolidated statement of financial position. The
balance represents the outstanding principal portion of
unmatured long-ierm liabilitles, liabilities not yet dus, and other
future expenditures not yet levied on the ratepayers.




The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2006

1.

Operations of school hoards and the County of Essex

During the year, the following taxation revenue was raised and remitted to the school boards
and the County of Essex:

2006 2005
Schooi boards $ 5,896,953 $ 6,040,086
County of Essex 5,805,958 5,609,236

$ 11,702,911 $ 11,649,322

Investment in E.L.K, Energy Inc.

The Corporation holds a 38% investment in E.L.K. Energy Inc. This Investment is recorded
using the modified equity method, wherein the investment balance represents the Town's
proportionate interest in the net assets of E.L.K. Energy !nc. at acquisition, plus iis
proportionate share of undistributed eamings.

The investment in E.L.K. Energy Inc. at December 31, 2006 is as follows:

2006 2005
Corporation of the Town of Essex 38% proportionate interest in
the net assets of E.L.K. Energy Inc. $ 5,110,998 $ 4,805,522
7.25% promissory note due to the Corporation from
E.L.K. Energy Inc. 1,482,000 1,729,000

$ 6,592,998 $ 6,534,522




December 31, 2006

The Corporation of the Town of Essex
Notes to Financial Statements

2,

Investment In E.L.K, Energy Inc. (continued)

Supplementary information of E.L.K. Energy Inc. at December 31 is as follows:

Financial Position

Current assets

Capital and regulatory authority
Future income taxes

Total assets

Current liabilities

Long-term liabilities

Total liabilities

Net assets

Financial Actlvities

Total revenue

Total expenditures

Income taxes

Net earnings

Corporation of the Town of Essex share of net
eamings in E.L.K. Energy Inc.

2006

2005

$ 12,374,542
8,450,022
1,193,000

$ 14275477
8,575,044
1,128,000

$ 22,017,564

$ 23,978,521
——————————a

$ 7,180,311
1,387,258

$ 10,442,679
889,729

8,567,566

11,332,408

$ 13,449,998 .

3 12,646,113

$ 19,685,417
17,801,292
580,240

$ 21,303,994
19,977,625
171,400

$ 1,203,885

$ 1,154,969

$ 305,476

$ 438,888

E.L.K. Energy Inc, bills and collects the Town's water and sewer surcharge revenue. In 2006
these amounted to $5,380,671 (2005 - $4,407,942) and are included in sewer and water

charges revenue.

At December 31, 2006, included in accounts receivable is a balance owing from E.L.K. Energy

Inc. totaling $369,160 (2005 - $288,371).

These transactions are in the normal course of operations and are measured at the exchange
amount which is the cost of the consideration established and agreed to by the related parties.




The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2008

3.

Net long-term debt

The balance of long-term debt reported on the consolidated statement of financial position is

made up of the following:

2006 2005
Total debentures payable $ 21,865,780 $ 22498477
Share of Union Water System obligations 1,714,578 1,790,081
23,580,358 24,288,558
The municipality is contingently liable for the tile and
shoreline loans included above. The responsibility for
payment of principal and interest has been assumed by
individual landowners 126,181 147,572
$ 23,454,176 $ 24,140,986

Principal payments for the next 5 fiscal years and thereafter are as follows:

2007 $ 2,405,946
2008 2,393,194
2009 2,349,132
2010 1,559,919
2011 1,650,217
Thereafter 13,095,767

$ 23,454,175

Interest payments included in revenue fund expenditures during the year were $882,815 (2005

- $909,256).

The long-term liabilities Issued In the name of the Town have received approval by the
Municipal Board on or before Decembar 31, 2006, The annual principal and interest payments
required to service these liabilities are within the annual debt repayment limit prescribed by the

Ministry of Municipal Affairs and Housing.



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2006
4. Amounts to be recovered

The consolidated statement of financial position reflects a balance of $26,367,160 (2005 -
$26,691,753) for amounts to be recovered in future years. This amount reflects liabilities
which are budgeted and fully funded in future periods as these liabilites are retired. This
balance is comprised of the following items:

2008 2005

Long-term debt $ 23,454,175 $ 24,140,986
Post-employment benefits 2,742,400 2,433,000
Accrued interest payable on long-term debt 170,585 117,767
$ 2613671160 $ 26,691,753

Equity In Union Water Supply System

2008 2005
Equity in reserve funds $ 989628 $ 250872

Effective January 2001, the assets, liabilities, rights and obligations of the Union Water Supply
System (the "System") were transferred from the Ontario Clean Water Agency to the joint
ownership of the System's participating municipalities pursuant to an order Issued by the
Minster of Environment under the Municipal Water and Sewage Transfer Act, 1997.

The equity interest of each municipality is determined according to its proportionate water
consumption from the System. The Corporation's equity in the System is 6.4% (2005 - 8.5%).

1"




December 31, 2006

The Corporation of the Town of Essex
Notes to Financial Statements

Expenditures by object

Total operating expenditures for the year reported on the consolidated statement of financial
activities are as follows:

2008 2005
Salaries, wages and employee benefits $ 84108538 $ 7,634,104
Materials, goods, services, utilities 4,295,436 4,308,307
Contracted services 2,781,005 2,616,165
Interest on long-term debt 943,716 905,044
Rents and financial expenses 352,991 285,869

External transfers

Capital

111,827 90,817

16,895,313 15,840,308
7,090,773 10,394,222

$ 23,986,086 $ 26,234,528

t

Public sector salary disclosure

The Public Sector Salary Disclosure Act requires all municipalities to disclose which, if any,
employees or officers received a salary totaling more than $100,000 during the year. During
2006, the following met this requirement:

Position

Police Sergeant
Police Sergeant
CAQ.

Police Chief

Police Sergeant
Deputy Police Chief

Name Salary Paid Taxable Benefits
Dave Dibbley 3 100,867 $ 464
Richard Maling 100,785 464
Wayne Miller 103,896 945
Greg Pigeon 127,570 7,885
Jim Renaud 100,888 509
Chris Southward 124,712 528

12



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2006

8. Employment benefits
(a) Pension agreement

The municipality makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a multi-employer plan, on behalf of its staff. This plan is a defined
benefit plan which specifies the amount of the retirement to be received by the employees
based on the length of service and rates of pay. The amount contributed to OMERS for
2006 was $422 450 (2005 - $338,587).

(b) Employee future benefit liabilities

Employee future benefit liabilities are future liabilities of the Corporation to its employees
and retirees for benefits earned but not taken as at December 31, 2006 and consists of the

following:
2008 2005
Post employment benefits $ 2,742,400 $ 2,433,000
Vacation 8,514 9,401

2,750,914 $ 2442401

(i) Post employment benefits

The post employment benefit liability is based on an actuarial valuation performed by the
Corporation's actuaries. The actuarial valuation was performed as at January 1, 2006
and extrapolated to December 31, 2008. The significant actuarial assumptions adopted
in estimating the Corporation's liability are as follows:

Discount rate 4.50%
Health Care Trend Rate 13% for 2007 grading to 8% in 2014
Other Medical Care Trend Rate 11% for the 2007 grading to 5% in 2013
Dental 4% per annum
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The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2008

8.

Employment benefits (continued)

Information about the Corporation’s future liability with respect to these costs are as follows:

2006 2005
Accrued benefit liability, beginning of year $ 2433000 $ 2205000
Annual expense 362,800 292,000
Benefits paid (53,400) (64,000)

$ 2,742,400 3 2,433,000

(ity Accrued sick leave

Under the sick leave benefit plan, approved for all non-police employees and non-
management employees, unused sick leave can accumulate and employees may
become entitled to a cash payment when they leave the Town's employment. The
amount of the payment is equal to the number of sick days to which the employee is
entitled at one-half their rate of pay at the time of termination. Palice employees are
paid one-half of unused sick leave days annually, resulting in no carryforward or vesting.
Management employees are not entitled to sick leave henefits.

(i) Vacation

Vacation entitiements for non-management employees can accumulate and employees
would be entitled to a cash payment equal to the value of their unused entitlements if
they were to terminate employment.

Contractual obligation - Ontario Clean Water Agency

In accordance with a service agreement entered into by the Town on February 13, 1958 with
the Ontario Clean Water Agency (OCWA), the existing sewage and water systems are
operated by OCWA. Under this agreement, the Town is obligated to meet all operating costs
and repay the long-term liabilities related to this project.

Included in the consolidated statement of financial activities are the 2006 charges from OCWA
of $564,552 (2005 - $453,358). The consolidated statement of financial position does not
reflect any assets or liabilities pertaining to the sewage or water systems except to the extent
of service charges due to (or from) OCWA and the total long-term liabilities outstanding. The
accumulated net surplus of OCWA is not refiected in the accompanying consolidated financial
statements. The total long-term liabilities as at December 31, 2008 are $574,245 (2005 -
$796,739),
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The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2008

10.

Contingencles and commitments

The municipality has been named defendant in certain iegal actions for incidents which arose
in the ordinary course of business. In the opinion of management and legal counsel, the
outcome of the lawsuits, now pending, is not determinable. Should any gain or loss result from
the resolution of these claims, such gain or loss will be charged to operations in the year of
resoiution.

The municipality is currently in the process of developing its pay equity plan. As a result, any
salary adjustments resulting from the ultimate implementation of the pay equity plan are not
determinable at this time. The Corporation has accrued $75,000 to date. Any additional
retroactive salary adjustments determined will be charged to expenditures in the year they
become known.

1.

Comparative amounts

The comparative amounts presented in the financial statements have been restated to
conform to the current year's presentation.

12.

Deferred revenue - development charges
Development charges are reported as deferred revenue since provincial legislation restricts

the use of the funds to specific purposes and under certain circumstances the funds may be
refunded.
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The Corporation of the Town of Essex
Schedule of Current Fund Operations

For the year ended December 31 2006 2006 2005
Budget Actual Actual
Revenue
Taxation $ 11,577,272 $ 11,592,538 $ 11,235,860
Sewer and water charges 4,992,292 5,503,611 4,568,649
Grants 1,808,750 2,598,125 1,914,888
User charges 2,380,892 2,276,865 2,312,337
Landfill compensation 1,128,780 1,709,291 1,088,476
Interest and penalties 497,553 676,643 548,580
Share of undistributed income - E.L.K. Energy Inc. - 305,476 438,888
Development contributions 589,728 274,876 253,113
Other 252,570 246,354 303,271
Commuted payments 83,034 83,827 123,072
23,308,851 25,265,606 22,787,134
Expenditures
Operating
General government 1,962,900 1,960,539 1,711,634
Protection to persons and property 5,297,950 5,434,549 4,901,038
Transportation services 2,271,784 1,889,948 2,174,538
Environmental services 4,546,556 4,543,970 4,115,430
Health services 237,155 218,180 195,710
Recreation and cultural services 2,567,068 2,573,510 2,471,583
Planning and development 283,885 274,617 270,373
17,167,298 16,895,313 15,840 306
Net revenues for the year 6,141,553 8,370,293 6,946,828
Financing and transfers
Debt principal repayments (2,614,129) (2,300,287) (2,094,250)
Change in accrued interest payable and
post-employment benefits - 362,218 206,524
Transfers to capital fund operations - {1,402,199) (2,185,077)
Net transfers to reserves and reserve funds (2,632.875)  (4,782,771) {2,435,137)
(5,147,004) (8,123,038) (6,507,940)
Change In fund balance for the year 994,549 247,254 438,888
Current fund, beginning of year 7,628,765 7,528,765 7,089,877
Current fund, end of year $ 8523314 $ 7,776,019 7,528,765
Analyzed as follows:
Available to offset future taxation and user charges $ 195,021 253,243
Equity in E.L.K. Energy [nc. 7,580,998 7,275,522
$ 7,778,019 7,528,765




The Corporation of the Town of Essex
Schedule of Capital Fund Operations

For the year ended December 31 2008 _2006 2005
Budget Actual Actual
Revenue
Grants $ 1020292 $§ 1,477,079 $ 518,788
Other 116,250 570,557 1,081,169
Development contributions - - 308,746
1,145,542 1,747,636 1,908,703
Expenditures
General government 130,250 217,682 300,518
Protection services 268,975 395,855 609,656
Transportation services 2,296,771 3,462,639 1,452,335
Environmental services 3,403,292 2,444,140 7,008,003
Health services 24,400 40,691 50,496
Recreation and cultural services 298,090 418,829 782,904
Planning and development 57,000 110,937 190,310
6,478,778 7,090,773 10,394,222
Net revenues (expenditures) for the year (6,333,2368)  {5,343,137) (8,485,519)
Financing and transfers
New debt issued 1,891,470 2,016,495 5,750,553
Transfers from current fund operations - 1,402,199 2,185,077
Transfers from reserves and reserve funds 2,347,156 2,817,028 1,061,064
4,238,626 6,235,722 8,896,694
Change In fund balance for the year (1,094,610) 892,585 511,175
Capltal fund, beginning of the year (2,186,689) (2,186,689) (2,697,864)

Capital fund, end of the year

$ (3,281,299) § (1,204,104) $ (2186,689)




The Corporation of the Town of Essex
Schedule of Reserves and Reserve Funds

For the year ended December 31 2008 20086 2005

Budget Actual Actual
Revenue
Other $ -3 859,000 $ 231,083
Interest - 357,879 168,613
- 1,216,879 399,676
Net transfers from (to) other funds
Net transfers from current fund operations 2,532,875 4,782,771 2,435,137
Transfer (to) capital fund operations (2,347,156) (2,817,028) (1,061,064)

185,719 1,965,743 1,374,073

Change In balance for the year 185,719 3,182,422 1,773,749

Reserves and reserve funds, beginning of
the year 9,380,764 8,380,764 7,607,015

Reserves and reserve funds, end of the year $ 9566483 $ 12,583,166 $ 9,380,764

Analyzed as follows:

Reserves set aside for specific purpose by Councli:

Working funds $ 1,000,000 $ 1,000,000
Reserve funds set aside for specific purpose by Council:
Contingencies 965,052 590,291
Sick leave benefits 166,021 154,691
Landfill 2,668,730 2,115,392
Other 1,616,690 751,065
Capital purposes 5,972,451 4,355,423
Gas tax revenue 174,242 313,802

11,563,186 8,380,764

Reserves and reserve funds, end of the year $ 12,563,186 $ §.380,764
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The Corporation of the Town of Essex
Trust Funds

Financial Statements
For the year ended December 31, 2006




800 Dunwoody Lk 150 Tltser Stieet §
Chartered Accountants fissen, Ontine NSM 1136
i and Advisaprs Telephone, S19.7760.4 (8%

e g Fax. $19 7766690
wr v biedra

Auditors’ Report

To the Members of Council, Inhabitants and Ratepayers
of The Corporation of the Town of Essex

We have audited the balance sheet of the trust funds of The Corporation of the Town of Essex as
at December 31, 2006 and the statement of continuity of the trust funds for the year then ended.
These financial statements are the responsibility of the Municipality's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects, the financial
position of the trust funds of The Corporation of the Town of Essex as at December 31, 2006 and

the continuity of the trust funds for the year then ended in accordance with the accounting principles
disclosed in the summary of significant accounting policies accompanying the financial statements.

(3> Obwwooot:‘ L/UP

Chartered Accountants

Essex, Ontario
May 30, 2007

BDO Ouawoady wur is ¢ Limited Liability Partnerstip reqistered in Ontario 20



The Corporation of the Town of Essex

Trust Funds
Balance Sheet

December 31, 2006

Ontarlo Home Cemetary and Headstone
Renewal Program Care and Maintenance
2006 2005 2008 2005

Assots and liabilities
Cash 292 $ N $ 228,674 $ 218,088
Due from (to) general account (245) (224) (739) 2,047
47 $ 47 $ 227,935 $ 220,135

E

Fund balance 47 ) 47 $ 227,935 $ 220,135

For the year endsed December 31, 2006

Statement of Continuity

Not receipts
Interest and other

Net change In trust funds
during the year

Balance, beginning of the year

Balance, end of the year

Ontario Home

Renewal Program

Cometary and Headstone
Care and Malntenance

2006 2005 2006 2005
- 3 981 $ 73800 $ 9,455

- 981 7,800 9,455
47 (934) 220,135 210,680
47 3 47 $ 227,935 $ 220,135

The accompanying summary of significant accounting policles and notes are an integral past of these financiai staternents.
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The Corporation of the Town of Essex
Trust Funds
Note to Financial Statements

December 31, 2006

1. Summary of significant accounting policies

Basis of accounting Receipts and expenditures are reported on the cash basis of
. accounting.
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The Corporation of the Town of Essex

Financial Statements
For the year ended December 31, 2007
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Auditors' Report

To the Members of Council, Inhabitants and Ratepayers
of The Corporation of the Town of Essex . <\j1

7lO) e
We have audited the consolidated sta t of fl a cia|~p03|t|on of TheC rporatlo_ f the Town of
Essex as at December 31, 2007 a <§ consoli at’ed statements of : ﬂnancn@l activities and cash

flows for the year then ended. Th seAinangjal statements are the: réépohs’bmly of the Municipality's
management. Our respo sibjli

our audit.

15 express an oplmon on these) financial statements based on

We conducted our\ah i,} accordance thh Canadlan generally accepted auditing standards.
Those standards reguife that we plan and @érfgrm an audit to obtain reasonable assurance whether
the financial statements are free/gﬁ ae\\lal misstatement. An audit includes examining, on a test
basis, evidence supporting.the ouhts and disclosures in the financial statements. An audit also
includes assessing th ;acc:quh lng prlnCIpIes used and significant estimates made by management,
as well as evaluatln ‘-t eoverall financial statement presentation.

In our. opln n, these consoltdated financial statements present fairly, in all material respects, the
fi nanQIal posmon of The Corporation of the Town of Essex as at December 31, 2007 and the results
of its financial activities and changes in cash flows for the year then ended in accordance with
Canadian generally accepted accounting principles.

Chartered Accountants, Licensed Public Accountants

Essex, Ontario
July 7, 2008



The Corporation of the Town of Essex
Consolidated Statement of Financial Position

December 31

2007

2006

Assets

Financial Assets
Cash and short-term investments

$ 13,459,716 $ 11,593,670

Taxes receivable 2,581,622 2,671,648
Accounts receivable 2,082,470 2,649,222
Loan receivable (Note 15) 1,000,000 -
Investment in E.L.K. Energy Inc. (Note 2) 6,702,348 6,592,998
Investment in Union Water Supply System (Note 5) 1,107,619 989,628
Other assets 261,836 438,102

$ 27,195,611 § 24 935,268

Liabilities and Municipal Position

Liabilities
Bank indebtedness (Note 6) \\ ')

Accounts payable and accrued li
Other current liabilities
Accrued interest payable o - m debt

Employee future ber@fits 2 ‘
Deferred rever Ue- IQ ent charges (Note 13) \ )
: \

Net long-term e\s{t( A\\)
'\ :\)

Net financial debt

Municipal, posltlon :
Opergmn fund (See schedule - page 19)
Equity i E L.K. Energy Inc. (See schedule - page 19)
Capital fund (See schedule - page 20)
Reserves (See schedule - page 21)
Reserve funds (See schedule - page 21)

Fund balances
Amounts to be recovered in future years (Note 4)
Total municipal position

Contingencies and commitments (Note 11)

= Q\

416,084"

‘§ 2,402,574

(25,198,280)

. /z( 183,207 2,626,677
(Con 51,642
141,102 170,585
3,062,914 2,750,914
467,284 800,760
22,002,778 23,454,175
28,418,253 32257327
(1,222,642)  (7,322,059)
755,331 195,021
7,690,348 7,580,998
(1,193,815)  (1,294,104)
1,000,000 1,000,000
15,723,774 11,563,186
23,975,638 19,045,101

(26,367,160)

(1,222,642)

(7,322,059)

$ 27,195,611

$ 24,935,268

The accompanying summary of significant accounling policies and noles are an integral part of these financial statements



The Corporation of the Town of Essex
Consolidated Statement of Financial Activities

For the year ended December 31 2007 2007 2006
Budget Actual Actual
Revenue
Taxation $ 12,205,134 $ 12,037,868 $ 11,592,538
Sewer and water charges 5,596,513 6,011,933 5,503,611
Grants 2,089,490 4,737,778 3,773,204
User charges 2,165,210 2,542,475 2,276,865
Landfill compensation 1,263,774 1,249,680 1,709,291
Other 229,320 851,662 1,675,911
Interest and penalties 495,845 1,340,054 1,034,322
Share of undistributed income - E.L.K. Energy Inc. - 109,350 305,476
Development contributions 440,643 652,256 274,876
Commuted payments 52,076 51,507 83,827
24,538,005 29,584,563 28,229,921
Expenditures <\ rL
Operating (Note 7) ' \\,'}
General government o &é 274 . \960,538
171

Protection to persons and property
Transportation services
Environmental services

Health services

Recreation and cultural s'%u@bs

Planning and devéLo‘an)

O )\S\

v (e K(

Capital 3\/)\\ \
General government \\\\Q'

Protection to persons; gnq\gmpérty
Transportation s _.ices
Envnronmental s Vi
Healyh er(nces
Recrea onal and cultural services
Planning and development

Total expenditures

Net revenues for the year

Increase (decrease) in amounts to be recovered in future years:

New debt issued
Debt principal repayments
Employee benefits and accrued interest

Change in fund balance
Fund balance, beginning of the year

Fund bhalance, end of year

((/

5,793,.1‘56

5,434,549

2365319 2,074,148 " Y 1,889,948
“— 4,853,277 - @5 662,012 4,543,970
215 723‘;> 192,669 218,180
2 5;2‘3;742" 2,749,857 2,573,510
99 266,515 274.617
17,757,010 16,895,313
BN
85,650 47,582 217,682
487,602 451,691 395,855
1,911.209 1,393,397 3,462,639
3,094,290 2,494,821 2,444,140
400 7,533 40,691
490,090 984,550 418,829
132,400 362,744 110,937
6,201,641 5,742,318 7,090,773
24261924  23499,328 23,986,086
276,081 6,085,235 4,243,835
2.741,992 1,425,074 2,016,495
(2.972,798)  (2,862,289)  (2.300,287)
. 282,517 362.218
(230,806)  (1,154,698) 78,426
45,275 4,930,537 4,322,261
19,045,101 19,045,101  14.722.840

$ 19,080,376 $ 23,975,638 $ 19,045,101

The accompanying summary of significant accounting policies and noles are an inlegral part of these financial statemants.



The Corporation of the Town of Essex
Consolidated Statement of Cash Flows

For the year ended December 31 2007 2006

Cash provided by (used in)

Operating activities

Net revenues for the year $ 6,085235 $ 4243835
ltems not involving cash
Decrease (increase) in taxes receivable 90,026 (55,043)
Decrease (increase) in accounts receivable 566,752 (123,286)
Decrease (increase) in other assets 176,266 (89,566)
Decrease in accounts payable and accrued liabilities (443,470) (935,586)
Increase {decrease) in other current liabilities 93,262 (34,379)
increase (decrease) in accrued interest payable on
long-term debt {29,483) 52,818
Increase in employee future benefits 312,000 308,513
increase (decrease) in deferred revenue - development charg {333,476) 60,779
6,517,112 3,428,085
<0>\ =
Investing activities o & ) )
Increase in investment in E.L.K. Energy Inc. ( &n “ (58,476)
Increase in equity in Union Water S Systq J) (738,756)
(227,341) (797,232)

Long-term debt iss 1,425,074 2,016,495
Long-term debt regiaid (2,862,289) {2,300,287)

X \
Financing actlwtle?\q‘\\.
Bank indebtedness issued (repal\d), >\\&~'/ o (1,986,510) 433,657

Loan proceeds issued (1,000,000) -

(4,423,725) 149,865

Net:changs in cash and cash equivalents 1,866,046 2,780,718
ik

Cash and cash equivalents, beginning of year 11,593,670 8,812,952

Cash and cash equivalents, end of year $ 13,459,716 $ 11,593,670

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements



December 31, 2007

The Corporation of the Town of Essex

Summary of Significant Accounting Policies

Management responsibility

Use of estimates

Basis of consolidation

O

\\TD\

Vo

The consolidated financial statements of The Corporation of the
Town of Essex are the representations of management. They
have been prepared in accordance with generally accepted
accounting principles established by the Public Sector
Accounting Board of the Canadian Institute of Chartered

Accountants as prescribed by the Ministry of Municipal Affairs
and Housing.

The preparation of financial statements in accordance with
Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of
contingent assets and habm s at the date of the financial
statements, and the regor d amounts of revenues and

expenditures durnlg gg period. Actual rest Its could
differ from m na best estimates .-gs ~additional
Phw
Iable in the future» -

lnformanor(: eeo
e

ﬁ\isolldated Financial Statqrge', (.. "-'i)

\_\%he consolidated stateméhts)reflect the operations, assets,

liabilities, revenues and expenditures of the revenue fund,
capntal Jund,» reserves and reserve funds of all municipal
orgarfi qncms. ‘committees, and boards which are owned or
(eo t lied” by Council and The Essex Business Improvement

\(C’\Ar All interfund assets and liabilities and revenues and

\Q )‘ /expendltures have been eliminated on consolidation.

(i) Other entities

E.L.K. Energy Inc. is accounted for on the modified equity
basis, which represents the Town's proportionate share of
E.L K.'s net assets at acquisition plus its share of undistributed
earnings. The basis is consistent with the generally accepted
accounting treatment of government business enterprises.

The Town's proportionate share in the Union Water Supply
System is accounted for on a proportionate equity basis,
consistent with the generally accepted accounting treatment for
government units.

(iil) Accounting for County and School Board Transactions

The municipality collects taxation revenue on behalf of the
school boards and the County of Essex. The taxation, other
revenues, expenditures, assets and liabilities with respect to the
operations of the school boards and the Corporation of the
County of Essex are not reflected in the municipal fund
balances of these financial statements.



The Corporation of the Town of Essex
Summary of Significant Accounting Policies

December 31, 2007

(iv) Trust funds

Funds held in trust by the municipality, and their related
operations are not consolidated.

Basis of accounting Revenues and expenditures are reported on the accrual basis
of accounting. The accrual basis of accounting recognizes
revenues as they become available and measurable;
expenditures are recognized as they are incurred and
measurable as a result of receipt of goods or services and the
creation of a legal obligation to pay.

The consolidated statement of financial position reflects all of
the financial assets and liabilities of the municipality. Financial
assets are those asse 3 hich could provide reso fees to
discharge ex1st| -'g finance future,: ohtratlons
Municipal pd { nts the fnnanclal,‘p‘ ;_t_lon‘ of the
munlc; ah tsAhe difference between. ts assets and
I t| s. Tl\n\Ls/prowdes mformataqfﬁab ut the municipality's

ral future revenue requirenients-and its ability to finance
x iviti&s and meet ltS obllga;iloh o

Taxation and RelateB}\e)\mjl Property tax bilhngs aré prepared by the municipality based on
assessment roils issued by the Municipal Property Assessment
Corpé\{a‘t:ba ("MPAC"). Tax rates are established annually by
A yj\ Gbuncil, incorporating amounts to be raised for local
\\ :‘% rvices, the requisiton made by the County of Essex in
respect of County services and amounts the Town is required
to collect on behalf of the Province of Ontario in respect of
education taxes. A normal part of the assessment process is
the issue of supplementary assessment rolls, which provide
updated information with respect to changes in property
assessment. Once a supplementary assessment roll is
received, the municipality determines the taxes applicable and
renders supplementary tax billings. Taxation revenue is
recorded at the time tax biliings are issued. Assessments and
the related property taxes are subject to appeal and write off for
physical changes to the property. Tax adjustments as a result
of appeals are recorded when the results of the appeal process
are known.

The municipality is entitled to collect interest and penalties on
overdue taxes. This revenue is recorded in the period the
interest and penalties are levied.

Sewer and water charges, grants, user charges, landfill
compensation, and other revenues are recorded on the accrual
basis of accounting noted above.

Capital assets The historical cost and accumulated amortization of capital
assets are not recorded for municipal purposes. Capital assets
are reported as an expenditure on the consolidated statement
of financial activities in the period of acquisition.



The Corporation of the Town of Essex
Summary of Significant Accounting Policies

December 31, 2007

Deferred revenue Revenue restricted by legislation, regulation or agreement and
not available for general municipal purposes is reported as
deferred revenue on the consolidated statement of financial
position., The revenue is reported on the consolidated
statement of financial activities in the year in which it is used for
the specified purpose.

Employee future benefits The Corporation has adopted the method of accounting for
employee future benefits as required by the Canadian Institute
of Chartered Accountants. The cost of future benefits earned
by employees is actuarially determined using the projected
benefit method prorated on service and assumptions with
respect to mortality and termination rates, retirement age and
expected inflation rates with re\TTect to employee benefit costs.

The estimated costf9f~ g })b\et’ t obligations is recogdlzed as
employee future¥ obllgattons and_ ami nts\' to be
jears.

recovered i k f

Amounts to be recovered % S/s fo be recovered are repbftedﬂn fhe municipal position
the~” consolidated statemeht of financial position. The
lance represents they ‘outstanding principal portion of
"‘( N \ \ unmatured Iong-term Itab’htles liabilities not yet due, and other
\, ‘w X future expendlthres not yet levied on the ratepayers.

.‘.») I_A .

L RN
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The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

1. Operations of school boards and the County of Essex
During the year, the following taxation revenue was raised and remitted to the school boards
and the County of Essex:
2007 2006
School boards $ 5,977,252 $ 5,806,953
County of Essex 6,005,502 5,805,958
$ 11,982,754 $ 11,702,911
2. Investmentin E.L.K, Energy Inc.

N

The Corporation holds a 38% investment in E.LK: SPg} }c\ This investment. isx fecorded
using the modified equity method, wherejn- thé m ent balance represents thewT own's
proportionate interest in the net asset / Energy Inc. (at acquisttton plus its

proportionate share of undlstnbutegi\émmgs //

y -:) e }
The mvestment m\E \9\&@5\('%10 at DecembeR 33\1 20_07 is as follows:

2007 2006

e ((\\\ N )
Corporation of the Town o( %( /’fyropomonate interest in
the et assets of ELK; R\e $ 5220348 $ 5,110,998
v ‘_ \ ,‘p —
7.25% promiss.o hoté due to the Corporation from

rg'y--_-lnc'. 1,482,000 1,482,000

$ 6,702,348 $ 6,592,998




The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

2. Investmentin E.L.K. Energy Inc. (continued)

Supplementary information of E.L.K. Energy Inc. at December 31 is as follows:

2007 2006
Financial Position
Current assets $ 12,297,248 § 12,374,542
Capital and regulatory authority 8,784,022 8,450,022
Future income taxes 1,096,000 1,193,000
Investments 84,641 -

Total assets $ 22,261,911 § 22,017,564

Current liabilities
Long-term liabilities

Total liabilities @
Net assets \>
Financial A\at@es\

Total revenue 3~,
&)

8,567,566

' $ 13,737,763 $ 13,449,998

\Q‘ $ 23,044,406 $ 19,685,417
Total expenditures - \\ o) = 21,706,773 17,901,292
Income taxes _ 594,555 580,240

$ 743,078 § 1,203,885

éorporation of the Town of Essex share of net
earnings in E.L.K. Energy Inc. $ 282,370 3 457,476

E.L.K. Energy Inc. bills and coliects the Town's water and sewer surcharge revenue. In 2007
these amounted total $5,885,202 (2006 - $5,380,151) and are included in sewer and water
charges revenue.

At December 31, 2007, included in accounts receivable is a balance owing from E.L K. Energy
Inc. totaling $400,114 (2006 - $369,160).

These transactions are in the normal course of operations and are measured at the exchange
amount which is the cost of the consideration established and agreed to by the related parties.
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The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

Net long-term debt

The balance of long-term debt reported on the consolidated statement of financial position is

made up of the following:

User Fee Supported

i) Essex Sewage Treatment Plant Update and Expansion
Debenture, Ontario Infrastructure Projects Corporation
(QIPC) - repayable in semi-annual instalments of $138,815
including interest at 2.66%, due September 1, 2026

ii) Essex Sewage Update and Expansion Debenture, OlP@\ﬂ

repayable in semi-annual instaiments of $243 99()1116( r}g
interest at 2.53%, due September 1, 2016 \>\§

iii) Harrow Sewage Lagoon Deb%r;l PCJrepayable in
semi-annual instalments of \mcluding interest at

2.67%, due February3 %% .
iv) Essex Sapit l‘yS% struction Advance,\O}PQ\-‘\- o

bearing inté| a\ar@m fom 2.5% to 2 75%. repald in full in
February 20 TN

'v \ /
v) Harrow Sewage Lagoag, De eﬁu\re - repayable in semi-
annual instalments of-$%1\.‘§ szcludmg interest at 2.02%,
due February 1 «201@._.”

vi) Ha(tow/OQIdhester South Water Plant, OCWA -
. -repayable in annual instalments including interest at 7.06%,
“due in various amounts by November 1, 2014

vii) Harrow Wastewater Lagoons Debenture, OCWA -
repayable in monthly instalments of $5,778 including interest
at 6.95%, due December 1, 2009

Property Tax Supported

i) Harrow/Colchester South Arena Debentures - repayable in
annual instalments including interest ranging from 5.125%
to 5.625%, due in various amounts by November 23, 2011

i} Aguatics Centre Debentures - principal is repayable in
annual instalments, interest is repayable in semi-annual
instalments ranging from 5.65% to 6.5%, due in various
amounts by December 10, 2009

2007

2006

$ 4,122,776 § 4,287,644

1,957,452 537,578
442,851 613,854
353,364 391,657
124,096 182,588

14,565,792 14,122,642
808,000 986,235
513,000 747,000

11



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

3.

Net long-term debt (continued)

ili) Aquatics Centre Debentures - principal is repayable in

annual instalments, interest is repayable in semi-annual

instalments ranging from 5.125% to 5.625%, due in various

amounts by November 23, 2011 $ 483,000 § 601,750

iv) Transition Expense Debeniures - pringipal is repayable in

annual instalments, interest is repayable in semi-annual

instalments ranging from 5.125% to 5.625%, due in various

amounts by November 23, 2011 459,289 560,602

v} Joint Pool Venture Debenture - repayable in annual
instalments of $21,756 including interest at 5.25%, due J

August 1, 2013 R\ 109,549 124,755
)
vi) Other various debentures payable with vanq(;ﬁe)b'\é 61 555 N

‘ " ﬁ,ggo, 395‘ 3,083,342

Benefiting Property O(& g )
Watermain. De epayable in annual: mstaimb s

including mteﬁ' gmg from 4.6% to,7. 06%.\due in
various amourlfsvfrom August 200860®ecember 2014 2,510,109 3,393,603

..(,

Sanitary Sewer Connecti W(‘Dg,ﬁe tures - repayable in
annual lnstalments ifrch\,}él é'mterest ranging from 5.65% to
11.8%, due. i ) s-amounts by July 2017 720,356 889,000

qum {oans < repayable in annual instalments including

eréét ranging from 4.25% to 5.25%, due in various

"amounts from July 2008 to August 2013 69,154 115,493

Tile Drain ioans - repayable in annual instalments including
interest ranging from 6.0% to 8.0%, due in various amounts
from 2008 to 2017 49,566 53,255

Shoreline loans - repayable in annual instalments including
interest ranging from 6.0% to 8.0%, due in various amounts
from 2008 to 2014 44,057 72,931

Other various debentures payable with various terms 39,338 135,514

3,432,580 4,659,796

Share of Union Water System obligations 1,653,636 1,714,576

12



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

3.

Net long-term debt (continued)

Subtotal $ 22,096,401 $ 23,580,356

The municipality is contingently liable for the tile and

shoreline loans included above. The responsibility for

payment of principal and interest has been assumed by

individual landowners 93,623 126,181

$ 22,002,778 $ 23,454,175

Principal payments for the next 5 fiscal years and thereafter are as follows:

2008 $ 4,788,059
2009 <O) N\ 2,850,037 .

,,,,,

O

Interest payment§ included in rewam& fu/nd expendltures during the year were $879,555 (2006
- $882,815).

N \
NG \:‘ﬂ
‘»\ \\ _/,') vt

The long-term llabllittes. lsgued in the name of the Town have received approval by the

Municipal Board onor before December 31, 2007. The annual principal and interest payments
reqwred to service these liabilities are wuthln the annual debt repayment limit prescribed by the

‘Mlmstry of Municipal Affairs and Housing.

13



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

4,

Amounts to be recovered

The consolidated statement of financial position reflects a balance of $25,198,280 (2006 -
$26,367,160) for amounts to be recovered in future years. This amount reflects liabilities
which are budgeted and fully funded in future periods as these liabilities are retired. This
balance is comprised of the following items:

2007 2006
Long-term debt $ 22,002,778 $ 23,454,175
Post-employment benefits 3,054,400 2,742,400
Accrued interest payahle on long-term debt 141,102 170,585

;ﬂs 25,198,280 $ 26,367,160
\3 =y

Equity in Union Water Sup I@ﬁgp
N
RO
\ \ ‘\ D\

Equity in reserve nds

2007 2006

$ 1,107,619 I 989,628

(©)
Effective January 2001, the\a_ss‘éts) Hab’llttes rights and obligations of the Union Water Supply
System (the "System”). \w\ r&‘t?ansferred from the Ontario Clean Water Agency to the joint
ownership of hq;SySteﬁh.s partlcnpatlng municipalities pursuant to an order issued by the
Minster of Enwr ment’ Ginder the Municipal Water and Sewage Transfer Act, 1997.

The""' ty> mterest of each municipality is determined according to its proportionate water
consumptlon from the System. The Corporation's equity in the System is 6.4% (2006 - 6.4%).

Bank indebtedness

The municipality has an authorized line of credit up to $5,000,000 bearing interest at prime
less 0.80%. At December 31, 2007, $4,583,936 in unused credit is available.

14



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

7. Expenditures by object
Total operating expenditures for the year reported on the consolidated statement of financial
activities are as follows:
2007 2006
Salaries, wages and employee benefits $ 8915340 $ 8,410,538
Materials, goods, services, utilities 4,657,379 4,295,436
Contracted services 2,867,571 2,781,005
Interest on long-term debt 857,863 943,716
Rents and financial expenses 351,229 352,991
External transfers 103,630 111,627
- <\>rL 17,757,012 16,895,313
> L]
Capital &»\\ 5,742, 316 ..2%.7.090,773
( “_/ \ .',1
<< \ / "i 23,986,086
8.

Public sector- sa\l)aﬁ;}% Ibsure

The Public Seétor Salary Dlsclosurq Ac)t \reqmres all municipalities to disclose which, if any,
employees or officers recelved( |gt=y/totalmg more than $100,000 during the year. During

2007, the following met (h\l éqqmé ient:

\\ )=
Position Name Salary Paid Taxable Benefits
Police Chief", ’ Greg Pigeon 132,249 9,321
Deputy Pblme» hief Chris Southward 118,443 528
CA ! Wayne Miller 112,922 945
Tfeasurer Donna Hunter 101,733 837

15



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

9. Employment benefits

(a) Pension agreement

The municipality makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a multi-employer plan, on behalf of its staff. This plan is a defined
benefit plan which specifies the amount of the retirement to be received by the employees

based on the length of service and rates of pay. The amount contributed to OMERS for
2007 was $443,307 (2006 - $422,450).

(b) Employee future benefit liabilities

Employee future benefit liabilities are future liabilit es \tLI Corporation to its employees

and retirees for benefits earned but not taken ,as~a mb/ér 31, 2007 and consusqs of the
following: ,
25572007 2006
< g L@
Post employment b L JTN)6274,054,400 5 2,742,400
Vacation 5 /g Vo 8,514 8,514

$ 3,062,914 §$ 2,750,914

W0 \i
NG \\KK-’/

Sick pay is paid annus!Q/(fo'\ﬁor? police and non-management employees.

(i) Post employ: ”_ent ‘benefits

. \

The ‘post employment benefit liability is based on an actuarial valuation performed by the

~:2Corporation's actuaries. The actuarial valuation was performed as at January 1, 2006
and extrapolated to December 31, 2007. The significant actuarial assumptions adopted
in estimating the Corporation's Iiability are as follows:

Discount rate 5.0%
Health Care Trend Rate 11% for 2008 grading to 6% in 2013
Other Medical Care Trend Rate 9% for the 2008 grading to 5% in 2012
Dental 4% per annum

Information about the Corporation’s future liability with respect to these costs are as follows:

2007 2006
Accrued benefit liability, beginning of year $ 2,742,400 $ 2,433,000
Annual expense 379,500 362,800
Benefits paid (67,500} (53,400)

$ 3,054,400 $ 2,742,400
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The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

8. Employment benefits (continued)

(i) Accrued sick leave

Under the sick leave benefit plan, approved for all non-police employees and non-
management employees, unused sick leave can accumulate and employees may
become entitled to a cash payment when they leave the Town's employment. The
amount of the payment is equal to the number of sick days to which the employee is
entitled at one-half their rate of pay at the time of termination. Sick leave unused is
normally paid out to non-police employees and non-management employees before the
end of each fiscal year, resulting in no accrual at the year end. Police employees are
paid one-half of unused sick leave days annually, resulting in no carryforward or vesting.
Management employees are not entitled to sick leave bfereﬁts.

(iiiy Vacation \‘ )G

o J
. \ /
/. ‘.

Vacation entitlements for non- managemept\emgbyees can accumu(ate add mployees

would be entitled to a cash peymentweq[;al to the value of thelr-unused entitlements if
they were to termmate emplo‘yment hd

10. Contractual obl \atlon Ontano Clean Watex Agency

In accordance wnth a service: agr' t entered into by the Town on February 13, 1958 with
the Ontario Clean Wat F gehcy (OCWA) the ex1stlng sewage and water systems are
operated by OCWA,/{Under this agreement, the Town is obligated to meet all operating costs
and repay the: long 'erm liabilities related to this project.

Inc}uded in.the consolidated statement of financial activities are the 2007 charges from OCWA
‘of $674 564 (2006 - $564,552). The consolidated statement of financial position does not
reflect any assets or liabilities pertaining to the sewage or water systems except to the extent
of service charges due to (or from) OCWA and the total long-term liabilities outstanding. The
accumulated net surplus of OCWA is not reflected in the accompanying consolidated financial

statements. The total long-term liabilities as at December 31, 2007 are $477,460 (2006 -
$574,245),

17



The Corporation of the Town of Essex
Notes to Financial Statements

December 31, 2007

1.

Contingencies and commitments

The municipality is currently in the process of developing its pay equity plan. As a result, any
salary adjustments resulting from the ultimate implementation of the pay equity plan are not
determinable at this time. The Corporation has accrued $97,900 to date. Any additional

retroactive salary adjustments determined will be charged to expenditures in the year they
become known.

12,

Comparative amounts

The comparative amounts presented in the financial statements have been restated to
conform to the current year's presentation.

13.

the use of the funds.to sqeclﬁC\purposes and under. certaun cifeumstances the funds may be
refunded. Y .

14,

3150, Tangible, p”|tal Assets of the Public Sector Accounting Board Handbook. Section 3150
requlrés the™ capltahzatlon and amortization of tangible capital assets in the financial
~.statements As a transitional provision, Public Sector Guideline-7, Tang\ble Capital Assets of
[:ocal Governments, requires disclosure of information for each major class of tangible capitai
asset for which all the relevant information can be provided for the complete stock of tangible
capital assets of that category.

There is currently no information available for any major class of tangible capital asset.

15.

Loan receivable

The loan receivable is monies loaned to Harrow Health Centre inc. in the amount of
$1,000,000 bearing interest at 4.45% per annum, amortized over ten years. Principal and
interest are due semi-annually and the loan can be repaid at any time without notice or bonus.
The current repayment schedule is set with quarterly instalments of $31,110 including principal
and interest maturing on January 9, 2015.

18



For the year ended December 31

The Corporation of the Town of Essex
Schedule of Current Fund Operations

2007 2007 2006

Revenue
Taxation
Sewer and water charges
Grants
User charges
Landfill compensation
Interest and penalties

Share of undistributed income - E.L.K. Energy Inc.

Development contributions
Other
Commuted payments

Expenditures
Operating
General government

Budget Actual Actual

$ 12,205,134 § 12,037,868 $ 11,592,538

5,596,513 6,011,933 5,503,611
1,960,032 1,975,469 2,596,125
2,165,210 2,542,475 2,276,865
1,263,774 1,249,680 1,709,291
495,845 799,511 676,643

- 109,350 305,476

440,643 652,256 274,876
204,820 307,958 246,354
52,076 51,507 83,827
24,384,047 1 25,738,007 25,265,606

N

%3274 2,018,661 -

Protection to persons and property ( \j 729 171 5 (93 150'.“/'l 5,434,549
Transportation services \ — 2,365,319 2 74, 146 1,889,948
Environmental services 4,853, 277 VA 662,012 4,543,970
Health services . 215 7282 192,669 218,180
Recreation and, cul% : P) ‘2’;6@3‘742 2,749,857 2,573,510
Planning and qevel rirge\w /999,772 266,515 274,617
18,060,283 17,757,010 16,895,313
Net revenues for t 6,323,764 7,980,997 8,370,293
Finar\l‘c;mg’fénd transfers
Debt principal repayments (2,972,798) (2,862,289) (2,300,287}
Change in accrued interest payable and
post-employment benefits - 282,517 362,218
Transfers to capital fund operations (81,169) (1,038,347) (1,402,199)
Net transfers to reserves and reserve funds (2,271,688) (3,693,218) (4,782,771)
(5,325,655) (7,311,337) (8,123,039)
Change in fund balance for the year 998,109 669,660 247,254
Current fund, beginning of year 7,776,019 7,776,019 7,528,765

Current fund, end of year

$ 8,774,128 § 8,445,679 $ 7,776,019

Analyzed as follows:

Available to offset future taxation and user charges $

Equity in E.L.K. Energy Inc.

755,331 § 195,021
7,690,348 7,580,998

$ 8,445679 $ 7,776,019

19



For the year ended December 31

The Corporation of the Town of Essex
Schedule of Capital Fund Operations

2007 2007 2006

Revenue
Grants
Other

Expenditures
General government
Protection services
Transportation services
Environmental services
Health services
Recreation and cultural services
Planning and development

Net expenditures for the year @(ﬁ

Financing and transfe\r§ >
New debt issued-<\

Change in fund\b"é‘!gpge fbr the year

Capital fund, end of the year

Transfers from ‘c\{rrbn\}und operatrons -

(i iid, beginning of the year

Budget Actual Actual

$ 129,458 $ 2,762,309 § 1,177,079
24,500 254,225 570,557

153,958 3,016,534 1,747,636

85,650 47,582 217,682
487,602 451,691 395,855
1,911,209 1,393,397 3,462,639
3,094,290 2,494,821 2,444,140
400 7,533 40,691
490993’] 984,550 418,829
132,40 362,744 110,937

( 6\252} 641 5,742,318 - 5.\ 090,773

25,784)  (5,343,137)

1,425,074 2,016,485
1,038,347 1,402,199
2, 735 077 362,652 2,817,028

5,568,238 2,826,073 6,235,722

(489,445) 100,289 892,585

(1,294,104)  (1,294,104)  (2,186,689)

$ (1,783,549) $ (1,193,815) § (1,294,104)
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The Corporation of the Town of Essex
Schedule of Reserves and Reserve Funds

For the year ended December 31 2007 2007 2006
Budget Actual Actual
Revenue
Other 3 - § 289,479 $ 858,000
Interest - 540,543 357,678

- 830,022 1,216,679

Net transfers from (to) other funds

Net transfers from current fund operations 2,271,688 3,693,218 4,782,771
Net transfers to capital fund operations {2,735,077) {362,652) (2,817,028)
(463,389) 3,330,566 1,965,743
Change in balance for the year (463, 389) 4,160,588 3,182,422
Reserves and reserve funds, beginning of Q\\ gy
the year /12\5%9 12,563,186 . 9,380,764
. “\,-

(fﬁ\v)v

)

Reserves and reserve funds, end gt\t\ﬁear T4 12,099,797 $ﬂ 16, 23,774 $ 12,563,186

Analyzed as follows:

Reserves set asidé f

Working fun s $ 1,000,000 $ 1,000,000

Contingencies \5 )c« 1,491,289 965,052
Sick leave benefits (N 173,112 166,021
Landfil . = 3,052,992 2,668,730
Other- 3,744,220 1,616,690
Capitaly purposes 7,062,671 5,972,451
A Gas tax revenue 199,490 174,242

15,723,774 11,563,186

Reserves and reserve funds, end of the year $ 16,723,774 3 12,563,186
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The Corporation of the Town of Essex
Trust Funds

Financial Statements
For the year ended December 31, 2007
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Auditors' Report

,\<\1
To the Members of Council, Inhabitants and Ratepayer O \
of The Corporation of the Town of Essex _,f 3

We have audited the balance sheet trust"‘fu\nﬁé of The Corporatiof (of ,the Town of Essex as
at December 31, 2007 and the st I? t\ f continuity of the trpst‘func;{sfor the year then ended.
e

These financial statements Eo responsibility of . the,Muhlclpahtys management. Our
responsibility is to e>5pres®an E on these fll'lanCl \statements based on our audit.

We conducted ou\' audl \accordance wrth Canadlan generally accepted auditing standards. Those

standards require that’ we plan and rman audit to obtain reasonable assurance whether the
financial statements are free of J lsstatement An audit includes examining, on a test basis,
evidence supporting the amount ajﬁi sclosures in the financial statements. An audit also includes

assessing the accountmg:; prt éibles used and significant estimates made by management, as well

as eva]uatmg the o verall-_,',nanmal statement presentation.

In our. opmlon‘ these financial statements present fairly, in all material respects, the financial
posmon 'of e trust funds of The Corporation of the Town of Essex as at December 31, 2007 and
the continuity of the trust funds for the year then ended in accordance with the accounting principles
disclosed in the summary of significant accounting policies accompanying the financial statements.

Chartered Accountants, Licensed Public Accountants

Essex, Ontario
July 7, 2008
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The Corporation of the Town of Essex

December 31, 2007

Trust Funds
Balance Sheet

Ontario Home
Renewal Program

Cemetary and Headstone
Care and Maintenance

2007 2006 2007 2006

Assets and liabilities
Cash $ 277 $ 292 $ 237,465 $ 228,674
Due to general account (225) (245) (94) (739)
$ 52 5 47 $ 237,371 $ 227,935
Fund balance $ 52 $ 47 [ $ 237,371 $ 227,935

(o)\S

. ~‘\”

ﬁ ( b )
For the year ended Decembe(g

Stt

Ontario, Home

\ ReneWal Program

SR R

Cemetary and Headstone
Care and Maintenance

2007, V' 2006 2007 2006
- AN
Net receipts ('_:_ N
interest and other 5 $ - $ 9,436 $ 7,800
Net change in trus\t fund
durmg the year ' 5 - 9,436 7,800
Balance begmnlng of the year 47 47 227,935 220,135
Balance, end of the year $ 52 $ 47 $ 237,371 $ 227,935

The accompanying summary of significant accounting policies and notas are an integral part of these financial statements.
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The Corporation of the Town of Essex
Trust Funds
Note to Financial Statements

December 31, 2007

1. Summary of significant accounting policies

Basis of accounting Receipts and expenditures are reported on the cash basis of
accounting.
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. KPMG LLP Telephone (519} 251-3500

Chartered Accountants Fax {519) 251-3530
618 Greenwood Centre {519) 261-3640
3200 Deziel Drive Internet www.kpmg.ca

Windsor ON N8W 5K8

r~ AUDITORS' REPORT TO THE SHAREHOLDERS
g We have audited the consolidated balance sheet of E.L.K. Energy Inc. as at December 31, 2006 and
: the consolidated statements of earnings, retained earnings and cash flows for the year then ended.
These financial statements are the responsibility of the Company's management. Our responsibility is
™ to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
- standards require that we plan and perform an audit to obtain reasonable assurance whether the
i financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
- assessing the accounting principles used and significant estimates made by management, as well as
i evaluating the overall financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the
1 financial position of E.L.K. Energy Inc. as at December 31, 2006 and the results of its operations and
its cash flows for the year then ended in accordance with Canadian generally accepted accounting
principles.

Kins #°
/

Chartered Accountants

Windsor, Canada
March 9, 2007

KPMG LLF is a Canadian hmited hability parinership and a membar tirm of the KPMG
network of iIndepandent mamber firms affiliated with KPMG International, a Swiss caoperative



E.L.K. ENERGY INC.

Consolidated Balance Sheet

December 31, 2006, with comparative figures for 2005

2006 2005
Assets
Current assets:
Cash:
Unrestricted 4,274,091 5,886,334
Restricted 3,031,859 2,967,763
Accounts receivable 1,742,037 930,982
Work in process 6,599 38,633
Prepaid expenses 192,508 101,518
Unbilled revenue 2,734,914 3,483,315
Inventories 392,536 342,439
Payments in lieu of income taxes - 524,493
12,374,542 14,275477
Capital assets, at cost (note 2) 19,301,919 18,988,953
Less accumulated amortization 11,697,813 11,048,933
7,604,106 7,940,020
Regulatory assets (note 3) 845,916 635,024
Future payments in lieu of income taxes (note 10) 1,193,000 1,128,000
22,017,564 23,978,521




!
i_:
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2006 2005
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 2,396,384 4,374,946
Payment in lieu of income taxes payable 357,432 -
Current portion of customer deposits 526,495 1,517,733
Shareholders' promissory notes {note 4) 3,900,000 4,550,000
7,180,311 10,442,679
Long-term liabilities:
Customer deposits 732,380 239,692
Employee future benefits {note 5) 654,875 650,037
1,387,255 889,729
Shareholders' equity:
Share capital (note 6) 100 100
Retained earnings 9,047,525 8,243,640
Contributed surplus 4,402,373 4,402,373
13,449,998 12,646,113
Contingency and commitments (notes 12 and 13)
$ 22017564 23,978,521

See accompanying notes to consolidated financial statements.
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E.L.K. ENERGY INC.

Consolidated Statement of Earnings

Year ended December 31, 20086, with comparative figures for 2005

2006 2005
Service revenue $ 19,651,933 $ 19,959,828
Service revenue adjustment (741,815) 729,421
18,910,118 20,689,249
Cost of electricity 15,115,595 17,197,175
Gross margin on service revenue 3,794,523 3,492,074
Other operating revenue:
Interest and other 711,951 552,379
Late payment charges 63,348 62,366
775,299 614,745
4,569,822 4,106,819
Expenditures:
Administration 800,414 659,069
Billing and collecting 527,230 481,419
Amortization 648,882 651,518
Interest - shareholders 333,738 387,319
QOperations and maintenance 475,433 601,125
2,785,697 2,780,450
Earnings before payments in lieu of income taxes 1,784,125 1,326,369
Payments in lieu of income taxes:
Current 645,240 309,400
Future {65,000) (138,000)
580,240 171,400
Net earnings for the year $ 1,203,885 3 1,154,969

See accompanying notes to consolidated financial statements.
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E.L.K. ENERGY INC.

Consolidated Statement of Retained Earnings

Year ended December 31, 2006, with comparative figures for 2005

2006 2005
Balance, beginning of year $ 8,243,640 $ 7,088,671
Net earnings for the year 1,203,885 1,154,969
Less dividends paid (400,000) -
Balance, end of year $ 9047525 § 8,243,640

See accompanying notes to consoldiated financial statements.
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E.L.K. ENERGY INC.

Consolidated Statement of Cash Flows

Year ended December 31, 2008, with comparative figures for 2005

2006 2005
Cash provided by (used in);
Operations:
Net earnings for the year $ 1,203,885 % 1,154,969
Items not involving cash:
Amortization of capital assets 648,882 651,518
Future payments in lieu of income taxes (65,000) (138,000)
Increase (decrease) in employee future benefits 4,838 (3,192)
Changes in non-cash operating working capital (2,259,580) 1,662,801
(466,975) 3,328,096
Financing:
Decrease in shareholders' promissory notes (650,000) (650,000)
Increase (decrease) in long-term customer deposits 492,688 (9,304)
Dividends paid (400,000) -
{557,312) (659,304)
Investing:
Capital assets additions, net (312,968) (846,242)
Increase in regulatory assets (210,892) (588,522)
(523,860) (1,434,764)
Increase (decrease) in cash (1,548,147) 1,234,028
Cash, beginning of year 8,854,097 7,620,069
Cash, end of year 3 7,305,950 $ 8,854,097
Cash consists of:
Unrestricted $ 4,274,091 $ 5,886,334
Restricted 3,031,859 2,967,763
3 7,305,950 $ 8,854,097

See accompanying notes to consolidated financial statements.
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements

Year ended December 31, 2006

E.L.K. Energy Inc. supplies and distributes electric power and maintains electrical distribution systems
in the following communities: Essex, Harrow, Belle River, Comber, Kingsville, and Cottam.

E.L.K. Energy Inc. also performs the billing function for the Municipality of the Town of Essex Water
Department.

1. Significant accounting policies:

(a)

(d)

Basis of presentation:

The financial statements have been prepared by management in accordance with the
Ontario Energy Board (“OEB") Accounting Procedures Handbook which is generally
consistent with Canadian generally accepted accounting principles.

The consolidated financial statements include the accounts of the Company's wholly-owned
subsidiary, E.L.K. Solutions Inc. All significant intercompany balances and transactions
have been eliminated on consolidation.

Restricted cash:

Restricted cash of $926,286 consists of an irrevocable standby letter of credit issued in
favour of the Independent Electricity System Operator (“IESO”) as collateral in support of
the Company's purchase of electricity. Restricted cash of $2,105,573 relates to contractor
security deposits.

Inventories:

Inventories are valued at the lower of cost, determined on a first-in, first-out basis, and net
realizable value.

Capital assets:
Capital assets are stated at cost. Buildings, plant and equipment and the transmission and

distribution system are amortized on the straight-line basis at rates suggested by the
Ontario Energy Board. These rates of amortization range from 2% to 25%.
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E.L.K. ENERGY INC.

Notes to Consclidated Financial Statements (continued)

Year ended December 31, 2006

1. Significant accounting policies (continued):

(e) Revenue recognition:

()

Revenue from the sale of electrical energy is recognized when power is delivered to
customers. Billings from the last meter reading date prior to December 31 are adjusted
based on a number of factors to reflect estimated usage to the year end date. These
estimates are reflected on the balance sheet as unhilled revenue. Unbilled revenue is the
amount of electricity that has been shipped to customers but not billed by the end of the
year,

Employee future benefits:

The Company provides post retirement benefits for employees who retire from active
employment. The Company measures the costs of its obligation based on its best estimate.

The Company accrues its obligations under employee benefit plans as the employees
render the services necessary to earn employee future benefits.

The cost of retirement benefits earned by employees is actuarially determined using the
projected cost method pro rated on service and the actuary’s best estimate of expected
plan investment performance, salary escalation, retirement ages of employees and
expected health care costs.

Past service costs from plan amendments are amortized on a straight-line basis over the
average remaining service period of employees active at the date of amendment.

Payments in lieu of taxes (“PILs"):

The Company is currently exempt from taxes under the Income Tax Act (Canada) (“ITA")
and the Ontario Corporations Tax Act (“OCTA").

Pursuant to the Electricity Act, the Company is required to compute taxes under the iTA and
OCTA and remit such amounts thereunder computed to the Ministry of Finance (Ontario).
These amounts, referred to as PlLs under the Electricity Act, are applied to reduce certain
debt obligations of the former Ontario Hydro continuing as Ontario Electricity Financial
Corporation.

The Company provides for amounts in lieu of corporate income taxes using the asset and
liability method. Under the asset and liability method, future tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements {continued)

Year ended December 31, 2006

1. Significant accounting policies (continued):

(9)

(i)

Payments in lieu of taxes ("PILs") (continued):

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on future tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the date of
enactment or substantive enactment.

Pension plan:

The Company provides a pension plan for its employees through the Ontario Municipal
Employees Retirement System ("OMERS”). OMERS is a multi-employer pension plan
which operates as the Ontario Municipal Employees Retirement Fund (“the Fund”), and
provides pensions for employees of Ontario municipalities, local boards, public utilities and
school boards. The Fund is a contributory defined benefit pension plan.

Customer deposits:

Customer deposits comprise cash coilections from electricity customers which are applied
against any unpaid portion of individual customer accounts. Customer deposits in excess
of unpaid account balances are refundable to individuals upon termination of their electricity
service.

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of
contingent assets and liabilities at the date of the financial statements. Significant items
subject to such estimates and assumptions include valuation allowances for accounts
receivable, requlatory assets, future payments in lieu of income taxes and employee future
benefits, and the carrying value of capital assets. Actual results could differ from those
estimates.



E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006

2. Capital assets:
2006 2005
Accumulated Net book Net book
— Cost amortization value value
Land $ 173,877 $ - $ 173,877 $ 156,387
Buildings, plant and
equipment 3,160,558 2,383,972 776,586 833,987
P Transmission and
distribution system 15,967,484 9,313,841 6,653,643 6,949,646
"' $ 19,301,919 $ 11,697,813 $ 7,604,106 $ 7,940,020
o 3.  Regulatory assets:

Regulatory assets and liabilities arise as a result of the rate regulating process. The Company

N has recorded the following regulatory assets and liabllities:
— 2006 2005
| Regulatory assets:

Future payments in lieu of tax $ 527,889 $ 527,889
™ Retail settlement variances 337,060 286,537
i Transition costs 170,680 191,356

Other regulatory assets 140,727 143,594

] Miscellaneous deferred debits 22,864 25,132

3 Regulatory liabilities:

Retail settlement variances (363,304) (539,484)
3 § 845916 8§ 635024
™ (a) Future payments in lieu of income taxes

Future payments in lieu of income taxes represent the OEB approved PlLs methodology for
™ determining the deferral account allowance.

(b) Retail settlement variances

E.L.K. has deferred certain retail settlement variances amounts under the provisions of
Article 490 of the OEB’s Accounting Procedures Handbook.

)
L
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006

3. Regulatory assets (continued):

(b)

Retail settlement variances (continued)

These variances represent amounts that have accumulated since Market Opening and
comprise:

(i) variances between amounts charged by the independent Electricity System Operator
("IESO") for the operation of the wholesale electricity market and grid, various
wholesale market settlement charges, amounts charged to allow for the purchase of
imported electricity and transmission charges, and the amounts billed to customers by
the Company based on the OEB approved market service rate; and

(i) amounts allocated to the Company and approved by the OEB for the recovery of
regulatory assets incurred by Hydro One including low voltage tariffs. The Hydro One
recovery of these charges commenced on April 1, 2005 and these costs will be passed
through to customers during the rate making process.

Transition costs

Transition costs represent specific and incremental costs to the Company for systems and
process changes to support the opening of the competitive electricity market in Ontario on
May 1, 2002 (“Market Opening”). These costs have been deferred pursuant to regulation
underlying the Electricity Act and are subject to review and approval for recovery by the
OEB. Expenditures determined to be ineligible for recovery will be expensed in the period
of such determination.

During the year, the Company elected to file a minimum review application for regulatory
assets. As a result of this election, the Company was required to write down 10% of the
costs incurred.

(d) Other regulatory assets

On December 20, 2004, the OEB issued a letter on the accounting treatment of OEB
assessments. The OEB clearly identifies that it is their intent to allow electricity LDC's to
record their OEB cost assessments for the Board's fiscal year 2005 and subsequent year(s)
in order that these costs may be given consideration for rate recovery in the future.
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006

3. Regulatory assets (continued):

(d)

(e)

(f)

Other regulatory assets (continued)

On February 15, 2005, the OEB issued a letter instructing the deferral of cash pension
contributions made to the Ontario Municipal Employees Retirement System (“OMERS") for
2005 and subsequent years. As of May 1, 2006, the deferral of OMERS contributions has
been discontinued and OMERS has been included in the rates.

Miscellaneous deferred debits

On December 13, 2005, the OEB issued a letter on the accounting treatment of costs
related to Ontario Price Credit (“OPC"). Costs related to the payment of OPC should be
deferred. The disposition of these accounts will be considered by the OEB when setting
rates for 2007.

Electricity industry in Ontario

The Ontario Energy Board Act, 1988 (Ontario) (“OEBA”), conferred on the OEB increased
powers and responsibilities to regulate the electricity industry. These powers and
responsibilities include the power to approve or fix rates for the transmission and distribution
of electricity, the power to provide continued rate protection for rural and remote electricity
consumers, and the responsibility for ensuring the distribution companies fulfill obligations
to connect and service customers. The OEB may also prescribe license requirements and
records, regulatory accounting principles, separation of accounts for distinct business and
filing and processing requirements for rate setting purposes. In its capacity to approve or
set rates, the OEB has the authority to specify regulatory treatments that may result in
accounting treatments that differ from Canadian generally accepted accounting principles
for enterprises operating in a non-rate regulated environment.

4, Shareholders’ promissory notes:

The shareholders' promissory notes are payable on demand, accrue interest at 7.25% payable
annually, and are secured by a general security agreement.
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E.L.K. ENERGY INC.

Notes to Consoclidated Financial Statements (continued)

Year ended December 31, 2006

5. Employee future benefits:
E.L.K. Energy Inc. pays certain benefits on behalf of its retired employees.

The Corporation measures its accrued benefit obligation for accounting purposes as at
December 31 each year. A valuation date of December 31, 2006 has been used.

Information about E.L.K. Energy Inc.’s defined benefit plans, which are unfunded, is as follows:

2006 2005
Accrued benefit obligation, beginning of year $ 650,037 $ 653,229
Service cost 5,891 5,571
Interest cost 33,304 33,032
Amortization of actuarial loss (3,903) (4,182)
Benefits paid (30,454) (37,613)
Projected accrued benefit obligation, end of year,
as determined by actuarial valuation $ 654,875 $ 650,037
2006 2005
Funded status:
Funded status, deficit $ (709,162) $ (591,487)
Unamortized net actuarial (gain) loss 54,287 (58,550)

$ (654.875) $ _ (650,037)

The main actuarial assumptions employed for the valuations are as foliows:

2006 2005
Discount rate 5.25% 5.75%
Rate of compensation increase 3% 3%

Medical trend rate:
Initial 10% 9.4%
Ultimate 4% 4%




E.L.K. ENERGY INC.

f" Notes to Consolidated Financial Statements (continued)
Year ended December 31, 2006
r 5. Employee future benefits (continued):
The approximate impact of a 1% change in health insurance trend rates is as follows:
Change in obligation for 1% increase in trend rates $ 45,000
om Change in obligation for 1% decrease in trend rates (39,000)
" 6. Share capital:
The authorized and issued share capital is as follows:
2006 2005
£ Authorized:
: Unlimited common shares
Issued:
— 10,000 common shares 3 100 $ 100
- The common shares were issued as follows:
# of Common Amount
e shares paid
Town of Essex 3,800 $ 38
Town of Lakeshore 2,400 24
e Town of Kingsville 3,800 38
10,000 $ 100

oy



E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006
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Pension costs:

The Company makes contributions to the Ontario Municipal Employees Retirement Fund
("OMERS”) which is a multi-employer plan, on behalf of 19 members of its staff. The planis a
defined benefit plan which specifies the amount of the retirement benefit to be received by the
employees based on the length of service and rates of pay.

The amount contributed to OMERS for 2006 was $96,288 (2005 - $81,732) for current service
and is included as an expenditure on the statement of earnings in 2006 and as a regulatory
asset in 2005.

In 2006 the contribution rates were 6.5% for employees earnings below the year's maximum

pensionable earnings and 9.6% thereafter. The contribution rates will remain the same for
2007.

Supplemental cash flow information:

2006 2005
Cash paid during the year for:
Interest $ 333,738 $ 387,319
Payments in lieu of income taxes 323,296 1,236,152
Cash received during the year for:
Interest 344,538 219,088
Related party transactions:
The amounts due to/from shareholders and subsidiary are as follows:
2006 2005
Due to shareholders, included in accounts payable $ 456,729 $ 354,414

These amounts are measured at the exchange amount, which is the amount of consideration
paid or received as established and agreed to by the related parties.
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006

10.

1.

Future payments in lieu of income taxes:

Future income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Significant components of the Company’s future tax liabilities and assets
are as follows: '

2006 2005
Future tax liabilities:
Regulatory assets $ 16,000 $ 7,000
Investment 13,000 12,000
Total future tax liabilities $ 29,000 $ 19,000
Future tax assets:
Capital assets $ 783,000 $ 694,000
Employee future benefits 237,000 235,000
Intangible assets 202,000 218,000
Total future tax assets 1,222,000 1,147,000
Net future tax assets $ 1,193,000 $ 1,128,000

Fair value of financial assets and liabilities:

The fair value of the Company’s cash, accounts receivable, accounts payable and accrued
liabilities, customer deposits and shareholders’ promissory notes approximate their carrying
values due to the relative short-term maturity of these financial instruments.

Financial assets held by the Company expose it to credit risk. As at December 31, 2008, there
were no significant concentrations of credit risk with respect to any class of financial assets.

The Company earns its revenue from a broad base of customers located principally in the towns
of Essex, Lakeshore, and Kingsville. No single customer would account for revenue or an
accounts receivable balance in excess of 10% of the respective reported balances.
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E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2006

12.

13.

Contingency:

The Company belongs to the Municipal Electrical Association Reciprocal Insurance Exchange
(“Exchange"). This is a pooling of the public liability insurance risks of many Ontario electrical
distribution utilities. All members of the pool are subject to assessment for losses experienced
by the pool for the years in which they were members on a pro rata basis based on the total of
their respective service revenues. [t is anticipated that should such an assessment occur, it
would be funded over a period of up to five years. Since joining the Exchange, the Company
has not been subject to any assessments for loss experiences.

Commitments:
The Company has committed to purchasing equipment valued at $318,314 in 2007. The

amount deposited in 2006 for this equipment is $163,186 with the balance due upon delivery in
2007.
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KPMG LLP Telephone (519) 251-3500
Chartered Accountants Fax (519} 251-3530
618 Gresnwood Centre (519) 251-3540
3200 Deziel Drive Internet www.kpmg.ca

Windsor ON N8W 5K8

AUDITORS' REPORT TO THE DIRECTORS

We have audited the non-consolidated balance sheet of E.L.K. Energy Inc. as at December 31, 2006
and the non-consolidated statements of earnings, retained earnings and cash flows for the year then
ended. These non-consolidated financial statements have been prepared for tax return filing
purposes. These non-consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

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

in our opinion, these non-consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2006 and the results of its operations and its
cash fiows for the year then ended in accordance the basis of accounting described in note 1 to the
non-consolidated financial statements.

These non-consolidated financial statements, which have not been, and were not intended to be,
prepared in accordance with Canadian generally accepted accounting principles, are intended for the
information and use of the Directors of E.L.K. Energy Inc. and the federal and provincial income tax
authorities for income tax purposes. The non-consolidated financial statements are not intended to be
and should not be used by anyone other than the specified users or for any other purpose.

Kiné ¥
Chartered Accountants

Windsor, Canada

March g, 2007

KPMG LLF is a Canadian limited liahility partnarship and a member firm of the KPMG
network of indspendent membar firms affilated with KPMG Interational, a Swiss cooperative



E.L.K. ENERGY INC.

Non-Consclidated Balance Sheet

December 31, 2006, with comparative figures for 2005

2008 2005
Assets
Current assets:
Cash:
Unrestricted 4,132,342 $ 5,750,639
Restricted 3,031,859 2,967,763
Accounts receivable 1,788,117 1,030,932
Work in process 6,599 38,633
Prepaid expenses 192,506 101,518
Unbilled revenue 2,734,914 3,483,315
Inventories 366,079 311,357
Payments in lieu of income taxes - 510,210
12,252,416 14,194,367
Capital assets, at cost (note 3) 19,230,886 18,928,303
Less accumulated amortization 11,678,334 11,035,676
7,552,552 7,892,627
Regulatory assets (note 4) 845,916 635,024
Future payments in lieu of income taxes (note 11) 1,193,000 1,128,000
Investment in subsidiary - E.L..K. Solutions Inc. 100 100
21,843 984 $ 23850118
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2006 2005
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 2,384,840 $ 4,362,018
Payment in lieu of income taxes payable 342,960 -
Current portion of customer deposits 526,495 1,517,733
Shareholders' promissory notes (note 5) 3,900,000 4,550,000
7,154,295 10,429,751
Long-term liabilities:
Customer deposits 732,380 239,692
Employee future benefits (note 6) 654,875 650,037
1,387,255 889,729
Shareholders' equity:
Share capital (note 7} 100 100
Retained earnings 8,899,961 8,128,165
Contributed surplus 4,402,373 4,402,373
13,302,434 12,530,638
Contingency and commitments (notes 13 and 14)
$ 21,843,984 $ 23,850,118

See accompanying notes to non-consotidated financial statements.
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E.L.K. ENERGY INC.

Non-Consolidated Statement of Earnings

Year ended December 31, 2006, with comparative figures for 2005

2006 2005
Service revenue $ 19,335,823 $ 19,668,758
Service revenue adjustment (741,815) 729,421
18,594,108 20,398,179
Cost of electricity 14,871,800 16,965,467
Gross margin on service revenue 3,722,308 3432712
Other operating revenue:
Interest and other 711,951 552,379
Late payment charges 63,348 62,366
775,299 614,745
4,497,607 4,047 457
Expenditures:
Administration 786,912 626,995
Billing and collecting 527,230 481419
Amortization 642,658 646,813
Interest - shareholders 333,738 387,319
Qperations and maintenance 475,433 601,125
2,765,971 2,743,671
Earnings before payments in lieu of income taxes 1,731,636 1,303,786
Payments in lieu of income taxes:
Current 624,840 300,000
Future (65,000) {138,000)
559,840 162,000
Net earnings for the year $ 1171796 3 1,141,786

See accompanying notes to non-consolidated financial statements.
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E.L.K. ENERGY INC.

Non-Consolidated Statement of Retained Earnings

Year ended December 31, 2006, with comparative figures for 2005

2006 2005
Balance, beginning of year $ 8,128,165 § 6,986,379
Net earnings for the year 1,171,796 1,141,786
Dividends paid {400,000) -
Balance, end of year > 8899961 ¥ 8,128,165

See accompanying notes to non-consoldiated financial statements.



E.L.K. ENERGY INC.

= Non-Consolidated Statement of Cash Flows

Year ended December 31, 2006, with comparative figures for 2005

7 2006 2005
[
Cash provided by (used in):
& Operations:
Net earnings for the year $ 1,171,796 3 1,141,786
- items not involving cash:
- Amortization of capital assets 642,658 646,813
Increase (decrease) in employee future benefits 4,838 (3,192)
Future payments in lieu of income taxes (65,000) (138,000)
I Changes in non-cash operating working capital (2,237,706) 2,015,786
P (483,414) 3,663,193
e Financing:
! Decrease in shareholders' promissory notes {650,000) (650,000)
Increase (decrease) in long-term customer deposits 492,688 (9,304)
Dividends paid {400,000) -
"’" (557,312) (659,304)
Investing:
¢~: Capital assets additions, net {302,583) (826,248)
* Increase in regulatory assets {210,892) (588,522)
(513,475) (1,414,770)
;’" Increase (decrease) in cash (1,554,201) 1,589,119
'“ Cash, beginning of year 8,718,402 7,129,283
Cash, end of year 7,164,201 » 8718402
i Cash consists of:
Unrestricted $ 4,132,342 $ 5,750,639
Restricted 3,031,859 2,967,763

$ 7,164,201 3 8,718,402

See accompanying notes to non-consolidated financial statements.
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* E.L.K. ENERGY INC.

i Notes to Non-Consolidated Financial Statements

= Year ended December 31, 2006

i)

I E.L.K. Energy Inc. supplies and distributes electric power and maintains electrical distribution systems
P in the following communities: Essex, Harrow, Belle River, Comber, Kingsville, and Cottam.

m E.L.K. Energy Inc. also performs the billing function for the Municipality of the Town of Essex Water
£l Department.

1. Basis of presentation:

The non-consolidated financial statements have been prepared in accordance with the

significant accounting policies set out below. These non-consolidated financial statements

materially differ from Canadian generally accepted accounting principles because they are non-

consolidated. The Company’s investment in its wholly-owned subsidiary, E.L K. Solutions Inc.,

o is accounted for using the cost method. Earnings from the investment are recognized only to

L the extent dividends are received or receivable. Consolidated financial statements are available
for distribution.

i 2, Significant accounting policies:

(a) Restricted cash:

Restricted cash of $926,286 consists of an irrevocable standby letter of credit issued in
favour of the Independent Electricity System Operator ("IESO") as collateral in support of
- the Company's purchase of electricity. Restricted cash of $2,105,573 relates to contractor
security deposits.

(b) Inventories:
Inventories are valued at the lower of cost, determined on a first-in, first-out basis, and net
realizable value.

(c) Capital assets:
Capital assets are stated at cost. Buildings, plant and equipment and the transmission and

distribution system are amortized on the straight-line basis at rates suggested by the
Ontario Energy Board. These rates of amortization range from 2% to 25%.

aan

(d) Revenue recognition:

Revenue from the sale of electrical energy is recognized when power is delivered to
customers. Billings from the last meter reading date prior to December 31 are adjusted
based on a number of factors to reflect estimated usage to the year end date. These
estimates are reflected on the balance sheet as unbilled revenue. Unbilled revenue is the
amount of electricity that has been shipped to customers but not billed by the end of the
year.

Fia
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

2. Significant accounting policies (continued):

(e) Employee future benefits:

The Company provides post retirement benefits for employees who retire from active
employment. The Company measures the costs of its obligation based on its best
estimate.

The Company accrues its obligations under employee benefit plans as the employees
render the services necessary to earn employee future benefits.

The cost of retirement benefits earned by employees is actuarially determined using the
projected cost method pro rated on service and the actuary's best estimate of expected
plan investment performance, salary escalation, retirement ages of employees and
expected health care costs.

Past service costs from plan amendments are amortized on a straight-line basis over the
average remaining service period of employees active at the date of amendment.

Payments in lieu of taxes (*PILs"):

The Company is currently exempt from taxes under the Income Tax Act (Canada) (*ITA")
and the Ontario Corporations Tax Act ("OCTA").

Pursuant to the Electricity Act, the Company is required to compute taxes under the ITA and
OCTA and remit such amounts thereunder computed to the Ministry of Finance (Ontario).
These amounts, referred to as PILs under the Electricity Act, are applied to reduce certain
debt obligations of the former Ontaric Hydro continuing as Ontario Electricity Financial
Corporation.

The Company provides for amounts in lieu of corporate income taxes using the asset and
liability method. Under the asset and liability method, future tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

2, Significant accounting policies (continued):

(f)

(i)

Payments in lieu of taxes {“PILs") {continued):

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on future tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the date of
enactment or substantive enactment.

Pension plan:

The Company provides a pension plan for its employees through the Ontario Municipal
Employees Retirement System ("OMERS"). OMERS is a multi-employer pension plan
which operates as the Ontario Municipal Employees Retirement Fund ("the Fund”), and
provides pensions for employees of Onfario municipalities, local boards, public utilities and
school boards. The Fund is a contributory defined benefit pension plan.

Customer deposits:

Customer deposits comprise cash collections from electricity customers which are applied
against any unpaid portion of individual customer accounts. Customer deposits in excess
of unpaid account balances are refundable to individuals upon termination of their electricity
service.

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of
contingent assets and liabilities at the date of the financial statements. Significant items
subject to such estimates and assumptions include valuation allowances for accounts
receivable, regulatory assets, future payments in lieu of income taxes and employee future
benefits, and the carrying value of capital assets. Actual results could differ from those
estimates.




E.L.K. ENERGY INC.

e Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

e

3. Capital assets:

2006 2005
— Accumulated Net book Net book
: Cost amortization vaiue value
Land $ 173,877 $ - $ 173,877 $ 156,387

™ Buildings, plant and
vl equipment 3,089,525 2,364,493 725,032 786,594

Transmission and

- distribution system 15,967,484 9,313,841 6,653,643 6,949,646
; $ 19,230,886 $ 11,678,334 $ 7,552,552 $ 7,892627

4, Regulatory assets:

Laaa ]
R

i Regulatory assets and liabilities arise as a result of the rate regulating process. The Company
& has recorded the following regulatory assets and liabilities:

v

2006 2005
Regulatory assets:
Future payments in lieu of income taxes $ 527,889 $ 527,889
Retail settlement variances 337,060 286,537
Transition costs 170,680 191,356
- Other regulatory assets 140,727 143,594
Miscellaneous deferred debits 22,864 25,132
Regulatory liabilities:
= Retail settlement variances (353,304) (539,484)
$ 845916 $ 635,024
(a) Future payments in lieu of income taxes
‘ Future payments in lieu of income taxes represent the OEB approved PiLs methodology for
determining the deferral account aillowance.
m
P (b) Retail settiement variances

e E.LK. has deferred certain retail settlement variances amounts under the provisions of
¢ Article 490 of the OEB's Accounting Procedures Handbook.
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

4, Regulatory assets (continued):

(b) Retail settlement variances {continued)

(c)

(d)

These variances represent amounts that have accumulated since Market Opening and
comprise:

(i) variances between amounts charged by the Independent Electricity System Operator
(MESO") for the operation of the wholesale electricity market and grid, various
wholesale market settlement charges, amounts charged to allow for the purchase of
imported electricity and transmission charges, and the amounts billed to customers by
the Company based on the OEB approved market service rate; and

(i) amounts allocated to the Company and approved by the OEB for the recovery of
regulatory assets incurred by Hydro One including low voltage tariffs. The Hydro One
recovery of these charges commenced on April 1, 2005 and these costs will be passed
through to customers during the rate making process.

Transition costs

Transition costs represent specific and incremental costs to the Company for systems and
process changes to support the opening of the competitive electricity market in Ontario on
May 1, 2002 ("Market Opening”). These costs have been deferred pursuant to regulation
underlying the Electricity Act and are subject to review and approval for recovery by the
OEB. Expenditures determined to be ineligible for recovery will be expensed in the period
of such determination.

During the year, the Company elected to file a minimum review application for regulatory
assets. As a result of this election, the Company was required to write down 10% of the
costs incurred.

Other regulatory assets

On December 20, 2004, the OEB issued a letter on the accounting treatment of OEB
assessments. The OEB clearly identifies that it is their intent to allow electricity LDC's to
record their OEB cost assessments for the Board's fiscal year 2005 and subsequent year(s)
in order that these costs may be given consideration for rate recovery in the future.
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

4, Regulatory assets (continued):

(d)

(e)

Other regulatory assets (continued)

On February 15, 2005, the OEB issued a letter instructing the deferral of cash pension
contributions made to the Ontario Municipal Employees Retirement System (‘OMERS") for
2005 and subsequent years. As of May 1, 2006, the deferral of OMERS contributions has
been discontinued and OMERS has been included in the rates.

Miscellaneous deferred debits

On December 13, 2005, the OEB issued a letter on the accounting treatment of costs
related to Ontario Price Credit ("OPC"). Costs related to the payment of OPC should be
deferred. The disposition of these accounts will be considered by the OEB when setting
rates for 2007.

Electricity industry in Ontario

The Ontario Energy Board Act, 1988 (Cntario) (*OEBA"), conferred on the OEB increased
powers and responsibilities to regulate the electricity industry. These powers and
responsibilities include the power to approve or fix rates for the transmission and distribution
of electricity, the power to provide continued rate protection for rural and remote electricity
consumers, and the responsibility for ensuring the distribution companies fulfill obligations
to connect and service customers. The OEB may also prescribe license requirements and
records, regulatory accounting principles, separation of accounts for distinct business and
filing and processing requirements for rate setting purposes. In its capacity to approve or
set rates, the OEB has the authority to specify regulatory treatments that may resuit in
accounting treatments that differ from Canadian generally accepted accounting principles
for enterprises operating in a non-rate regulated environment.

5. Shareholders’ promissory notes:

The shareholders’ promissory notes are payable on demand, accrue interest at 7.25% payable
annually, and are secured by a general security agreement.



o

E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

6. Employee future benefits:
E.L.K. Energy Inc. pays certain benefits on behalf of its retired employees.

The Corporation measures its accrued benefit obligation for accounting purposes as at
December 31 each year. A valuation date of December 31, 2006 has been used.

Information about E.L.K. Energy Inc.'s defined benefit plans, which are unfunded, is as follows:

2006 2005
Accrued benefit obligation, beginning of year $ 650,037 $ 653,229
Service cost 5,891 5,571
Interest cost 33,304 33,032
Amortization of actuarial loss (3,903) (4,182)
Benefits paid (30,454) (37,613)
Projecled accrued benefit obligation, end of year,
as determined by actuarial valuation $ 654875 $ 650,037
2006 2005
Funded status:
Funded status, deficit 3 (709,162) $ (591,487)
Unamortized net actuarial (gain) loss 54,287 (58,550)

$  (654,875) $ (650,037)

The main actuarial assumptions employed for the valuations are as follows:

2006 2005
Discount rate 5.25% 5.75%
Rate of compensation increase 3% 3%

Medical trend rate:
Initial 10% 9.4%
Ultimate 4% 4%




E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

6. Employee future benefits (continued):

The approximate impact of a 1% change in health insurance trend rates is as follows:

Change in obligation for 1% increase in trend rates $ 45,000
Change in obligation for 1% decrease in trend rates (39,000)
7. Share capital:
The authorized and issued share capital is as follows:
2006 2005
Authorized:
Unlimited common shares
Issued:
10,000 common shares $ 100 $ 100
The common shares were issued as follows:
# of Common Amount
shares paid
Town of Essex 3,800 3 38
Town of Lakeshore 2,400 24
Town of Kingsville 3,800 38
10,000 $ 100
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

10.

Pension costs:

The Company makes contributions to the Ontario Municipal Employees Retirement Fund
(*OMERS") which is a multi-employer plan, on behalf of 19 members of its staff. The plan is a
defined benefit plan which specifies the amount of the retirement benefit to be received by the
employees based on the length of service and rates of pay.

The amount contributed to OMERS for 2006 was $96,288 (2005 — $81,732) for current service
and is included as an expenditure on the statement of earnings in 2006 and as a regulatory
asset in 2005.

in 2006 the contribution rates were 6.5% for employees earnings below the year's maximum
pensionable earnings and 9.6% thereafter. The contribution rates will remain the same for
2007,

Supplemental cash flow information:

2006 2005
Cash paid during the year for:
Interest $ 333,738 $ 387,319
Payments in lieu of income taxes 317,040 1,200,725
Cash received during the year for:;
Interest 340,646 213,712
Related party transactions:
The amounts due to/from shareholders and subsidiary are as follows:
2006 2005
Due to shareholders, included in accounts payable $ 456,729 $ 354,414
Due from subsidiary, included in accounts receivable 251,627 285,813

These amounts are measured at the exchange amount, which is the amount of consideration
paid or received as established and agreed to by the related parties.
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

1,

Future payments in lieu of income taxes:

Future income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Significant components of the Company's future tax liabilities and assets

are as follows:

2006 2005
Future tax liabilities:
Reguiatory assets $ 16,000 $ 7,000
Investment 13,000 12,000
Total future tax liabilities b 29,000 $ 19,000
Future tax assets:
Capital assets $ 783,000 $ 694,000
Employee future benefits 237,000 235,000
Intangible assets 202,000 218,000
Total future tax assets 1,222,000 1,147,000
Net future tax assets $ 1,193,000 $ 1,128,000
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E.L.K. ENERGY INC.

Notes to Non-Consolidated Financial Statements (continued)

Year ended December 31, 2006

12,

13.

14.

Fair value of financial assets and liabilities:

The fair vaiue of the Company’'s cash, accounts receivable, accounts payable and accrued
liabilities, customer deposits and shareholders' promissory notes approximate their carrying
values due to the relative short-term maturity of these financial instruments.

it is not practical to determine the fair value of the investment in subsidiary as it is not publicly
traded.

Financial assets held by the Company expose it to credit risk. As at December 31, 2006, there
were no significant concentrations of credit risk with respect to any class of financial assets.

The Company earns its revenue from a broad base of customers located principally in the towns
of Essex, Lakeshore, and Kingsville. No single customer would account for revenue or an
accounts receivable balance in excess of 10% of the respective reported balances.

Contingency:

The Company belfongs to the Municipal Electrical Association Reciprocal insurance Exchange
(*"Exchange”). This is a pooling of the public liability insurance risks of many Ontario electrical
distribution utilities. All members of the pool are subject to assessment for losses experienced
by the pool for the years in which they were members on a pro rata basis based on the total of
their respective service revenues. It is anticipated that should such an assessment occur, it
would be funded over a period of up to five years. Since joining the Exchange, the Company
has not been subject to any assessments for loss experiences.

Commitments:
The Company has committed to purchasing equipment valued at $318,314 in 2007. The

amount deposited in 2006 for this equipment was $163,186 with the balance due upon delivery
in 2007.
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of E.L.K, Solutions Inc. as at December 31, 2006 and the resuits of its operations and its cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.
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Windsor, Canada

March 9, 2007
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E.L.K. SOLUTIONS INC,

Balance Sheet

December 31, 2006, with comparative figures for 2005

2006 2005
Assets
Current assets:
Cash 141,749 135,695
Accounts receivable 205,547 185,863
Inventories 26,457 31,082
Payments in lieu of income taxes receivable - 14,283
373,753 366,923
Capital assets, at cost (note 2) 71,033 60,650
Less accumulated amortization 19,479 13,257
51.554 47,393
425307 414,316
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabililies 263,071 298,641
Payments in lieu of income taxes 14,472 -
277,543 298,641
Shareholders’ equity:
Share capital (note 3) 200 200
Retained earnings 147,564 115,475
147,764 115,675
425,307 414,316

See accompanying notes to financial statements.



E.L.K. SOLUTIONS INC.

Statement of Earnings and Retained Earnings

Year ended December 31, 2008, with comparative figures for 2005

2006 2005
Service revenue 316,010 $ 291,070
Cost of services provided 243,795 231,708
Gross margin on service revenue 72,215 59,362
Expenditures:
Administration 13,502 32,074
Amortization 8,224 4,705
19,726 36,779
Income before payments in lieu of income taxes 52,489 22,583
Payments in lieu of income taxes 20,400 9,400
Net earnings for the year 32,089 13,183
Retained earnings, beginning of year 115,475 102,292
Retained earnings, end of year 147,564 $ 115475

See accompanying notes to financial statements.



E.L.K. SOLUTIONS INC.

Statement of Cash Flows

Year ended December 31, 2006, with comparative figures for 2005

2006 2005
Cash provided by (used in);
Operations:

Net earnings for the year 3 32,089 $ 13,183

Item not involving cash:

Amortization of capital assets 6,224 4,705

Changes in non-cash operaling working capital (21,874) (352,985)

16,439 (335,097)
Investments:

Capital asset additions (10,385) (19,994)
Increase {decrease) in cash 6,054 {355,091)
Cash, beginning of year 135,695 490,786
Cash, end of year $ 141,749 $ 135,695

See accompanying notes lo financial statements.



E.L.K. SOLUTIONS INC.

Notes to Financial Statements

Year ended December 31, 2006

E.L.K. Solutions Inc. {the "Corporation") supplies and maintains street lighting, sentinel lighting and
waler heater systems in the following communities: Essex, Harrow, Belle River, Comber, Kingsville,
and Cottam.

1.

Significant accounting policies:

(a)

(c)

(d)

Inventories:

Inventories are valued at the lower of cost, determined on a first-in, first-out basis, and net
realizable value.

Capital assets:

Capital assets are stated at cost. Water heater and sentinel lighting rental units are
amortized on the straight-line basis over 10 years as suggested by the Ontario Energy
Board.

Payments in lieu of income taxes:

The Corporation provides for income taxes using the asset and liability method. Under the
asset and liability method, future tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases. Future tax assets and
liabilities are measured using enacted or substantively enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be
recovered or seltled. The effect on future tax assets and liabilities of a change in tax rates
is recognized in income in the period that includes the date of enactment or substantive
enactment.

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimales and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of
contingent assets and liabilities at the date of the financial statements. Significant items
subject to such estimates and assumptions are the valuation allowances for accounts
receivable and the carrying value of capital assets. Due to these uncertainties, actual
results reported in future periods might differ from those estimates.



E.L.K. SOLUTIONS INC.

Notes to Financial Statements (continued)

Year ended December 31, 2006

2. Capital assets:

2006 2005
Accumulated Net book Net book
Cost amortization value value

Water heater rental units  § 61,485 3 13,447 3 48,038 $ 44,085
Sentinel lighting rental units 9,548 6,032 3516 3,308

$ 71,033 $ 19,479 3 51,654 $ 47,393

3. Share capital:

The authorized and issued share capital is as follows:

2006 2005
Authorized:
Unlimited number of voting Class A common shares
Unlimited number of non-voting Class B common shares
Issued:
10,000 Class A shares $ 100 $ 100
10,000 Class B shares 100 100
$ 200 3 200
The common shares were issued as follows:
Number of Amount
shares paid
Class A common shares:
E.L.K. Energy Inc. 10,000 § 100
Class B common shares;
Town of Essex 3,800 38
Town of Lakeshore 2,400 24
Town of Kingsville 3,800 38

20,000 $ 200




E.L.K. SOLUTIONS INC.

Notes to Financial Statements (continued)

Year ended December 31, 2006

4. Related party transactions:

The amounts due to shareholders, which consist primarily of recovered costs are as follows:

2006 2005

Due to shareholders, included in accounts payable $ 251627 $ 285813

These amounts are measured at the exchange amount, which is the amount of consideration
paid or received as established and agreed to by the related parties.

5. Fair value of financial assets and liabilities:

The fair value of the Company's cash, accounts receivable and accounts payable and accrued
liabilities approximate their carrying values.

6. Supplemental cash flow information:

2006 2005

Cash paid during the year for:
Payments in lieu of income taxes $ 6,256 $ 35,427

Cash received during the year for;
interest 3,892 5,376







Consolidated Financial Statements of

E.L.K. ENERGY INC.

Year ended December 31, 2007




2007 2008
l.iabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 2,867,219 $ 2,396,384
Payment in lieu of income taxes payable - 357,432
Current portion of customer deposits 726,973 526,495
Shareholders’ promissory notes {note 6} 3,900,000 3,800,000
7,494,192 7,180,311
Long-term liabilities:
Customer deposits 359,799 732,380
Employee future benefits (note 7) 670,157 654,875
1,029,956 1,387,255
Shareholders' equity:
Share capital (note 8) 100 100
Retained earnings 9,335,288 9,047,525
Contributed surplus 4,402,375 4,402,373
13,737,763 13,449,998
Contingency (note 14)
$ 22261911 $ 22,017,564

See accompanying notes to consolidated financial statements.
On behalf of the Board:

Director

Director




E.L.K. ENERGY INC.

Consolidated Statement of Retained Earnings

Year ended December 31, 2007, with comparative figures for 2006

2007 2006
Balance, beginning of year
As previously reported $ 9,047,525 8,243,640
Change in account policy (note 2) 72,796 -
As restated 9,120,321 8,243,640
Net earnings for the year 743,078 1,203,885
Less dividends paid (528,111) (400,000)
Balance, end of year $ 9335288 9,047,525

See accompanying notes to consoldiated financial statements.




E.L.K. ENERGY-INC.

Consolidated Statement of Cash Flows

Year ended December 31, 2007, with comparative figures for 2006

2007 2006
Cash provided by (used In):
Operations:
Net earnings for the year $ 743,078 ¢ 1,203,885
Items not involving cash;
Amortization of capital assets 733,854 648,882
Future payments in lieu of income taxes 97,000 {65,000)
Gain on sale of capital assets (21,200) (17,820)
fncrease in employee future benefits 15,282 4,838
Unrealized gain on investment (11,845)
Changes in non-cash operating working capital (396,490) (2,259,580)
1,159,779 {484,795)
Financing:
Decrease In shareholders' promissory notes - (650,000)
Increase (decrease) in fong-term customer deposits (372,581) 492,688
Dividends paid ' (528,111) (400,000)
(900,692) (5567,312)
investing:
Capital assets additions (1,613,122) (312,968)
Proceeds on sale of capltal assets 21,200 17,820
Decrease (increase) In regulatory assets 545,168 {210,892)
(1,046,754) {506,040)
Decrease in cash (787,667) (1,548,147)
Cash, baginning of year 7,305,950 8,854,097
Cash, end of year $ 65618283 $ 7305950
Cash consists of:
Unrestricted 3 3,585496 § 4,274,091
Restricted 5 2,932,787 3,031,859
¥ 6518283 § 7,305,950

See accompanying notes to consolidated financial statements.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements

Year ended December 31, 2007

E.L.K. Energy Inc. supplies and distributes electric power and maintains electrical distribution systems
in the following communities: Essex, Harrow, Belle River, Comber, Kingsville, and Cottam.

E.L.K. Energy Inc. also performs the billing function for the Municipality of the Town of Essex Water
Department.

1. Significant accounting policies:

(@

(b)

(c)

Basis of presentation:

The financial statements have been prepared by management in accordance with the
Ontario Energy Board (‘OEB") Accounting Procedures Handbook which is generally
consistent with Canadian generally accepted accounting principles.

The consolidated financial statements include the accounts of the Company's wholly-owned
subsidiary, E.L.K. Solutions Inc. All significant intercompany balances and transactions
have been eliminated on consolidation.

Restricted cash:

Restricted cash of $732,850 consists of an irrevocable standby letter of credit issued in
favour of the Independent Electricity System Operator ("IESQO") as collateral in support of
the Company's purchase of electricity. Restricted cash of $2,189,937 relates to eontractor
security deposits.

Inventories:

Inventories are valued at the lower of cost, determined on a first-in, first-out basis, and net
realizable value.

Capital assets:
Capital assets are stated at cost. Buildings, plant and equipment and the transmission and

distribution system are amortized on the straight-line basis at rates suggested by the
Ontario Energy Board, These rates of amortization range from 2% to 25%.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

1.

Significant accounting policies (continued):

{e)

(9)

Revenue recognition:

Revenue from the sale of electrical energy is recognized when power is delivered to
customers. Billings from the last meter reading date prior to December 31 are adjusted
based on a number of factors to reflect estimated usage to the ysar end date. These
estimates are reflected on the balance sheet as unbilled revenue. Unbilled revenue is the
amount of electricity that has been shipped to customers but not billed by the end of the

year.
investments.

The Company has designated its investment in the common shares of Sun Life Financial
and its investment in the preferred shares of Utilismart Corporation as held for trading
investments and these instruments are recorded at market value as determined by quoted
market prices. Realized and unrealized gains and losses as a result of disposition of shares
and changes In fair value are recorded In the statement of earnings.

Employee future benefits:

The Company provides post retirement benefits for employees who retire from active
employment. The Company measures the costs of its obligation based on its best estimate.

The Company accrues its obligations under employee benefit plans as the employees
render the services necessary to earn employee future benefits.

The cost of retirement benefits earned by employees is actuarially determined using the
projected cost method pro rated on service and the actuary's best estimate of expected
plan investment'performance. salary escalation, retirement ages of employees and
expected health care costs.

Past service costs from plan amendments are amortized on a straight-line basis over the
average remaining service period of employees active at the date of amendment.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

1.

Significant accounting policies (continued):

(h) Payments in lieu of taxes ("PILs"):

(i)

The Company is currently exempt from taxes under the Income Tax Act {(Canada) ("ITA")
and the Ontario Corporations Tax Act ("OCTA”"). :

Pursuant to the Electricity Act, the Company is required to compute taxes under the ITA and
OCTA and remit such amounts thereunder computed to the Ministry of Finance (Ontario).
These amounts, referred fo as PILs under the Electricity Act, are applied to reduce certain
debt obligations of the former Ontario Hydro continuing as Ontario Electricity Financial
Corporation.

The Company provides for amounts in lieu of corporate income taxes using the asset and
liability method. Under the asset and liability method, future tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on future tax assets and llabilities of a
change in tax rates is recognized in income in the period that includes the date of
enactment or substantive enactment.

Pension plan:

The Company provides a pension plan for its employees through the Ontario Municipal
Employees Retirement System (“OMERS®). OMERS is a multi-employer pension plan
which operates as the Ontario Municipal Employees Retirement Fund (“the Fund"), and
provides pensions for employees of Onlario municipalities, local boards, public utilities and
school boards. The Fund is a contributory defined benefit pension plan.

Customer deposits:

Customer deposits comprise cash collections frem electricity customers which are applied
against any unpaid portion of individual customer accounts. Customer depaosits in excess
of unpaid account balances are refundable to individuais upon termination of their electricity
service.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

1.  Significant accounting policies (continued):
(k) Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make esfimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of
contingent assets and liabilities at the date of the financial statements. Significant items
subject to such estimates and assumptions include valuation allowances for accounts
receivable, regulatory assets and liabilities, future payments in fieu of income taxes and
employee future benefits, and the carrying value of capital assets. Actual results could
differ from those estimates.

2, Change in accounting policy - financial instruments:

in 2005, the Canadian Institute of Chartered Accountants released Handbook Section 3855,
Financial Instruments —~ Recognition and Measurement. The standards have changed how
certain financial assets and liabilities are accounted for and reported in the financial statements.

The Company has adopted with the above standards as at January 1, 2007 in accardance with
the standard for publicly accountabie entities.

The Company has designated its investment in the common shares of Sun Life Financial and its
investment in the preferred shares of Utilismart Corporation as held for trading investments, as
such, these investments are recorded at fair value for the current year, Fair value is determined
by quoted market prices and the change in market value is presented as an increase
(decrease) to the investment and as an unrealized gain {loss) on investments. In prior years,
these investments were recorded at their cost and realized gains and losses were reflected in
the year of disposal.

As a result of adopting this standard, the effect of opening retained earnings at January 1, 2007
is an increase of §72,796.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

3. Capital assets:

2007 2006

Accumulated Net book Net book

Cost amortization \ value value

Land $ 173,877 $ - $ 173,877 $ 173877
Buildings, plant and

equipment 3,699,041 2,370,330 1,328,711 776,586

Transmission and
distribution system 16,875,951 9,895,265 6,980,686 6,653,643
$ 20,748,869 $ 12,265,595 $ 8,483,274 $ 7,604,106

4, Regulatory assets:

Regulatory assets and liabilities arise as a resuit of the rate regulating procass. The Company

has recorded the following regulatory assets and liabilities:

2007 2006
Regulatory assets:
Future payments in lieu of income taxes $ 527,889 $ 527,889
Retail settlement variances - 94,467
Other regulatory assets 113,018 112,771
Miscellaneous deferred debits 3,240 3,240
Amount approved for recovery of regulatory assets 614,401 460,853
Regulatory liabilities:
Retail settlement variances (957,800) (363,304)
$ 300,748 $ 8459186

(a) Future payments in lieu of income taxes:

Future payments in lieu of income taxes represent the OEB approved PiLs methodology for

determining the deferral account allowance.

(b} Retail settlement variances:

E.LK. has deferred certain retail settlement variances amounts under the provisions of

Article 490 of the OEB's Accounting Procedures Handbook.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements {continued)

Year ended December 31, 2007

4. Regulatory assets (continued):

(b)

(c)

Retail settiement variances (continued):

These variances represent amounts that have accumulated since Market Opening and
comprise:

(iy variances between amounis charged by the Indepandent Electricity System Operator
("IESO") for the operation of the wholesale electricity market and grid, various
wholesale market settlement charges, amounts charged to allow for the purchase of
Imported electricity and transmission charges, and the amounts billed to customers by
the Company based on the OEB approved market service rate; and

(il amounts allocated to the Company and approved by the OEB for the recovery of
regulatory assets incurred by Hydro One including low voltage tariffs. The Hydro One
recovery of these charges commenced on April 1, 2005 and these costs will be passed
through to customers during the rate making process.

Other regulatory assets:

On December 20, 2004, the OEB issued a letter on the accounting treatment of OEB
assessments. The OEB clearly identifies that it is their intent to allow electricity LDC's to
record their OEB cost assessments for the Board's fiscal year 2005 and subsequent year(s)
in order that these costs may be given consideration for rate recovery in the future,

On February 15, 2005, the OEB issued a letter instructing the deferral of cash pension
contributions made to the Ontario Municipal Employees Retirement System (“OMERS") for
2005 and subsequent years. As of May 1, 2006, the deferral of OMERS contributions has
been discontinueC'L and OMERS has been included in the rates.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

4. Regulatory assets (continued):
(d) Miscellaneous deferred debits:

On December 13, 2005, the OEB issued a letter on the ‘accounting treatment of costs
related to Ontario Price Credit ("OPC"). Costs related to the payment of OPC should be
deferred. No additional amounts were approved by the OEB when setting rates for 2007 to

dispose of these accounts.
(e) Amounts approved for recovery of regulatory assets:

The Ontario Energy Board Act, 1988 (Ontario) ("OEBA"), approved, as part of the 2006 rates
application process, a reallocation for each regulatory asset or liability to a separate account,
amounts approved for recovery of requlatory assets . The associated recoveries coilected
through rates over May 1, 2006 to April 30, 2008 are to be recorded as a reduction of
amounts approved for recovery of regulatory assets. Any residual balance at the end of the
collection period will be reviewed in futures proceedings of the OEB.

(f) Electricity industry in Ontario:

The Ontarlo Energy Board Act, 1988 (Ontario) ("OEBA"), conferred on the OEB increased
powers and responsibiliies to regulate the electricity Industry. These powers and
responsibilities include the power to approve or fix rates for the transmission and distribution
of electricity, the power to provide continued rate protection for rural and remote electricity
consumers, and the responsibility for ensuring the distribution companies fulfill obligations
to connect and service customers. The OEB may also prescribe license requirements and
records, regulatory accounting principles, separation of accounts for distinct business and
filing and processing requirements for rate setting purposes. In its capacity to approve or
set rates, the OEB has the authority to specify regulatory treatments that may result in
accounting treatments that differ from Canadian generally accepted accounting principles
for enterprises operating in a non-rate regulated environment.
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Notes to Cansolidated Financial Statements (continued)

Year ended December 31, 2007

5. Investments:
2007 2006
Investment in the preferred shares of Utilismart Corporation  § 2,413 $ -
Investment in the common shares of Sun Life Financial 82,228 -
$ 84,641 $ -

6.  Shareholders’ promissory notes:

The shareholders’ promissory notes are payable on demand, accrue interest at 7.25% payable

annually, and are secured by a general security agreement.

7.  Employee future benefits:

E.L.K. Energy Inc. pays certain benefits on behalf of its retired employees. The Company
measures its accrued benefit for accounting purposes as at December 31 each year. A
valuation date of December 31, 2008 has been used and extrapolated to December 31, 2007.

Information about E.L.K. Energy Inc.'s defined benefit plans, which are unfunded, is as foliows:

2007 2008
Accrued benefit obligation, beginning of year § 654,875 $ 650,037
Service cost 7,816 5,891
Interest cost 36,670 33,304
Amortization of actuarial loss - (3.903)
Benefits paid (29,204) (30,454)
Projected accrued beheﬁt obligation, end of year,
as determined by actuarial valuation $ 670,157 $ 654,875
2007 2006
Funded status:
Funded status, deficit $ (681,059) $ (709,162)
Unamortized net actuarial loss 10,802 54,287
$ (670,157) $ (654,875)
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Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

7. Employee future benefits (continued):

The main actuarial assumptions employed for the valuations are as follows:

2007 2006

Discount rate 5.25% 5.75%

Rate of compensation increase 3% 3%
Medical trend rate:

Initia! ‘ 10% 10%

Uttimate 4% 4%

The approximats impact of a 1% change in health insurance trend rates is as follows:

Change in obligation for 1% increase in trend rates $ 43,000
Change in obligation for 1% decrease in trend rates (37,000}

8. Share capital:

The authorized and issued share capital is as follows:

2007 2006
Authorized:
Unlimited common shares
Issued:
10,000 common ;shares 3 100 $ 100
The common shares were issued as follows:
# of Common Amount
shares paid
Town of Essex 3,800 $ 38
Town of Lakeshore 2,400 24

Town of Kingsville 3,800 38
i ' 70,000 $ 100




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

10.

1.

Pension costs:

The Company makes contributions to the Ontaric Municipal Employees Retirement Fund
(“OMERS") which is a multi-employer plan, on behalf of 19 members of its staff. The planis a
defined benefit plan which specifies the amount of the retirement benefit to be received by the
employees based on the length of service and rates of pay.

The amount contributed to OMERS for 2007 was $99,685 (2008 — $96,288) for current service
and is included as an expenditure on the statement of earnings May 1, 2006 through 2007 and
as a regulatory asset in 2006 until April 30, 2006.

In 2007 the contribution rates were 6.5% for employees earnings below the year's maximum
pensionable earnings and 9.6% thereafter.

Supplemental cash flow information:

2007 ‘ 2006
Cash paid during the year for:
Interest $ 302244 $ 333,738
Payments in lieu of income taxes 677,268 323,298
Cash received during the year for:
Interest 339,612 344,538
Related party transactions:
{
The amounts due to/from shareholders as follows:
2007 2006
Due to shareholders, included in accounts payable $ 423,567 $ 456,729
Due from shareholders, included in accounts receivable 23,453 25,909

These amounts are measured at the exchange amount, which is the amount of consideration
paid or received as established and agreed to by the related parties.
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Notes to Consolidated Financial Staternents (continued)

Year ended December 31, 2007

12.

13.

Future payments in lieu of income taxes:

Future income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Significant components of the Company's future tax liabilities and assets

are as follows:

2007 2006
Future tax liabilities:
Regulatory assets $ - $ 16,000
Investment 13,000 13,000
Total future tax liabilities 3 13,000 $ 29,000
Future tax assets:
Capital assets $ 728,000 $ 783,000
Employee future benefits 214,000 237,000
Intangible assets 167,000 202,000
Total future tax assets 1,108,000 - 1,222,000
Net future tax assets $ 1,096,000 $ 1,193,000

Fair value of financlal assets and llabllities:

The fair value of the Company's cash, accounts receivable, accounts payable and accrued
liabilities, customer deposits and shareholders' promissory notes approximate their carrying
values due to the relative short-term maturity of these financial instruments.

Financial assets held by the Company expose it to credit risk. As at December 31, 2007, there
were no significant concentrations of credit risk with respect to any class of financial assets.

The Company earns its revenue from a broad base of customers located principally in the towns
of Essex, Lakeshore, and Kingsville. No single customer would account for revenue or an
accounts receivable balance in excess of 10% of the respective reported balances.




E.L.K. ENERGY INC.

Notes to Consolidated Financial Statements (continued)

Year ended December 31, 2007

14,

15.

Contingency:

The Company belongs to the Municipal Electrical Association Reciprocal Insurance Exchange
("Exchange”). This is a pooling of the public liability insurance risks of many Ontario electrical
distribution utilities. All members of the pool are subject to assessment for losses experienced
by the pool for the years in which they were members on a pro rata basis based on the total of
their respective service revenues. It is anticipated that should such an assessment occur, it
would be funded over a period of up to five years. Since joining the Exchange, the Company
has not been subject to any assessments for loss experiences. )

Directors’ remuneration:

The remuneration of directors amounted to $33,871 (2006 - $30,609).
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Pro-Forma Consoli

December 31

The Corporation of the Town of Essex
idated Statement of Financial Position

2009 2008

Assets

Financial Assets
Cash and short-term investments
Taxes receivable

Pro-forma 2007 Actual resuits

$ 12,222,817 $ 13,459,716

2,600,000 2,581,622
Accounts receivable 2,200,000 2,082,470
Loan receivable 680,000 1,000,000
Investment in E.L.K. Energy Inc. 7,402,992 6,702,348
Investment in Union Water Supply System 1,107,619 1,107,619
Other assets 250,000 261,836
$ 26,463,428 § 27,195,611
. agegs « - g f“Q‘
Liabilities and Municipal Position ) rk o
2N =
Liabilities N &\)\S R
Bank indebtedness ( P $ 8T 416,084
Accounts payable and accrued liabj t NI ?ébo 000" 2,183,207
Other current liabilities (\ -( : :,»m ,000 144,904
Accrued interest payable on a n debt Lo 136,000 141,102
Employee future ben f|ts ) AT 3,200,000 3,062,914
Deferred revenye - elop ént charges REEAR I 465,000 467,284
Net long-term debt o 17,743,838 22,002,778
23,943,838 28,418,253
Municipal posntlon RN
Operating fund -, 207,641 755,331
Equity, in E L.K. Energy Inc. 8,190,945 7,690,348
Capital-fuhd (2,818,522)  (1,193,815)
Reseives 1,000,000 1,000,000
Reserve funds 17,018,364 15,723,774
Fund balances 23,598,428 23,975,638

Amounts to be recovered in future years
Total municipal position

Contingencies and commitments

(21,078,838)  (25,198,280)

2,519,590 (1,222,642)

$ 26,463,428 § 27,195,611

UNAUDITED



For the year ended December 31

The Corporation of the Town of Essex
Pro-Forma Consolidated Statement of Financial Activities

2009 2008
Pro-forma 2007 Actual results
Revenue
Taxation $ 12,534,961 $ 12,037,868
Sewer and water charges 6,069,935 6,011,933
Grants 2,667,121 4,737,778
User charges 2,761,300 2,542,475
Landfill compensation 1,413,200 1,249,680
Other 445,421 851,662
Interest and penalties 537,669 1,340,054
Share of undistributed income - E.L.K. Energy Inc. 500,359 109,350
Development contributions 321,316 652,256
Commuted payments 52,076 51,507
27,303,358 29,584,563
Expenditures . _\(\ﬂ
Operating o 'O)\}
General government (/ ‘ ) N 2,188,445 2D18 661
Protection to persons and property ("( ~ \k> 6 122,937 - J‘ <" 5:793,150
Transportation services AN 751,825 2,074,146
Environmental services << NP = ,4; 09 838 4,662,012
Health services /7 ,' SnrA9q , 270 192,669
Recreation and culturalse \%3 . e ~:"') 2,861 ,793 2,749,857
Planning and dgyelQp\m\t BRERAN 319,284 266,515
( , N
’\\ . 19,045,392 17,757,010
( SN \k(:’)\
Capital (,\(-'ggggjgg;)\\**
General government -} 32 619,360 47,582
Protection to persons ahd Droberty 210,526 451,691
Transportation. services ’ 1,950,265 1,393,397
Environmental: .services 1,257,550 2,494,821
Health services 7,533 7,533
Recreational and cultural services 254,502 984,550
Planning and development 76,500 362,744
4,376,236 5,742,318
Totat expenditures 23,421,628 23,499,328
Net revenues for the year 3,881,730 6,085,235
Increase (decrease) in amounts to be recovered in future years:
New debt issued 529,119 1,425,074
Debt principal repayments (4,788,059) (2,862,289)
Employee benefits and accrued interest - 282,517
(4,258,940) (1,154,698)
Change in fund balance (377,210) 4,930,537
Fund balance, beginning of the year 23,975,638 19,045,101
Fund balance, end of year $ 23,598,428 § 23,975,638

UNAUDITED



The Corporation of the Town of Essex
Schedule of Current Fund Operations

For the year ended December 31 2009 2008
Pro-forma 2007 Actual resulis
Revenue
Taxation $ 12,634,961 $ 12,037,868
Sewer and water charges 6,069,935 6,011,933
Grants 2,635,481 1,975,469
User charges 2,761,300 2,542,475
Landfill compensation 1,413,200 1,245,680
Interest and penaities 537,669 799,511
Share of undistributed income - E.L.K. Energy Inc. 500,359 109,350
Development contributions 321,316 652,256
Other 419,319 307,958
Commuted payments 52,076 51,507
27,245,616 25,738,007
<l g
e o ol
General government - (\&D v 2,188,445 . 12,018,661
Protection to persons and property \ \‘,f ) 6,122, 937;;) Y 5,793,150
Transportation services X Pt 7 751 825 2,074,146
Environmental services @ " ) vy 4,662,012
Health services x o7 191,270 192,669
Recreation and cultur'abk iee 3 pha 2,861,793 2,749,857
Planning and G{e\velan{e\u g \ 0 319,284 266,515
N _\ L 19,045,392 17,757,010
((— \\ \ -
( (: "’)
2\ N
Net revenues for the (yea\r i 8,200,224 7,980,997
t( ~;‘?_.
Financing and transfers
Debt principal repayments (4,788,059) (2,862,289)

Change in accrued interest payable and
post-employment benefits

- 282,517
Transfers to capital fund operations - (1,038,347)
Net transfers to reserves and reserve funds (3,459,258) (3,693,218)
(8,247,317)  (7.311,337)
Change in fund balance for the year (47,093) 669,660
Current fund, beginning of year 8,445,679 7,776,019
Current fund, end of year $ 8,398,586 $ 8,445,679
Analyzed as follows:

Available to offset future taxation and user charges $ 207,641 $ 755,331
Equity in E.L.K. Energy Inc. 8,190,945 7,690,348
$ 8,398,586 $ 8,445679

UNAUDITED



For the year ended December 31

The Corporation of the Town of Essex
Schedule of Capital Fund Operations

2009 2008

Pro-forma 2007 Actual results

Revenue
Grants $ 31,640 3 2,762,309
Other 26,102 254,225
57,742 3,016,534
Expenditures
General government 619,360 47,5682
Protection services 210,526 451,691
Transportation services 1,950,265 1,393,397
Environmental services 1,257,550 2,494,821
Health services 7,833 7.533
Recreation and cultural services 254,502 984,550
Planning and development PN 76,500 362,744
PN O) S o
(O )\g 4,376,236 . . 5,742,318
( \ ,, ‘, N A _l.‘ re
4
\\L
Net expenditures for the year @ ) (2,725,784)
Financing and transfe rs,) l i ;
New debt issued = 3 \ ;;\ - 529,119 1,425,074
Transfers from ourrep\(&d operations N - 1,038,347
Net transfers from_ eServes and reserver funds ) 2,164,668 362,652
(c:‘ A
PRGN 2,693,787 2,826,073
.’___,}\\ g
Change in fund balance for the year (1,624,707) 100,289
Cap|tal fund beglnmng of the year (1,193,815) (1,294,104)
Capital fund, end of the year $ (2,818,522) $ (1,193,815)

UNAUDITED



The Corporation of the Town of Essex
Schedule of Reserves and Reserve Funds

For the year ended December 31 2009 2008
Pro-forma 2007 Actual results
Revenue
Other $ - $ 289,479
Interest - 540,543
- 830,022
Net transfers from (to) other funds
Net transfers from current fund operations 3,459,258 3,683,218
Net transfers to capital fund operations (2,164,668) (362,652)
1,294,590 3,330,566
Change in balance for the year 1,294,590 4,160,588
Reserves and reserve funds, beginning of <\
the year \\ \O / \3 16,723,774 12553 186
N j b e \\
Reserves and reserve funds, end of @e/ bar \K B $ 18,018 364 s 16,723,774
..\(("‘) ,4,'\ -
Analyzed as follows: @ \\ Loty P
b\\ o ‘V‘! )\\ ,\' SN
Reserves set asidgJo X |ch purpose by Counctl' AR
Working funds R $ 1,000,000 $ 1,000,000
[ ‘\,"\2_"‘\ ‘
Reserve funds set asude for speclt“jpgrp’o)se by Council:
Contingencies BN 2,000,000 1,491,289
Sick leave benefits, - PN 180,000 173,112
Landfil Lo o 3,075,000 3,052,992
Other. . . 1 4,413,364 3,744,220
__qultal purposes 7,150,000 7,082,671
’-..‘_nGas tax revenue 200,000 199,490
| 17,018,364 16,723,774
Reserves and reserve funds, end of the year $ 18,018,364 $ 16,723,774

UNAUDITED
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EE.L.K.

o
Energy Inc.

E.L.K. Energy ProForma with the Town of Essex as sole shareholder

2009 (Year 2)

Statement of Earnings
Gross margin on service revenue 3,573,500

$

Interest & other S 551,631
Late payment charges S 75,000
Gain on sale of capital assets S -
Unrealized gain on investments

Administration

Executive salaries & expenses S 25,000
Management salaries & expenses S 270,000
General administrative salaries & expenses S 60,000
Office supplies & expenses S 89,000
Outside services employed S 110,000
Property insurance S 30,000
Injuries & damages $ 82,000
Employee pensions & benefits S 10,000
Regulatory expenses S 25,000
General advertising expenses S 5,000
Misecellaneous general expenses S 5,000
Maintenance of general plant S 97,000
Electrical Safety Authority fees S 5,000
Taxes other than income taxes S 24,000
Billing & collecting
Supervision S 85,000
Meter reading S 152,000
Customer billing S 220,000
Collecting S 85,000
Community relations S 10,000
Amortization S 777,000
Interest - shareholders S 283,000
Interest - debt (re: dividend) S 320,000
Interest - debt (re: smart meters) S 50,640

Operations & maintenance
Operation supervision S 73,000
Station buildings and fixtures expense S 6,000
Overhead distribution lines & feeders S 50,000
Underground distribtution lines & feeders ) 87,000
Overhead distribution lines & feeders - rental paid $ 10,000



Maintenance of poles, towers & fixtures S 24,000
Maintenance of overhead conductors & devices S 86,000
Maintenance of overhead services S 39,000
Overhead distribution lines & feeders S 67,000
Maintenance of underground conductors & device: $ 9,000
Maintenance of underground services S 52,000
Maintenance of line transformers S 27,000
Maintenance of meters S 48,000
Payments in lieu of income taxes S 280,872
Net earnings for the year S 572,259
Balance Sheet
Current assets $ 10,335,928
Capital assets $ 10,062,166
Regulatory assets S 300,748
Future payments in lieu of income taxes S 1,096,000
Investments S 62,380
$ 21,857,221
Current liablities $ 3,586,014
Shareholder promissory note $ 3,900,000
TD debt re: dividend S 8,000,000
TD debt re: smart meters $ 1,266,000
Customer deposits S 359,799
Employee future benefits S 670,157
Shareholder equity $ 4,075,251
$ 21,857,221
Balanced
Statement of Cash Flows
Cash, beginning of year (unrestricted & restricted) $ 6,375,590
Add: Net earnings for the year ) 572,259
Add: amortization of capital assets S 777,000
Unrealized loss on investments S -
Dividends paid S -
Capital asset additions S (1,394,000)
Smart meter investment financed by additional debt S 685,000
Cash, end of year (unrestricted & restricted) S 7,015,849
Ratio Analysis - Debt:Equity Ratio
Total debt $ 13,166,000
Total equity S 4,075,251



Total debt & equity S 17,241,251

Debt % 76%
Equity % 24%
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THE CORPORATION OF THE TOWN OF KINGSVILLE

and
THE CORPORATION OF THE TOWN OF LAKESHORE

as Sellers

and

THE CORPORATION OF THE TOWN OF ESSEX

as Purchaser

September ___, 2008
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SHARE PURCHASE AGREEMENT

Share Purchase Agreement dated September , 2008

BETWEEN:

THE CORPORATION OF THE TOWN OF ESSEX, a municipal corporation
within the meaning of the Municipal Act (Ontario).

(the “Purchaser”)

THE CORPORATION OF THE TOWN OF KINGSVILLE (“Kingsville”), a
municipal corporation within the meaning of the Municipal Act (Ontario)

and

THE CORPORATION OF THE TOWN OF LAKESHORE (“Lakeshore”), a
municipal corporation within the meaning of the Municipal Act (Ontario).

(Lakeshore and Kingsville being each individually referred to as a “Seller” and
collectively as the “Sellers™)

RECITALS:

A

m 9 o =

The Purchaser and the Sellers are the registered and beneficial owners of all of the issued
and outstanding shares in the capital of Energy. -

The Purchaser, the Sellers and Energy are parties to the Shareholders Agreement.
Energy is indebted to Kingsville pursuant to the Kingsville Energy Loan.
Energy is indebted to Lakeshore pursuant to the Lakeshore Energy Loan.

The Purchaser and the Sellers are the registered and beneficial owners of all of the issued
and outstanding Class B common shares in the capital of Solutions.

Energy is the registered and beneficial owner of all of the issued and outstanding Class A
common shares in the capital of Solutions, and together, the Purchaser, Sellers and
Energy are the registered and beneficial owners of all of the issued and outstanding shares
in the capital of Solutions.

Pursuant to the Shareholders Agreement, the Purchaser has exercised its right to purchase
the Sellers’ Shareholder Interests and the Parties are entering into this Agreement to give
effect to the transaction of purchase and sale resulting from the exercise of the
Purchaser’s right to purchase.

NOW THEREFORE in consideration of the mutual covenants and agreements contained in this
Agreement and other good and valuable consideration (the receipt and sufficiency of which are
acknowledged), the Parties agree as follows:
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ARTICLE I - INTERPRETATION
1.1 Definitions
In this Agreement, the following terms have the following meanings:

“Affiliate” means, as applied to any Person, (i) any other Person directly or indirectly
controlling, controlled by or under common control with that Person, (ii) any other Person that
owns or controls 50% or more of any class of equity securities (including any equity securities
issuable upon the exercise of any option or convertible security) of that Person or any of its
affiliates, or (iii) any director, partner, officer, agent, employee or relative of such Person. For
the purposes of this definition, “control” (including with correlative meanings; the terms
“controlling”, “controlled by”, and “under common control with”) as applied to any Person,
means the possession, directly or indirectly, of the power to direct or cause the direction of the
management and policies of that Person, whether through ownership of voting securities, by
contract or otherwise.

“Agreement” means this share purchase agreement as the same may be amended from time to
time; and the words “Article” and “Section” followed by a number or letter mean and refer to
the specified Article or Section of this share purchase agreement.

“Assets” means all property and assets of the Corporations of every nature and kind and
wherever located including (i) all properties and the buildings, improvements and fixtures
located thereon, (ii) all machinery, equipment, furniture, accessories and supplies of all kinds,
(iif) all trucks, cars and other vehicles, (iv) all Inventory, (v) all accounts receivable of the
Corporations of every nature and kind, whether current or not, (vi) the leasehold interest of the
Corporations in and to all leased properties and the buildings, improvements and fixtures located
thereon, (vii) all Proprietary Rights of the Corporations, (viii) all Authorizations issued to the
Corporations, (ix) all leases and all other Contracts binding on or affecting the Corporations, (x)
the Books and Records, and (xi) the Corporate Records.

“Audited Financial Statements” means the consolidated audited financial statements of the
Corporations as at December 31, 2007 including the notes and the report of the Corporation’s
auditors.

“Authorization” means, with respect to any Person, any order, permit, approval, consent,
waiver, licence or other authorization issued, granted, given or authorized by or made applicable
under the authority of any Governmental Authority having jurisdiction over the Person.

“Books and Records” means all books of account, Tax Returns and other tax records, personnel
records, historic documents relating to employees and plans relating to employees, sales and
purchase records, customer and supplier lists, referral sources, research and development reports
and records, production reports and records, equipment logs, operating guides and manuals,
business reports, plans and projections and all other documents, files, correspondence and other
information of the Corporations (whether in written, electronic or other form) other than the
Corporate Records.

“Business” means the business currently carried on by the Corporations, being:
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(i) in the case of Energy, the business of a licensed “distributor” of electricity within
the meaning of Part V of the Ontario Energy Board Act and the Electricity Act,

(i) in the case of Solutions, the business of the supply of electrical appliances
including hot water heaters and lighting systems.

“Business Day” means any day, other than a Saturday, Sunday or statutory or civic holiday in
Toronto, Ontario.

“Closing” means the completion of the transaction of purchase and sale contemplated in this
Agreement.

“Closing Date” means the date which is five (5) Business days after the date on which all
Required Consents and Authorizations relating to the transactions contemplated hereby have
been obtained and are final and binding without the possibility of appeal, or such earlier or later
date as the Parties may agree in writing.

“Closing Period” means the period between the close of business on the date of this Agreement
and the Closing.

“Commercially Reasonable Efforts” means the efforts that a prudent person who desires to
achieve a result would use in similar circumstances to ensure that such result is achieved as
expeditiously as possible.

“Consent” means the consent, approval or similar authorization of a contracting party to any of
the transactions contemplated in this Agreement, if required by the terms of any Contract,
including any consent to a change in control of the Corporations.

“Contracts” means all agreements, arrangements, understandings, commitments and
undertakings (whether written, electronic or oral), to which a Person is a party or a beneficiary or
pursuant to which any of its property or assets are or may be affected.

“Corporate Records” means the corporate records of the Corporations, including (i) all
constating documents, articles and by-laws, (ii) all minutes of meetings and resolutions of
shareholders and directors, and (iii) the share certificate books, securities register, register of
transfers and register of directors.

“Corporations” means Energy and Solutions, and where the context requires, includes “or
either of them”.

“Damages” has the meaning specified in Section 11.1.
“Draft Closing Balance Sheet” has the meaning specified in Section 2.5(a).

“Employee” means any full-time or part-time employee of the Corporations including any
employee on disability (long-term or short-term), workers’ compensation or parental or other
statutory leave, employed as of the date hereof.

“Energy” means E.L.K. Energy Inc., a corporation incorporated pursuant to Section 142 of the
Electricity Act.
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“Environmental Laws” means all Laws relating to environmental matters or occupational
health and safety, including without limitation any laws having as a purpose or effect the
protection of the environment, the prevention or reduction to acceptable levels of pollution or the
provision of remedies in respect of damage arising therefrom.

“Environmentally Hazardous Substance” means any material or substance that could
reasonably be expected to impair the quality of the environment or that causes or could
reasonably be expected to cause an adverse effect on the environment for any use which can be
made of it and as to which liabilities or standards of conduct are imposed pursuant to
Environmental Laws, including any material or substance that is deemed pursuant to any
Environmental Law to be “hazardous”, “toxic”, “deleterious”, “caustic”, “dangerous”, a
“contaminant”, a “hazardous waste”, a “source of contaminant” or a “pollutant”.

“Final Closing Balance Sheet” has the meaning specified in Section 2.5(e).

“GAAP” means, at any time, accounting principles generally accepted in Canada including
those recommended or approved by the Canadian Institute of Chartered Accountants at the
relevant time.

“Governmental Authority” means any (i) multinational, federal, provincial, state, municipal,
local or other governmental or public department, central bank, court, commission, board, bureau
or agency, domestic or foreign, (ii) any subdivision or authority of any of the above, or (iii) any
quasi-governmental or private body exercising any regulatory, expropriation or taxing authority
under or for the account of any of the above.

“Indemnitee” has the meaning specified in Section 11.3(a).

“Indemnitee Representative” means (i) where the Indemnitee is the Purchaser, the
Corporations or any Purchaser Indemnified Person, the Purchaser, or (ii) where the Indemnitee is
the Seller or a Seller Indemnified Person, the Seller.

“Inventory” means all inventories of raw materials, work-in-process and finished goods and
merchandise of the Corporations and all parts and packaging materials used or consumed by the
Corporations.

“Kingsville Energy Loan” means all of the indebtedness of every nature and kind owing by
Energy to Kingsville which indebtedness, as of the date hereof, is in the amount of One Million
Four Hundred and Eighty-Two Thousand Dollars ($1,482,000) and is evidenced by the
Kingsville Promissory Note.

“Kingsville Energy Shares” means all of the issued and outstanding shares in the capital of
Energy owned by Kingsville being comprised of Three Thousand Eight Hundred (3,800)
common shares.

“Kingsville Promissory Note” means the promissory note issued by Energy to Kingsville in the
original principal amount of Two Million Four Hundred and Seventy Thousand Dollars
($2,470,000) dated the 23v day of October, 2002 as evidence of the Kingsville Energy Loan.
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“Kingsville Shareholder Interest” means the Kingsville Energy Shares, the Kingsville
Solutions Shares and the Kingsville Energy Loan.

“Kingsville Solutions Shares” means all of the issued and outstanding shares in the capital of
Solutions owned by Kingsville being comprised of Three Thousand Eight Hundred (3,800) Class

B common shares.

“Known by the Purchaser” means, with respect to any matter, fact or state of affairs to which
the phrase applies, that the matter, fact or state of affairs is actually known by any of the
directors of Energy elected or appointed by the Purchaser.

“Lakeshore Energy Loan” means all of the indebtedness of every nature and kind owing by
Energy to Lakeshore which indebtedness, as of the date hereof, is in the amount of Nine Hundred
and Thirty-Six Thousand Dollars ($8936,000) and is evidenced by the Lakeshore Promissory
Note.

“Lakeshore Energy Shares” means all of the issued and outstanding shares in the capital of
Energy owned by Lakeshore being comprised of Two Thousand Four Hundred (2,400) common
shares.

“Lakeshore Promissory Note” means the promissory note issued by Energy to Lakeshore in the
original principal amount of One Million Five Hundred and Sixty Thousand Dollars
($1,560,000) dated the 23 day of October, 2002 as evidence of the Lakeshore Energy Loan.

“Lakeshore Shareholder Interest” means the Lakeshore Energy Sha:es the Lakeshore
Solutions Shares and the Lakeshore Energy Loan.

“Lakeshore Solutions Shares” means all of the issued and outstanding shares in the capital of
Solutions owned by Lakeshore being comprised of Two Thousand Four Hundred (2,400) Class B

common shares.

“Laws” means any and all applicable (i) laws, constitutions, treaties, statutes, codes, ordinances,
orders, decrees, rules, regulations and municipal by-laws, (ii) judicial, arbitral, administrative,
ministerial, departmental or regulatory judgments, orders, decisions, rulings or awards of any
Governmental Authority, and (iii) policies, guidelines and protocols.

“Lien” means (i) any mortgage, charge, pledge, hypothec, security interest, assignment, lien
(statutory or otherwise), privilege, easement, servitude, pre-emptive right or right of first refusal,
ownership or title retention agreement, restrictive covenant or conditional sale agreement, and
(ii) any other encumbrance of any nature or any other arrangement or condition which, in
substance, secures payment or performance of an obligation.

“OEB Approval” means:
() a determination by the Ontario Energy Board that leave to acquire the Sellers’
Shareholder Interests is not required pursuant to Section 86 of the Ontario Energy
Board Act; or
(i)  in the absence of the determination referred to in the foregoing subparagraph (i),
leave of the Ontario Energy Board pursuant to Section 86 of the Ontario Energy
Board Act.



“Ordinary Course” means, with respect to an action taken by a Person, that such action is (i)
consistent with the past practices of the Person or its business, as the case may be, and is taken in
the ordinary course of the normal day-to-day operations of the Person or its business, as the case
may be, and (ii) similar in nature to an action customarily taken in the ordinary course of the
day-to-day operations of other Persons that are in the same line of business as such Person.

“Parties” means Lakeshore, Kingsville, the Purchaser and any other Person who may become a
party to this Agreement.

“Person” means a natural person, partnership, limited partnership, limited liability partnership,
syndicate, sole proprietorship, corporation or company (with or without share capital), limited
liability company, stock company, trust, unincorporated association, joint venture or other entity
or Governmental Authority.

“Proprietary Rights” means (i) all patents, patent applications, patent disclosures and
inventions (whether or not patentable and whether or not reduced to practice), and including all
provisional applications, substitutions, continuations, continuations-in-part, patents of addition,
improvement patents, divisions, renewals, reissues, confirmations, counterparts, re-examinations
and extensions thereof, (ii) all trade-marks, service marks, trade dress, trade names, logos,
domain names and corporate names, whether registered or existing at common law, (iii) all
registered and unregistered statutory and common law copyrights and industrial designs, (iv) all
registrations, applications and renewals for any of the foregoing, (v) all trade secrets, confidential
information, ideas, formulae, compositions, know-how, improvements, innovations, discoveries,
designs, manufacturing and production processes and techniques, and (vi) all other intellectual
property rights owned, licensed, controlled or used by a Person, in any and all relevant
jurisdictions in the world.

“Purchase Price” has the meaning specified in Section 2.2.

“Purchaser” has the meaning specified above the Recitals.

“Purchaser Indemnified Persons” has the meaning specified in Section 11.1.
“Reference Date” means December 31, 2007.

“Required Consents and Authorizations” means:

(i)  all Consents and Authorizations which are necessary for the continued operation
of the Business on the terms and conditions and with the benefit of all rights held
by the Corporations with respect to the Business as of the date hereof; and

(i) all Consents and Authorizations which are necessary or required for the
completion of the transactions contemplated by this Agreement including OEB
Approval. :

“Sellers” has the meaning specified above the Recitals, and where the context requires includes
“or either of them”.
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“Sellers Indemnified Persons™ has the meaning specified in Section 11.2.

“Sellers’ Shareholder Interests” means collectively the Kingsville Shareholder Interest and the
Lakeshore Shareholder Interest.

“Shareholders Agreement” means that certain amended and restated shareholders agreement
made the 21* day of October, 2002 among the Purchaser, the Sellers and Energy.

“Solutions” means E.L.K. Solutions Inc., a corporation incorporated under the Onrario Business
Corporations Act.

“Tax Returns” means all returns, reports, declarations, elections, notices, filings, forms,
statements and other documents (whether in written, electronic or other form) and any
amendments, schedules, attachments, supplements, appendices and exhibits thereto, which have
been prepared or filed or required to be prepared or filed in respect of Taxes.

“Taxes” includes any taxes, duties, assessments, imposts and levies imposed by any Taxing
Authority and includes all interest, penalties, fines, additions to tax or other additional amounts
imposed by any Taxing Authority including those levied on, or measured by, or referred to as,
income, gross receipts, profits, capital, transfer, land transfer, sales, goods and services,
harmonized sales, use, value-added, excise, withholding, business, property, occupancy,
employer health, payroll, employment, health, social services, education and social security
taxes, all surtaxes, all customs duties and import and export taxes, countervail and anti-dumping
and all employment insurance, health insurance and Canada, Québec and other government
pension plan and other employer plan premiums, contributions or withholdings.

“Third Party Claim” has the meaning specified in Section 11.3(a).

“Territory” means the geographic area encompassed within the boundaries of the Towns of
Essex, Kingsville and Lakeshore, taken as a whole (and disregarding any contiguous boundaries)
as such boundaries may be altered from time to time.

“Transaction Documents” means this Agreement and all other agreements, certificates and
other instruments or documents delivered or given pursuant to this Agreement.

“Working Capital” means the difference between the current assets and current liabilities of the
Corporations.

1.2 Gender and Number.

Any reference in this Agreement to gender includes all genders and words importing the singular
include the plural and vice versa.

1.3 Certain Phrases and Calculation of Time.
| (@ In this Agreement:

@A) the words “including” and “includes” mean “including (or
includes) without limitation”; and
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(ii) in the computation of periods of time from a specified date to a
later specified date, unless otherwise expressly stated, the word
“from” means “from and including” and the words “to” and
“until” each mean “to but excluding”, and if the last day of any
such period is not a Business Day, such period will end on the
next Business Day.

(b)  When calculating the period of time “within” which or “following” which any act
or event is required or permitted to be done, notice given or steps taken, the date
which is the reference date in calculating such period is excluded from the
calculation. If the last day of any such period is not a Business Day, such period
will end on the next Business Day.

1.4  Headings, etc.

The inclusion of a table of contents, the division of this Agreement into Articles and Sections
and the insertion of headings are for convenient reference only and are not to affect or be used in
the construction or interpretation of this Agreement.

1.5 Currency

All monetary amounts in this Agreement, unless otherwise specifically indicated, are stated in
Canadian currency.

1.6 Knowledge

Where any representation or warranty in this Agreement is expressly qualified by reference to
the knowledge of the Sellers, it is deemed to refer to the actual knowledge of the directors

appointed by each of the Sellers.

1.7 Accounting Terms

All accounting terms and references not defined in this Agreement are to be interpreted in
accordance with GAAP.

1.8 Statutory References

Unless otherwise specifically indicated, any reference to a statute in this Agreement refers to that
statute and to the regulations made under that statute, as the same may, from time to time, be
amended, re-enacted or replaced.

1.9  Governing Law

(@) This Agreement is governed by and is to be interpreted, construed and enforced in
accordance with the laws of the Province of Ontario and the federal laws of
Canada applicable therein, without regard to conflict of law principles.

(b)  Each of the Parties irrevocably attorns and submits to the jurisdiction of the courts
of Ontario.



1.10 Acknowledgement

The Purchaser and the Sellers acknowledge that the completion of this agreement is
conditional upon the Purchaser obtaining the approval of the Ontario Energy Board for
this transaction. The Purchaser and Sellers agree that the obligations, representations and
warranties contained herein shall be construed in that context.

ARTICLE Il - SELLERS’ SHAREHOLDER INTERESTS AND
PURCHASE PRICE

2.1 Purchase and Sale

Subject to the terms and conditions of this Agreement, the Sellers covenant and agree to sell,
assign and transfer to the Purchaser and the Purchaser covenants and agrees to purchase and
acquire from the Sellers on the Closing Date, the Sellers’ Shareholders Interests.

2.2 Purchase Price

The purchase price payable by the Purchaser to the Sellers for the Sellers’ Shareholder Interests
is Twelve Million, Seven Hundred and Seventy Three Thousand, Two-Hundred and Forty
Dollars ($12,773,240.00), subject to adjustment in accordance with Section 2.5 and allocated as

follows:

(@  Kingsville Energy Loan ~ $ 1,482,000.00
(b)  Kingsville Energy Shares — $ 6,346,560.70
(¢)  Kingsville Solutions Shares — $ 200.00
(d)  Kingsville Shareholder Interest — $ 7,828,760.70
(¢)  Lakeshore Energy Loan — $ 936,000.00
® Lakeshore Energy Shares — $ 4,008,279.30
(g)  Lakeshore Solutions Shares — $ 200.00
(h)  Lakeshore Shareholder Interest — $ 4.944.479.30
@) Total Sellers’ Shareholder Interest: $12.773.240.00

2.3 Payment of the Purchase Price

At the Closing, the Purchaser shall pay the Purchase Price by bank draft or other form of
immediately available funds as follows:

(@  to the order of Kingsville, the amount of Seven Million Eight Hundred and
Twenty-Eight Thousand Seven Hundred and Sixty Dollars and Seventy Cents
($7,828,760.70) for the Kingsville Shareholder Interest; and

(b)  to the order of Lakeshore, the amount of Four Million Nine Hundred and Forty-
Four Thousand Four Hundred and Seventy-Nine Dollars and Thirty Cents
($4,944,479.30) for the Lakeshore Shareholder Interest.
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Deposit

(@

(®)

(©)

The Sellers acknowledge receipt from the Purchaser of a deposit (the “Deposit”)
in the amount of fifty thousand dollars ($50,000.00) which, in accordance with
the direction of the Sellers has been paid to Lakeshore.

Upon satisfaction or waiver of the conditions precedent to the Closing in Article
VII, the Deposit will be applied in satisfaction of an equivalent amount of the
component of the Purchase Price allocable to Lakeshore Shareholder Interest. If
the Closing does not occur by reason of a default by the Sellers in the
performance of their obligations under this Agreement, the full amount of the
Deposit shall be immediately returned to the Purchaser.

If the Closing does not occur for any reason other than a default by the Sellers in
the performance of their obligations under this Agreement, and provided the
Sellers have not intervened in any manner in the Purchaser’s application for OEB
Approval, the full amount of the Deposit shall become the property of, and may
be retained by the Sellers (and allocated between them as they may determine) to
compensate the Sellers for the expenses incurred and opportunities foregone as a
result of the failure of the transaction to close, in addition to and not in
substitution for such other rights and remedies, if any, as the Sellers may have
with respect to Closing not having occurred.

Adjustment of Purchase Price

()

(b)

©

Within 90 days following the Closing Date, the Purchaser shall cause the
Corporations’ auditor to prepare and deliver to the Sellers a draft audited
consolidated closing balance sheet (the “Draft Closing Balance Sheet”) of the
Corporations prepared as of the close of business on the Closing Date, together
with a draft auditor’s report thereon, and, if requested by the Sellers, the
Purchaser shall request the Corporations’ auditors to also produce copies of the
working papers supporting the Draft Closing Balance Sheet. The Draft Closing
Balance Sheet must be prepared in accordance with GAAP applied on a basis
consistent with the preparation of the Audited Financial Statements.

Within 20 days following delivery of the Draft Closing Balance Sheet, the Parties
may notify each other in writing if they have any objections to the Draft Closing
Balance Sheet. The notice of objection must contain a statement describing the
basis of the objections and each amount in dispute. The Parties shall be deemed
to have accepted the Draft Closing Balance Sheet if no notice of objections has
been delivered within the specified period of 20 days.

If any Party disputes the Draft Closing Balance Sheet by delivering a notice of
objection pursuant to Section 2.5(b), the Parties shall work expeditiously and in
good faith in an attempt to resolve such dispute within a further period of 20 days
after the date of delivery of the notice of objection, failing which the dispute will
be submitted for determination to an independent national firm of chartered
accountants mutually agreed to by the Sellers and the Purchaser. The
determination of the accountants will be final and binding upon the Parties and
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will not be subject to appeal, absent manifest error. The appointed accountants
are deemed to be acting as experts and not as arbitrators.

The Sellers and the Purchaser shall each bear the fees and expenses of their
respective auditors in preparing or reviewing, as the case may be, the Draft
Closing Balance Sheet. In the case of a dispute and the retention of a national
firm of chartered accountants to resolve such dispute, the costs and expenses of
such firm will be borne equally by the Sellers and the Purchaser. However, the
Sellers and the Purchaser will each bear their own costs in presenting their
respective cases to such firm.

Immediately following the 20 day period referred to in Section 2.5(b) or the
resolution of any dispute in accordance with Section 2.5(c), the Purchaser shall
deliver to the Sellers the final Draft Closing Balance Sheet (the “Final Closing
Balance Sheet”) together with the auditor’s report. Such Final Closing Balance
Sheet will be final and binding upon the Parties and will not be subject to appeal,
absent manifest error.

The Purchase Price will be increased or decreased, as the case may be, by sixty
two percent (62%) of each dollar by which the Working Capital as determined
from the Final Closing Balance Sheet is more or less than the Working Capital
calculated by reference to the balance sheet comprising part of the Audited
Financial Statements. Any adjustment to the Purchase Price arising from the
preparation of the Final Closing Balance Sheet will be made to that component of
the Purchase Price allocable to the Kingsville Shares and the Lakeshore Shares on
a pro rata basis and shall be paid forthwith by the Purchaser or Sellers, as the case
may be, after delivery of the Final Closing Balance Sheet.

The determination and adjustment of the Purchase Price in accordance with the
provisions of this Section 2.5 will not limit or affect any other rights or causes of
action which either the Purchaser or the Sellers may have with respect to the
representations, warranties, covenants and indemnities in its favour contained in
this Agreement.

ARTICLE III - REPRESENTATIONS AND WARRANTIES OF THE
SELLERS

Subject to the limitations contained herein, the Sellers represent and warrant as follows to the
Purchaser and acknowledge and confirm that the Purchaser is relying upon the representations
and warranties in entering into this Agreement and purchasing the Sellers’ Shareholder Interests.

3.1  Municipal Authorizations
The execution, delivery and performance by the Sellers of this Agreement:

(a)

has been duly authorized by all necessary municipal action on the part of the
Sellers; and
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) does not (or would not with the giving of notice, the passage of time or the
happening of any other event or circumstance) result in a breach or a violation of,
or conflict with, or allow any other Person to exercise any rights under, any of its
by-laws or resolutions.

3.2 No Conflict with Authorizations, Laws, etc.

The execution, delivery and performance by the Sellers of this Agreement does not (or would not
with the giving of notice, the passage of time or the happening of any other event or
circumstance):

(a) result in a breach or a violation of, conflict with, or cause the termination or
revocation of, any Authorization held by the Sellers, or either of them, necessary
to the transfer or ownership of the Sellers’ Shareholder Interests;

(b)  result in or require the creation of any Lien upon any of the Sellers’ Sharcholder
Interests;

(c)  result in a breach or a violation of, or conflict with, any judgement, judicial order
or decree of any Governmental Authority; or

(d)  result in a breach or a violation of, or conflict with, any Law applicable to the
Sellers or, except as Known by the Purchaser, the Corporations.

3.3 No Conflict with Contracts

Except as Known by the Purchaser, the execution, delivery and performance by the Sellers of
this Agreement does not (or would not with the giving of notice, the passage of time or the
happening of any other event or circumstance):

(a) result in a breach or a violation of, or conflict with, any Contract binding on or
affecting the Corporations, the Sellers’ Shareholder Interests, or the Assets; or

(b)  resultin or give any Person the right to seek, or to cause:

i) the termination, cancellation, amendment or renegotiation of any
Contract binding on or affecting the Corporations, the Sellers’
Shareholder Interests or the Assets;

(ii)  the acceleration of any payment amount or other obligation of the
Corporation; or

(iii)  the forfeiture or other loss, in whole or in part, of any benefit
which would otherwise accrue to the Corporations.

34 Required Authorizations

Other than OEB Approval, there is no requirement for the Sellers to make any filing with, give
any notice to, or obtain any Authorization of, any Governmental Authority as a result of, or in
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connection with, or as a condition to the lawful completion of, the transactions contemplated by
this Agreement.

35 Required Consents

There is no requirement for the Sellers to make any filing with, give any notice to, or obtain any
consent, approval, waiver or other similar authorization of, any Person who is a party to a
Contract binding on or affecting the Sellers or, except as Known by the Purchaser, the
Corporations as a result of, or in connection with, or as a condition to the lawful completion of,

the transactions contemplated by this Agreement.

3.6 Execution and Binding Obligation

This Agreement has been duly executed and delivered by the Sellers and constitutes legal, valid
and binding obligations of the Sellers enforceable against the Sellers in accordance with its

terms.

3.7 Kingsville Shareholder Interest and Lakeshore Shareholder Interest

(@ The Kingsville Energy Shares, the Kingsville Solutions Shares, the Lakeshore
Energy Shares and the Lakeshore Solutions Shares have been duly issued and are
outstanding as fully paid and non-assessable.

(b) All of the Sellers’ Shareholder Interests have been issued in compliance with all
applicable Laws (including securities Laws).

(c) The Kingsville Energy Loan and the Lakeshore Energy Loan have been duly
advanced by Kingsville and Lakeshore respectively to Energy and Energy is
indebtedness to Kingsville and Lakeshore in the amounts of the Kingsville Energy
Loan and the Lakeshore Energy Loan respectively without any claim for

deduction or setoff.

(d)  The Kingsville Promissory Note and the Lakeshore Promissory Note constitute
legal and valid obligations of the Corporation enforceable against the Corporation
in accordance with their respective terms. ‘

3.8 Title to Sellers’ Shareholder Interests

The Kingsville Shareholder Interest and the Lakeshore Shareholder Interest are owned by
Kingsville and Lakeshore respectively as the registered and beneficial owners thereof with good
and valid title thereto, free and clear of all Liens. Upon completion of the transactions
contemplated by this Agreement, the Purchaser will have legal and beneficial and good and valid
title to all of the Sellers’ Shareholder Interests, free and clear of all Liens.

3.9 No Other Agreements to Purchase

Except for the Purchaser’s right under this Agreement and the rights, if any, of the Sellers to sell
the Sellers’ Shareholder Interests to Chatham-Kent Energy Inc., should the Purchaser ultimately
be unsuccessful in completing the transaction embodied by this Agreement, no Person has any
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written or oral agreement, option, understanding or commitment or any right or privilege
(whether by law, contractual or otherwise) capable of becoming such for:

(@  the purchase or acquisition from the Sellers of any of the Sellers’ Shareholder
Interests; or

(b)  except as Known by the Purchaser, the purchase, subscription, allotment or
issuance of any of the unissued shares or other securities of the Corporations.

3.10 Full Disclosure

Except as Known by the Purchaser, to the knowledge of the Sellers, neither this Agreement nor
any Transaction Document to which the Sellers (or any of their respective directors or officers) is

a party:
@) contains any untrue statement of a fact; or

(i) omits any fact necessary in order to make the statements
contained herein or therein not misleading.

3.11 Adverse Change

To the knowledge of the Sellers since the Reference Date there has occurred no material adverse
change to the Business and the Sellers have no knowledge of the existence of any circumstance
which could result in a material adverse change to the Business.

ARTICLE IV - REPRESENTATIONS AND WARRANTIES OF THE
PURCHASER

The Purchaser represents and warrants as follows to the Sellers and acknowledges and confirms
that the Sellers are relying on the representations and warranties in entering into this Agreement
and selling the Sellers’ Shareholder Interests to the Purchaser:

4.1 Municipal Authorization

The execution, delivery and performance by the Purchaser of this Agreement has been duly
authorized by all necessary municipal action on the part of the Purchaser.

4.2 No Conflict with Authorizations, Laws, etc.

The execution, delivery and performance by the Purchaser of this Agreement does not (or would
not with the giving of notice, the passage of time or the happening of any other event or

circumstance):

(a) result in a breach or a violation of, conflict with, or cause the termination or
revocation of, any Authorization held by the Purchaser or necessary to the
ownership of the Sellers’ Shareholder Interests;

(b)  result in a breach or a violation of, or conflict with, any judgement, judicial order
or decree of any Governmental Authority applicable to the Purchaser; or
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(c) result in a breach or a violation of, or conflict with, any Law applicable to the
Purchaser.

4.3 Execution and Binding Obligation

This Agreement has been duly executed and delivered by the Purchaser and constitutes (or will
constitute) legal, valid and binding obligations of the Purchaser, enforceable against it in
accordance with their respective terms.

ARTICLE V - COVENANTS OF THE PARTIES

5.1 Access for Due Diligence

Subject to compliance with applicable Laws, during the Closing Period, the Sellers shall:

(a) If required by the Corporations, consent to the Corporations giving the Purchaser
and its accountants, legal advisers and other representatives, full access to its
personnel, premises, Books and Records, Corporate Records, accounts, Tax
Returns, Contracts and its other Assets; and

(b)  Provide the Purchaser with such information as it has in its possession or control
relating to the Corporations and the Business as the Purchaser may reasonably
request.

At the request of the Purchaser, the Sellers shall execute or cause to be executed, such consents,
authorizations and directions as may be necessary to enable the Purchaser and its representatives
to obtain access to all files and records maintained by Governmental Authorities in respect of the
Sellers’ Shareholder Interests, the Corporations, the Assets and the Business. No investigation
made by the Purchaser or its representatives will affect the Purchaser’s right to rely on any
representation or warranty made by the Sellers in this Agreement or in any Transaction

Document.

52  Conduct of Business Prior to Closing

During the Closing Period, the Sellers shall not cause the Corporations to conduct the Business
other than in the Ordinary Course to the extent that they are capable of so doing.

53 Actions to Satisfy Clesing Conditions

()  The Sellers shall take all such actions as are within its power to control and shall
use Commercially Reasonable Efforts to cause other actions to be taken which are
not within its power to control, so as to ensure compliance with all of the
conditions set forth in Section 7.1 including ensuring that during the Closing
Period and at Closing, there is no breach of any of its representations and

warranties.

(b)  The Purchaser shall take all such actions as are within its power to control and
shall use Commercially Reasonable Efforts to cause other actions to be taken
which are not within its power to control, so as to ensure compliance with all of
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the conditions set forth in Section 7.2 including ensuring that during the Closing
Period and at Closing, there is no breach of any of its representations and

warranties.
54 Transfer of the Sellers’ Shareholder Interests

The Sellers shall take all necessary steps and corporate proceedings to permit good title to the
Sellers’ Shareholder Interests to be duly and validly transferred and assigned to the Purchaser at

the Closing, free of all Liens.

5.5 Request for Consents

The Sellers shall use Commercially Reasonable Efforts to obtain, prior to Closing, all Consents.
The Consents shall be on such terms as are acceptable to the Purchaser, acting reasonably.

5.6 Filings and Authorizations

Each of the Sellers and the Purchaser, as soon as practicable after the execution of this
Agreement, shall:

(a) make, or cause to be made, all such filings and submissions under all Laws
applicable to it as may be required for it to complete the purchase and sale of the
Sellers’ Shareholder Interests in accordance with the terms of this Agreement and
the other transactions contemplated by this Agreement; and

(b)  use Commercially Reasonable Efforts to obtain, or cause to be obtained, all
Authorizations necessary or advisable in order to complete the transfer of the
Sellers’ Sharecholder Interests and the other transactions contemplated by this
Agreement and each of the Acquisition Agreements. '

The Sellers and the Purchaser shall coordinate and cooperate with each other in exchanging
information and supplying such assistance as is reasonably requested in connection with the
foregoing including providing each Party with all notices and information supplied to or filed
with any Governmental Authority and all notices and correspondence received from any
Governmental Authority (except for notices and information which the Sellers or the Purchaser,
in each case acting reasonably, considers highly confidential and sensitive and which may be

filed on a confidential basis).

5.7 Notice of Untrue Representation or Warranty

During the Closing Period, the Sellers shall promptly notify the Purchaser, and the Purchaser
shall promptly notify the Sellers, upon any representation or warranty made by it contained in
this Agreement or any Transaction Document becoming untrue or incorrect. Any such
notification must set out particulars of the untrue or incorrect representation or warranty and
details of any actions being taken by the Sellers or the Purchaser, as the case may be, to rectify
that state of affairs. The recipient of any such notice shall consider the proposed amendment or
supplement and the provisions of Section 8.1 will apply. In the event that the recipient of any
such notice agrees in writing to the proposed amendment or supplement, then, and only in that
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situation, the representations and warranties will be amended or supplemented as proposed in the
notice and as agreed to in writing by the Parties.

58 Access to Books and Records

The Sellers shall, if requested by the Corporations, consent to the delivery to the Purchaser, at
Closing, of all the Books and Records. For a period of 6 years from the Closing Date or for such
longer period as may be required by applicable Law, the Purchaser shall retain all original
accounting Books and Records relating to the Corporations for the period prior to and including
the Closing Date, but the Purchaser shall not be responsible or liable to the Sellers for or as a
result of any accidental loss or destruction of, or damage to, any such Books and Records. So
long as any such Books and Records are retained by the Purchaser pursuant to this Agreement,
the Sellers have the right to inspect and to make copies (at their own expense) of them at any
time during normal business hours and upon reasonable notice for any proper purpose and
without undue interference to the business operations of the Corporations. The Purchaser has the
right to have its representatives present during any such inspection.

ARTICLE VI - CLOSING

6.1 Date, Time and Place of Closing

Except as the Parties may otherwise agree in writing, the completion of the transaction of
purchase and sale contemplated by this Agreement will take place at the offices of Energy, at
10:00 A.M. (Toronto time) on the Closing Date or at such other place, on such other date and at
such other time as may be agreed upon in writing by the Parties.

6.2 Closing Procedures

Unless otherwise expressly provided for in this Agreement, the terms and conditions set out in
Article 5 of the Shareholders Agreement shall apply to the Closing.

Except as the Parties may otherwise agree in writing, subject to satisfaction or waiver by the
relevant Party of the conditions of closing, at the Closing, the Sellers shall deliver actual
possession of the Sellers’ Shareholder Interests to the Purchaser and upon such delivery the
Purchaser shall pay or satisfy the balance Purchase Price in accordance with Section 2.3.

6.3 Non-Merger

Except as otherwise expressly provided in this Agreement, the covenants, representations and
warranties will not merge on but will survive the Closing and, notwithstanding such Closing or
any investigation made by or on behalf of any Party, will continue in full force and effect.
Closing will not prejudice any right of one Party against any other Party in respect of anything
done or omitted under this Agreement or in respect of any right to damages or other remedies.

ARTICLE VII - CONDITIONS OF CLOSING
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7.1 Conditions in Favour of the Purchaser

The obligation of the Purchaser to complete the transactions contemplated by this Agreement is
subject to the following conditions to be fulfilled or performed at or prior to Closing, which
conditions are for the exclusive benefit of the Purchaser and may be waived, in whole or in part,
by the Purchaser in its sole discretion:

(a)

®)

(c)

(d)

(¢)

®

Truth of Representations and Warranties. The representations and warranties
of the Sellers contained in this Agreement shall be true and correct as of the
Closing Date with the same force and effect as if such representations and
warranties had been made on and as of such date and the Sellers shall have
executed and delivered a certificate of a senior officer to that effect;

Performance of Covenants. The Sellers shall have fulfilled or complied with all
covenants contained in this Agreement to be fulfilled or complied with by them at
or prior to Closing, and the Sellers shall have executed and delivered certificates
of senior officers to that effect;

Consents. All Required Consents and Authorizations shall have been obtained on
terms acceptable to the Purchaser, acting reasonably;

Due Diligence. The Purchaser shall have completed its investigation into the
Corporations, the Business, the Sellers’ title to the Sellers’ Shareholder Interests,
the Assets and all other matters it has deemed relevant and such investigation
shall be satisfactory to the Purchaser, acting reasonably;

No Legal Action. No action or proceeding shall be pending or threatened by any
Person in any jurisdiction, to enjoin, restrict or prohibit:

@) any of the transactions contemplated by this Agreement;

(ii)  the right of the Purchaser to own the Sellers’ Shareholder
Interests; or '

(iii)  the right of the Corporations to operate the Business after Closing
on substantially the same basis as currently operated.

Deliveries. The Sellers shall have delivered or caused to be delivered to the
Purchaser the following:

6) share certificates representing the Kingsville Energy Shares, the
Kingsville Solutions Shares, the Lakeshore Energy Shares and
the Lakeshore Solutions Shares respectively, duly endorsed in
blank for transfer or accompanied by irrevocable stock transfer
powers of attorney duly executed in blank, in either case, by the
holders of record, together with evidence satisfactory to the
Purchaser that the Purchaser has been entered in the Corporate
Records as the holder of record of the Kingsville Energy Shares,
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(iii)
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(vii)

(viii)

(ix)
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the Kingsville Solutions Shares, the Lakeshore Energy Shares
and the Lakeshore Solutions Shares respectively;

the Kingville Promissory Note and the Lakeshore Promissory
Note duly endorsed to the order of the Purchaser, together with
evidence satisfactory to the Purchaser that the Purchaser has been
recorded in the Corporate Records as the holder of record of the
Kingsville Promissory Note and Lakeshore Promissory Note
respectively;

a general absolute assignment of the Sellers’ Shareholder
Interests;

an assignment of all security issued by the Corporations to the
Sellers in connection with the Kingsville Energy Loan and the
Lakeshore Energy Loan;

certified copies of:

(A) Dby-laws of each of the Sellers approving the entering into
and completion of the transactions contemplated by this
Agreement; and

(B)  resolutions of the board of directors of the Corporations
authorizing the transfer of the Sellers’ Shareholder Interests
as contemplated by this Agreement; and

(C) a list of the officers and directors authorized to sign
agreements together with their specimen signatures,

all in form and substance satisfactory to the Purchaser, acting
reasonably;

the certificates referred to in Section 7.1(a) and Section 7.1(b);

evidence, satisfactory to the Purchaser, of the release and
discharge of any Liens affecting the Sellers’ Sharcholders
Interests;

a duly executed resignation effective as at the Closing of each of
the directors of the Corporations nominated or appointed to the
board of directors by the Sellers;

duly executed releases in favour of the Corporations and the
Purchaser for matters up to Closing as contemplated by Section
5.1 of the Shareholders Agreement in formm and substance
satisfactory to the Purchaser acting reasonably from:

= (A) - the Sellers; and
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(B)  each of the Persons referred to in Section 7.1(f)(viii); and
(x)  the Corporate Records.

® Proceedings. All proceedings to be taken by the Sellers in connection with the
transactions contemplated in this Agreement shall be satisfactory in form and
substance to the Purchaser, acting reasonably, and the Purchaser shall have
received copies of all instruments and other evidence as it may reasonably request
in order to establish the consummation of such transactions and the taking of all
necessary proceedings in connection therewith; and

7.2  Conditions in Favour of the Sellers

The obligation of the Sellers to complete the transactions contemplated in this Agreement is
subject to the following conditions to be fulfilled or performed at or prior to Closing, which
conditions are for the exclusive benefit of the Sellers and may be waived, in whole or in part, by
the Sellers in their sole discretion:

(a Truth of Representations and Warranties. The representations and warranties
of the Purchaser contained in this Agreement shall be true and correct as of the
Closing Date with the same force and effect as if such representations and
warranties had been made on and as of such date and the Purchaser shall have
executed and delivered a certificate of a senior officer to that effect.

(b)  Performance of Covenants. The Purchaser shall have fulfilled or complied with
all covenants contained in this Agreement to be fulfilled or complied with by it at
or prior to Closing and the Purchaser shall have executed and delivered a
certificate of a senior officer to that effect.

()  Deliveries. The Purchaser shall have delivered or caused to be delivered to the
Sellers the following:

@) certified copies of:

(A)  by-laws of the Purchaser approving the entering into and
completion of the transactions contemplated by this
Agreement; and

(B) a list of the officers and directors authorized to sign
agreements together with their specimen signatures,

all in form and substance satisfactory to the Sellers, acting
reasonably; and

(ii)  the certificates referred to in Section 7.2(a) and Section 7.2(b);

(iii)  the balance of the Purchase Price by bank draft, certified cheque
or other form of immediately available funds.
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7.3 Condition Precedent re: OEB Approval

(@

(b)

(©)

The Parties acknowledge and agree that OEB Approval is a true condition
precedent to the completion of the transactions contemplated by this Agreement.

The Purchaser acknowledges and agrees that it bears the responsibility of
applying for OEB Approval and agrees that it shall submit an application for OEB
Approval to the Ontario Energy Board forthwith after the execution of this
Agreement by all Parties and to prosecute such application diligently and in good
faith. :

If OEB Approval has not been obtained within six (6) months of the date of
execution of this Agreement by all Parties, then unless such time period has been
extended with the written consent of all Parties, this Agreement shall terminate
without further liability of any Party to the other, and the Parties agree that,
provided neither the Sellers nor Chatham-Kent Energy Inc. have intervened in any
manner in the Purchaser’s application to the Ontario Energy Board, the Sellers
shall be free to complete a sale of their respective Sellers® Shareholder Interests to
Chatham-Kent Energy Inc. without again complying with Section 4.4 of the
Shareholders Agreement provided that:

@) such sale is completed within ninety (90) days of Ontario Energy
Board approval of such sale; and

(i) such sale is completed in accordance with the terms and
conditions of that certain binding letter of intent submitted by
Chatham-Kent Energy Inc. to the Sellers dated June 30, 2008;
and

(iii) Chatham-Kent Energy Inc. has executed an “Assumption
Agreement” (as that term is defined in the Shareholders
Agreement) in accordance with the requirements of Section 4.5
of the Shareholders Agreement.

ARTICLE VIII - TERMINATION AND ARBITRATION

8.1 Termination

This Agreement may be terminated at any time prior to the Closing:

(@)

(b)

by the Purchaser if, at the time of Closing, any of the conditions specified in
Section 7.1 has not been satisfied in full;

by the Purchaser, if there has been a material violation or material breach by the
Sellers of any covenant, representation or warranty or other agreement contained
in the Agreement such that any condition specified in Section 7.1 would be
incapable of being satisfied at Closing, and such violation or breach is not waived
by the Purchaser or, in the case of a covenant breach, cured by the Sellers by the

earlier of:
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)] ten days after written notice thereof by the Purchaser; or
(i)  the Closing Date;

©) by the Sellers if, at the time of Closing, any of the conditions specified in Section
7.2 has not been satisfied in full;

(d) - by the Sellers, if there has been a material violation or material breach by the
Purchaser of any covenant, representation or warranty or other agreement
contained in the Agreement such that any condition specified in Section 7.2
would be incapable of being satisfied at Closing, and such violation or breach is
not waived by the Sellers or, in the case of a covenant breach, cured by the
Purchaser by the earlier of:

6y ten days after written notice thereof by the Sellers; or
(i)  the Closing Date;

() by written agreement of the Parties;

and shall terminate automatically by the operation of Section 7.3.

8.2 Effect of Termination

If this Agreement is terminated pursuant to Section 8.1(e) or terminates automatically by the
operation of Section 7.3, all obligations of the Parties under or pursuant to this Agreement will
terminate without further liability of any Party to the other except for the provision of:

(a) Section 12.9 relating to expenses;
b) Section 12.11 relating to public announcements; and
() this Section 8.2,

provided nothing herein will relieve any Party from liability for any breach of this Agreement
occurring before its termination.

8.3 Waiver of Conditions of Closing

If any of the conditions set forth in Section 7.1 have not been satisfied, the Purchaser may elect
in writing to waive the condition and proceed with the completion of the transactions
contemplated by this Agreement and, if any of the conditions set forth in Section 7.2 have not
been satisfied, the Sellers may elect in writing to waive the condition and proceed with the
completion of the transactions contemplated by this Agreement. Any such waiver and election
by the Purchaser or the Sellers, as the case may be, will only serve as a waiver of the specific
closing condition and the breaching party will have no liability with respect to that specific
waived condition.

ARTICLE IX -~ NON-COMPETITION BY SELLERS
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9.1 Non-Competition

@

(b)

Each Seller covenants that, for so long as the Purchaser is a shareholder (directly
or indirectly) of a corporation which holds a license under the Ontario Energy
Board Act to distribute electricity in the Territory, or which is otherwise engaged
in the lawful distribution of electricity in the Territory, it will not anywhere within
the Territory, either singly in or partnership or jointly or in conjunction with any
other Person or Persons, whether as principal, agent, consultant, shareholder or in
any other manner whatsoever, directly or indirectly, carry on, be engaged in or
concerned with or interested in, or advise, acquire an interest in, or permit its
name or any part thereof to be used or employed by any Person engaged in or
concerned with, or interested in an activity which requires a license under Section
57(a) of the Ontario Energy Board Act or by any Person otherwise engaged in the
lawful distribution of electricity in the Tertitory. Notwithstanding anything that
might be construed to the contrary in this Section 9.1(a), the Parties acknowledge
and agree that the the nomination by the Sellers of directors to the board of
directors of Energy pursuant to Section 10.4 of this Agreement following shall not
constitute a contravention of this Section 9.1(a).

Each Shareholder agrees that if a court of competent jurisdiction shall limit,
restrict or otherwise change the geographical area or time or businesses referred to
in Section 9.1(a), that the limited or changed geographical area or time period or
types of business determined by the said court shall, for the purposes of the
section, be deemed to be the geographical area and/or time period and/or types of
business referred to in the section, as if they were the original geographical area
and time period and types of business set out therein. Each Shareholder hereby
agrees that all covenants, provisions and restrictions in this section are reasonable
and valid and all defences to the strict enforcement thereof are hereby waived by

it.
ARTICLE X -POST CLOSING PROVISIONS RE: PURCHASER

10.1 Post Closing Provisions re: Employees

The Purchaser agrees that from and after the Closing Date, it will exercise such rights as it may
have in its capacity as a shareholder of Energy to ensure that:

(2)
(b)

The employment of any Employee of Energy shall not be terminated; and

For a period of seven (7) years from the Closing Date no Employee shall be
required, as a term of continuing employment, to permanently relocate their place
of residence to a permanent residence outside of the Territory;

solely and exclusively as a result of the acquisition of the Sellers’ Shareholder Interests by the

Purchaser.
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10.2 Operations of Energy

For so long as Fnergy holds a license under the Ontario Energy Board Act to distribute
electricity in the Territory, the Purchaser shall exercise such rights as it may have in its capacity
as a shareholder of Energy to ensure that Energy:

(@
(b)

(©

(d)

()

®

(8

maintains a service centre in the Town of Essex;

meets all mandated performance targets with respect to the Ontario Energy
Board’s Service Quality Indicator;

pursues only such expansion opportunities as are reasonable and prudent to
pursue in the circumstances;

will continue to be an active part of the local communities in which it operates
and will continue to be a good corporate citizen and a facilitator of economic

development;

does not divest itself of a material asset that is permanently located within the
boundaries of either Seller without first affording such Seller a reasonable
opportunity to acquire such asset for cash consideration at fair market value.

For the purposes of this Section 10.2(e):
(i) “divest” means the disposition of a material asset:

¢)) to a Person who will not be using the asset as part of, or in
connection with a “distribution system” (as defined under
the Ontario Energy Board Act) through which electricity is
distributed in the Territory; and

(II)  the proceeds of such disposition will not be used by
Energy to acquire an asset or assets to form part of or to be
used in connection with Energy’s distribution system.

(ii) “material asset” means a capital asset which has a fair market
value at the time of a proposed divestiture in excess of Three
Hundred Thousand Dollars ($300,000);

does not materially fail to carry out the improvements outlined in the most recent
existing capital forecast adopted by Energy prior to Closing during the period of
time to which such forecast is applicable;

the property legally described as: “Lot 3, North side of Pearl Street, East,
registered plan 185, saving and excepting the easterly twelve feet of said Lot 3” is
transferred or made available to Kingsville for continued use as a municipal
parking lot, provided the contemplated transaction is in compliance with existing
regulations including the affiliate relationship code of the Ontario Energy Board.
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() senior members of the executive of Energy are made available on an annual basis
to the councils of the Sellers for a presentation to council or the public, if
requested, and that senior members of the executive are made available informally
and on an as needed and reasonable basis at all other reasonable times and

intervals.

10.3 Acknowledgement

Provided the Purchaser has taken no commercially unreasonable actions that have resulted in
Energy’s inability to meet its obligations contained in Sections 10.1 or 10.2, it is acknowledged
and agreed that nothing contained in Sections 10.1 or 10.2 herein shall require the Purchaser to
restrict in whole or in part the powers of the directors to manage or supervise the management of
the business and affairs of Energy and that nothing contained herein shall constrain or restrict the
directors officers, or other employees of Energy from acting in the Ordinary Course or otherwise
restrict Energy from carrying on the Business in the Ordinary Course.

10.4 Nomination and Appointment of Directors

For so long as:

(a) Energy is distributing electricity within the municipal boundaries of Kingsville
and Lakeshore; and

(b)  the municipal boundaries of Kingsville and Lakeshore remain unchanged from the
Closing Date; and

(c) Energy is controlled by the Purchaser,

The Sellers shall be permitted to jointly nominate four (4) residents of the Territory for
consideration by the Purchaser for appointment to the board of directors of Energy with effect as
and from the Closing Date. Provided such nominees are otherwise qualified to serve on the
board of directors, the Purchaser will appoint two of such nominees to the board of directors of
Energy. The Parties acknowledge and agree that it is their intent that the first appointment of
nominees of the Sellers to the board of directors of Energy shall be effective as and from the
Closing Date. Provided the Sellers have nominated four (4) residents of the Territory for
consideration by the Purchaser by such date, prior to Closing, as the Purchaser may require in
order to consider and effect the appointments, then the Purchaser shall effect the appointments
with effect as and from the Closing Date.

Nominees shall be qualified to serve as directors of Energy if:

6)) The nominees meet the statutory criteria for directors pursuant to
the Ontario Business Corporations Act; and

(ii) The nominees meet such other criteria as may be established
from time to time by Energy in accordance with such corporate
governance policies or principles that Energy may adopt from
time to time in establishing nomination criteria of general



-26 -

application for all directors including those contained in the by
laws of Energy.

ARTICLE XI - INDEMNIFICATION AND REMEDIES

11.1 Indemnification By The Sellers: General Matters

The Sellers shall indemnify and hold harmless on a several basis, the Purchaser and the
Corporations and, to the extent named or involved in any third party action or claim, their
respective employees, shareholders, directors, officers, representatives and related persons
(collectively, the “Purchaser Indemnified Persons”) against, and shall pay to the Purchaser,
the Corporations and the Purchaser Indemnified Persons, on demand, the amount of, any loss,
liability, obligation, claim, damages (including incidental and consequential damages), loss of
profits, diminution in value, fines and other penalties, costs, charges or expenses (including costs
of investigation and defense and the full amount of all legal fees and other professional fees)
(collectively, “Damages”), suffered by, imposed upon or asserted against, the Purchaser, the
Corporations or any of the Purchaser Indemnified Persons as a result of, in respect of, connected

with, or arising out of:

(a) any breach of any representation or warranty made by the Sellers in this
Agreement or in any Transaction Document, whether or not the Purchaser relied

on or had knowledge of it;

(b)  any breach or non-fulfillment by the Sellers of any covenant or obligation of the
Sellers contained in this Agreement or in any Transaction Document;

(c) any claim by any Person for brokerage or finder’s fees, commissions or similar
payments based upon any agreement or understanding made or alleged to have
been made by any such Person with the Sellers or the Corporations (or any Person
acting on their behalf) in connection with any of the transactions contemplated by
this Agreement.

11.2 Indemnification by the Purchaser

The Purchaser shall indemnify and hold harmless the Sellers and, to the extent named or
involved in any third party action or claim, its employees, shareholders, directors, officers,
representatives and related persons (collectively the “Sellers Indemnified Persons”) against,
and shall pay to the Sellers and the Sellers Indemnified Persons, on demand, the amount of any
Damages suffered by, imposed upon or asserted against the Sellers or any of the Sellers
Indemnified Persons as a result of, in respect of, connected with, or arising out of:

(@) any breach of any representation or warranty made by the Purchaser in this
Agreement or any Transaction Document;

(b) any breach by the Purchaser of any covenant or obligation of the Purchaser
contained in this Agreement or any Transaction Document; or

©) any claim by any Person for brokerage or finder’s fees, commissions or similar
payments based upon any agreement or understanding made or alleged to have
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been made by such Person with the Purchaser (or any Person acting on its behalf)
in connection with any of the transactions contemplated in this Agreement.

11.3 Indemnification Procedure: Third Party Claims

@

(b)

©

Upon receipt by the Purchaser, the Sellers, the Corporations, a Purchaser
Indemnified Person or a Sellers Indemnified Person, as the case may be, (an
“Indemnitee”) of notice of any proceeding commenced in connection with a
Third Party Claim and in respect of which the Indemnitee proposes to demand
indemnification from a Party (the “Indemnitor”), the Indemnitee must give
notice to that effect to its Indemnified Representative and the Indemnitor with
reasonable promptness. The failure to give, or delay in giving, such notice will
not relieve the Indemnitor of its obligations except and only to the extent of any
prejudice caused to the Indemnitor by such failure or delay.

The Indemnitor has the right, by notice to the Indemnitee Representative given
not later than thirty (30) days after receipt of the notice described in Section
11.3(a), to assume control of the defence, compromise or settlement of the Third
Party Claim provided that:

@) the Third Party Claim involves only money damages and does
not seek any injunctive or other equitable relief;

(ii))  if the named parties in any Third Party Claim include both the
Indemnitor and the Indemnitee and representation by the same
counsel would, in the judgment of the Indemnitee Representative,
still be appropriate notwithstanding any actual or potential
differing interests between them (including the availability of
different defences);

(iii)  settlement of, or an adverse judgment with respect to, the Third
Party Claim is not, in the judgment of the Indemnitee
Representative, likely to establish a precedent, custom or practice
adverse to the continuing business interest of the Indemnitee; and

(iv) the Indemnitor, from time to time, at the Indemnitee
Representative’s request, gives security satisfactory to the
Indemnitee Representative against any costs and other liabilities
to which the Indemnitee may be or become exposed as a result of
such Third Party Claim.

Upon the assumption of control by the Indemnitor:

(i) the Indemnitor shall actively and diligently proceed with the
defence, compromise or settlement of the Third Party Claim at
the Indemnitor’s sole cost and expense, including the retaining of
counsel reasonably satisfactory to the Indemnitee;
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(iii)

(iv)
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the Indemnitor shall keep the Indemnitee Representative fully
advised with respect to the defence, compromise or seftlement of
the Third Party Claim (including supplying copies of all relevant
documents promptly as they become available) and shall arrange
for its counsel to inform the Indemnitee Representative on a
regular basis of the status of the Third Party Claim;

the Indemnitee may retain separate co-counsel at its sole cost and
expense, and may participate in the defence of the Third Party
Claim; and

the Indemnitor will not consent to the entry of any judgment or
enter into any settlement with respect to the Third Party Claim
unless consented to by the Indemnitee Representative (which
consent may not be unreasonably or arbitrarily withheld or
delayed).

Provided all the conditions set forth in Section 11.3(a) are satisfied and the Indemnitor is not in
breach of any of its obligations under this Section 11.3(c), the Indemnitee and the Indemnitee
Representative shall, at the expense of the Indemnitor, cooperate with the Indemnitor and use
their Commercially Reasonable Efforts to make available to the Indemnitor all relevant
information in their possession or under their control (provided that it does not cause the
Indemnitee to breach any confidentiality obligations) and shall take such other steps as are, in the
reasonable opinion of counsel for the Indemnitor, necessary to enable the Indemnitor to conduct
such defence; provided always that:

(d)

If

)

(v

(vii)

@

(i)
(iii)

no admission of fault may be made by or on behalf of the
Purchaser, the Corporations or any Purchaser Indemnified Person
without the prior written consent of the Purchaser;

no admission of fault may be made by or on behalf of the Sellers
or any Sellers Indemnified Person without the prior written
consent of the Sellers; and

the Indemnitee shall not be obligated to take any measures which,
in the reasonable opinion of the Indemnitee’s legal counsel, could
be prejudicial or unfavourable to the Indemnitee.

the Indemnitor fails to give the Indemnitee the notice provided in
Section 11.3(a),

any of the conditions in Section 11.3(a) are unsatisfied, or

the Indemnitor breaches any of its obligations under Section
11.3(c),
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the Indemnitee may assume control of the defence, compromise or settlement of
the Third Party Claim in its sole discretion and is entitled to retain counsel as in
its sole discretion may appear advisable, the whole at the Indemnitor’s sole cost

and expense.

Any settlement or other final determination of the Third Party Claim will be binding upon the

Indemnitor.

The Indemnitor shall, at its sole cost and expense, cooperate fully with the

Indemnitee and use its Reasonable Commercial Efforts to make available to the Indemnitee all
relevant information in its possession or under its control and take such other steps as are, in the
reasonable opinion of counsel for the Indemnitee, necessary to enable the Indemnitee to conduct
its defence. The Indemnitor shall reimburse the Indemnitee promptly and periodically for the
costs of defending against the Third Party Claim (including legal fees and expenses), and shall
remain responsible for any Damages the Indemnitee may suffer resulting from, arising out of, or
relating to, the Third Party Claim to the fullest extent provided in this Article IX.

11.4 _Expiry of Liability

(®)

(b)

(©

Except as set out in Section 11.4(b), liability for breaches of the representations,
warranties and covenants of the Sellers and the Purchaser contained in this
Agreement will terminate upon the expiry of the period of two (2) years following
the Closing Date, except:

63 in the case of fraud, intentional misrepresentation or deliberate or
wilful breach, in which case liability will continue indefinitely;

and

(i)  to the extent that, during such period, the Indemnitee has given
notice to the Indemnitor of a claim in respect of any such
representation, warranty or covenant, in which case liability for
such representation, warranty or covenant will continue in full
force and effect until the final determination of such claim.

The representations and warranties contained in Section 3.8 and the Sellers’
liability in connection therewith will survive indefinitely.

The Parties are aware of the provisions of the Limitations Act, 2002 (Ontario) and
agree that (i) this agreement is a “business agreement” for purposes of the Act,
and (ii) to the extent that the provisions hereof are found to be an agreement to
vary or exclude a limitation period under the Act, such limitation period shall be
deemed to be varied or excluded to the extent necessary to give full force and
effect to the provisions of this Agreement.

ARTICLE XII - MISCELLANEOUS

12.1 Notices

Any notice, consent, waiver or other communication given under this Agreement or any
Acquisition Agreement must be in writing and may be given by delivering it or sending it by
facsimile or other similar form of recorded communication addressed:
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(a to the Purchaser at:

The Corporation of the Town of Essex
33 Talbot St. S.
Essex ON N8M 1A8

Attention: Wayne Miller, CAO
Telephone: (519) 776-7336
Facsimile: (519) 776-8811

with a copy (which shall not constitute notice to the Purchaser) to:

Ogilvy Renault LLP

Suite 3800

Royal Bank Plaza, South Tower
200 Bay Street

P.O. Box 84

Toronto, Ontario M5J 2Z4

Attention: Valerie Helbronner
Telephone: 416.216.4G00
Facsimile: 416.216.3930

(b) to the Sellers at:

Town of Kingsville
2021 Division Road North
Kingsville, ONN9Y 2Y9

Attention: Dan DiGiovanni
Telephone: 519-733-2305
Fax: 519-733-8108

Town of Lakeshore
419 Notre Dame Street
Belle River, ON NOR 1A0

Attention: Ruth Coursey
Telephone: 519-728-2700
Fax: 519-728-9530

with a copy (which shall not constitute notice to the Sellers) to:

Jim Renick, Barrister & Solicitor
23 Talbot Street North
Essex, Ontario N8M 1AS
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Attention: Jim Renick
Telephone: (519) 776-9020
Facsimile: (519) 776-9027

Any such communication is deemed to have been delivered and received on the date of personal
delivery or transmission by facsimile or other similar form of recorded communication, as the
case may be, if such day is a Business Day and such delivery or transmission was received by the
recipient Party prior to 5:00 p.m. (Essex time) and otherwise on the next Business Day. Any
Person may change its address for service by notice given in accordance with the foregoing and
any subsequent communication must be sent to such Person at its changed address.

12.2 Entire Agreement

This Agreement and all other Transaction Documents delivered at Closing constitutes the entire
agreement between the Parties and supersedes all prior agreements, understandings, negotiations
and discussions relating to the subject matter thereof, whether oral or written. There are no
representations, warranties, covenants, conditions or other agreements, express or implied,
collateral, statutory or otherwise, between the Parties relating to the subject matter hereof except
as specifically set forth in this Agreement and the other Transaction Documents delivered at
Closing. Neither Party has relied or is relying on any other information, discussions or
understandings in entering into and completing the transactions contemplated in this Agreement
and the other Transaction Documents delivered at Closing. If there is any conflict or
inconsistency between the provisions of this Agreement and the provisions of any Transaction
Document, the provisions of this Agreement will govern.

12.3 Amendments

This Agreement may only be amended, supplemented or otherwise modified by written
agreement of the Sellers and the Purchaser.

124 Waiver

The failure or delay by a Party in enforcing, or insisting upon strict performance of, any
provision of this Agreement will not be considered to be a waiver of such provision or in any
way affect the validity or enforceability of this Agreement or deprive a Party of the right, at any
time or from time to time, to enforce or insist upon strict performance of that provision or any
other provision of this Agreement. Any waiver by a Party of any provision of this Agreement is
effective only if in writing and signed by a duly authorized representative of such Party.

12.5 Severability

If any provision of this Agreement is determined by a court of competent jurisdiction to be
illegal, invalid or unenforceable, that provision will be severed from this Agreement and the
remaining provisions will continue in full force and effect, without amendment.
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12.6 Assignments

(a) This Agreement will become effective when executed by the Parties and
thereafter will be binding upon and enure to the benefit of the Parties and their
respective successors and permitted assigns.

)] Except as otherwise provided in this Section 12.6, neither this Agreement.nor any
of the rights, duties or obligations under this Agreement are assignable or
transferable by a Party without the prior written consent of the other Party. Any
attempt to assign any of the rights, duties or obligations in this Agreement without
such written consent is void.

12.7 Third Party Beneficiaries

Except as otherwise expressly provided in this Agreement, the Parties do not intend that this
Agreement will benefit or create any right or cause of action in, or on behalf of, any Person other
than a Party and no Person, other than a Party, is entitled to rely on the provisions of this
Agreement in any proceeding. Without limiting the generality of the foregoing, the consent of
the Corporations, a Sellers Indemnified Person or a Purchaser Indemnified Person is not required
for any amendment or waiver of, or other modification to, this Agreement or any Transaction
Document including any rights of indemnification to which such Person may be entitled.

12.8 Time of the Essence

Time is of the essence in this Agreement.

12.9 [Expenses

Except as otherwise expressly provided in this Agreement, all costs and expenses (including the
fees and disbursements of legal counsel, brokers, investment advisers, consultants and
accountants) incurred in connection with this Agreement and the transactions contemplated
herein are to be paid by the Party incurring such expenses.

12.10 Further Assurances

From time to time after the Closing, each Party will, at the request of the other Party, execute and
deliver such additional conveyances, transfers and other assurances and perform or cause to be
performed such further and other acts or things as may be reasonably required to give full effect
to, and carry out the intent of, this Agreement and each of the Acquisition Agreements, including
for purposes of effectively transferring the Sellers’ Shareholder Interests to the Purchaser.

12.11 Announcements

No press release or other public announcement with respect to this Agreement or any transaction
contemplated therein may be made by a Party unless and until the text of the announcement and
the time and manner of its release have been approved by the other Party. However, if a Party is
bound by Law to make a press release or other public announcement, such Party may do so,
notwithstanding the failure of the other Party to approve same, provided:
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(a) the other Party is given at least 3 Business Days prior written notice of the
intention to make such announcement and has a reasonable opportunity to
comment on the announcement; and

(b)  the announcement merely relates the facts and then only to the extent necessary to
satisfy the specific legal requirement.

12.12 Counterparts

This Agreement may be executed in any number of separate counterparts (including by facsimile
or other electronic means) and all such signed counterparts will together constitute one and the
same agreement.

[Remainder of this page intentionally left blank]
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IN WITNESS WHEREOF the Parties have executed this Share Purchase Agreement this

day of September, 2008.

THE CORP O;%TIOZ OF T? TOWN OF KINGSVILLE

Nelson Santos — Mayor

By:

LiidaBufling - Clerk /

THE CORPORATION OF THE TOWN OF LAKESHORE

By:

Tom Bain —Mayor

By:

Mary Massse — Clerk

THE CORPORATION OF THE TOWN OF ESSEX

By:

Ron McDermott - Mayor

By:

Cheryl Bondy - Clerk
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IN WITNESS WHEREOF the Parties have executed this Share Purchase Agreement this

day of September, 2008.

Error! Unknown document property name.

THE CORPORATION OF THE TOWN OF KINGSVILLE

By:

Nelson Santos — Mayor

By:

Linda Burling - Clerk

THE CORPORATION OF THE TOWN OF LAKESHORE

By:

Tom Bain ~-Mayor

By:

Mary Massse — Clerk

THE CORPORATION OF THE TO‘N N OF ESSEX

By: / M7

Ron McDermott - Mayef : ©

By: C.U Alend.,
Che{i}/l Bondit - Clerk
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IN WITNESS WHEREQYF the Parties have executed this Share Purchase Agreement this

day of September, 2008.

THE CORPORATION OF THE TOWN OF KINGSVILLE

By:

Nelson Santos — Mayor

By:

Linda Burling - Clerk

THE CORPORATION OF THE TOWN OF LAKESHORE

By: MZ/ J f
Tom Bain -Mayor

By: /)/)%WM Jjjﬁ/ /ag/of/
Mary M’assse — Clerk”

THE CORPORATION OF THE TOWN OF ESSEX

By:

Ron McDermott - Mayor

By:

Cheryl Bondy - Clerk
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Capltal - Summary
¢ Investing in our distribution system to ensure safe, reliable and efficient delivery of electricity.
E.L.K.

Energy Inc.

2006 Budget 2006 Actual 2007 Budget 2007 Actual 2008 Budget 2009 Budget 2010 Budqget
Poles, towers & fixtures 1830 $ 94,000 $ 28,000 $ 140,000 § 97,000 $ 111,000 $ 121,000 $ 99,000
Overhead conductors & devices 1835 3 78,000 $§ 72000 $ 156000 $ 109,000 $ 131000 $ 54,000 $ 72,000
Underground conductors & devices 1840/1845 § 164,000 $ 340000 $§ 115000 $ 304000 $ 285000 $ 96,000 $ 35,000
Line transformers 1850 $ 174,000 § 56,000 $§ 230,000 $ 487,000 $ 268000 $ 213,000 $ 318,000
Services | 1855 $ 45000 $ 88,000 $ 45,000 $ 88,000 $ 24,000 % 25,000 $ 26,000
Meters 1860 $ 357,000 $ 52000 $ 423,000 § 276,000 3% 581,000 $ 685,000 $ 686,000
Land & land rights 1905/1906 $ 18000 § 18,000 $ - 8 -3 - 8 -3 .
Building & fixtures 1908 $ 86,000 $ - $ 76000 $§ 58000 $ 155000 $ - 8 -
Office equipment 19156 $ 23,000 % 10,(;00 $ 15,000 $ 6,000 $ 72000 $ 105,000 $ 5,000 -
Computer equipment 1920 $ 6,000 % 4,000 $ 26,000 $ 47,000 $ 35000 $ - 3 -
Computer software 1925 $ 21,000 § ~ $ 191000 § 86,000 $ 117,000 § 35,000 $ 25,000
Transportation equipment 1930 $ 474000 $ 16,000 $ 100,000 $ 484000 $ 2000 $ 60,000 $ 375,000
Tools, shop & garage 1940 $ 10000 $ 8000 $ 42000 $ 12,000 $ 15000 $ - 0
Total capital expenditures $ 1,550,000 $ 692,000 §$ 1,559,000 $§ 2,054,000 $ 1,796,000 $ 1,394,000 § 1,641 ,000
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Capital - Distribution Plant (2008)
¢ Investing In our distribution system to ensure safe, reliable and efficlent delivery of electricity.
E.L K.
Energy Inc,
Poles, Overhead Underground
towers & conductors & conductors & Line
fixtures devices devices transformers  Services Meters Total
183¢ 183§ 1840/1845 1850 1855 1860
Conversion - Belle River Road North (Cottam) $ 22,140 $ 19,579 $ 65,359 $ 26,638 $ - $ - 8 133,716
Conversion - County Road 34 West (Cottam) $ 88889 $ 49,797 $ - $ 13802 $ - % - 3 152,488
Conversion - Prince Albert from Main to Mill (Kingsville} $ - $ 17464 $ - $ 24,266 $ - $ - $ 41,730
Conversion - Mill between McDonald & Prince Albert (Kingsville) $ - $ - $ 36,883 $ 4454 §$ - $ - $ 41,337
Conversion - Mill between Prince Albert & Division (Kingsville} $ - $ 13,131 § 71457 $ 60,273 $ - $ - $ 144,860
Conversion - Prince Albert from main to Mill and Mil! between
McDonald & Division (Kingsville) $ - $ 30834 ¢ 111,215 § 89,023 $ - $ 231,071
New 750 kva transformer for Civic Center (Essex) $ - $ - 8 - $ 34479 $ - 8 - 8% 34,479
Additional transformers for inventory $ - 8 - 8 - $ 15,000 $ - § 15,000
Primary metering points - Harrow North, Comber North, Belle River
& Cottam $: - $ - $ - $ - $ 52,936 $ 52,936
Smart Metering $ - $ - $ - $ - 3 - $ 527,686 $ 527,686
Customer requested electric servicing $ - % - 8 - 8 - % 23955 $ - $ 23,955 .i :
$ 111,000 $ 131,000 $ 285000 $ 268,000 $ 24000 $ 581,000 $ 1,399,000




Capital - General Plant (2008)
Investing in our distribution system to ensure safe, reliable and efficient delivery of electricity.
& gE.L.I(.

Energy Inc.
Building & fixtures
Banics for compound $ 8,000
Fence for rear compound $ 10,000
Rear compound drainage $ 12,000
Parking lot completion $ 20,000
Operations staff area improviments & map display area $ 25,000
Rear compound excavation & compaction $ 80,000
$ 155,000
Office equipment
Customer service telephone headsets for ergonomic improvements $ 2,000
Workstation replacement for Operations Manager for ergonomic improvements $ 5,000
Equipment replacement/improvements In need of repair/as required. $ 5,000
Office furniture replacement for C.E.Q. including ergonomic improvements $ 10,000
General office workspace configurations improvements $ 50,000
$ 72,000
Computer equipment
Replacement of file & print share server due to age & insufficient space requirements $ 35,000
$ 35,000
Computer software
Software required to meet OEB standards for maintenance reporting $ 10,000

Balance of CIS conversion form CIS Infinity to NorthStar including: travel estimate & TD lockbox
programming changes required $ 107,000
$ 117,000
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Transportation equipment
Chipper box for dump truck $ 2,000
$ 2,000

Note: The 2007 budget provided for the replacement of a 1991 dump truck, the unit was ordered
during the year, however delivery will occur in 2008, As a result, it is not appropriate to reflect the
orders in the 2007 actual, an amount of approximately $61,000 has been spent. As the purchases
have already been approved, they are not reflected in the 2008 budget.

Tools, shop & garage
Equipotential groundsets
3000 stringing ropes
Various hand tools
Pallet truck to move inventory
~$ 15,000
Note: The 2007 budget provided for several tool purchases which were ordered during the vyear,
however delivery occured in 2008. As a result, it is not appropriate to reflect the orders in the 2007
actual, an amount of approximately $30,000 from the 2007 budget has been expended. As the
purchases have already been approved, they are not reflected in the 2008 budget.




<EE.L.K.

Energy Inc.

Conversion - Eim & Laurel {Kingsville)

Conversion - Queen St pumping station (Kingsviile)
Conversion - Comber fesd from Haycroft DS
Smart metering

Customer requested electric servicing

Capital - Distribution Plant (2009)
Investing in our distribution system to ensure safe, reliable and efficient delivery of electricity.

Poles, Overhead Underground
towers & conductors & conductors & Line
fixtures devices devices transformers Services Meters Total
1830 1835 1840/1845 1850 1855 1860
$ - $ . $ 95,642 $ 47141 $ - $ - $ 142,783
$ - $ - $ - $ 16,024 ¢ - $ - $ 16,024
$ 121473 § 53,522 $ - $ 149,681 $ - $ - $ 324,677
$ - $ - $ - $ - $ - $ 685000 $ 685,000
$ - $ - $ - $ - $ 24735 § - $ 24,735
$ 121,000 $ 54,000 $ 96,000 $ 213,000 $ 25000 $ 685000 $ 1,193,000

.o
3




Capital - General Plant (2009)
investing in our distribution system to ensure safe, reliable and efficient delivery of electricity.
< gE. L.K.

Energy Inc.
Office equipment
Equipment replacement/improvements in need of repair/as required $ 5,000
Replacement of inserting equipment $ 25,000
Replacement of phone system $ 25,000
Replacement of office flooring 3 50,000
_$_ 105,000

Computer software
Additional software for scanning documents to eDOC, a module of NorthStar. eDoc is the ability to
electronically store and retrieve files within the CIS/billing system and link them to individual
accounts, premises and/or customers. 3 5,000
mCare - A workforce automation application that leverages mobile and wireles technologies to
optimize service order processes. Through an easy to sue web-based dispatech application,
service orders generated by customer service representatives, form a task list to be assigned to
available field personnel. The mCare process reduces time consumint paperwork and ensures

data integrity through the elimination of re-keying. $ 30,000
$ 35,000
Transportation equipment .
Replacement of 1996 truck with a light duty vehicle, net of $1,000 trade-in $ 30,000
Replacement of 1995 truck with a light duty vehicle, net of $500 trade-in $ 30,000
- $ 60,000




Energy Inc.

Conversion - Comber faed from Haycroft DS
Smart metering

Customer requested electric servicing

Capital - Distribution Plant (2010)
Investing In our distribution system to ensure safe, reliable and efficient dellvery of electricity.

Poles, Overhead Underground

towers & conductors & conductors & Line

fixdures devices ~ devices transformers Services Meters Total
1830 1835 1840/1845 1850 1855 1860

$ 99183 § 71,762 § 34770 § 318,055 % - $ - $ 523,770
$ - $ - % - $ - 8 - $ 686000 $ 686,000
$ - - 8 - 8 - $ 25550 §$ - $ 25,550
$ $ $

99,000 $ 72,000 35000 $ 318,000 26,000 § 686,000 $ 1,235,000

I



Capital - General Plant (2010)
investing in our distribution system to ensure safe, reliable and efficient delivery of electricity.
E.L.K. -

Energy Inc.

Office equipment

Equipment replacement/improvements in need of repair/as required $ 5,000
3 5,000
Computer software
DSM moduie for NorthStar - offers utilities & their customers the ability to present time of use and
conservation information _$ 25,000
] 25,000
Transportation equipment
Replacement of 1992 and 1995 truck with one unit $ 262,000
Replacement of 1999 truck with a light duty vehicle, net of $2,000 trade-in. $ 83,000
Replacement of 1997 truck with a light duty vehicle, net of $1,000 trade-in. 30,000

leplen
len

p 375,000
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Commercial Banking

Windsor Commercial Banking Centre
4520 Rhodes Drive, Unit 400
Windsor, Ontario

N8w 5C2

Telephone No.: (519) 945-1092
Fax No.: (519) 945-2442

August 21, 2008

E.L.K. Energy Inc.
172 Forest Avenue
Essex, Ontario, N8M 3E4

Attention: Michael Audet
Sandra Slater

We are pleased to offer the Borrower the following credit facilities (the "Facilities”), subject to the following terms
and conditions.

BORROWER E.L.K. Energy Inc. (herein called “the Borrower”)
LENDER The Toronto-Dominion Bank (the "Bank"), through its Windsor Commercial

Banking Centre branch, in Windsor, Ontario.

CREDIT LIMIT
1) CDN $8,000,000

2) CDN $3,000,000
3) CDN $732,855

TYPE OF CREDIT
AND BORROWING
OPTIONS

1.2) Committed Revolving Facility available at the Borrower's option by way
of:
~» Fixed Rate Term Loan(s) in CDN$
' e Floating Rate Term Loan(s) available by way of:
s Prime Rate Based Loans in CON$ ("Prime Based Loans")
. Bankers Acceptances in CDN$ ("B/As")

3) The Bank will make the Facility available by way of:
¢  Stand-by Letters of Guarantee in CDNS$ ("L/Gs")

PURPOSE 1) Assist the Town of Essex in financing the acquisition of the remaining
62% of ELK Energy.
2) To finance capex (i.e. smart meters)
3) Prudential requirements for IESO.



TENOR

CONTRACTUAL
TERM

RATE TERM
(FIXED RATE
TERM LOAN)

AMORTIZATION

INTEREST RATES
AND FEES

ARRANGEMENT
FEE

COMMITMENT
FEE

ADMINISTRATION

FEE

RENEWAL FEE

1,2) Committed
3) Uncommitted

1,2)  Up to 10 years from date of drawdown.

1,2) Up to 10 years from date of drawdown.

1,2}  Up to 20 years from date of drawdown.

Advances shall bear interest and fees as follows:

1,2) Committed Revolving Facility:

» Fixed Rate Term Loans: As determined by the Bank, in its sole
discretion, for the Rate Term selected by the Borrower, and as set out
in the Rate and Payment Terms Notice applicable to that Fixed Rate
Term Loan.

» Floating Rate Term Loans available by way of:

« Prime Based Loans: Prime Rate + 0.00% per annum
s B/As: Stamping Fee at 0.50% per annum

3) Letters of Credit:
e L/C's: 0.25% per annum

For all Facilities, interest payments will be made in accordance with Schedule "A"
attached hereto unless otherwise stated in this Letter or in the Rate and Payment
Terms Notice applicable for a particular drawdown. Information on interest rate and
fee definitions, interest rate calculations and payment is set out in the Schedule "A"

attached hereto.

$10,600, lo be paid upon acceptance of this Letter Agreement. Note: $5,000 has
already been received.

On the third Business Day following the last Business Day of March, June,
September, and Degember, in each year, the Borrower shall pay to the Bank a

ypcommitment Fee for the Committed Revolving Facility in an amount egual to
&0015% per annum calculated on the daily average amount of the rtion

of the Committed Revolving Facility during the quarter just ended.

NIL

NIL



DRAWDOWN

REPAYMENT AND
REDUCTION OF
AMOUNT OF CREDIT
FACILITY

PREPAYMENT

SECURITY

1,2) Multiple draws upon satisfaction of the Disbursement Conditions.

3) Upoen demand by beneficiary.

1.2) 3 Year Committed Facility: Monthly interest only. All amounts outstanding to
be repaid in full on or before the Contractual Term Maturity Date.

4 -10 Year Committed Facility: Repayment to be set based on a maximum
20 year amortization. All amounts outstanding will be repaid on or before the
Contractual Terrn Maturity Date. The details of repayment and interest rate
applicable to such drawdown will be set out in the “Rate and Payment Terms
Notice” applicable to that drawdown. Amount repaid can be redrawn.

3) Infull at maturity (maximum 12 month term) or upon draw down under Letters
of Guarantee/Letters of Credit.

1,2) Permitted in whole or in part at any time, subject to payment of a prepayment

penalty. B/A's may not be Qrepaid.

The following security shall be provided, shall, unless otherwise indicated, support
all present and future indebtedness and liability of the Borrower and the grantor of
the security to the Bank including without limitation indebtedness and liability under
guarantees, foreign exchange contracts, cash management products, and
derivative contracts, shall be registered in first position, and shall be on the Bank's
standard form, supported by resolutions and solicitor's opinion, all acceptabte to the

Bank:

SECURITY ALREADY ON HAND
1) Assignment of Term Deposits and Credit Balances for $926,286 (CAD) issued

by E.L.K. Energy inc. — To be released upon receipt of Security items #2,
#3, and #4.

SECURITY TO BE OBTAINED
2) First position General Security Agreement issued by E.L.K. Energy Inc. with

Resolution and Solicitor's Letter of Opinion.
3) Postponement and Assignment of Creditor’s Claim for $3,800,000 issued by

The Corporation of the Town of Essex.
4) Evidence of Business insurance issued by E.L.K. Energy Inc,

If a B/A is to be hedged by the Borrower with a Swap Transaction with the Bank:

5) An ExecuteAgreement. supported by a solicitor's letter of opinion.

8) A resolution authtrizing the Borrower to enter into a Swap Transaction and the
ISDA Agreement to incur the indebtedness hereunder.

All of the above security and guarantees shall be referred to collectively in this
Agreement as "Bank Security".



DISBURSEMENT
CONDITIONS

REPRESENTATIONS

AND WARRANTIES

POSITIVE
COVENANTS

The obligation of the Bank to'permit any drawdown hereunder is subject to the
Standard Disbursement Conditions contained in Schedule "A" Plus:

Delivery to the Bank of the following, all of which must be satisfactory to the Bank:
1) All Security and Documentation to be on hand and in good order prior to

funding.
2) Satisfactory review of the final Purchase and Sale Agreement.
; m

4) There is no material adverse change in the financial position condition and/or
operations of the Borrower.

5) Opening Balance Sheet of ELK Energy Inc. post acquisition of shares by Town
of Essex.

All representations and warranties shall be deemed to be continually repeated so long as
any amounts remain outstanding and unpaid under this Agreement or so long as any
commitment under this Agreement remains in effect. The Borrower makes the Standard
Representations and Warranties set out in Schedule "A".

So long as any amounts rermain outstanding and unpaid under this Agreement or
so long as any commitment under this Agreerment remains in effect, the Borrower
will and will ensure that its subsidiaries will observe the Standard Positive
Covenants set out in Schedule "A" Pius:

1) Compliance with all applicable environmental regulations at all times.

2) Compiiance with all contractual obligations and laws, including payment of
taxes, at all times.

3) Borrower remains in the regulated business of electricity distribution and
maintaining all requisite licenses to do so.

4) Compliance with all terms of all licenses and immediately advise the Bank if
OEB shall notify the Borrower of a default under a license or if the license is
amended, cancelled, suspended, or revoked (any of such circumstances will
be an event of default.)

5) Maintain adequate insurance including Liability coverage.

8) All existing indebtedness (beyond that permitted under financial covenants
below) is held directly or indirectly on an unsecured basis with no acceleration
restrictions outlined under Negative Covenants below.

7) Compliance with Affiliate Relationship Code.

8) File all OEB rate submissions as outlined in three year business plan.

Reporting Covenants:
1) The Borrower is to provide Audited annual financial statements within 120 days

of each fiscal year end.

2) The Borrower is to provide unaudited quarterly financial statements within 45
days of each quarter end accompanied by a Certificate of No Default setting
out compliance calcuiations.

3) Borrower is to provide annual 3 year business plan within 120 days of each
fiscal year end, including income statement, balance sheet, statement of
changes in financial position, and capital expenditure schedule.

4) Borrower to provide most recent OEB rate submission and SQI {Service
Quality Index), if applicable.




NEGATIVE
COVENANTS

PERMITTED LIENS

FINANCIAL
COVENANTS

So long as any amounts remain outstanding and unpaid under this Agreement or
so long as any commitment under this Agreement remains in effect, the Borrower
will and will ensure that its subsidiaries will observe the Standard Negative
Covenants set out in Schedule "A". In addition the Borrower will not and will ensure

that its subsidiaries will not:

1)
2)
3)

4)
5)

6)
4]

No change in the indirect or direct municipal ownership of the Borrower.

No change in the status of the Borrower as a Limited Distribution Company.
Distributions/Dividends are limited to {EBITDA-Interest-Cash Taxes-Unfunded
Capital Expenditures {net of contributed capital)-Principal Payments on Long
Term Debt (if any)}. Providing Interest Coverage Ratio is met, and no other
default has occurred.

No repayment of shareholder debt, beyond the permitted distributions outlined
above, without the Bank’s prior written consent.

No investments, mergers, amalgamations or consolidating without the Bank'’s
prior consent.

Negative Pledge on assets.
No additional debt, including guarantees without the Bank’s written consent.

Permitted Liens as referred to in Schedule "A" are:

Purchase Money Security Interests in equipment which Purchase Money
Security Interests exist on the date of this Agreement ("Existing PMSIs") which
are known to the Bank and all future Purchase Money Security Interests on
equipment acquired to replace the equipment under Existing PMSIs, provided
that the cost of such replacement equipment may not exceed the cost of the
equipment subject to the Existing Lien by more than 10%.

The Borrower agrees at all times to:

a)

Borrower is to maintain a Minimum Interest Coverage Ratio (ICR) of 1.50x.
{Tested on a Rolling 4 Quarter Basis)

ICRis defined as: (EBITDA -40% of CAPEX (net of contributed capital) — cash
taxes/Total Cash Interest Expenses (i.e. net of accrual of any shareholder debt

interest.

Note: If borrower elects to begin repayment of facility #1, the above covenant
would be amended as follows:

Borrower is to maintain a Minimum Debt Service Coverage of 1.20x, defined
as: (EBITDA-40% of CAPEX (net of contributed capital)-cash taxes/Mandatory
Principal Repayment + Total Cash Interest Expenses (i.e. net of accrual of any
shareholder debt interest). (Tested on a Rolling 4 Quarter Basis)



EVENTS OF
DEFAULT

ANCILLARY
FACILITIES

SCHEDULE “A" -

STANDARD
TERMS AND
CONDITIONS

b) Maintain a maximum Tolal Interest Bearing Debt to Capitalization ralio of 0.60x.
(Tested Quarterly)

Total Interest bearing debt to include all interest bearing third party debt and
unpostponed promissory notes,

Capitalization is defined as Total Interest Bearing Debt + Shareholder’s Equity
+ Contributed Capital + Preference Share Capital — Goodwill — Intangibles.

The Bank may accelerate the payment of principal and interest under any
committed credit facility hereunder and cancel any undrawn portion of any
committed credit facility hereunder, at any lime after the occurrence of any one of
the Standard Events of Default contained in Schedule "A" Plus:

1) Customary for a transaction of this nature including without limitation any
material adverse change in legislation or regulation of the electrical distribution
business in Ontario.

2) Loss of OEB license.
3) Default on any of these items and conditions.

4) Judgements.

As at the date of this Agreement, the following uncommitted ancillary products are
made available. These products may be subject to other agreements.

1) TD Visa Business card (or cards) for an aggregate amount of $15,000.
2) Certain treasury products, such as interest rate swaps.

The Borrower agrees that treasury products will be used to hedge its risk and will
not be used for speculative purposes.

Schedule "A" sets out the Standard Terms and Conditions (*Standard Terms and
Conditions") which apply to these credit facilities. The Standard Terms and
Conditions, including the defined terms set out therein, form part of this Agreement,
unless this letter states specifically that one or more of the Standard Terms and

Conditions do not apply or are modified.



We trust you will find these facilities helpful in meeting your ongoing financing requirements. We ask that if you
wish to accept this offer of financing {(which includes the Standard Terms and Conditions), please do so by
signing and returning the attached duplicate copy of this letter to the undersigned. This offer will expire if not
accepted in writing and received by the Bank on or before September 30, 2008.

Yours truly,

THE TORONTO-DOMINION BANK

W . /——ﬁ:—ﬂ\:-/' o o
Marc Mundy &~ /" Lou DiFletro ’ h

Relationship Manager ger, Commercial Credit

TO THE TORONTO-DOMINION BANK:

E.L.K. Energy Inc. hereby accepts the foregoing offer this day of , 2008. The Borrower
confirms that, except as may be set out above, the credit facility(ies) detailed herein shall not be used by or on

behalf of any third party.

Signature Signature

Print Name & Position Print Name & Position



SCHEDULE A
STANDARD TERMS AND CONDITIONS

1. INTEREST RATE DEFINITIONS
Prime Rate means the rate of interest per annum (based on a 365/366 day year) established and reported by the

Bank to the Bank of Canada from time to time as the reference rate of interest for determination of interest rates
that the Bank charges to customers of varying degrees of creditworthiness in Canada for Canadian dollar loans

made by it in Canada.

The Stamping Fee rate per annum for CON$ B/As is based on a 365/366 day year and the Stamping Fee is
calculated on the Face Amount of each B/A presented to the Bank for acceptance. The Stamping Fee rate per
annum for US$ B/As is based on a 360 day year and the Stamping Fee Is calculated on the Face Amount of each

B/A presented to the Bank for acceptance.

LIBOR means the rate of interest per annum (based on a 360 day year) as determined by the Bank (rounded
upwards, if necessary to the nearest whole muitiple of 1/16th of 1%) at which the Bank may make available
United States dollars which are obtained by the Bank in the Interbank Euro Currency Market, London, England at
approximately 11:00 a.m. (Toronto time) on the second Business Day before the first day of, and in an amount

similar to, and for the period similar to the interest period of, such advance.

USBR means the rate of interest per annum (based on a 365/366 day year) established by the Bank from time to
time as the reference rate of interest for lhe determination of interest rates that the Bank charges to customers of

varying degrees of creditworthiness for US dollar loans made by it in Canada.

Any interest rate based on a period less than a year expressed as an annual rate for the purposes of the Interest
Act (Canada) is equivalent to such determined rate multiplied by the actual number of days in the calendar year in
which the same is to be ascertained and divided by the number of days in the period upon which it was based.

2. INTEREST CALCULATION AND PAYMENT .
Interest on Prime Based Loans and USBR Loans is calculated daily and payable monthly in arrears based on the

number of days the subject loan is outstanding unless otherwise provided in the Rate and Payment Terms
Notice.

The Stamping Fee is calculated based on the amount and the term of the B/A and payable upon acceptance by
the Bank of the B/A. The net proceeds received by the Borrower on a B/A advance will be equal to the Face
Amount of the B/A discounted at the Bank's then prevailing B/A discount rate for CDN$ B/As or US$ B/As as the

case may be, for the specified term of the B/A less the B/A Stamping Fee.

Interest on LIBOR Loans is calculated and payable on the eariier of contract maturity or quarterly in arrears, for
the number of days in the LIBOR interest period.

L/C and L/G fees are payable at the time set out in the Letter of Credit Indemnity Agreement applicable to the
issued L/C or L/G.

Interest on Fixed Rate Term Loans is compounded monthly and payable monthly in arrears unless otherwise
provided in the Rate and Payment Terms Notice.

Interest is payable both before and after maturity or demand, default and judgment.

Each payment under this Agreement shall be applied first in payment of costs and expenses, then interest and
fees and the balance, if any, shall be applied in reduction of principal.



For loans not secured by real property, all overdue amounts of principal and interest and all amounts outstanding
in excess of the Credit Limit shall bear interest from the date on which the same became due or from when the
excess was incurred, as the case may be, until the date of payment or until the date the excess is repaid at 21%
per annum, or such lower interest rate if the Bank agrees to a lower interest rate in writing. Nothing in this clause
shall be deemed to authorize the Borrower to incur loans in excess of the Credit Limit.

3. DRAWDOWN PROVISIONS

Prime Based and USBR Loans
There is no minimum amount of drawdown by way of Prime Based Loans and USBR Loans, except as stated in

the section of the Agreement titled "Business Credit Services Agreement”, if that section of the Agreement has
not been deleted. The Borrower shall provide the Bank with 3 Business Days' notice of a requested Prime Based

Loan or USBR Loan over $1,000,000,

BlAs
The Borrower shall advise the Bank of the requested term or maturity date for B/As issued hereunder. The Bank

shall have the discretion to restrict the term or maturity dates of B/As. In no event shall the term of the B/A exceed
the Contractual Term Maturity Date. The minimum amount of a drawdown by way of B/As is $1,000,000 and in
multiples of $100,000 thereafter. The Borrower shall provide the Bank with 3 Business Days' nolice of a

requested B/A drawdown.

The Borrower shall pay to the Bank the full amount of the B/A at the maturity date of the B/A.

The Borrower appoints the Bank as its attomey to and authorizes the Bank to (i) complete, sign, endorse,
negotiate and deliver B/As on behalf of the Borrower in handwritten form, or by facsimile or mechanical signature

or otherwise, (i) accept such B/As, and (iii) purchase, discount, and/or negotiate B/As.

LIBOR :
The Borrower shall advise the Bank of the requested LIBOR tontract maturity period. The Bank shall have the

discretion to restrict the LIBOR contract maturity. In no event shall the term of the LIBOR contract exceed the
Contractual Term Maturity Date. The minimum amount of a drawdown by way of a LIBOR Loan is $1,000,000,
and shall be in muitiples of $100,000 thereafter. The Borrower will provide the Bank with 3 Business Days' notice

of a requested LIBOR Loan.

LJC and/or LIG
The Bank shall have the discretion to restrict the maturity date of L/Gs or L/Cs.

B/A - Prime Conversion
The Borrower will provide the Bank with at least 3 Business Days' notice of its intention either to convert a B/A to

a Prime Based Loan or vice versa, failing which, the Bank may decline to accept such additional B/As or may
charge interest on the amount of Prime Based Loans resulting from maturity of B/As at the rate of 115% of the
rate applicable to Prime Based Loans for the 3 Business Day period immediately following such maturity.
Thereafter, the rate shall revert to the rate applicable to Prime Based Loans.

Notice
Prior to each drawdown and at least 10 days prior to each Rate Term Maturity, the Borrower will advise the Bank

of its selection of drawdown options from those made available by the Bank. The Bank will, after each
drawdown, other than drawdowns by way of BA, LIBOR Loan or under the operating loan, send a Rate and

Payment Terms Notice to the Borrower.

4. PREPAYMENT
(a) 10% Prepayment Option Chosen. If the Borrower has elected a 10% Prepayment Option for a Facility

the following shall apply to all Fixed Rate Loans made under that Facility. Each calendar year, ("Year"),
the Borrower may prepay in one lump sum, once each Year, an amount outstanding under a Fixed Rate




(b)

(a)

(b)

Term Loan not exceeding 10% of the original amount of the Fixed Rate Term Loan being prepaid, upon
payment of all interest accrued to the date of prepayment {"Prepayment Date") without paying any
prepayment charge, provided that an Event of Default has not occurred. This privilege is not cumulative

from Year to Year.

10% Prepayment Option Not Chosen or Borrower Prepaying More than 10%. During each Year, the
Borrower may, provided that an Event of Default has not occurred:

if it has not chosen the 10% Prepayment Option, prepay all or any part of the principal then outstanding

under Fixed Rate Term Loans, or,
if it has chosen the 10% Prepayment Option, prepay more than 10% of the original amount of the Fixed

Rate Term Loan being prepaid, in any Year,

in either case, upon payment of all interest accrued lo the Prepayment Date and prepayment charges
equal to the greater of:

three months’ interest on the amount of the prepayment (and in the case where the Borrower has
chosen the 10% Prepayment Option, the amount of prepayment is the amount of prepayment
exceeding the 10% limit) using the interest rate applicable to the Fixed Rate Term Loan being prepaid;

and
the Interest Rate Differential, being the amount by which:

the total amount of interest on the amount of the prepayment using the interest rate applicable to the
Fixed Rate Term Loan being prepaid calculated for the period of time equal to the Remaining Term,
exceeds

the total amount of interest on the amount being prepaid using the interest rate applicable to a fixed rate
term loan that the Bank would make to a borrower for a comparable facility on the Prepayment Date,
calculated for the period of time from the Prepayment Date until the Rate Term Maturity Date for the

Fixed Rate Term Loan being prepaid ("Remaining Term").

5. STANDARD DISBURSEMENT CONDITIONS

The obligation of the Bank to permit any drawdowns hereunder at any time is subject to the following conditions
precedent:

a)

The Bank shall have received the following documents which shall be in forrn and substance

satisfactory to the Bank:

i) A copy of a duly executed resolution of the Board of Directors of the Borrower empowering the
Borrower to enter into this Agreement,

i) A copy of any necessary government approvals authorizing the Borrower to enter into this
Agreement; {

iit) All of the Bank Security and supporting resolutions and solicitors’ letter of opinion required
hereunder;

iv) The Borrower's compliance certificate certifying compliance with all terms and conditions
hereunder;

v) all operation of account documentation; and

vi) For drawdowns under the Facility by way of L/C or L/G, the Bank’s standard form Letter of Credit
Indemnity Agreement

The representations and warranties contained in this Agreement are correct.

No event has occurred and is continuing which constitutes an Event of Default or would constitute an

Event of Default, but for the requirement that notice be given or time elapse or both.

The Bank has received the arrangement fee payable hereunder (if any) and the Borrower has paid

all legal and other expenses incurred by the Bank in connection with the Agreement or the Bank

Security.
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6. STANDARD REPRESENTATIONS AND WARRANTIES

The Borrower hereby represents and warrants, which representations and warranties shall be deemed to be
continually repeated so long as any amounts remain outstanding and unpaid under this Agreement or so long as

any commitment under this Agreement remains in effect, that:

a)

9)

The Borrower is a duly incorporated corporation, a limited parinership, partnership, or sole
proprietorship, duly organized, validly existing and in good standing under the laws of the jurisdiction
where the Branch/Centre is located and each other jurisdiction where the Borrower has property or
assets or carries on business and the Borrower has adequate corporate power and authority to carry
on its business, own property, borrow monies and enter into agreements therefore, execute and
deliver the Agreement, the Bank Security, and documents required hereunder, and observe and
perform the terms and provisions of this Agreement.

There are no laws, statutes or regulations applicable to or binding upon the Borrower and no
provisions in its charter documents or in any by-laws, resolutions, contracts, agreements, or
arrangements which would be contravened, breached, violated as a resuit of the execution, delivery,
performance, observance, of any terms of this Agreement.

No Event of Default has occurred nor has any event occurred which, with the passage of time or the
giving of notice, would constitute an Event of Default under this Agreement or which would constitute
a default under any other agreement.

There are no actions, suits or proceedings, including appeals or applications for review, or any
knowledge of pending actions, suits, or proceedings against the Borrower and its subsidiaries, before
any court or administrative agency which would result in any material adverse change in the
property, assets, financial condition, business or operations of the Borrower.

All material authorizations, approvals, consents, licenses, exemptions, filings, registrations and other
requirements of governmental, judicial and public bodies and authorities required to carry on its
business have been or will be obtained or effected and are or will be in full force and effect.

The financial statements and forecasts delivered to the Bank fairly present the present financial
position of the Borrower, and have been prepared by the Borrower and its auditors in accordance
with Canadian Generally Accepted Accounting Principles consistently applied.

All of the remittances required to be made by the Borrower to the federal government and all
provincial and municipal governments have been made, are currently up to date and there are no
outstanding arrears. Without limiting the foregoing, all employee source deductions (including
income taxes, Employment Insurance and Canada Pension Plan), sales taxes (both provincial and
federal), corporate income taxes, corporate capital taxes, payroll taxes and Workers' Compensation

dues are currently paid and up to date.

7. STANDARD POSITIVE COVENANTS

So long as any amounts remain outstanding and unpaid under this Agreement or so long as any commitment
under this Agreement remains in effect, the Borrower will, and will ensure that its subsidiaries and each of the

Guarantors will: .

a)

b)

)

Pay all amounts of principal, interest and fees on the dates, times and place specified herein, under
the Rate and Payment Terms Notice, and under any other agreement between the Bank and the
Borrower.

Advise the Bank of any change in the amount and the terms of any credit arrangement made with
other lenders or any action taken by another lender to recover amounts outstanding with such other
lender.

Advise promptly after the happening of any event which will result in a material adverse change in
the financial condition, business, operations, or prospects of the Borrower or the occurrence of any
Event of Default or default under this Agreement or under any other agreement for borrowed money.
Do all things necessary to maintain in good standing its corporate existence and preserve and keep
all material agreements, rights, franchises, licenses, operations, contracts or other arrangements in

full force and effect.
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Take all necessary actions to ensure that the Bank Security and its obligations hereunder will rank
ahead of all other indebtedness of and all other security granted by the Borrower.

f) Pay all taxes, assessments’and government charges unless such taxes, assessments, or charges
are being contested in good faith and appropriate reserves shall be made with funds set aside in a
separate trust fund.

Provide the Bank with information and financial data as it may request from time to time.

h) Maintain property, plant and equipment in good repair and working condition.
Inform the Bank of any actual or probable litigation and furnish the Bank with copies of details of any

i)
litigation or other proceedings, which might affect the financial condition, business, operations, or
prospects of the Borrower.

i} Provide such additional security and documentation as may be required from time to time by the
Bank or its solicitors.

K) Continue to carry on the business currently being carried on by the Borrower its subsidiaries and
each of the Guarantors at the date hereof.

)] Maintain adequate insurance on all of its assets, undertakings, and business risks.

m) Permit the Bank or its authorized representatives full and reasonable access to its premises,
business, financial and computer records and allow the duplication or extraction of pertinent
information therefrom and

n) Comply with all applicable laws.

8. STANDARD NEGATIVE COVENANTS
So long as any amounts remain outstanding and unpaid under this Agreement or so long as any commitment

under this Agreement remains in effect, the Borrower will not and will ensure that its subsidiaries and each of the

Guarantors will not:

a) Create, incur, assume, or suffer to exist, any mortgage, deed of trust, pledge, lien, security interest,
assignment, charge, or encumbrance (including without limitation, any conditional sale, or other title
retention agreement, or finance lease) of any nature, upon or with respect to any of its assets or
undertakings, now owned or hereafter acquired, except for those Permitted Liens, if any, set out in

the Letter.
Create, incur, assume or suffer to exist any other indebtedness for borrowed money (except for

b)
indebtedness resulting from Permitted Liens, if any) or guarantee or act as surety or agree to
indemnify the debts of any other Person.

c) Merge or consolidate with any other Person, or acquire all or substantially all of the shares, assets or

business of any other Person.
d) Sell, lease, assign, transfer, convey or otherwise dispose of any of its now owned or hereafter

acquired assets (including, without limitation, shares of stock and indebtedness of subsidiaries,
receivables and leasehold interests), except far inventory disposed of in the ordinary course of

business.

e) Terminate or enter into a surrender of any lease of any property mortgaged under the Bank Security.

f) Cease to carry on the business currently being carried on by each of the Borrower, its subsidiaries,
and the Guarantors at the date hereof.

g) Permit any change of ownership or change in the capital structure of the Borrower.

9. ENVIRONMENTAL.
The Borrower represents and warrants (which representation and warranty shall continue throughout the term of

this Agreement) that the business of the Borrower, its subsidiaries and each of the Guarantors is being operated
in compliance with applicable laws and regulations respscting the discharge, omission, spill or disposal of any
hazardous materials and that any and all enforcement actions in respect thereto have been clearly conveyed to

the Bank.

The Borrower shall, at the request of the Bank from time to time, and at the Borrower's expense, obtain and
provide to the Bank an environmental audit or inspection report of the property from auditors or inspectors

acceptable to the Bank.
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The Borrower hereby indemnifies the Bank, its officers, directors, employees, agents and shareholders, and
agrees to hold each of them harmless from all loss, claims, damages and expenses (including legal and audit
expenses) which may be suffered or incurred in connection with the indebtedness under this Agreement or in

connection with the Bank Security.

10. STANDARD EVENTS OF DEFAULT

The Bank may accelerate the payment of principal and interest under any committed credit facility hereunder and
cancel any undrawn portion of any committed credit facility hereunder, at any time after the occurrence of any one

of the following Events of Default:

a)
b}

c)

d)

f)

g)

h)

Non-payment of principal outstanding under this Agreement when due or non-payment of interest or
fees outstanding under this Agreement within 3 Business Days of when due.

If any representation, warranty or statement made hereunder or made in connection with the
execution and delivery of this Agreement or the Bank Security is false or misleading at any time.

if there is a breach or non-performance or non-observance of any term or condition of this
Agreement or the Bank Security and, if such defauit is capable to being remedied, the default
continues unremedied for 5 Business Days after the occurrence.

If the Borrower, any one of its subsidiaries, or, if any of the Guarantors makes a general assignment
for the benefit of creditors, files or presents a petition, makes a proposal or commits any act of
bankruptey, or if any action is taken for the winding up, liquidation or the appointment of a liguidator,
trustee in bankruptey, custodian, curator, sequestrator, receiver or any other officer with similar
powers or if a judgment or order shail be entered by any court approving a petition for reorganization,
arrangement or composition of or in respect of the Borrower, any of its subsidiaries, or any of the
Guarantors or if the Borrower, any of its subsidiaries, or any of the Guarantors is insolvent or

declared bankrupt.
If there exists a voluntary or involuntary suspension of business of the Borrower, any of its

subsidiaries, or any of the Guarantors.

If action is taken by an encumbrancer against the Borrower, any of its subsidiaries, or any of the
Guarantors to take possession of property or enforce proceedings against any assets.

If any final judgment for the payment of monies is made against the Borrower, any of its subsidiaries,
or any of the Guarantors and it is not discharged within 30 days from the imposition of such
judgment.

if there exists an event, the effect of which with lapse of time or the giving of notice, will constitute an
event of default or a default under any other agreement for borrowed money in excess the Cross
Default Threshold entered into by the Borrower, any of its subsidiaries, or any of the Guarantors.

If the Bank Security is not enforceable or if any party to the Bank Security shall dispute or deny any

liability or any of its obligations under the Bank Security.
If, in the Bank's determination, a material adverse change occurs in the financial condition, business

operations or prospects of the Borrower, any of the Borrower's subsidiaries, or any of the
Guarantors.

.
Iy

11. ACCELERATION

If the Bank accelerates the payment of principal and interest hereunder, the Borrower shall immediately pay to the
Bank all amounts outstanding hereunder, including without limitation, the amount of unmatured B/As and LIBOR
Loans and the amount of all drawn and undrawn L/Gs and L/Cs. All cost to the Bank of unwinding LIBOR Loans
and all loss suffered by the Bank in re-employing amounts repaid will be paid by the Borrower.

The Bank may demand the payment of principal and interest under the Operating Loan (and any other
uncommitted facility) hereunder and cancel any undrawn portion of the Operating Loan (and any other
uncommitted facility) hereunder, at any time whether or not an Event of Default has occurred.

13



12. CURRENCY INDEMNITY
US$ loans must be repaid with US$ and CDN$ loans must be repaid with CDN$ and the Borrower shall indemnify

the Bank for any loss suffered by the Bank if US$ loans are repaid with CDN$ or vice versa, whether such
payment is made pursuant to an order of a court or otherwise.

13. TAXATION ON PAYMENTS
All payments made by the Borrower to the Bank will be made free and clear of all present and future taxes

(excluding the Bank's income taxes), withholdings or deductions of whatever nature. If these taxes, withholdings
or deductions are required by applicable law and are made, the Borrower, shall, as a separate and independent
obligation, pay to the Bank all additional amounts as shall fully indemnify the Bank from any such taxes,

withholdings or deductions.

14. REPRESENTATION
No representation or warranty or other statement made by the Bank concerning any of the credit facilities shall be

binding on the Bank unless made by it in writing as a specific amendment to this Agreement.

15. ADDED COST
If the introduction of or any change in any present or future law, regulation, treaty, official or unofficial directive, or

regulatory requirement, (whether or not having the force of law) or in the interpretation or application thereof,

relates to:

i) the imposition or exemption of taxation of payments due to the Bank or on reserves or deemed
reserves in respect of the undrawn portion of any Facility or loan made available hereunder; or,

i) any reserve, speclal deposit, regulatory or similar requirement against assets, deposits, or loans or
other acquisition of funds for loans by the Bank; or,

iif) the amount of capital required or expected to be maintained by the Bank as a result of the existence

of the advances or the commitment made hereunder;

and the result of such occurrence is, in the sole determination of the Bank, to increase the cost of the Bank or to
reduce the income received or receivable by the Bank hereunder, the Borrower shall, on demand by the Bank,
pay to the Bank that amount which the Bank estimates will compensate it for such additional cost or reduction in

income and the Bank's estimate shall be conclusive, absent manifest error.

16. EXPENSES
The Borrower shall pay, within 5 Business Days following notification, all fees and expenses (including but not

limited to all legal fees) incurred by the Bank in connection with the preparation, registration and ongoing
administration of this Agreement and the Bank Security and with the enforcement of the Bank's rights and
remedies under this Agreement and the Bank Security whether or not any amounts are advanced under the
Agreement. These fees and expenses shall include, but not be limited, to alf outside counsel fees and expenses
and all in-house legal fees and expenses, if in-house counsel are used, and all outside professional advisory fees
and expenses. The Borrower shall pay interest on unpaid amounts due pursuant to this paragraph at the All-In

Rate plus 2% per annum. i

17. NON WAIVER
Any failure by the Bank to object to or take action with respect to a breach of this Agreement or any Bank Security

or upon the occurrence of an Event of Default shall not constitute a waiver of the Bank's right to take action at a
later date on that breach. No course of conduct by the Bank will give rise to any reasonable expectation which is
in any way inconsistent with the terms and conditions of this Agreement and the Bank Security or the Bank's

rights thereunder.

18. EVIDENCE OF INDEBTEDNESS
The Bank shall record on its records the amount of alf loans made hereunder, payments made in respect thereto,

and all other amounts becoming due to the Bank under this Agreement. The Bank's records constitute, in the
absence of manifest error, conclusive evidence of the indebtedness of the Borrower to the Bank pursuant to this

Agreement.
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The Borrower will sign the Bank's standard form Letter of Credit Indemnity Agreement for all L/Cs and 1/Gs
issued by the Bank.

With respect to chattel mortgages taken as Bank Security, this Agreement is the Promissory Note referred to in
same chattel mortgage, and the indebtedness incurred hereunder is the true indebtedness secured by the chattel

mortgage.

19. ENTIRE AGREEMENTS
This Agreement replaces any previous letter agreements dealing specifically with terms and conditions of the

credit facilities described in the Letter. Agreements relating to other credit facilities made available by the Bank
continue to apply for those other credit facilities. This Agreement, and if applicable, the Letter of Credit Indemnity
Agreement, are the entire agreements relating to the Facilities described in this Agreement.

20. ASSIGNMENT
The Bank may assign or grant participation in all or part of this Agreement or in any loan made hereunder without

notice to and without the Borrower’s consent.

The Borrower may not assign or transfer all or any part of its rights or obligations under this Agreement.

21. RELEASE OF INFORMATION
The Borrower hereby irrevocably authorizes and directs the Borrower's accountant, (the "Accountant”) to deliver

all financial statements and other financial information concerning the Borrower to the Bank and agrees that the
Bank and the Accountant may communicate directly with each other.

22, FX CLOSE OUT
The Borrower hereby acknowledges and agrees that in the event any of the following occur: (i) Default by the

Borrower under any forward foreign exchange contract ("FX Contract"); (ii) Default by the Borrower in payment of
monies owing by it to anyone, including the Bank; (iii) Default in the performance of any other obligation of the
Borrower under any agreement to which it is subject; or (iv) the Borrower is adjudged to be or voiuntarily becomes
bankrupt or insolvent or admits in writing to its inability to pay its debts as they come due or has a receiver
appointed over its assets, the Bank shall be entitled without advance notice to the Borrower to close out and
terminate all of the outstanding FX Contracts entered into hereunder, using normal commercial practices
employed by the Bank, to determine the gain or loss for each terminated FX contract. The Bank shall then be
entitled to calculate a net termination value for all of the terminated FX Contracts which shall be the net sum of all
the losses and gains arising from the termination of the FX Contracts which net sum shall be the "Close Out
Value" of the terminated FX Contracts. The Borrower acknowledges that it shail be required to forthwith pay any
positive Close Out Value owing to the Bank and the Bank shall be required to pay ant negative Close Out Value
owing to the Borrower, subject to any rights of set-off to which the Bank is entitled or subject.

23. SET-OFF i
In addition to and not in limitation of any rights now or hereafter granted under applicable law, the Bank may at

any time and from time to time without notice to the Borrawer or any other Person, any notice being expressly
waived by the Borrower, set-off and compensate and apply any and all deposits, general or special, time or
demand, provisional or final, matured or unmatured, in any currency, and any other indebtedness or amount
payable by the Bank (irrespeclive of the place of payment or booking office of the obligation), to or for the credit of
or for the Borrower's account, including without limitation, any amount owed by the Bank to the Borrower under
any FX Contract or other treasury or derivative product, against and on account of the indebtedness and liability
under this Agreement notwithstanding that any of them are contingent or unmatured or in a different currency

than the indebtedness and liability under this Agreement.
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When applying a deposit or other obligation in a different currency than the indebtedness and liability under this
Agreement to the indebtedness and liability under this Agreement, the Bank will convert the deposit or other
obligation to the currency of the indebtedness and liability under this Agreement using the Bank's noon spot rate

of exchange for the conversion of such currency.

24. USE OF INFORMATION
The word "Information” means the Borrower's business and credit information and the Guarantor's personal,

business and credit information. It includes information provided to the Bank by the Borrower and Guarantors,
including through the products and services the Borrower and Guarantor(s) uses, and information obtained from

others.

The Borrower and the Guarantor agree to the use of its Information as follows:

Use of Information - The Bank may use Information to establish and serve the Borrower as its customer,
determine whether any products or services of the TD Bank Financial Group are suitable for the Borrower and
offer them to the Borrower, or when required or permitted by law. The Bank may share Information within the TD
Bank Financial Group where permitted by law;

Collection and Use of Credit Information - THE BANK MAY OBTAIN INFORMATION FROM PARTIES OUTSIDE
THE TD BANK FINANCIAL GROUP, INCLUDING THROUGH A CREDIT CHECK, AND VERIFY INFORMATION
WITH THEM. THE BORROWER AND THE GUARANTOR AUTHORIZE THOSE PARTIES TO GIVE THE BANK

INFORMATION. The Bank may disclose Information to other lenders and credit bureaus.

The Borrower and the Guarantor may obtain the Bank’s Privacy Code - "Protecting Your Privacy” or review its
options for refusing or withdrawing this consent, including its option not to be cantacted about offers of products
or services, by contacting the Branch or calling the Bank at 1-800-9TD BANK.

25. MISCELLANEOQUS
i) The Borrower has received a signed copy of this Agreement;
ii}) If more than one Person, firm or corporation signs this Agreement as the Borrower, each party is

jointly and severally liable hereunder, and the Bank may require payment of all amounts payable
under this Agreement from any one of them, or a portion from each, but the Bank is released from
any of its obligations by performing that obligation to any one of them;
iii) Accounting terms will (to the extent not defined in this Agreement) be interpreted in accordance with
accounting principles established from time to time by the Canadian Institute of Chartered
Accountants (or any successor) consistently applied, and all financial statements and information
provided to the Bank will be prepared in accordance with those principles;
This Agreement is governed by the law of the Province or Territory where the Branch/Centre is

located.
Unless stated otherwise, all amounts referred to herein are in Canadian dollars

iv)
v)
26. DEFINITIONS

Capitalized Terms used in this Agreement shall have the following meanings:

"All-In Rate" means the greater of the Interest Rate that the Borrower pays for Prime Based Loans (which for
greater certainty includes the percent per annum added to the Prime Rate) or the highest fixed rate paid for Fixed

Rate Term Loans.

"Agreement” means the agreement between the Bank and the Borrower set out in the Letter and this Schedule
“A" - Standard Terms and Conditions.

"Business Day" means any day (other than a Saturday or Sunday) that the Branch/Centre is open for business.

“Branch/Centre” means The Toronto-Dominion Bank branch or banking centre noted on the first page of the
Letter, or such other branch or centre as may from time to time be designated by the Bank.

"Contractual Term Maturity Date" means the date set out in the Letter under the heading "Contractual Term".

"Face Amount" means, in respect of:
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(i) a B/A, the amount payable to the holder thereof on its maturity;
(i) A L/C or L/G, the maximum amount payabie to the beneficiary specified therein or any other Person
to whom payments may be required to be made pursuant to such L/C or L/G.

“Fixed Rate Term Loan" means any drawdown in Canadian dollars under a Credit Facility at an interest rate
which is fixed for a Rale Term at such rate as is determined by the Bank as its sole discretion.

"Inventory Value" means, at any time of determination, the total value {based on the lower of cost or market) of
the Borrower's inventories that are subject to the Bank Security {other than {i}) those inventories supplied by trade
creditors who at that time have not been fully paid therefore and would have a right to repossess all or part of
such inventories if the Borrower were then either bankrupt or in receivership, (ii) those inventories comprising
work in process and (iii) those inventaries that the Bank may from time to time designate in its sole discretion)
minus the total amount of any claims, liens or encumbrances on those inventories having or purporting to have
priority over the Bank.

"Letter” means the letter from the Bank to the Borrower to which this Schedule A" - Standard Terms and

Conditions is attached.
“Letter of Credit" or "L/C" means a documentary letter of credit or similar instrument in form and substance

satisfactory to the Bank.
"Letter of Guarantee” or "L/G"” means a stand-by letter of guarantee or similar instrument in form and substance

satisfactory to the Bank.

"Person” includes any individual, sole proprietorship, corporation, partnership, joint venture, trust, unincorporated
association, association, institution, entity, party, or government (whether nationai, federal, provincial, state,
municipal, city, county, or otherwise and including any instrumentality, division, agency, body, or department
thereof).

"Purchase Money Securily Interest” means a security interest on equipment which is granted to a lender or to the
seller of such equipment in order to secure the purchase price of such equipment or a loan to acquire such
equipment, provided that the amount secured by the security interest does not exceed the cost of the equipment,
the Borrower provides written notice to the Bank prior to the creation of the securlty interest, and the creditor
under the security interest has, if requested by the Bank, entered into an inter-creditor agreement with the Bank,

in a format acceptable to the Bank.

“Rate Term" means that period of time as selected by the Borrower from the options offered to it by the Bank,
during which a Fixed Rate Term Loan will bear a particular interest rate. if no Rate Term is selected, the
Borrower will be deemed to have selected a Rate Term of 1 year.

"Rate Term Maturity” means the last day of a Rate Term which déy may never exceed the Contractual Term
Maturity Date.

"Rate and Payment Terms Notice" means the notice sent by the Bank setting out the interest rate and payment
terms for a particular drawdown.

’

"Receivable Value™ means, at any time of determination, the total value of those of the Borrower's trade accounts .

receivable that are subject to the Bank Security other than (i) those accounts then outstanding for 90 days, (ii)
those accounts owing by Persons, firms or corporations affiliated with the Borrower, (iii) those accounts that the
Bank may from time to time designate in its sole discretion, (iv) those accounts subject to any claim, liens, or
encumbrance having or purporting to have priority over the Bank, (v} those accounts which are subject to a claim
of set-off by the obligor under such account, MINUS the total amount of all claims, liens, or encumbrances on

those receivables having or purporting to have priority over the Bank.

"Receivables/inventory Summary” means a summary of the Customer’s trade account receivables and
inventories, in form as the Bank may require and certified by a senior officer/representative of the Borrower.

“US$ Equivalent” means, on any date, the equivalent amount in United States Dollars after giving effect to a
conversion of a specified amount of Canadian Dollars to United States Dollars at the Bank's noon spot rate of
exchange for Canadian Dollars to United States Dollars established by the Bank for the day in question.
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THE CORPORATION OF THE TOWN OF ESSEX
PUBLIC MEETING
PURCHASE OF E.L.K. ENERGY INC. SHARES

August 6, 2008

A Special Meeting of the Council of the Town of Essex was held on Wednesday August
6, 2008 at the hour of 6:00 PM at the Municipal Building, 33 Talbot Street South, Essex,
Ontario.

Rol! Call: Mayor Ron McDermott
Deputy-Mayor Richard Meloche
Ward 1 Councillor Morley Bowman
Ward 1 Councillor Randy Voakes
Ward 3 Councillor Paul Innes
Ward 3 Councllior Ron Rogers
Ward 4 Councillor Peter Timmins

Also Present: Donna Hunter, Director of Finance & Administration/Treasurer
Jerry Marion, Deputy-Clerk
Doug Sweet, Director of Parks and Recreation

Public: See Sign-in Sheet

Mayor McDermott confirmed that a quorum was present and called the meeting to order
at 6:00 PM. He welcomed those in attendance. He advised that the purpose of the
meeting was to consider the purchase of E.L.K. Energy Inc. shares as the Town of
Kingsvilie and the Town of Lakeshore have provided the Town of Essex with a notice of
intent to sell their combined 62% interest in E.L.K. Energy Inc. As a 38% shareholder in
E.L.K. the Town has the right, under the existing Shareholders’ Agreement, to exercise
its Right of First Refusal to buy Kingsville and Lakeshore's combined 62% interest.

Donna Hunter provided a power point presentation regarding the purchasing the E.L.K.
Energy Inc. shares from the Town of Lakeshore and the Town of Kingsville. The
presentation focused on the history, the Lakeshore and Kingsville R.F.P., the Town of
Essex process, the impact of 100% ownership of E.L.K. and a 50 % ownership of E.L.K.
The presentation noted that there would be no property tax impact for the Town of Essex
residents. The presentation recommended that Council:
e Exercise “Right of First Refusal: to purchase Kingsville's and Lakeshores
combined 62% ownership of E.L.K.
Retain 100% ownership as a long-term investment
Forego dividend in the short to medium term to allow E.L.K. to reduce overall
borrowings

Moved by Councillor Rogers seconded by Councillor Timmins

(SP08-08-055) that correspondence from Joe Byrne, Solicitor for Essex Power
Corporation, dated July 31, 2008, regarding the Town of Essex acquisition of the E.L.K.
Energy Inc. shares held by the Town of Kingsville and the Town of Lakeshore be
received. “Carried”

Moved by Councillor Innes seconded by Councillor Bowman
(SP08-08-056) that the Corporation of the Town of Essex purchase the E.L.K. Energy
Inc. shares held by the Corporation of the Town of Lakeshore and the Corporation of the
Town of Kingsville.

A recorded vote was requested with results as follows:

Councillor Voakes No

Councillor Timmins Yes
Councillor Innes * Yes
Councillor Bowman Yes
Deputy-Mayor Meloche Yes
Mayor McDermott Yes
Councillor Rogers Yes

On a recorded vote, 6 in favour, 1 opposed, the motion was “Carried”

Moved by Councillor Innes seconded by Councillor Bowman

(SP08-08-057) that By-Law #911, being a By-Law to authorize the exercise of a right of
first refusal and the exsecution of a purchase agreement and ancillary documentation with
respect to the shares of E.L.K. Energy Inc. held by the Corporation of the Town of
Lakeshore and the Corporation of the Town of Kingsville be read a first, second, third
time and finally passed this 6™ day of August, 2008.
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A recorded vote was requested with results as follows:

Councillor Voakes No

Councillor Timmins Yes
Councillor Innes Yes
Councillor Bowman Yes
Deputy-Mayor Meloche Yes
Mayor McDermott Yes
Councillor Rogers Yes

On a recorded vote, 6 in favour, 1 opposed, the motion was “Carried”

Moved by Councillor Rogers seconded by Deputy-Mayor Meloche

(SP08-08-058) that Administration be authorized to take the steps necessary to finalize
the purchase of the E.L.K. Energy Inc. shares held by the Corporation of the Town of
Lakeshore and the Corporation of the Town of Kingsville, inclusive of legal, audit,
banking and borrowing arrangements. “Carried”

Adjournment
Moved by Councillor Timmins seconded by Deputy-Mayor Meloche
{SP08-08-059) that the meeting be adjourned.

“Carried”

The meeting adjourned at the call at 6:25 PM.

Mayor

Deputy-Clerk




THE CORPORATION OF THE TOWN OF LAKESHORE
BY-LAW NUMBER 88-2008

Being a By-law to Authorize the Execution of an Agreement
between the Corporation of the Town of Essex (“purchaser”)
and the Corporation of the Town of Kingsville (“seller”) and
the Corporation of the Town of Lakeshore (“seller”) for the
sale of shares in E.L.K. Energy Inc. and E.L.K. Solutions Inc.

WHEREAS; the sale to The Corporation of the Town of Essex of the ELK Energy
Inc and ELK Solution Inc shares owned by the Corporation of the Town
Lakeshore substantially on the terms and subject to the conditions set forth in
the share purchase agreement attached to this by-law as Schedule "A” and
submitted to the Council meeting of September 12, 2008 is hereby approved and
authorized, subject to the approval of the Ontario Energy Board;

AND WHEREAS; the Mayor is authorized to finalize the terms and conditions of
the Share Purchase Agreement;

AND WHEREAS; the execution by The Corporation of the Town of Lakeshore of
the Shareholders Agreement is approved and authorized;

AND WHEREAS; the Mayor and Clerk are authorized to execute and deliver the
Share Purchase Agreement substantially in the form submitted to the meeting of
September 12, 2008 with such alterations, amendments, deletions or additions
thereto as the Mayor and Clerk shall determine to be necessary or appropriate,
such determination to be conclusively evidenced by the execution thereof by the
Mayor and Clerk;

NOW THEREFORE; the Mayor and Clerk are authorized to do all things
necessary or desirable in connection with the purchase and sale transaction and
all matters ancillary thereto including the execution and delivery of all such
instruments, certificates, agreements and other documents and to do and
perform all such other acts and things as the Mayor and Clerk shall determine to
be necessary or advisable in connection with the purchase and sale transaction
and all matters ancillary thereto and to otherwise give effect to this by-law, and
any such instruments, certificates, agreements and other documents as
aforesaid shall be in such form as the Mayor and Clerk shall determine to be
necessary or appropriate, and any such determination to be conclusively
evidenced by the execution and delivery thereof by the Mayor and Clerk.

READ A FIRST, SECOND, AND THIRD TIME AND FINALLY PASSED THIS 12
DAY OF SEPTEMBER, 2008.

TOM BAIN, MAYOR

,
! MARY MASSE, CLERK

Isr




THE CORPORATION OF THE TOWN OF KINGSVILLE

BY-LAW 135 - 2008

Being a by-law authorizing the
Mayor and Clerk
to enter into a Share Purchase Agreement

made between The Corporation of the Town of
Kingsville and The Corporation of the Town of
Lakeshore, as Sellers, and The Corporation of

the Town of Essex, as Purchaser re: the

Sellers’ Shareholder Interests in E.L.K.

Energy Inc. and E.L.K. Solutions Inc.

WHEREAS The Corporation of the Town of Kingsville deems it expedient for the Mayor
and Clerk to enter into a Share Purchase Agreement made between The Corporation of the
Town of Kingsville and The Corporation of the Town of Lakeshore, as Sellers, and The
Corporation of the Town of Essex, as Purchaser for the Sellers’ Shareholder Interests in
E.L.K. Energy Inc. and E.L.K. Solutions Inc.

NOW THERE}FORE THE COUNCIL OF THE CORPORATION OF THE TOWN
OF KINGSVILLE ENACTS AS FOLLOWS:

1. THAT the Municipality enters into and executes with The Corporation of
the Town of Lakeshore and the The Corporation of the Town of Essex the
Share Purchase Agreement shown as Schedule “A” attached to this By-
law;

2. THAT the Mayor and Clerk are hereby authorized and directed to execute

the Share Purchase Agreement hereto attached as Schedule “A” on
behalf of The Corporation of the Town of Kingsville.

READ a FIRST, SECOND and THIRD time and FINALLY PASSED this 15™ day of

September, 2008.
MAYOR, Nelson Santos
; /Y
C , Linda Burliny
CERTIFICATE /

1 hereby certify the foregoing to be a true and correct copy of By-law 135-2008 of The
Corporation of the Town of Kingsville, the same having baen compared by me with the origtnal.

DATED at Kingsville, Ontarto this 16th day of September, 2008.

Linda Mmg. ferk ﬂ






