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OPA Negotiating Team

29

JoAnne Butler, VP Electricity Resources
Micha'elg Killeavy, Director Contract Management
Deborah Langelaan, Manager Contract Management

Rocco Sebastiano, Partner, Osler, Hoskin & Harcourt
LLP |

Elliot Smith, Associate, Osler, Hoskin & Harcourt LLP
Safouh Soufi, SMS Energy Engineering
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TransCanada Energy (TCE) Negotiating Team

30

Terry Bennett, VP Power Development
Geoff Murray, VP US Power Development

John Mikkelsen, Director Eastern Canada, Power
Development

John Cashin, Associate General Counsel, Power Law
Chris Breen, Public Sector Relations
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Mitsubishi (MPS) Gas Turbines (GT’s)

32

GT’s originally purchased for OGS were designed for a
Combined Cycle generation plant with a start time of 43
minutes

The 43 minute start time is too slow for a peaking
generation plant. To qualify for the Operating Reserve
(OR) revenue market the IESO requires a start time of
30 minutes or less

Repurposing the MPS GT’s minimizes costs to the
ratepayer

GT’s will need to need to be converted to a faster start
time

ONTARIO
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Mitsubishi (MPS) Gas Turbines (GT’s)

 The teﬁms of the Equipment Supply Agreement permit it,
subject/to MPS’s consent, to be assigned by TCE to a
third party

~ Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY | _J
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“ Winding Up of the Oakville
éGenerati—fﬁ@g Station (OGS) Contract

Government Briefing

June 29, 2011
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Southwest Greater Toronto Area (SW GTA) Supply

. Ne'ed for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

* GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

« Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

« Expected to fall short by 2015 or sooner

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY ¢ 2
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Southwest Greater Toronto Area (SW GTA) Supply

* In add'i:‘f;ion to aggressive conservation efforts the OPA
has identified the need for new electricity generation in
this area

« New electricity generation will:

— Support coal-fired generation replacement by 2014
— Prowde system supply adequacy

— Address reliability issues such as local supply and voltage
support -

— Defer Transmission needs in the Western GTA

3 ? ONTARIO

' Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY A



OPA Procurement Process — Ministry Directive

~» Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

] | ONTARIO ?
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'OPA Procurement Process - RFQ & RFP

1. Requ@{st for Qualifications
— Relee;;ased October 2008
— 9 Qualification Submissions were received
— Shorielist of 4 Qualified Applicants representing 7

proposed projects resulted

2. Request for Proposals

Released February 2009
4 Proposals from 4 Proponents were received

Proposals evaluated on Completeness; Mandatory
Requirements; Rated Criteria and Economic Bid

Project with lowest Adjusted Evaluated Cost selected

ONTARIO
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-+ SW GTA Contract based on Clean Energy Supply (CES)
~ Contract

— 20 year term

=~ = Contract-for-Differences based on Deemed Dispatch logic:
k - « Generator guaranteed Net Revenue Requirement (NRR)

' + Market Revenues < NRR = Payment from OPA |

« Market Revenues > NRR = Payment from Generator

« TCE awarded SW GTA CES Contract on October 2009

; ONTARIO
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Opposition to Gas-Fired Generation

. Procure@ment process fraught with local opposition
» Town of Oakville passed several by-laws:

— Interim control of power generation facilities on certain
lands in the Town of Oakville (2009-065)

— Town of Oakville Official Plan Livable Oakville (2009-112)
— Health Protection and Air Quality By-law (2010-035)

— Amendment to the Official Plan of the Oakville Planning
Area (Power Generation Facilities) (2010- 151)

— Amend the Comprehensive Zoning By-law 1984-63 to
make modifications for power generation facilities (2010-
152) -

— Amend the North Oakville Zoning By-law 2009-189 to
make modifications for power generation facilities (2010-

,  1583) | ONTARIO
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Opposition to Gas-Fired Generation

« Town of Oakville rejected TCE'’s:
— Site plan application
— Application for minor variances

« Mississauga Mayor Hazel McCallion publically opposed
project
« Liberal MPP Kevin Flynn publically opposed project
@ CA4CA (Citizens For Clean Air) is a non-profit Oakville
+ .. organization opposed to locating power plants close to

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

ONTARIO
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Government Cancellation

+ October 7, 2010 Energy Minister Brad Duguid, along
with Oakville Liberal MPP Kevin Flynn, announced the
Oakville: power plant was not moving forward

- OPA prowded TCE with letter that stated “The OPA will

- not proceed with the Contract. As a result of this, the
OPA acknowledges that you are entitled to your
reasonable damages from the OPA, including the
ant|0|pated financial value of the Contract.”

| OPA Co,ntract contains an Exclusion of Consequential
Il .« Damages clause (including loss of profits)

', Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY '




TCE Initial Concerns

« TCE identified 3 immediate concerns:

1. Canadian Securities Administrators (CSA) disclosure
requires TCE to report a write down on the project if out-
of-pocket costs not resolved by year-end (~$37 MM)

2. Handling of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM) |

3. Economic value of OGS
n TCE met with Premier’'s Office and advised that Ontario

has other generation needs; TCE is a good counterparty;
and asked TCE to be patient and not sue immediately

[ ONTARIO
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~  INegotiations

All OPiAff\/TCE discussions have occurred on a “Without
Prejudice” basis

Oct. 81" OPA/TCE entered into Confidentiality Agreement
to ensure certain communications remain confidential,
without prejudice and subject to settlement privilege

OPA/TCE negotiating teams met on a weekly basis
commenced Oct. 15/10 & ceased Feb. 17/11
Dlscussmns focused on the following issues:

— Capltal costs of replacement project

— Flnanc:lal value of OGS

— ReS|duaI Value of OGS

— Dlsp'osmon of Mitsubishi gas turbines

— Proper allocation of project risk ONTARIO

. Privileged and Confidential — Prepared in Gontemplation of Litigation POWER AUTHORITY 7




MOU

« TCE’s Treasury Department needed documentation from
the OPA stating there was a replacement project to
which the OGS’s out-of-pocket costs could be applied to
avoid having to write them off at year-end

« MOU executed December 21, 2010:

— Potential Project site identified for Cambridge

— Potential Project will utilize the gas furbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotiate a Definitive Agreement for the Potential Project

— Potential Project to be Simple Cycle
— Expired June 30, 2011

T | ONTARIO ”
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Replacement Project

* |t was determined that the replacement project would be a
gas-fired peaking generation (i.e. simple cycle) plant with a
contract iCapacity of 400 - 450 MW

« TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

 TCE ldergtlfled the Boxwood Industrial Park in Cambridge as
its preferfed site

-+ TCE has\ had preliminary discussions with the City of

| Cambrldge and they seem to be a willing host

"+ C4CA has commenced a letter writing campaign against the
| replacement project

The 2 MItSUbIShI M501GAC gas turbines purchased for |

OGS W|II be repurposed for the replacement probeﬁTARIO
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Ministry of Energy Directive

14

OPA has worked closely with Ministry of Energy on the
drafting of a Directive to authorize negotiations with TCE
for the replacement project |

OPA requires a Directive to enter into the Definitive
Agreement

Ministry wants the Directive to be silent on including the
financial value of the OGS Confract into the revenue
requirement for the replacement project

Directive remains outstanding

ONTARIO
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: Settlemtiént Proposals

15

March 10t OPA received TCE’s Potential Project Pricing
and Terms Proposal

— Commercial parameters for the proposed peaking plant
along with proposed revisions to the peaking contract

TCE p@rposing to pass through majority of risk to Ontario
ratepayer |

OPA retained Financial Consultant to assist with due
diligence of TCE’s Proposal

March 28 OPA made a counter-proposal to TCE
April 6% TCE rejected OPA’s counter-proposal

ONTARIO
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Settlement Proposals

« April 218t OPA made Government-instructed Second
Counter-Proposal

« April 29t TCE rejected OPA’s Government-instructed
Second Counter-Proposal

16 ONTARIO
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Comparison of Settlement Proposals

FLHTE :
gUIjelproposaL
Al 7, AN

NRR cavers capital costs, financing working capital, returns, fixed monthly payment over life of

-
Assistance/Protection from
mitigating Planning Act

approvals risk | |

We would approach
Gavernment to provide
Planning Act approvals

exemption.

permitting and approvals
combined with a good faith
abligation to negotiate OGS
compensation and sunk costs if
the K-W Peaking Plant doesn't
proceed because of permitting
issues,

| \ 5 g
$1S,900!MW-rr:|on1|h: $12,500MW-manth $14.922/MW-marth Urdknawn contract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
Unk : ; l Assumed 7.5% Cost of Equity, | TCE claimed “unleveragsd” Unknown TCE can finance/leverage how they want {o increase NPV of project. We have assumed in second
n nown; i ail equity project. diseaunt rate of 5,25% proposal what we believe that they would use,
. [
i
20 Years + | 20 Years + We believe that TCE obtains all their value i the first 20 years. 10 Year Option is 2 “nice to have”
Option for 10-Year i 25 Years 25Years Option for 10-Year sweetener. Precedent for 25-year contract. — Portlands Energy Centre has option fer additional five
Extension’ ‘ Extension years on the 20-year term.
a
. LTEP indicates need for peaking generation in KWCG; need at least 450 MW of summer peaking
450 MW ‘ a0 Mw 481 M 450w capacily, Average of 500 MW provides additional system flexibility and reduces NRR. on per MW basls
| ! N .
Lumg S;?72?:'Tent of Amoriize o:;zf:syears —no | Amortize DI\-::}‘LE:SYEEFS —nhe Unknown $37MM to be audited by Ministry of Finance for substantiation and reasonableness
. 4] . . Pracedent — Portlands Energy Centre, Halton Hills, and NYR Peaking Plant. Paid on a cost recovery
Payment "L:ig't'o“ to Ehe Payment 'r;ﬁ.f:'t'cn lothe Paymant in addition to the NRR Unknown basis, i.e. no epportunity ta eharge an additional ris.k premium on top of active casts, TCE estimate is
i $100MM £ 20%. -
L
: y . Our CAPEX based on independent review by our Technical Expert and published information on ather
$540mm $400mm $475 mm Unl:g?ewr:nb;t t"; eang;ergr:nr:qthe similar generation facilities. We have increased it by $75MM; however, cannot really substantiate
differenca that 1t s $540 mm why. Therefora, we are still preposing a target cost on CAPEX where increases/decreases are
shared.
. S TCE has given us limited insights into their operating expenses, We have used advice from our
Litle Visibility Reasonable Reasonable Unknown fechnical consultant on reasonable OPEX estimates.
TCE is willing to aceept
. . | permitting risk provided that it
i No government assistance with hias a right to (a) terminate the

Replacement Contract and (b}
recaive a lump sum payment
for {i) sunk costs and {ii)
financial value of the OGS
coniract. This would apply to
any and alt permits, not just
those issusd under the
Planning Ack

In the Government-Instructed counter-proposal the permitting risk is entirely transferred ta TCE;
however, the pramise of finding compensation of OGS lost profits would continues until another option
is found.

17
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Status of Negotiations

18

On April 26" TCE served the government with 60 day
advance notice of its intent to sue the Crown pursuant to
Section 7(1) of the Proceedings Against the Crown Act

60 day waiting period expired June 25" and TCE in a
position to serve a Statement of Claim against the Crown

Radio silence between TCE and OPA since end mid-
May
TCE and OPA dispute centres around the proper

compensation to be paid to TCE in exchange for the
mutual termination of the OGS Contract

ONTARIO
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Fundamcjental Disagreement - Value of OGS

« TCE has clalmed that the financial value of the OGS
contract is $500 million.

« On16 lecember 2010 TCE presented a project pro
forma for the OGS bid into the SWGTA RFP.

 The mf(;)del shows a NPV of after-tax cash flows of $503
million."

» |t also shows a discount rate of 5.25% for discounting
the ca_fsh flows — TCE’s purported unlevered cost of
equity. | L

N ONTARIO,
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# ' Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

» Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement confract.

ONTARIO
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Effect o-@f Residual Value on OGS NPV

o With thé very low discount rate of 5.25% used by TCE to
calculate NPV, the residual value of the OGS has a
S|gn|f|cant impact on NPV of after-tax cash flows.

- We be%li;ieve that the TCE claim of a 5.25% unlevered
cost of equity is too low and that a value of 7.5% is more
appropriate based on published financial information.

ONTARIO
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Effect of Residual Value on OGS NPV

* In arriving at the $503 million NPV, TCE is discounting
the final 10 years at the same discount rate as the
contract cash flows.

» Usually, residual value cash flows are not discounted at
the same rate as project cash flows because they are

inherently riskier.

ONTARIO?
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Arbitration

« Both T E and OPA have an interest in resolving the
dispute by way of arbitration rather than litigation as this
~ could permit a resolution on a confidential basis
~« TCE has set out 3 conditions to arbitration:
— Mustéﬁinclude the Crown
— I\/Iust!% recognize the terms of the OPA October 7 letter

— Must:not be an impediment to TCE participating in future
OPA procurements

e | ONTARIO

‘, ‘ Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY | 7




Litigation

« OPA retained litigation counsel (Osler, Hoskin &
Harcourt).

* OPA has not been served with a statement of claim.

y ONTARIO
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Competitive Procurement

» OPA is considering taking assignment of the gas
turbines from TCE. This is possible based on our review
of its agreement with Mitsubishi.

+ OPA cic)iﬁuld then launch a competitive procurement for
the Replacement Project (K-W peaking plant).

. We believe that this is the only way to drive down the

cost to construct the balance of plant.

) ONTARIO
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Potential Outcomes

26

The following graphic sets out several cases for

litigation/arbitration and settlement.

TCE'’s proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case if we
were to go to litigation.

The cost of the OPA’s Government-instructed Second

Counter-Proposal is close to the worst case if we were to
go to litigation.

ONTARIO/
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Financial Value of Potential Outcomes

[ Litigation - Worst Case

Litigation - 1ntermediate10;ia$e

Litigation - Best Case

TCE Probosi?l mOGS Sunk
o -
OPA Counter-Proposal OGS Profits
. . m Capital
Government-instructed 2r d Expenditure
Counter-Proposal
} mTurbines
Competitive Tender - Worst.Caseé
coh mLitigation
Competitive Tender - Intermédiate
Case i
Competitive Tender - BestiCasl'e
i ¥

5 $0 $2'00 $4I00 $600 $800 $1,000
| Cost to the Ontario Ratepayer ($millions)
ONTARIO
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OPA Negotiating Team

. JoAnné Butler, VP Electricity Resources

. Mlchaeﬂ Killeavy, Director Contract Management

. Debora\h Langelaan, Manager Contract Management
. Rocco Sebastlano Partner, Osler, Hoskin & Harcourt

LLP |
 Elliot Slmlth Associate, Osler, Hoskin & Harcourt LLP
» Safouh Soufi, SMS Energy Engineering

. ONTARIO
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TransCanada Energy (TCE) Negotiating Team

30

Terry Bennett, VP Power Development
Geoff Murray, VP US Power Development

John Mikkelsen, Director Eastern Canada, Power
Development

John Cashin, Associate General Counsel, Power Law
Chris Breen, Public Sector Relations
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‘Mitsubishi (MPS) Gas Turbines (GT’s)

32

GT’s originally purchased for OGS were designed for a
Combined Cycle generation plant with a start time of 43

‘minutes

The 43 minute start time is too slow for a peaking
generation plant. To qualify for the Operating Reserve
(OR) revenue market the IESO requires a start time of
30 minutes or less

Repurposing the MPS GT’s minimizes costs to the
ratepayer

GT’s will need to need to be converted to a faster start

“time

ONTARIO
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Winding; p of the Oakuville
Generating Station (OGS) Contract

Backgrouﬂnd Briefing

July 15, 2011
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Southwest Greater Toronto Area (SW GTA) Supply
e e

* Need for generation identified in OPA’S proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

« GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

 Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

» EXxpected to fall short by 2015 or sooner

2 ONTARIO /
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Southw;est Greater Toronto Area (SW GTA) Supply

g
s .
-

* In addltlon to aggressive conservation efforts the OPA
has ldentlfled the need for new electricity generation in
this area

* New elgctricity generation will:

— Supﬁort coal-fired generation replacement by 2014
- Prowde system supply adequacy

— Address reliability issues such as local supply and voltage
suppoﬂ

— Defe\r Transmission needs in the Western GTA

\
|

!
|

|
I,
|
\
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OPA Procurement Process — Ministry Directive

« Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke |

- — Not to be located at the former Lakeview Generating
Station site in Mississauga

4 ONTARIO
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' 'OPA Prﬁcé:curement Process - RFQ & RFP

1. Request for Qualifications
- Released October 2008
— 9 Qualification Submissions were received
— Sh;ri@t—list of 4 Qualified Applicants representing 7
pro'pgz_osed projects resulted
2. Requést for Proposals
— Released February 2009
- 4 F’éroposals from 4 Proponents were received

— Proposals evaluated on Completeness; Mandatory
Requirements; Rated Criteria and Economic Bid

— Project with lowest Adjusted Evaluated Cost selected

. 8 ONTARIO ?
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Procurement Process - Contract

« SW GTA Contract based on Clean Energy Supply (CES)
Contract

— 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
' B « Generator guaranteed Net Revenue Requirement (NRR)
'g ' | « Market Revenues < NRR = Payment from OPA
én_ | » Market Revenues > NRR = Payment from Generator
i = TransCanada Energy Ltd. (“TCE") was the succeful
.~ proponent in the RFP and was awarded SW GTA CES
~ Contract on October 2009

6 ONTARIO

Privileged and Confidential — Prepared in Contemplation of Litigation POWER AUTHORITY o



Opposition to Gas-Fired Generation

» Procurement process fraught with local opposition

 Town @f Oakville passed several by-laws:

~ Integrn%m control of power generation facilities on certain lands in
the Town of Oakville (2009-065)

— Toerf of Oakville Official Plan Livable Oakville (2009-112)

— Hea‘lgt’h Protection and Air Quality By-law (2010-035)

— Amendment to the Official Plan of the Oakville Planning Area
(Power Generation Facilities) (2010-151)

— Amjeri)d the Comprehensive Zoning By-law 1984-63 to make
mod:lifications for power generation facilities (2010-152)

— Amend the North Oakville Zoning By-law 2009-189 to make
modlflcatlons for power generation facilities (2010-153)

: g | ONTARIO
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Opposition to Gas-Fired Generation

« Town of Oakuville rejected TCE’s:
— Site plan application
— Application for minor variances

« Mississauga Mayor Hazel McCallion publically opposed
project

» Liberal MPP Kevin Flynn publically opposed project

« C4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close to

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

Ly ONTARIO /
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Government Cancellation

*. October,7, 2010 Energy Minister Brad Duguid, along
with Oakville Liberal MPP Kevin Flynn, announced the
Oakville power plant was not moving forward

- OPA prowded TCE with letter, dated 7 October 2010,
~ that sta‘ned “The OPA will not proceed with the Contract.
Asa result of this, the OPA acknowledges that you are
entitled to your reasonable damages from the OPA,
mcludmg the anticipated financial value of the Contract.”

» OPA Contract contains an Exclusion of Consequential
Damages clause (including loss of profits)

. ' ' ONTARIO
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Termination Negotiations

* Subsequent to the announcement of the cancellation of
the Oakville GS project the OPA and TCE entered into
- negotiation to terminate the contract on mutually
acceptable terms.

» These discussions began in October 2011 and continued
until April 2011.

e All these discussions we on a confidential and without
prejudice basis.

0o - ONTARIO
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TCE Initial Concerns

» TCE identified 3 immediate concerns:

1. Canadian Securities Administrators (CSA) disclosure
requires TCE to report a write down on the project if out-
of+§9ocket costs not resolved by year-end (~$37 MM)

2. Handling of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM)

3. Financial value of OGS

+ TCE met with Premier’s Office and advised that Ontario
has oth‘er generation needs; TCE is a good counterparty;
and asked TCE to be patient and not sue immediately

1 ONTARIO
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Confidentiality Agreement

All OPA and TCE discussions related to the termination

' of the contract have occurred on a “without wrejudice”

12

basis.

Oct. 8" OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain
confidential, without prejudice and subiject to settlement
privilege.

This agreement has a term of five years.

ONTARIO
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MOU

13

TCE’sﬁ_'I'?I'reasury Department needed documentation from
the OPA stating there was a replacement project to
which the OGS’s out-of-pocket costs could be applied to

avoid having to write them off at year-end
MOU executed December 21, 2010:

— Potentlal Project site identified for Cambridge

— Potentlal Project will utilize the gas turbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotiate a Definitive Agreement for the Potential Project

— Potential Prejeet to be gas-fired peaking generation plant

— Expired June 30, 2011 |

: ONTARIO
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Replacement Project

It was determined that the replacement project would be a

gas-fired peaking generation (i.e. simple cycle) plant with a

contract capacity of 400 - 450 MW

TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

TCE identified the Boxwood Industrial Park in Cambridge as
its preferred site

TCE has had preliminary discussions with the City of
Cambridge and they seem to be a willing host

C4CA has commenced a letter writing campalgn against the
replacement project

The 2 Mitsubishi M501GAC gas turbines purchased for

OGS will be repurposed for the replacement progct
NTARIO
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Replacement Project Negotiations

. Negotlatlons focused on the following issues:

— Capltal costs of Replacement Project

— Flnanolal value of OGS

— Dlsposmon of Mitsubishi gas turbines

— Proper allocation of project risk, i.e., who bears the
approvals and permitting risk for the Replacement Project.

* The negotiations were premised on the financial value of
OGS b belng “built” into the return that TCE would get from
the Replacement Project.

ONTARIO
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OPA Analysis

16

OPA undertook a detailed analysis of the Replacement
Project.

Third party technical and financial consultants were hired
to support this effort.

The OPA believes that TCE's projected capital
expenditure for the Replacement Project is far too high.

TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

ONTARIO
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Fundamental Disagreement - Value of OGS

- TCE has claimed that the financial value of the OGS
: .contract is $500 million.

~» TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

* The mdel shows a NPV of after-tax cash flows of $503
million.

* It alsoshows a discount rate of 5. 25% for discounting
the calsh flows — TCE's purported unlevered cost of

eqwty ;
. _ ONTARIO
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'Residual Value of the OGS

Tr

18

The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

ONTARIO ?
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TCE Current Position on OGS Financial Value

19

In Febrhary 2011 TCE revised its initial position on the
residugagl value of the OGS.

It stated that the residual cash flows ought to be
dlscounted at 8%, which would yield a OGS NPV of
$385 m|Il|on and not the earlier claimed $503 m|II|on

Our inid;ependent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much
lower. .

ONTARIO
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Ministry of Energy Directive

20

OPA has worked closely with Ministry of Energy on the
drafting of a Directive to authorize negotiations with TCE
for the replacement project

OPA requires a Directive to enter into the Definitive
Agreement

Ministry wants the Directive to be silent on including the
financial value of the OGS Contract into the revenue
requirement for the replacement project

Directive remains outstanding

ONTARIO
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Settlement Proposals

March 10t OPA received TCE’s Potential Project Pricing
and Terms Proposal

— CommerCiaI parameters for the proposed peaking plant
along WIth proposed revisions to the peaking contract

« TCE proposmg to pass through majority of risk to Ontario
ratepay|er

« OPA retained Financial Consultant to assist with due
dlllgence of TCE’s Proposal

. March 28"h OPA made a counter-proposal to TCE

. Apnl Gth TCE rejected OPA’s counter-—proposal

}
t

. o ' ONTARIO
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Settlement Proposals

« April 21t OPA made Government-instructed Second
Counter-Proposal

. April 29t TCE rejected OPA’s Government-instructed
Second Counter-Proposal

22 ONTARIO/
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I
$16.900MWImonth

3 5 NRR covers capital costs, financing working capita!, retumns, fixed monthly payment over life of
; ‘ $12,500MW-month $14,922MW-mont Unkaawn coniract, Energy paid on a deemed dispatch basis, this plant will oparate loss than 10% of the time.
!
Unknowh : Assumed 7.5% Cost of Equity, | TCE claimed “unleveraged” Unknown TCE can finance/leverage how they want to increase NPV of project. We have assumed in second
a all equity project. diseount rate of 5.25% preposal what we believe that they would use.
20 Yearé + 20 Yoars + We balieve that TCE abtains all their value in the first 20 years. 10 Year Option is a *nice to have®
Option for 10-Year 25 Years 25 Years QOption for 10-Year sweetener. Precedent for 25-year contract. - Portlands Energy Centre has option for additional five
Ex'lensio‘n Extension years on {he 20-year term.
| - .
;o LTEP indicates need for peaking generation in KWCG; need at least 450 MWW of summer peaking
450 MW S00 Mw 481 MW 450 MW capacily, Average of 500 MW provides additional system flexibility and reduces NRR on per MW basis
I ! " i
Lump S;g;;m""" of Amortize o:r;:?:syears —na | Amorize o:eetz;?nssyears—‘ no Unknown $37MM to be audited by Ministry of Finance for substantiation and reasonableness
Pl .
P S : . - Precedent — Porilands Energy Centre, Halton Hills, and NYR Peaking Plant. Paid on a cost recovery
Payment 'nNaRf’g'Po" to the Payment "L;d: ftion to the Payment in addition to the NRR Unknown basis, i.e. no oppartunity fo charge an'addiiional risk premium on top of active costs. TCE estimate is

$100MM = 20%.

Unknown but we infer from the

Our CAPEX based on independent review by our Technical Expert and published infermation on other
similar generation facilities. We have increased it by $75MM; however, cannot really substantiate

proceed because of permitting
issues.

contract, This would apply to
any and all permits, not just
those issued under the

Planning Act.

$540mm $400mm $475 mm reference 10 a ~$65 mm ; ; .
?: a diference that it is $540 mm :':ayr.e“jl'herefcre, we are still proposing a target cost on CAPEX where increases/decreases are
Ll -
: ' T
. b TCE has given us limited insights into their operating expenses. We have used advice from our
Litte Visicility Reasonable Reasonable Unknown technical consultant on reasonable OPEX estimates.
Nk
if TCE is willing to accept
! No gavsfn.mant assistance wilth !?:ggltriigtﬂ ?;';ggﬁf:ﬁ?;a;;
\ 1 Wa would approach cg:;ril:g;gwa“r;‘daapg;g\tfaalﬁh Replacement Contract and (o)
Assislance.'Protqcti@n‘from Government to previde obligation to neg 0% ate OGS receive a lump sum payment | In the Government-lnstructed counter-proposal the permitting risk is entirely transfaerred to TCE;
mitigating Planﬂin'g Act Planning Act approvals compensation and sunk casts if for (i)' sunk costs and (ji) powever, the promise of finding compensation of OGS lost profits would continues until another option
approvals rISk. i exemption, tha K-W Peaking Plant doesn't financiat value of the OGS |is found.

23
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Status of Negotiations

24

On April 26™" TCE served the government with 60 day
advance notice of its intent to sue the Crown pursuant to
Section 7(1) of the Proceedings Against the Crown Act

60 day waiting period expired June 25t and TCE in a

position to serve a Statement of Claim against the Crown
Radio silence between TCE and OPA since end mid-
May

TCE and OPA dispute centres around the proper

compensation to be paid to TCE in exchange for the
mutual termination of the OGS Contract

ONTARIO
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Arbitration

* Both TQ)E and OPA have an interest in resolving the
dispute by way of arbitration rather than litigation as this
could permit a resolution on a confidential basis.

* OPA request for mediation was rejected by TCE. TCE
has sinf(igze proposed arbitration.

1
 TCE has set out 3 conditions to arbitration:
— Mustinclude the Crown
— Mustrecognize the terms of the OPA October 7 letter
— Mustnot be an impediment to TCE participating in future OPA
procurements

= ONTARIO /.
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Litigation

« OPA retained litigation counsel (Osler, Hoskin &
Harcourt).

« OPA has not been served with a statement of claim.

. ONTARIO ?
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Competitive Procurement
1_; ¢+ OPA iééconsidering taking assignment of the gas

. turbines from TCE. This is possible based on our review
- of its agreement with Mitsubishi.

« OPA could then launch a competitive procurement for
- the Replacement Project.

« We believe that this is the only way to drive down the
cost to:construct the balance of plant.

‘ Privileged and Confidential - Prepared in Contemplation of Litigation mﬁﬂ AUTHORITY 7



- Potential Outcomes

28

The following graphic sets out several cases for
litigation/arbitration and settlement.

TCE'’s proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case if we
were {o go to litigation.

The cost of the OPA’s Government-instructed Second '
Counter-Proposal is close to the worst case if we were to
go to litigation.

ONTARIO #
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Litgaton- worst ¢ |
i

Litigation - Intermediate Cé:a:fgs'e

Litigation - Best Case

Coae b
TCE Pr:op:ofs:al mOGS Sunk
OPA Counter-Pr:c}p:oéal B OGS Profits
i
Government-instructed|2nd Bg:pit::’_t
Counter-Propos‘a:I:; B penditure
‘. | 3 =Turbines
Competitive Tender - Woré'F 'Ci:zjas;e
L mLitigation

Competitive Tender - Intern"n'edijate
Case L

Competitive Tender - Bes.:t Gése

$0 $200 $400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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APPENDIX
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OPA Negotiating Team

1.
i b

31

JoAnn;.e.FiButIer, VP Electricity Resources
Michael Killeavy, Director Contract Management
Deborah Langelaan, Manager Contract Management

Rocco Sebastiano, Partner, Osler, Hoskin & Harcourt
LLP

Elliot Smith, Associate, Osler, Hoskin & Harcourt LLP

‘Safouh Soufi, SMS Energy Engineering

ONTARIO/
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TransCanada Energy (TCE) Negotiating Team

32

Terry Bennett, VP Power Development
Geoff Murray, VP US Power Development

John Mikkelsen, Director Eastern Canada, Power
Development

John Cashin, Associate General Counsel, Power Law
Chris Breen, Public Sector Relations

ONTARIO
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M'itsubishi (MPS) Gas Turbines (GT’s)

34

GT’s originally purchased for OGS were designed for a

Combined Cycle generation plant with a start time of 43
minutes

The 43 minute start time is too slow for a peaking
generation plant. To qualify for the Operating Reserve
(OR) revenue market the IESO requires a start time of
30 minutes or less

Repurposing the MPS GT's minimizes costs to the

ratepayer

GT’s will need to need to be converted to a faster start
fime

ONTARIO
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Mitsubishi (MPS) Gas Turbines (GT’s)
m
. |
 The te}r’ms of the Equipment Supply Agreement permit it,
subject to MPS’s consent, to be assigned by TCE to a
third party

[ Privileged and Coﬁﬁdential - Prepared in Contemplation of Litigation POWER AUTHORITY A




Aleksandar Kojic

From: Ronak Mozayyan

Sent: July 28, 2011 4:31 PM

To: Deborah Langelaan; Michael Killeavy
Subject: OGS MODEL

Attachments: TCE MODEL REVAMPED v3.xlsm

***PRIVELEGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION***

For your interest/review, 1think 1 have finished the draft revamped model. Let me know if you have any comments or
changes you would like me to make. Then I'll make the necessary changes and go over all the sheets to check for
correct terminology, spelling, etc.

Michael, I get the same resuits as your model —so the data should be correct {unless I'm missing something).
Thanks,

Ronak Mozayyan

Business Analyst Contract Management, Electricity Resources
Ontario Power Authority

120 Adelaide St. W. Suite 1600

Toronto, ON M5H 1T1

T: 416.969.6057

F:416.967.1947




TCE MODEL REVAMPED v3 COVER 31/05/2012 11:36 AM
** PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***
COVER
v1.0 July 28, 2011

This Ftnanclal Model has not been audttec[ and no representatlon warranty or undertakmg (express or..
implied} is made and no responsibifity is taken or accepted by the Systematlc Finance plc and its dlrectors,
officers, employees, agents, or advisers {'Company') as fo the adequacy,’ accuracy, completeness or ’
reascnab!eness of the Flnanclal Model and Company excludes Iiablllty thereof T ,* : ":
1om parttcular, no responsmlllty is taken or accepted by Cempany and all Ilablhty is excluded by Company for
‘the accuracy of the computations comprised therein and the assumptions upon which such computations are
based. 'In addition, the recipient receives and uses this’ appllcatmn file or disk entirely at its own risk and no
responsibility is taken or accepted by Company and accordingly all liabllity is excluded by Company forany
losses which may Tesult therefrom, whether as a direct or mdlrect consequence ofa computer v:rus or
otherwrse : . ; s i e ;

{c) Systematic Finance : www.financial-modefs.com COVER : Page 1



TCE MODEL REVAMPED v3 MENU 31/05/2012 11:36 AM
** PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

v1.0 July 28, 2011

COVER
MENU
Cantrol
WACC & Sunk Costs
Baseline NRR
Adijusted CAPEX
Adjusted NRR
Version Control
Workings

1 Schedule

Styles

Output

© Systematic Finance plc: Tel 32929

(c) Systematic Finance : www.financial-models.com ) ‘ MENU : Page 1



TCE MQODEL REVAMPED v3 Control 31/05/2012 11:37 AM

*** PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

Control
vi.0 10-May-2011

COo-07 Clignt-Narme™ - ) TransCanada Energ! Lid
CO-08 Start-Date 4 Aug*t]g
COo-09 Interval .
co-10 Curréncy .
CO-11 Units
CO-12 Base _Year
co-13 inal
Co-14
Co-15 Degradation.
COo-16 Hoiirs; Avaliable S
Co-17 Production.Hours: in Year
Co-18 Maintenance Hours ;-
CoO-19 Powar Price (per MWh
C0-20 Heat Rate (Blu/kKWwh) 5
CO-21 Gas Price (perice per therm)
CO-22 Average Credit Terms Given (mnnths) 3
CO-23 Average Credit Ternis Received (months) R
COo-24 Qperating Costs™.; : ,500,000.00
Co-25 Gas Demand & Management 10,000,000.0
co-28 Proportion Qperating & Mainteriance on Wages R
co-27 Capital Expénditures {CAPEX)
c0o-28 Asset Life -:Straight Lirie {years) -
C0-29 Salvige Value [Léan Fullite Valiig ™
C0-30 Depieciation Rate Tax < Dedlining Balan
CO-3 Debt t6 Total Assit Ral
CQ-32 Interest Rate = iDebit .
C0-33 Débt Tefm.{years) -
CO-34 Loah Method (1-—Man ai 2 ,uncuon)
CO-35 Loan-Amortisation™:>.; :
C0O-36 Risk Freg Rate.
C0-37
co-38
co-39 Owiier F’r01ecl Share
CO-40 Tax.Rate
CO-41 EBITDA. Exlt Multrple (x)
Co-42 Growth in Peérpetuity
C0-43 EBITDA/Perpetuity Switch
CO-44
CO-45 Inflation Factor =~~~ T
CO-46 NRR Indéx Facior.

- CO-47 GDE&M Index Factor:
CO-48 TCE:CARPEX 2009 .
CO-49 TCE CAPEX 2010 -
CO-50 TCECAPEX 2011 -, . :
Co-51 TCE.CAPEX.2012 108,560,000
CO-52 TCE CAPEX 2013 - 225,130,000
CO-53 TCE CAPEX 2014 . e '72,000,000
CO-54 Capital Cost Allowance (Deprecxatlon} Alloca:mn to CCA Classes
CO0-55 CapEx Allacation:to:Class 1. i i =0 3%%
C0-56 CapEkx Allocation to Class 1_7 C. _' ~ 3%
CO-57 CapEx Allocation to Class 48 ¢ R ISR 20%
CO-58 CCA Classes )
CO-59 CapExtoClass 175~ 0 At T
C0-60 CapExtoClass 17
CO-61 CapEx to Class 48
CO-62
C0-63 TCE Cost of Equity - -
CO-64 TCE Cost.of Debt - L
CO-65 Proportion of Equity in Capital Struclure
CO-66 Proporticn of Debt in Cagital Structare - ;.
CO-67
COo-68 OGS-Bunk Costs= -
C0-69 CortractTem-(years) s

CO-TO_ .| ] Tl R -
Co-T * - f
CO-72 Expected Final CAPEX - $ 550 000 000

() Systematic Finance : www financial-meodels.com T GControl : Page 1



TCE MODEL REVAMPED v3 WACC & Sunk Costs 31/05/2012 11:37 AM

*** PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITiGATION ™**

WACC & Sunk Costs
v1.0 July 28, 2011

Label No.

WA-07
WA-08
WA-08
WA-10
WA-11
WA-12
WA-13
WA-14
WA-15
WA-16
WA-17
WA-18
WA-18
WA-20
WA-21
WA-22
WA-23
WA-24
WA-25
WA-26
WA-27
WA-28
WA-29
WA-30
WA-31
WA-32
WA-33
WA-34
WA-35
WA-36
WA-37
WA-38
WA-39
WA-40
WA-44
WA-42
WA-43
WA-44
WA-45
WA-46
WA-47
WA-48
WA-49
WA-50
WA-51
WA-52
WA-53
WA-54
WA-55
WA-B6
WA-57
WA-E8
WA-59

WAG0.

Capacity niew & cleah (VW)

% Cost of Equity 2.3%
% Cost of Debt 3.9%

WACC 5.26%

Alter-Tax Cost of Borrowing 4.3%
Amortization of OGS Sunk Costs $2,433,974
Sunk Cost Adder fo NRR $451

WA-61

WAB2 " 7

WA-G3
WA-64
WA-85
WA-86
WA-67
WA-68
WA-69

(c) Systematic Finance : www.financial-models.com WACC & Sunk Costs : Page 1



TCE MODEL REVAMPED ¥ Bameiinag NRR 31052012 1338 Al

= PRVR.EGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ™

Baseline N
1.0Julr 28, 201

Labet Mo, ni 2 2 = n
2 1~dui-31 1-Jul32

Alul-11

g
B

10,600 ptd
5%
2%
20%
20%
$ 17580000
$ 26700000 "
3 D020
$ 109580000
$ 225120000
0 § 72000002
Capital Cost Allowance {Depraciation) Allocaion 1o CEA Clatses .
Eupx Mloction bp Clasa 1 b3
Cxolx Aliocalion [0 Class 1T atn
CaEx Aliocalion Lo Class 48 R R =%
CCA Classes . .
er-28 CapEeto Class 4 o . %
BRN2T CapEx I Clanx 11 ”%
BN-25 Catx b0 Clras 45 o8l . 15%
BN-20
BN-30 WACE - .. WA ) .- - - [ R > 3 . - R .
el y ) = — [ R B . . . e e [ _— - U [ T _
coENE o Hoter . L I - e . .. o .
] Leffs In tolumn D two or tons indicote thot the equations within that tow is nat consistent throwghaat. For example, in vear & {colump ¢} ond yeor 7 hem M on) are different
BN-34 No farmules weee eotered for veor 1« yeur S
BNA5
BAN-36 E LT AT
BNA?
BR3A Toiel TCE CAPEX (81 ESUMIF15:F20} SI0300.000
BN9 % CAPEX Afocilon to yaar =$FIESFS % % %
BN-40 Yeurte EABEX Spend [3), ) 65Tz e TEATZ06
BN-41
BN-12 Non-In daed NRR (3) EHIFREN-F13) . v - - - - 148 1418 14369 BN 1418 1468 14,188 14169 14169 14,68 4189 12183 14,159 14,169 14,159 14169 14959 14,169 iR 1489 14,189 14,069 EC] 14163 14,159
BNA3 Inclexed MRR. (51 MSPERISFSIZ  =LATTISSFSI2) . - - - - - 2542 281 388 e A 3831 3,969 4069 4150 433 8 4404 4452 4502 4574 <TE7 4,051 4960 5059 5,150 5,254 5360 EATS 5588 o
BN-44 Total KRR (3448 Mo] ASUMLAZLAY) - - - - - - a7 16845 19754
NS Reveoues [C5F) SLAS SIS Finterval - = - = = = 85,530 582 630,227 s 28,2 =
BN-OE .
BN4T OPEX 9 SSFSS1STSIePe SLITTIFSrSID) - - B - - < (L] ®ATTI) FAAIN 704, A5 z (] 3 z a1
EN-43 GDAM - Nar-indexed (3) =SFEOH-SFSII1+SFSITG  alin - - . . - - (85658457 @ESEAST) BES925T) BISHAST)  (ESAST)  (BESRASD) (OSSN  (B6SUAST)  (MASHAET) ST (A5%RAS) (IE3845Ty  {BESOAST)  (BG5I4STY 18,555,457) (ES4EN GSRAT  RSWAS @WERASY)  (AEEDAST) 18,555,457 [gssis  @EEASn BisASh g
[ GOAM - indeed (5} N wSERSFSTI SRR SLARI4SFEIT) - . . - - . 164,864} R2IED) 25205 207371 @AIINM {290,185 RAN0E @AM A4S0 RN (2638959 RESILTA  NESM (AN0AY 12,856,452 Q982D @OTAeR  AMLAd RELPE  EasE) RAELH)  QP2M2AB RS0 QAT QARMUD
BN-50 Total SSUM[LAT:LAT) - - - - 2 . (1701821 ; A (17688.301) k R2AMS
BH-51 EBITDA =L4S+LED - - - * - - JEE {67 e 3 2 2] DO Z22 3B =
BH-52 —
(7,776 45524 16073} 3.802.295 HEH 168,781 [ x) REATATE) TZA10 800 R200823 205,131 19,854.136) 16745837 [ 11335 468y 1,273 36 [SEE] 11,061,624 1969167 (B34,743) (847,502} Q37330
] oy QI0ZY @26 (ESEITS6) QSEIN) @AMID  R2@n QOIS0 (IR 0esdio

BRS3 CAPEX sublecied o Doprecialion Claos ¥ mAFSTIFSZESTS26 =LISISFaIiFaE - - - v - - {B.270,000) (5,998,142 15,474,608}
int GAPEX sublectad la Dwpracialion Clas 17 =AFSTERIFZT  =LYSTIFINYRIT - - - - - - (14,440,000) A0 {12600188 (1510015 (0507487 195922901 (8,756,801} (T.534,084) (T.257,789 (6.562.161) 15,081.88T) {5,552,154) {5,088 562) BT 090 oo 345,154
EN-55 CAREX xublecled ko Deprecialion Clasx 48 SSFSTF'FH = L35TIFASF2e - - - - - - (20,552,500) 19,762 648) 418,041,321 (15,489,222 (15,005,302 013,725 809 02510291 {11438009) {10442,575) (9,533,025 {B,T02,700) {T.344,535) [T252,712} 16,621,001) (5,044,311
BN-S8 Depreciation (Canital Cott Allowancel =SUMILEY:LE: : - - . - - - 886 260, RifMpe (81241 @28T730n (040 X

Book Vakus o Capilat CESTHFAD_CFBT+GA0_SHSTILSE E %

BN-53 Tk Pavable. L{LS1+LEB[SF311
BN-50 Toikal Sash Flow =FdD

oo

BN-54 [ErERaTARsET IRk | o]

| Based on the Yarge! 18R entered, the Gout Seek buttan s s
. Gost) to provide an XIRR thot will b2 reldthwely closé 5 Hir Targel

BN-SS N

| - Basecton the Targit Coit of P entered, the Gadl Seek button wil adfust the
‘ Cost) nprovide an XNPY that will be relatively dlose to the Target Lot of Profitr~

Goal Seck NRR for
Taget OGS HRV

- The canceat of Gool Seek 5 thot tre result 1o b pehieved b ko, but thi Inpirt

Basaline NRR.: Page 1




TCE MODEL REVAMPED v3 Adjusted CAPEX 31/05/2012 11:39 AM

*** PRIVILEGED AND CONFIDENTIAL - PREPARED I CONTEMPLATION OF LITIGATION *
Adjusted CAPEX

v1.0 July 28, 2011

L abel No. Ref

WA-07

WA-08 ; IR
WA-09 ‘Caipital Experiditures (CAPEX) ., -
WA-10 .Expected Final CAPEX " =" v
WA-11

WA-12 TCE Cost Overrun =1-F7 50%
WA-13 TCE Cost Underrun =1-F8 50%
WA-14

WA-15 Cost of Overrun (Underrun) =F10-F9
WA-16 OPA Share =F15*F7
WA-17 TCE Share =F15*F12
WA-18 Adjusted CAPEX =F16+F9
WA-19

WA-20

WA-21

WA-22

WA-23

WA-24

WA-25

WA-26

WA-27

WA-28

WA-29

WA-30

WA-31

WA-32

WA-33

WA-34

WA-35

WA-36

WA-37

WA-28

WA-38

WA-40

WA-41

WA-42

WA-43

WA-44

WA-45

WA-46

WA-47

WA-48

WA-49

WA-50

WA-51
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Aleksandar Kojic

From: Michael Lyle

Sent: July 31, 2011 8:00 PM

To: jim_hinds@irish-line.com’; Colin Andersen; JoAnne Butler; Michael Killeavy
Ce: Susan Kennedy

Subject: TCE

Attachments: Draft Arbitration Agreement_FINAL9_IO{OPA commenis).docx

See attached draft of arbitration agreement with OPA comments that has been provided to Infrastructure Ontario.

Michael Lyle

General Counsel and Vice President
Legal, Aberiginal & Regulatory Affairs
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario, M5H 1T1

Direct: 416-969-6035

Fax: 416.969.6383

Email: michael.lyle@powerauthority.on.ca

This e-mail message and any files transmitted with it are intended only for the named recipient(s) above and may contain information that is privileged, confidential
and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or
any files transmitted with it is strictly prohibited. [If you have received this message in error, or are not the named recipien{(s), please nofify the sender immediately
and delete this e-mail message




IN THE MATTER OF AN ARBITRATION
BETWEEN:
TRANSCANADA ENERGY LTD.

Claimant
-and -

HER MAJESTY THE QUEEN IN RIGHT OF ONTARIO and the ONTARIO |
POWER AUTHORITY

Respondents

ARBITRATION AGREEMENT

WHEREAS the Ontario Power Authority (the “OPA”) and the Claimant
TransCanada Energy Ltd. (“TCE” or the “Claimant”) entered into the Southwest
GTA Clean Energy Supply Contract dated as of October 9, 2009 (the “CES

Contract”) for-the-construction-with respect to the development and operation offa .

900 megawatt gas fired generating station in Oakville Ontario (the “OGS”);

AND WHEREAS by letter dated October 7, 2010 {the “October 7 letter”) the
OPA tesminated—the CES-Centract-stated that it would like to_begin negotiations
with TCE to reach mutual agreement to terminate the CES Confract and
acknowledged that TCE was entitled to its reasonable damages, including the
anticipated financial value of the CES Contract;

AND WHEREAS the Respondents have agreed to pay TCE its reasonable
damages arising from the termination of the CES Contract, including the anticipated
financial value of the CES Contract;

AND WHEREAS the Claimant and the Respondent OPA have mutually
agreed to terminate the CES Contract and the Claimant and the Respondents wish

to submit the issue of the assessment of the reasonable damages suffered by TCEto

arbitration in the event they are unable to seftle that amount as between themselves;

AND WHEREAS on April 27, 2011, the Claimant provided writien notice to
Her Majesty the Queen in Right of Ontario (the “Province of Ontario”), under

[

Cominienit [AL]: Betlor reflécts what the .
-gafittact is about. -5 Lo




section 7 of the Proceedings Agaisnt the Crown Act, RS.0., 1990, c. P. 27 (“PACA"), of
its intent to commence an action against the Province of Ontario to recover the
damages the Claimant suffered because of the termination of the CES Contract (the
”Claﬁn”);

AND WHEREAS the Parties have agreed that the Claimant’s damages under
the Claim will not be limited by: (a) any limitation on or reduction of the amount of

may have been unable to obtain any or all government or regulatory approvals
required to construct and operate its generation facility as contemplated in and in
accordance with the CES Contract;

AND WHEREAS the Parties have agreed that the Respondents will not raise
as a defence the Force Majeure Notices filed by the Claimant with the OPA
including those issued after the Town of Oakville rejected the Claimant’s site plan
approval for the Oakville Generating Station and subsequently the rejection of its
application for minor variance by the Committee of Adjustment for the Town of
Qakyville;

AND WHEREAS the Parties have agreed to resolve the issue of the quantum
of damages the Claimant is entitled to as a result of the termination of the CES .

Contract by way of binding arbitration in accordance with The Arbifration Act, 1991, : S

5.0. 1991, c.17 (the “Act”);

AND WHEREAS the Parties have agreed that all steps taken pursuant to the
binding arbitration will be kept confidential and secure and will not form part of the

public record;

NOW THEREFORE, in consideration of the mutual agreement to terminate

the CES Contract, the mutual covenants contained herein and other good and e

valuable consideration, the receipt and sufficiency of which is hereby
acknowledged, the Parties agree as follows:

ARTICLE1
APPLICATION OF THE ACT

Section 1.1 Recitals

The recitals herein are true and correct.




Secton 1.2 Act

The provisions of the Act shall apply to this Arbitration Agreement except as varied
or excluded by this Agreement, or other written agreement of the Parties.

ARTICLE 2

Section 2.1 Consideration

In consideration of the Parties each agreeing to pursue the resolution of this
matter by way of binding arbitration in accordance with the Act, and on the
understanding that the referral to the arbitration and the satisfaction of any Final
Award (as defined) is a settlement of the Claimant’s claim that is the subject matter
of its April 27, 2011 Notice, pursuant to section 22 (c) of the PACA, the Parties agree:

(a) the Claim against the Province of Ontario and the OPA will not be
pursued in the Courts; and

(b) contemporaneous with the satisfaction by the Province of Ontario of
any Final Award in favour of TCE, TCE will provide a release to the
OPA and the Province of Ontario in the form of Schedule “B” attached

hereto.
ARTICLE 3
ARBITRATOR

Section 3.1
The Arbitration shall be conducted in Toronto, Ontario by an arbitrator mutually

agreed upon by the Parties or chosen by such individual as the Parties may agree
(the “ Arbitrator”).

ARTICLE 4
JURISDICTION OF ARBITRATOR

Section 4.1 Final Decision and Award
The decision and award of the Arbitrator shall be final and binding on the

Parties, subject to the right to appeal questions of law to the Ontario Superior Court
of Justice as provided in section 45(2) of the Act,

Section 4.2 The Disputes

The Arbitrator shall fully and finally determine the amount of the reasonable
damages to which the Claimant is entitled as a result of the termination of the CES
Contract, including the anticipated financial value of the CES Contract.



Section 4.3 Waiver of Defences

| (@) The Respondents agree that in light of the October 7 letter they are
liable to pay TCE its reasonable damages arising from the termination of the CES
Contract, including the anticipated financial value of the CES Contract.

(b) The Respondents acknowledge and agree that in the determination of =~ -
the reasonable damages which TCE is to be awarded there shall be no reduction of =~
those damages by reason of either:

() Limitation on or reduction of the amount of damages which might -
otherwise be awarded as a result of sections 10.5 or 141} of the CES .-
Contract; or i

(ii) any limitation on or reduction of the amount of damages which .
might otherwise be awarded as a result of any possibility or .
probability that TCE may have been unable to obtain any or all
government or regulatory approvals required to construct and operate
its generation facility as contemplated in and in accordance with the
CES Confract.

{c)  For greater certainty, the amount of the reasonable damages to which
the Claimant is entitled will be based upon the following agreed facts:

(i) that if the CES Contract had not been terminated then TCE would . o
have fulfilled the CES Contract and the generation facility which was
contemplated by it would have been built and would have operated; .
and o

(ii) the reasonable damages including the anticipated financial value of :3.‘- i
the CES Contract which is understood to include the following = -
components: R

(a) the net profit to be earned by TCE over the 20 year life of the
CES Contract; and

(b) the costs incurred by TCE in connection with either the
performance or termination of the CES Contract to the extent
that these costs have not been recovered in item (a); and

(c) each Party reserves its rights to argue whether the ~ @ - .
Respondents isare liable to compensate the Claimant for the
terminal value of the OGS, if any, where terminal value is
understood to mean the economic value of the OGS that may be -
realized by Claimant in the period after the expiration of the




twenty year term of the OGS Contract for its remaining useful
life.

Section 4.4 . Arbitrator Jurisdiction

Without limiting the jur_isdic:h'on of the Arbitrator at law, the submission to
arbitration hereunder shall confer on the Arbitrator the jurisdiction to:

(a) determine any question as to the Arbitrator’s jurisdiction including
any objections with respect to the existence, scope or validity of this
Agreement;

(b)  determine all issues in respect of the procedure or evidentiary matters
governing the Arbitration, in accordance with this Agreement and the
Act, and make such orders or directions as may be required in respect
of such issues;

()  determine any question of law arising in the Arbitration;

(d) receive and take into account such written or oral evidence tendered
by the Parties as the Arbitrator determines is relevant and admissible;

{e)  make one or more interlocutory or interim orders;

fH include, as part of any award, the payment of interest from the
appropriate date as determined by the Arbitrator; and

(g) proceed in the Arbiiration and make any interlocutory or interim
Award(s), as deemed necessary during the course of the hearing of the
Arbitration, and the Final Award (defined below)

Section 4.5 Costs

The Parties agree that the Arbitrator has the jurisdiction to award costs to any
of the Parties, and that the Arbitrator will make a determination with respect to any
Party’s entitlethént to costs by analogy to the Ontario Rules of Civil Procedure, R.R.O.
1990, Reg 194 ( the “Rules”) and with regard to the relevant case law, after hearing
submissions from the Parties with respect to costs following the Final Award, or an
interim or interlocutory order or award in relation to any interim or interlocutory
anotion. The- Arbitrator’s aceounts-shall be borne equally by the Parties, together -
with all other ancillary, administrative and technical expenses that may be incurred
during the course of the Arbitration, including but not limited to costs for court
reporter(s), transcripts, facilities and staffing (the “Expenses”), but the Arbitrator’s
accounts and the Expenses shall be ultimately determined with reference to the




Rules and the case law, at the same time that other issues with respect to costs are
determined following the Final Award.

Section 4.6 Timetable

Any deadlines contained in this Agreement may be extended by mutual
agreement of the Parties or order of the Arbitrator, and the Arbitrator shall be
advised of any changes to any deadlines.

ARTICLES
SUBMISSION OF WRITTEN STATEMENTS

Section 5.1 Statement of Claim
The Claimant shall deliver a Statement of Claim on or before October 6, 2012

Section 5.2 Defence

The Respondents shall each deliver a Statement of Defence within 30 days
following the delivery of the Statement of Claim.

Section 5.3 Reply

The Claimant shall deliver a Reply within 30 days following the delivery of
the Statements of Defence.

ARTICLE 6
CONDUCT OF THE ARBITRATION

Section 6.1 Documentary Discovery

The Parties will meet and confer with respect to documentary production . .
within 30 days following the last date by which a Reply is to be delivered. At the =
meeting with respect to documentary production, counsel for the Parties will discuss - ™~
and attempt to agree on the format of the documents to be delivered.

The scope of decumentary production is to be determined by the Parties
when they meet and confer. For greater clarity, the scope of documentary
production is not as broad as that contemplated by the Riiles.
required to disclose the documentation that they intend to or may rely on at the
arbitration, as well as documents which fall into the categories (relevant to the issues - -
in dispute) identified by opposing counsel at the meet and confer meeting or as may
arise out of the examinations for discovery.

In preparation of witnesses for discovery and in connmection with - .
documentary production the Parties will use all relevant powers to ensure that all
documents in their power, possession or control are produced in the Arbitration.




When they meet and confer, the Parties shall determine a date by which each
shall deliver io the other a list identifying any and all records and documents,
whether written, electronic or otherwise, being produced for the purpose of this
Arbitration, and by which each shall deliver the documents in the format agreed to

by the Parties.
Section 6.2 Evidence by Witness Affidavits
On a date to be determined by the Parties when they meet and confer, the
Parties shall deliver to each other sworn affidavits of each of their [witnesses| [ omme: Nf@S];_
™ T necessary., Not usual p

On a date to be determined by the Parties when they meet and confer, the
Parties shall deliver to each other responding sworn affidavits from their witnesses.

Section 6.3 Cross Examinations on Affidavits

The Parties agree that cross examinations of the affiants will take place on a
date to be agreed, with each Party limited to one day of cross examination per

it

affidavits or may be ordered by the Arbitrator.

Within 30 days following cross examinations, the Parties will come to an
agreement on hearing procedure with respect to calling viva voce evidence, or will
attend before the Arbitrator to determine such procedure (the “Hearing Procedure™).

Section 6.4 Expert Reports

The Pariies agree that experts shall meet prior to the preparation of expert
reports fo confer and, if possible, agree and settle the assumptions and facts to be
used in the expert reports.

The Parties agree on the following timetable for delivery of expert reports:

(@)  expert reports of each Party shall be delivered within 45 days after
completion of cross examinations.

(b)  responding (reply) expert reports of each Party shall be exchanged
within 30 days of the exchange of expert reports.

(¢)  all expert reports delivered and filed in the Arbitration shall include
and attach a copy of the expert's Curriculum Vitae and a declaration of

independence.

Section 6.5 Arbitration Hearing

The Arbitration Hearing shall take place in Toronto on dates to be agreed by
the Parties, The Arbitration Hearing shall be conducted in an expeditious manner
and in accordance with the Hearing Procedure. A court reporter will be present at



each day of the Arbifration Hearing and the court reporter will provide the Parties
with real-time transcription of the day’s evidence, and the court reporter will also
provide the Parties with copies of daily transcripts of each day’s evidence. The costs
of the court reporter will be divided between the Parties during the course of the

Arbitration and it will form part of the costs of the Arbitration, which will ultimately =~~~

be decided with reference to Section 4.5 above.

Section 6.6 Witness Statements

The Parties will attempt to reach agreement with regard to whether the -

evidence-in-chief of witnesses will be provided by way of Affidavit rather than oral
testimony. If the evidence of a witness is to be provided by way of Affidavit, the

witness will nevertheless, if requested, be available at the hearing for cross- -

examination.

Each witness who gives oral testimony at the Arbitration Hearing will do so |
under oath or affirmation.

Section 6.7 Examinations and Oral Submissions

Unless otherwise agreed, each Party may examine-in-chief and re-examine its
own witnesses and cross-examine the other Party’s witnesses at the Arbitration
Hearing, The Parties shall agree upon, failing which the Arbitrator shall impose,
time limits upon both examination-in-chief and cross examination of witnesses.
Each Party shall be entitled to present oral submissions at the Arbitration Hearing.

Section 6.8 Applicable Law '

The Arbitrator shall apply the substantive law applicable in the Province of -
Ontario. The Arbitrator shall apply the procedural rules set out in this Arbitration .
agreement and the Act and by analogy to the Rules, to the extent that procedures are
not dealt with in this Arbitration Agreement or in the Act.

Section 6.9

Subject to the terms of this Arbitration Agreement, the Arbitrator may
conduct the Arbitration Hearing in such manner as he/she considers appropriate,
provided that the Parties are treated with equality, and that at any stage of the
proceedings each Party is given full opportunity to present its case.

Section 6.10

Each Party may be represented by legal counsel at any and all meetings or
hearings in the Arbitration. Each person who attends the Arbitration Hearing is

deemed to have agreed to abide by the provisions of Article 7 of this Arbitration o

Agreement with respect to confidentiality. Any person who attends on any date



upon which the Arbitration Hearing is conducted shall, prior to attending, execute a
confidentiality agreement in the form attached hereto as Schedule “A”.

ARTICLE 7
AWARD

Section 7.1 Decision(s) Timeline

Any interlocutory or interim award(s} shall be given in writing at Toronto,
with reasons and shall be rendered within forty five (45) days of the conclusion of
the relevant motion.

The Arbitrator shall provide the Parties with his/her decision in writing at
Toronto, with reasons, within six (6) months from the delivery of the communication
of the final submissions from the parties (the “Final Award”). The Arbitrator shall
sign and date the Final Award.

Within fifteen (15) days after receipt of the Final Award, any Party, with
notice to the other Parties, may request the Arbitrator to interpret the Final Award;
correct any clerical, typographical or computation errors, or any errors of a similar
nature in the Final Award; or clarify or supplement the Final Award with respect to
claims which were presented in the Arbitration but which were not determined in
the Final Award. The Arbitrator shall make any interpretation, correction or
supplementary award requested by either Party that he/she deems justified within
fifteen (15) days after receipt of such request. All interpretations, corrections, and
supplementary awards shail be in writing, and the provisions of this Article shall
apply to them.

Section 7.2

Subject to the right of appeal in Section 4.1 above, the Final Award shall be
final and binding on the Parties, and the Parties undertake to carry out the Final
Award without delay. If an interpretation, correction or additional award is
requested by a Party, or a correction or additional award is made by the Arbitrator
on his/her own initiative as provided under this Article, the Award shall be final
and binding on the Parties when such interpretation, correction or additional award
is made by the Arbitrator or upon the expiration of the time periods provided under
this Article for such interpretation, correction or additional award to be made,
whichever is earlier. The Final Award shall be enforceable in accordance with its
terms, and judgment upon the Final Award entered by any court of competent
jurisdiction that possesses jurisdiction over the Party against whom the Final Award
is being enforced.




Section 7.3

The Parties agree that it is in their mutual interests thata Final Award [or an
interim final award] in favour of the Claimant be satisfied in a manner that furthers
both the energy interests of the Province of Ontario and the interests of TCE .
Therefore, subject to the foregoing and the following terms and conditions, a Final
Award [or an interim final award] in favour of the Claimant may be satisfied by way
of the transfer to the Claimant of an asset that has an after tax value to TCE, after
due consideration for the tax implications of the transaction, equal to or greater than
the Final Award [or interim final award] (the “Equivalent Value").

{a)  Upon the request of the Respondent Her Majesty the Queen in Right of
Ontario to satisfy the Final Award or interim final award against either : .
of the Respondents by the transfer of an asset of Equivalent Value, TCE -
shall within ten (10) business days submit a list of assets of interest (the
“Assets of Interest”) to the Respondent for consideration. Such listto -
consist of assets owned by the Province of Ontario or an agency of the = '
Province of Ontario and at a minimum to include assets in which TCE
has an equity interest or that has been subject to prior discussion
amoungst the Parties. Assets which will provide partial Equivalent -
Value may be considered. The Assets of Interest shall be assets owned
by the Respondent or by entities under the direction or control of the
Respondent.

(b) If an asset of interest is mutually agreed as being a suitable asset for
transfer to TCE, and the asset is not one in which TCE (or a wholly
owned affiliate) owns an equity interest in at that time, then TCE shall
be permitted a reasonable and customary period of time for an asset .-
purchase transaction of this type in order to conduct due diligence and
to confirm its continued interest in the asset transfer, If TCE remains ' "~
interested in acquiring the asset after having completed its due
diligence then the Parties shall use commercially reasonable efforts to
attempt to agree on the value of the asset to TCE.

(¢)  If an asset of interest is mutually agreed as being a suitable asset for an
equivalent exchange and is an asset in which TCE (or a wholly owned -
affiliate) owns an equity interest at that time, then the Parties shall use
commercially reasonable efforts to attempt to agree on the value of the .-
asset to TCE.

(d) In respect of any proposed asset transfer under subsection (b) or (c)
above TCE acting reasonably must be satisfied that:

(1) the transfer will be in compliance with all relevant covenants
relating to the asset and in compliance with all applicable laws;



(ii)  all necessary consents, permits and authorizations are available
to transfer the asset to TCE and for TCE to own and operate the
asset;

(iify  there are no restrictions on TCE's ability to develop, operate,
sell or otherwise dispose of the asset; and

(ivy TCE does not become liable for any pre-closing liabilities
relating to the asset.

(e) I the Parties have agreed to the transfer and if the value of the asset to
TCE is agreed, then the Parties will use commercially reasonable
efforts to negotiate and settle the form of such definitive documents as
may be required to give full effect to such asset tramsfer. Such
documents are to be in conventional form for the type of asset to be
transferred and will contain conventional representations, warranties,
covenants, conditions, and indemnities for an asset transfer between
arm’s length commercial parties.

(h)  If more than ninety (90) days have elapsed after the Final Award [or an
interim final award] of the Arbitrator, and the Parties have not agreed
on the terms of the asset transfer or settled the form of the definitive
documents for transfer, then TCE shall be permitted to issue a demand
letter to the Respondent derianding immediate payment c of the Final
Award [or interim final award] in cash and such payment shall be
made within three (3) days| of receipt of such demand letter.

Section 7.4 Release

Contemporaneous with compliance by the Respondents with the terms of the
Final Award and in consideration therefore, TCE shall deliver a Release in favour of
each of the Respondents in the form attached hereto as Schedule “B”.

ARTICLE 8§
CONFIDENTIALITY

Section 8.1

Except as may be otherwise required by law, all information disclosed in the
Arbitration-shall be treated by all Pariies, including their respective officers and - ~ ~ -~ - - - - - e
directors, and by the Arbitrator, as confidential and shall be used solely for the
purposes of the Arbitration and not for any other or improper purpose. The Parties
agree further that for the purposes of this Arbitration, they shall abide by and be
bound by the “deemed undertaking” rule as stipulated in Rule 30.1 of the Rules.



For greater certainty, the Arbitrator and the Parties, including their respective
officers and directors, employees, agents, servants, administrators, successors,
shareholders, members, subsidiaries, affiliates, insurers, assigns and related parties .
from time to time agree that they shall not disclose or reveal any information

disclosed in the Arbitration to any other person, except legal, or financial advisors, . .4jj e

or experts or consultants retained by a party for the purpose of this arbitration, or as
required by law including, for example, the Claimant’s obligation to make
disclosures under applicable securities law. The Parties also agree that they will use
best efforts to ensure that they have effective procedures in place to ensure that
information disclosed in the Arbitration is not disclosed or revealed contrary to the
provisions of this Article. Each Party agrees to be responsible for any breach by its

officers, directors, professional advisors, experts or consultants of the terms and

conditions of this Article.
ARTICLE9
MISCELLANEQUS
Section 9.1 Amendment

This Arbitration Agreement may be amended, modified or supplemented
only by a written agreement signed by the Parties.

Section 9.2 Governing Law

This Arbitration Agreement shall be governed by, interpreted and enforcedin ;.. o .y

accordance with the laws of the Province of Ontario.

Section 9.3 Binding the Crown o

The Respondent Her Majesty the Queen in Right of Ontario, shall be bound =™
by this agreement. o
Section 9.4 Extended Meanings

In this Agreement words importing the singular number include the plural
and vice versa, words importing any gender include all genders and words
importing persons include individuals, corporations, limited and unlimited liability
companies, general and limited partnerships, associations, frusts, unincorporated .
organizations, joint ventures and governmental authorities. The terms “include”,
“includes” and “including” are not limiting and shall be deemed to be followed by
the phrase “without limitation”.

Section 9.5 Statutory References

In this Agreement, unless something in the subject matter or context is
inconsistent therewith or unless otherwise herein provided, a reference to any
statute is to that statute as now enacted or as the same may from time to time be
amended, re-enacted or replaced and includes any regulation made thereunder.




Section 9.6 Counterparts

This Agreement may be executed in any number of counterparts, each of
which will be deemed to be an original and all of which taken together will be
deemed to constitute one and the same instrument.

Section 9.7 Electronic Execution

Delivery of an executed signature page to this Agreement by any party by
electronic transmission will be as effective as delivery of a manually executed copy
of the Agreement by such party.

Section 9.8 Counsel

The Parties acknowledge and agree that the following shall be the counsel of
record for this Arbitration.

Counsel for the Claimant,
TransCanada Energy Lid.

Thornton Grout Finnigan LLP
3200 - 100 Wellington Street West
CP Tower, TD Centre

Toronto, ON M5HK 1K7

Michael E. Barrack
Tel: (416} 304-1616
Email: mbarrack@tgf.ca

John L. Finnigan
Tel: (416) 304-1616
Fax: (416) 304-1313

Email: jfinnigan@tgf.ca

Counsel for the Respondent,
The Ontario Power Authority

Oslers, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, ON M5X 1B8

Paul A. Ivanoff
Tel: (416) 862-4223

Counsel for the Respondent,
Her Majesty The Queen in Right of
Ontario

Ministry of the Attorney General
Crown Law Office -Civil
McMurtry - Scott Building

720 Bay Street, 11%

Toronto, ON

M7A 259

John Kelly
Tel:  (416) 601-7887
Email: john kelly@ontario.ca

Eunice Machado

Tel:  (416)601-7562

Fax: (416) 868-0673

Email: eunice.machado@ontario.ca



Fax: (416) 862-6666
Email: pivanoff@osler.com

Section 9.9 Notices

All documents, records, notices and communications relating to the
Arbitration shall be served on the Parties’ counsel of record.

DATED this day of , 2011,

TRANSCANADA ENERGY LTD.

By:
Title
TRANSCANADA ENERGY LTD.

By

Title

HER MAJESTY THE QUEEN IN RIGHT OF
ONTARIO

By: Signatory to be determined in
consultation with MAG

Title

ONTARIO POWER AUTHORITY

By:
Title



SCHEDULE “A”

CONFIDENTIALITY AGREEMENT

IN THE MATTER OF the Arbitration Act, 1991, 5.0.1991, ¢. 17;

AND IN THE MATTER OF an arbitration between
TRANSCANADA ENERGY LTD. and HER MAJESTY THE QUEEN
IN RIGHT OF ONTARIO and the ONTARIO POWER AUTHORITY

BETWEEN:
‘ TRANSCANADA ENERGY LTD.

Claimant

~and-
HER MAJESTY THE QUEEN IN
RIGHT OF ONTARIO and the ONTARIO POWER AUTHORITY

Respondents

-and-

("e")

CONFIDENTIALITY AGREEMENT

WHEREAS, in connection with this Arbitration between .

TRANSCANADA ENERGY LTD. (“TCE”) and the RESPONDENTS concerning the
Southwest GTA Clean Energy Supply Contract between the Ontario Power




Authority and TCE dated October 9, 2009 (the “CES Contract”), TCE and the
Respondents have entered into an Arbitration agreement dated [July 31, 2011] (the - -
" Arbitration Agreement”); C

AND WHEREAS, pursuant to the Arbitration Agreement, ® has
produced certain information and documents relating to the issues in this @ -
Arbitration and the CES Contract (the “e Information”};

AND WHEREAS, pursuant to the Arbitration Agreement, the ~ .
Respondents have produced certain information and documents relating to the . . -~
issues in this Arbitration and the CES Contract (the “ Respondents Information”);

AND WHEREAS during the course of this Arbitration, the parties
may produce additional information and documents relating to the » Information,
the Respondents Information or the issues in this Arbitration (collectively referred
to with the e Information and the Respondents Information as the “Confidential
Information™);

AND WHEREAS the Confidential Information is either not available
to the general public and/or is confidential in nature and, on the basis thereof, the
parties have agreed to enter into a confidentiality agreement respecting the
Confidential Information;

NOW THEREFORE THIS AGREEMENT WITNESSES THAT, in
consideration of the production of such information and documents and for other -
good and valuable consideration, the receipt and adequacy of which is hereby
acknowledged, the undersigned parties hereby agree as follows: '

{ Formatted: Space Before: 1.2 line }
1. The undersigned acknowledge and agree that the statements in the Recitals of - '
this Agreement are true and correct. ‘

I 2. Each of the undersigned hereby agree on behalf of itself and its directors,
—————officers;~employees,~agents;~pariners, associates -and ~advisors—(including, ==

without limitation, legal advisors) (collectively, "Representatives"), to-receive. - =
and treat any of the Confidential Information produced by or on behalf of the
other party or its Representatives, or which is made available for review by




@)

the other party or its Representatives now or in the future, as strictly
confidential and proprietary information.

For clarity, information will not be deemed Confidential Information that (f}
becomes available in the public domain other than as a result of disclosure by

the undersigned, or (i) is not acquired from one of the undersigned or e

persons known by the recipient of the information to be in breach of an
obligation of confidentiality and secrecy to one of the undersigned in respect
of that information,

The undersigned hereby covenant and agree that:

- the Confidential Information will not be used by the undersigned or its

Representatives, directly or indirectly, for any purpose except in connection
with the matters at issue in this Arbitration;

the Confidential Information will be kept confidential and will not be
disclosed in any marner whatsoever, in whole or in part, to any person or
entity except those directly involved in this Arbitration and, in such event,
only to the extent required in connection with the Arbitration and on
condition that the persons to whom such Confidential Information is

- disclosed agree to keep such Confidential Information confidential and who

are provided with a copy of this Agreement and agree to be bound by the
terms hereof to the same extent as if they were parties hereto; -

all reasonable, necessary and appropriate efforts will be made to safeguard

the Confidential Information from disclosure to any person or entity other " " SR

than as permitted hereby; and

the undersigned shall be responsible for any breach of this Agreement by any
of its Representatives and shall, at its sole cost and expense, take all
reagsonable measures (including but not limited to court proceedings) to
restrain its Representatives from and prohibited or unauthorized disclosure
or use of the Confidential Information.

The undersigned agree that the provisions of this Agreement will apply
retroactively to any disclosure of Confidential Information that has been
made to any person or entity as at the time of signing of this Agreement, and
that such persons or entities will be provided with a copy of this Agreement

and will be required to agree to be bound by the terms hereof to the same

extent as if they were parties hereto. If such person or entity to which -

disclosure has been made does not agree to be bound by the terms of this
Agreement, the undersigned agree to take all reasonable, necessary and




10.

appropriate efforts to re-acquire all Confidential Information that was
previously disclosed to that person or entity, as well as any copies thereof or
materials created in connection with the Confidential Information,

In the event that either of the undersigned is requested or required (by oral
questions, interrogatories, requests for information or documents in legal
proceedings, subpoena, civil investigative demand or other similar process)
to disclose any of the Confidential Information, the undersigned agrees to
provide the other party with prompt written notice of any such request or
requirement in order to permit sufficient time for an application to Court for
a protective order or other appropriate remedy.

Each of the undersigned agrees that the other party does not and shall not
have an adequate remedy at law in the event of a breach of this Agreement
and that it will suffer irreparable damage and injury which shall entitle the
other party to an injunction issued by a Court of competent jurisdiction
restraining the disclosure of the Confidential Information or any part or parts
thereof. For greater clarity, nothing in this Agreement shall be construed as
prohibiting either of the undersigned from pursuing any other legal or
equitable remedies available to it, including the recovery of damages.

Each of the undersigned agrees to return all Cenfidential Information which
is provided to it by the other party, its Representatives and its witnesses
when this Arbitration has been completed, without retaining any copies
thereof. Each of the undersigned further agrees to arrange for all of its
Representatives and witnesses to return all Confidential Information in the
possession of or under the contrel of any of the Representatives or witnesses
to the other party when this Arbitration has been completed, without
retaining any copies thereof.,

The undersigned acknowledge and agree that this Agreement shall be
governed by and construed in accordance with the laws of the Province of
Ontario. If any provision of this Agreement is determined to be illegal,
invalid or unenforceable by a court of competent jurisdiction, that provision
will be severed and the remaining provisions will remain in full force and
effect.

Notwithstanding anything to the confrary in this Agreement, the
Information, and any other document or agreement provided or entered into

in connection with this Arbitration, or any part thereof or any information
therein, may be required to be released pursuant to the provisions of the

- undersigned- each —acknowledges -that -this Agreement; the -Confidential- ———




11.

Freedom of Information and Protection of Privacy Act, R.S.0, 1990, c. F.31, as
amended.

The obligations of the undersigned under this Agreement shall be binding
upon the undersigned, its successors and assi a{gd all of its
Representatives, including without limitation, its legal ; :

In witness whereof, the undersigned have executed this Agreement at

, this day of ,2011.

HER MAJESTY THE QUEEN IN RIGHT
OF ONTARIO

Per:
Name;
Title:

ONTARIO POWER AUTHORITY

Per:
Name:
Title;

TRANSCANADA ENERGY LTD.

Per:
Name:

Title:

Per:
Name:
Title:




SCHEDULE “B”

FULL AND FINAL RELEASE

WHEREAS TRANSCANADA ENERGY LTD. (“TCE”) and HER
MAJESTY THE QUEEN IN RIGHT OF ONTARIO AND THE ONTARIO POWER
AUTHORTIY (the “Respondents”) have agreed to settle all matters outstanding between
them in respect of and arising from the Southwest GTA Clean Energy Supply Contract
datpd as of October 9, 2009 (“CES Contract”) and the letter dated October 7, 2010 by-in
whijch the Ontario Power Authority (the “OPA”) stated that it would like to begin
negotiations to terminated the CES Contract and acknowledged that TCE was entitled to

its reasonable damages (the “October 7 Letter”);

IN CONSIDERATION of the mutual agreement of TCE and OPA to

terminate the €ES Contract, the payment of the settlement amount agreed by the parties for

all claims arising from the CES Contract and the October 7 Letter [as set out in the [Insert
title of document setting out settlement terms/arbitration award] ] {the ’Arbitration”)
and/or in consideration of the payment of the Final Award made in the arbitration
proceedings between TCE and the Respondents pursuant to an Arbitration Agreement
dated >, and the payment by the Respondents to TCE of the sum of $5.00 (five dollars) and
for other good and valuable consideration, the receipt and sufficiency of which is hereby
acknowledged, by the undersigned, TCE, its directors, officers, employees, agents,
servants, administrators, successors, shareholders, members, subsidiaries, affiliates,

insurers, assigns and related parties from time to time (collectively, the “Releasor”);

THE RELEASOR HEREBY RELEASES, ACQUITS, AND FOREVER
DISCHARGES WITHOUT QUALIFICATION the Respondents and their respective

directors, officers, employees, agents, successors, subsidiaries, affiliates, insurers and
assigns (the “Releasees”) from all manner of actions, causes of action, suits, proceedings,

debts, dues, accounts, obligations, bonds, covenants, duties, contracts, complaints, claims



and demands for damages, monies, losses, indemnities, costs, interests in loss, or injuries
howsoever arising which hereto may have been or may hereafter be sustained by the
Releasor arising out of, in relation to or in connection with the CES Contract, the
Qctober 7 Letter or the Arbitration and from any and all actions, causes of action, claims; i L
or demands of whatsoever nature, whether in contract or in tort or arising as a fiduciary L
duty or by virtue of any statute or otherwise or by reason of any damage, loss or injury - -
arising out of the matters set forth above and, without limiting the generality of the
foregoing, from any and all matters that were raised or could have been raised in respect .

to jor arising out of the CES Contract, the October 7 Letter or the Arbitrafion. '
Notwithstandring the foregoing, nothing in this Release will limit, restrict or alter the .
obligations of the Respondents to comply with the terms of any settlement agreement with ™

the Releasor or to comply with any Final Award made in favour of the Releasor.

IT IS UNDERSTOOD AND AGREED that this Full and Final Release is
intended to cover, and does cover: (a) not only all known injuries, losses and damages, in
respect of and arising from the CES Contract and the October 7 Letter, but also injuries, .
losses and damages not now known or anticipated but which may later develop or be o

discovered, including all the effects and consequences thereof, and (b) any and all of the_

claims or causes of action that could have been made at the Arbitration or in any leg al ‘

roceeding by the Releasor against the Releasees, in respect of and arising from the CES i
Contract and the October 7 Letter, and that this Full and Final Release is to be construed - L ‘
liberally as against the Releasor to fulfill the said intention. :

AND FOR THE SAID CONSIDERATION it is agreed and understood -
thaf, the Releasor will not make any claim in respect of and-or arising from the CES '
Contract and the October 7 Letter or take any proceedings, or continue any proceedingsf_” |
against any other person or corporation who might claim, in any manner or forum,'_' S
contribution or indemnity in common law or in equity, or under the provisions of any ‘_

statute or regulation, from any other party discharged by this Full and Final Release.



IT 15 UNDERSTOOD AND AGREED that this Full and Final Release shall
operate conclusively as an estoppel in the event of any claim, action, complaint or
proceeding which might be brought in the future by the Releasor with re‘s;pect to the
matters covered by this Full and Final Release and arising from the CES Contract, the
October 7 Letter and the Arbitration. This Full and Final Release may be pleaded in the
event any such claim, action, complaint or proceeding is brought, as a complete defence
and reply, and may be relied upon in any proceeding to dismiss the claim, action,
- complaint or proceeding on a summary basis and no objection will be raised by any party
in any subsequent action that the other parties in the subsequent action were not privy to

the formation of this Full and Final Release,

AND FOR THE SAID CONSIDERATION the Releasor represents and
warrants that it has not assigned to any person, firm, or corporation any of the actions,
causes of action, claims, debts, suits or demands of any nature or kind arising from the CES

Contract and the October 7 Letter which it has released by this Full and Final Release.

IT IS FURTHER UNDERSTOOD AND AGREED that neither the Releasor
nor the Releasees admits liability or obligation of any kind whatsoever in respect of the

CE$ Contract and the October 7 Letter.

IT IS FURTHER UNDERSTOOD AND AGREED that this Full and Final

Release shall be binding upon and enure to the benefit of the successors or assigns as

thelcase may be, of all the parties to this Full and Final Release.

IT 15 FURTHER UNDERSTOOD AND AGREED that this Full and Final

Release shall be governed by the laws of the Province of Ontario and the laws of Canada

applicable therein. TCE attorns to the non-exclusive jurisdiction of the courts of the

Province of Ontario in respect of any dispute arising from or in connection with or in

consequence of this Full and Final Release.




IT IS FURTHER UNDERSTOOD AND AGREED that the facts and terms.;
of this Full and Final Release and the settlement underlying it will be held in confidence . o
and will receive no publication either oral or in writing, directly or indirectly, unless
deemed essential on auditor’s or accountants’ written advice for financial statements or
income tax purposes, or for the purpose of any judicial proceeding, in which event the fact ._ .
the settlement is made without admission of liability will receive the same puincation_. h
simultaneously or as may be required by law, including without limitation, the disclosure.'.

reqpirements of applicable securities law.

TCE ACKNOWLEDGES AND AGREES that it fully understands the"”:f: .
terms of this Full and Final Release and has delivered same voluntarily, after receiving e o

independent legal advice, for the purpose of making full and final compromise and

setflement of the claims and demands which are the subject of this Full and Final o

Release,

DATED this day of , 2011,

TRANSCANADA ENERGY LTD.

By:
Title




Aleksandar Kojic

From: Michael Killeavy

Sent: August 2, 2011 11:38 AM ‘

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick
Subject: BOD 2 Aug 2011 Presentation - REVISED ...

Attachments: TCE Board Presentation 2 Aug 2011 v2.pptx

Importance: High

Attached please find the revised BOD presentation. | can insert Kevin's and Amir’s slides inio the appendix wher, 2y
are ready.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)




POWER AUTHORITY {_2

ONTARIO

Arbitration Agreement with TCE

Presentation to Board of Directors

Prepared in Contemplation of
_Litigation: Solicitor/Client Privilege

August 2, 2010




Background:

« TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government

» Subsequently, TCE advised OPA counsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both parties to the arbitration

» No impact onability of TCE to participate in future OPA
procurement processes _

« Of these three, the limitation on scope of arbitration is by
far the most important from TCE'’s perspective

2 ONTARIO

POWER AUTHORITY &_/



|
Backgro

« OPA b'rli:

und:

efed Government on these issues and attempted

to deveiop a common approach with Government on
negotlatlng an arbitration agreement with TCE

. Issue Was elevated in Government and Infrastructure

Ontarlo

(“IO”) was asked to take a lead role in

negoﬁaﬂons

IO was able to get TCE to agree to hold off on

commencmg litigation while discussions were pursued

3 ONTARIO

POWER AUTHORITY {_/




- Proposed Deal - Key Elements

« Commercial Deal between OPG and TCE where TCE
would take ownership stake in Lennox

~« Provision also made for subsequent negotiations on
potential joint ventures between TCE and OPG on
conversion of a coal unit to gas and development of new
gas plant

~» |f commercial deal not finalized by end of August, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

 QOPA is a party to proposed arbitration agreement

4 ONTARIO

POWER AUTHORITY {_/



Arbitration Agreement - Key Elements

. TCE, Crown and OPA are parties in arbitration
- Subject of arbitration agreement is focused on quantum
of damages

 OPA and Crown waive defences with respect to:

: » Exclusion of liability clauses in contract
‘ » Any possibility that plant would have been unable to be built

o
i because it did not receive all necessary approvals

« TCE relleases OPA and Crown from any further clalms

e Process for arbitration award to be paid through transfer
of an mterest In an asset owned by the Crown or an
agencyof the Crown

« No reference to other OPA procurement processes
| : ONTARIO

POWER AUTHORITY




Arbitration Agreement - OPA Key Concerns

« What is value proposition for ratepayers? — how strong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

* Who should pay arbitration award? — ratepayers or
taxpayers?

* The turbines — are there opportunities to obtain
ratepayer value by providing for assignment of turbines
to successful bidder?

° ONTARIO 7,

POWER AUTHORITY {_



Arbitration Agreement - OPA Key Concerns

. Charactenzatlon of October 7 letter — stated that OPA
termmated QOakville contract in this letter

. Scope|of arbitration process — limits on arbitration

processiraises concern about ability to obtain information
from TCE

* No acknowledgement may be made of the fact that
matter has gone to arbitration

! ONTARIO

POWER AUTHORITY {_J




Comparison of Settlement Proposals

NRR covers capital costs, financing working capital, returns, fixed monthiy payment over life of

- ' b ' B contract. Energy paid on a deemed dispatch basis, this plant will operate less than % of the time.
$16,800/MW-month $12,500/MW-menth $14,922/MW-month Unknawn o E o d 4 dispatch b his pl " {a loss than 10% of the
Unknown Assumed 7.5% Cost of Equity, | TCE claimed "urfeveraged” .Unknnwn TCE can finance/leverage how they want to increase NPV of project. We have assumed in second
afl equily project. discount rate of 5.25% propeosal what we believa that they would use,
20 Years + 20 Years + Wa believe that TCE obtains all their value in the first 20 years. 10 Year Oplion is a "nice 1o have”
QOption for 10-Year 25 Years 25 Years Option for 10-Year sweelener. Precedent for 25-year contract. — Portlands Energy Centre has option for additional five
Extension Extension years on the 20-year term,
LYEP indicates need for peaking generation in KWCG; naed at least 450 MW of summer peaking
4B0MW 500 M 481 Mw 450 MW capacity, Average of 500 MW provides additional system flexibility and reduces NRR on per MW basis
Lump S;gnTrPn?:ment of Amortize D:;Lﬁ?syears —ne | Amorize 0:;;32 syears -ne Unknown $370M fo be audited by Ministry of Finance for substantiation and reasonableness
. - N "~ Precedent — Portlands Energy Centre, Halten Hills, and NYR Peaking Plant, Paid on a cost recovery
Payment |r;42:llgmon tothe Payment 'nhﬁ.\:jgmu" tothe Payment In addition to the NRR Unknown basis, i.8, no opportunity to charge an additional risk premium on top of active costs. TCE estimate is
$100MM £ 20%.
; Our CAPEX based on independent review by our Technical Expert and publishad information on other
Unknown but we infer from the| —. ~ . : e N - h
$540mm £400mm $478 mm reforence to a ~§65 mm 5|'r_|l'||la_rr:_’;|lenefratlon facl!mes_. We ha\fe mcreas?d it tl)y $TC5MM, however, cannot really substantiate
differsnce that itis $540 mm :’h ayr-ed erefore, we are still proposing a target cost on CAPEX where increasesfdecreases are
N - TGE has given us limited insights into their operating expenses. We have used advice from our
Little Visibilty Reasonable Reasonable Unknown technical consultant on reasenabla OPEX estimates,
TCE Is willing to accept
No government assistance with I? enmu.inhgl :::kaprtoewdled :he;th
ermilting and approvals a5 8 g {a) terminate tha
We would approach combined with & good fath _|RePtacement Contract and (o)
Assistance/Protection from pp g

mitigating Planning Act
approvals risk

Govertrment to provide
Planning Act approvals
exemption,

obligation to negatiate OGS
compensation and sunk costs if
the K-W Peaking Plant doesn't
proceed because of permitting
issues,

receive a lump sum payment
for (i) sunk costs and (i}
financial value of the OGS
contract. This would apply to
any and all parmits, nof just
thosa issued under the

Pianning Act.

In the Government-Instructed counter-proposal the permitting risk is entirely transferred o TCE;

hawever, the promise of finding compensation of OGS lost profits would continues until another aption
is found.
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Potenti:ailj Outcomes

 The followmg graphic sets out several cases for

Iltlgatloq/arbltratlon and settlement.

'v

« TCE’s proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case if we
were to go to litigation. -

 The cost of the OPA’s Government-instructed Second
Counter—-Proposal is close to the worst case if we were to
go to Iltlgatlon

° ONTARIO
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Financial Value of Potential Outcomes

Litigation - Worst Case

Litigation - Intermediate Case

Litigation - Best Case |

TCE Proposal | BOGS Sunk
OPA Counter-Proposal = OGS Profits
Government-instructed 2nd E(|:5:)a(p(ia,t:l]iture
Counter-Proposal P
®Turbines
Competitive Tender - Worst Case
mijligation

Competitive Tender - Intermediate -
Case

Competitive Tender - Best Case

$0 $2I00 $400 $600 $800 $1,000
Cost to the Ontario Ratepayer ($millions)

ONTARIO
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\
Management Assessment

* Not eno'ugh information has been provided and we
cannot prowde any assessment on whether it's in the
best interest of the OPA to enter into this arbitration
agreement.
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Southwest Greater Toronto Area (SW GTA) Supply
S

-+ Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

 GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

« Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

« Expected to fall short by 2015 or sooner

° ONTARIO
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Southwieéfst Greater Toronto Area (SW GTA) Supply

* In addltlon to aggressive conservation efforts the OPA
has |dent|f|ed the need for new electricity generation in
this area

 New elelctricity generation will:
— Support coal-fired generation replacement by 2014
— Provide system supply adequacy

— Address reliability issues such as local supply and voltage

support
— Defér'?Transmission needs in the Western GTA

i ONTARIO
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OPA Procurement Process — Ministry Directive

~* Ministry of Energy issued Directive to OPA in August
- 2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW
— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

e ONTARIO
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OPA Procurement Process - RFQ & RFP

1. Request for Qualifications
- Released October 2008
-9 Quallflcatlon Submissions were received

— Short list of 4 Qualified Applicants representing 7
propesed projects resulted .

2. Requerst for Proposals
— Released February 2009
- 4 Proposals from 4 Proponents were received

— Proposals evaluated on Completeness; Mandatory
Requirements; Rated Criteria and Economic Bid

—  Project with lowest Adjusted Evaluated Cost selected

° ONTARIO

' Privileged and Confidential - Prepared in Contemplation of Litigation - POWER AUTHORITY ”




Procurement Process - Contract

« SW GTA Contract based on Clean Energy Supply (CES)
Contract

— 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
« Generator guaranteed Net Revenue Requirement (NRR)
« Market Revenues < NRR = Payment from OPA
. Market Revenues > NRR = Payment from Generator

« TransCanada Energy Ltd. (“TCE”) was the succeful

proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

2 ONTARIO
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Oppositii’on to Gas-Fired Generation

. Procurement process fraught with local opposition

-+ Town of Oakville passed several by-laws:

— lntenm control of power generation facilities on certain lands in
the Town of Oakville (2009-065)

— Town of Oakville Official Plan Livable Oakville (2009-112)
— Health Protection and Air Quality By-law (2010-035)

~ Amendment to the Official Plan of the Oakville Planning Area
(Povyer Generation Facilities) (2010-151)

— Amen‘d the Comprehensive Zoning By-law 1984-63 to make
modlﬂcatlons for power generation facilities (2010-152)

~ Amend the North Oakville Zoning By-law 2009-189 to make
modlflcatlons for power generation facilities (2010-153)

2 ONTARIO
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Opposition to Gas-Fired Generation

Town of Oakuville rejected TCE’s:
— Site plan application
— Application for minor variances

« Mississauga Mayor Hazel McCallion publically opposed
project

« Liberal MPP Kevin Flynn publically opposed project

» CA4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close to

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

# ONTARIO
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Government Cancellation

» October 7 2010 Energy Minister Brad Duguid, along
with Oakwlle Liberal MPP Kevin Flynn, announced the
Oakville p power plant was not moving forward

« OPA prowded TCE with letter, dated 7 October 2010,
that stated “The OPA will not proceed with the Contract.
As a result of this, the OPA acknowledges that you are
entitled lto your reasonable damages from the OPA,
includin_il@éthe anticipated financial value of the Contract.”

+ OPA Corfjtract contains an Exclusion of Consequential
Damages clause (including loss of profits)

N ONTARIO
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Termination Negotiations

« Subsequent to the announcement of the cancellation of
the Oakville GS project the OPA and TCE entered into
negotiation to terminate the contract on mutually
acceptable terms.

* These discussions began in October 2011 and continued
until April 2011.

* All these discussions we on a confidential and without
prejudice basis.

& ONTARIO
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TCE Initial Concerns

+ TCE identified 3 immediate concerns:

1. Cejnifédian Securities Administrators (CSA) disclosure
requgires TCE to report a write down on the project if out-
of—pboket costs not resolved by year-end (~$37 MM)

2. Handllng of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM)

3. Flnan0|a| value of OGS
« TCE met with Premier’'s Office and advised that Ontario

has othe,r generation needs; TCE is a good counterparty;
and asked TCE to be patient and not sue immediately

2 ._ ONTARIO
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Confidehtiality Agreement

« Ali OPA and TCE discussions related to the termination
of the contract have occurred on a “without wrejudice”
basis.

« Oct. 8" OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain
confidential, without prejudice and subject to settlement
privilege. |

+ This agreement has a term of five years.

2 ONTARIO/
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TCE’s Treasury Department needed documentation from
the OPA stating there was a replacement project to
which the OGS'’s out-of-pocket costs could be applied to
avoid havmg to write them off at year-end

MOU e)fecuted December 21, 2010:
— Pot@ntlal Project site identified for Cambridge

— Potériitial Project will utilize the gas turbines sourced for
OGS |

— OPA & TCE agree to work together in good faith to

negotlate a Definitive Agreement for the Potential Project
— Potei.nrtlal Project to be gas-fired peaking generation plant
— Expired June 30, 2011

<! ONTARIO
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Replacement Project

It was determined that the replacement project would be a
gas-fired peaking generation (i.e. simple cycle) plant with a
contract capacity of 400 - 450 MW

TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

TCE identified the Boxwood Industrial Park in Cambridge as
its prefe_rred site

TCE has had preliminary discussions with the City of
Cambridge and_they seem to be a willing host

C4CA has commenced a letter writing campaign against the
replacement project

The 2 Mitsubishi M501GAC gas turbines purchased for
OGS will be repurposed for ;cpe replacement project

NTARIO
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Replacement Project Negotiations

. Negotiations focused on the following issues:

— Camtal costs of Replacement Project

— FlnanC|al value of OGS

— DlSpO‘SItIOI’] of Mitsubishi gas turbines

— Pror!) r allocation of project risk, i.e., who bears the
approvals and permitting risk for the Replacement Project.

o

".
- The neqotlatlons were premised on the financial value of
OGS belng “built” into the return that TCE would get from

the Replacement Project.

= ONTARIO
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OPA Analysis

« OPA undertook a detailed analysis of the Replacement
Project.

+ Third party technical and financial consultants were hired
to support this effort.

 The OPA believes that TCE's projected capital
expenditure for the Replacement Project is far too high.

» TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

30 ONTARIO
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Fundamental Disagreement - Value of OGS

s claimed that the financial value of the OGS
contrac: } is $500 million. |
|
.
« TCE présented a prOJect pro forma for the OGS bid into
the SWGTA RFP.

+ The model shows a NPV of after-tax cash flows of $503
million.

« ltalso shows a discount rate of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of

equny |
o ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY 2




Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

. TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

3 ONTARIO
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TCE Current Position on OGS Financial Value

* In February 2011 TCE revised its initial position on the
reSIduaI value of the OGS.

o It stated| that the residual cash flows ought to be
dlscounted at 8%, which would yield a OGS NPV of
$385 mulllon and not the earlier claimed $503 million.

: |
'E‘

* Our indépendent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much
lower. ;|

| ONTARIO'
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Ministry of Energy Directive

~.» OPA has worked closely with Ministry of Energy on the
drafting of a Directive to authorize negotiations with TCE
for the replacement project

* OPA requires a Directive to enter into the Definitive
Agreement

» Ministry wants the Directive to be silent on lncludlng the
-~ financial value of the OGS Contract into the revenue
requirement for the replacement project

« Directive remains outstanding

* ONTARIO
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‘ Settlemént Proposals

March 10 OPA received TCE’s Potential Project Pricing
and Terms Proposal

— Comfr:nercial parameters for the proposed peaking plant
along with proposed revisions to the peaking contract

« TCE p’r"oposing to pass through majority of risk to Ontario
ratepayer

« OPA retalned Financial Consultant to assist with due
dlllgence of TCE’s Proposal

» March 28th OPA made a counter-proposal to TCE
« April 6th TCE rejected OPA’s counter-proposal

* ONTARIO
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Aleksandar Kojic

From: Michael Lyle

Sent: August 2, 2011 11:53 AM

To: Michael Killeavy; JoAnne Butler;, Brett Baker; Amir Shalaby; Kevin Dick
Subject: RE: BOD 2 Aug 2011 Presentation - REVISED ....

Attachments: TCE Board Presentation 2 Aug 2011 v3.pptx

Some changes in light of more info on the Lennox side of the deal.

Michael Lyle

General Counsel and Vice President
Legal, Aboriginal & Regqulatory Affairs
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronte, Ontario, M5H 1T1

Direct: 416-969-6035

Fax: 416.969.6383

Email: michael.lyle@powerauthority.on.ca

This e-mail message and any files transmitted with it are intended only for the named recipient(s} above and may contain information that is privileged, confidential
andfor exempt from disclosure under applicable law. 1f you are not the intended recipient(s), any dissemination, distribution or copying of this e-mait message or
any files transmitted with it is strictly prohibited. If you have received this message in error, or are not the named recipient(s), please notify the sender immediately
and delete this e-mail message

From: Michael Killeavy

Sent: August 2, 2011 11:38 AM

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick

Subject: BOD 2 Aug 2011 Presentation - REVISED ....

Importance: High

Attached please find the revised BOD presentation. | can insert Kevin's and Amir’s slides into the appendix when they
are ready.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

'—.""_4'163520:9788*(CELI:) L - : U S .
416:967-1947 (FAX) - : ' -
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Background:

« TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government |

« Subsequently, TCE advised OPA counsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both partles to the arbitration

» No impact on ability of TCE to participate in future OPA
procurement processes

» Of these three, the limitation on scope of arbltratlon IS by
far the most important from TCE’s perspective

2 ONTARIO
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Backgr;oféq.md:

« OPA brllefed Government on these issues and attempted
to develop a common approach with Government on
negotlatmg an arbitration agreement W|th TCE

. Issue was elevated in Government and Infrastructure
Ontarlo (“IO”) was asked to take a lead role in
negonanons

¢ [O was.able to get TCE to agree 1o hold off on
comme@fcing litigation while discussions were pursued

s ONTARIO

POWER AUTHORITY {_/




Proposed Deal - Key Elements

 Commercial Deal between OPG and TCE where TCE
leases Lennox facility and constructs new combined
cycle gas plant on Lennox site under PPA with OEFC
(the issues related to a gas plant at Lennox are
discussed in the Appendix)

- Provision also made for subsequent negotiations on
potential joint venture between TCE and OPG on
conversion of Nanticoke to gas

* |If commercial deal not finalized by September 1, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

« OPA is a party to proposed arbitration agreement
4 ONTARIO
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Arbitration Agreement - Key Elements

e TCE, Crown and OPA are parties in arbitration

. Subject'of arbitration agreement is focused on quantum
of damages

« OPA and Crown waive defences with respect to:

» Exclusion of liability clauses in contract

» Any possibility that plant would have been unable to be built
because it did not receive all necessary approvals

« TCE releases OPA and Crown from any further clalms

. Process for arbitration award to be paid through transfer

of an mterest in an asset owned by the Crown or an
- agency of the Crown

 No ref!eﬁ;fence to other OPA procurement processes
i 5 ONTARIO
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Arbitration Agreement - OPA Key Concerns

« What is value proposition for ratepayers? — how strong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

* Who should pay arbitration award? — ratepayers or
taxpayers? |

* The turbines — are there opportunities to obtain
ratepayer value by providing for assignment of turbines
to successful bidder?

6 ONTARIO/
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~ Arbitration Agreement - OPA Key Concerns

. Characterlzatlon of October 7 letter — stated that OPA
termlnated Oakville contract in this letter

. Scopeéof arbitration process — limits on arbitration
process raises concern about ability to obtain information
from TCE

* No acknowledgement may be made of the fact that
matter has gone to arbitration

7 ONTARIO
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~Comparison of Settlement Proposals

NRR covers capital costs, finanting working capital, returns, fixed monthly payment over life of
§16,500/MW-month $12,500MW-manith §14,922/MW-month Unknown contract. Energy paid on a deemed dispatch basts, this plant will operate lass than 10% of tha time.
Unknown Assumed 7.5% Cost of Equity, | TCE claimed "unleveraged" Unknown TGE can financefleverage how they want to increase NPV of project. We have assumed in second
all equity project. discount rate of 5.25% proposal what we believe that they would use.
20 Years + 20 Years + We believe thal TCE obtains all their value in the first 20 years. 90 Year Optionis a “nice {0 have”
Option for 10-Year 25 Years 25 Years Option for 10-Year sweetener. Pracedent for 25-year conlract. — Portlands Erergy Centre has option for additional five
Extension Extension years an the 20-year term.
LTEP indicates need far peaking generation in KWCG; need at least 450 MW of summer peaking
450 MW 500 maw 481 Mw 450 Mw capacity, Avarage of 500 MW provides additional system flexibility and reduces NRR on per MW basis
Lump S;g;s.ﬁxment of Amorize a:;zﬁfsyears ~no [ Amortize o]\‘r;[ﬁnﬁsyears —noe Unknown $37MM to be audited by Ministry of Finance for substantiation and reasonableness
- - . - Precadent — Portlands Energy Centre, Halton Hills, and NYR Peaking Pfant. Paid on a cost recovery
Payment |nNi::I£|tlon tothe Payment 'r;;s; Htion to the Payment in addition to the NRR Unknown basis, i.e. no opportunity te charge an additional risk premium on top of active costs. TCE estimats is
$100MM * 20%.
; QOur CAPEX based on independent review by our Technical Expert and published information an other
$540mm $400mm $475 mm Unﬁg?:;ﬂiﬂ&'g?égﬁ:‘nme similar generation facilities. We have increased it by $75MM; however, cannot really substantiate
differanca that it is $540 mm why. Therefore, we are still proposing a target cost on CAPEX where increases/decreases are
shared.
. - TCE has given us limited insights inte their operating expenses. We have used advice from cur
Litila Visibility Reasonable Reasonablo Unknown technical consultant on reasonable OPEX estimates,
TCE i willing to accept
No govemment assistance with pezrmti-mg risk provided that it
o has a right to {a) terminate the
permitting and approvals
y p . Replacement Contract and (b)
: . We would approach combined with a good faith : [ " .
Assistance/Protection from Govemnment to provide ohligation to regatiate OGS | eceive @ lump sum payment |In the Government-Instructed counter-preposal the permitting risk s entirely transferred te TCE;
mitigating Ptanning Act Planning Act ap‘;mv als compgnsaiion ang sunk costs if far (i} sunk costs and (ii}  |however, the premise of finding compensation of OGS lost profits would continues until anatier option
approvals risk exempion. the K-W Peaking Plant doesrit financial value of the OGS  }is found.

proceed because of permitting
issugs,

contraet, Thiswould apply to
any and all permits, not just
those issued under the

Planning Act.

8
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Potentlal Outcomes

\
\
iE
| &

« The follwing graphic sets out several cases for
Iitigatidﬁ]arbitration and settlement

« TCE's proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case
scenario if we were to go to litigation

« The cojsit of the OPA’s Second Counter-Proposal is close
to the Wrst case if we were to go to litigation

0 ONTARIO
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Financial Value of Potential OQOutcomes

Litigation - Worst Case |

Litigation - Intermediate Case |

Litigation - Best Case

TCE Proposal 1 0GS Sunk
OPA Counter-Proposal = OGS Profits
Government-instructed 2nd | !E:pgslliture
Counter-Proposal ' P
mTurbines
Competitive Tender - Worst Case |
mLitigation

Competitive Tender - Intermediate
Case

Competitive Tender - Best Case

$0 $2[00 $4IOO : $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

e E e S T D T

ONTARIO

10 Privileged and Confidential — Prepared in Contemplation of Litigation POWER AUTHORITY

SR v,




j Management Assessment

. + Not enough information has been provided and we

| cannot provide any assessment on whether it is in the
| best interests of the OPA to enter into this arbitration
| agreement |

g ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply
ey

* Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

* GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load -

e Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

» Expected to fall short by 2015 or sooner

10 ONTARIO/
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Southwéfst Greater Toronto Area (SW GTA) Supply

~+ In addition to aggressive conservation efforts the OPA
has identified the need for new electricity generation in
this area‘
* New electncnty generation will:
— Support coal-fired generation replacement by 2014
— Prov de system supply adequacy

— Address reliability issues such as local supply and voltage
suppoﬂ

— Defer\Transmlss,lon needs in the Western GTA

i ONTARIO
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OPA Procurement Process — Ministry Directive

« Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

° ONTARIO ”
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OPA Procurement Process - RFQ & RFP

1. Requeet for Qualifications

- Relec‘lsed October 2008

— 9 Qualification Submissions were received

— Shoért‘%ilist of 4 Qualified Applicants representing 7

proposed projects resulted

2. Request for Proposals

— Rele‘:ased February 2009

- 4 F{r?posals from 4 Proponents were received
— Proposals evaluated on Completeness; Mandatory

Rethrements Rated Criteria and Economic Bid

— PrOJect with lowest Adjusted Evaluated Cost selected

° ONTARIO
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Procurement Process - Contract
.
« SW GTA Contract based on Clean Energy Supply (CES)

Contract

— 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
« Generator guaranteed Net Revenue Requirement (NRR)

« Market Revenues < NRR = Payment from OPA
» Market Revenues > NRR = Payment from Generator

+ TransCanada Energy Ltd. (“TCE”) was the succeful
proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

% ONTARIO
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Opposition to Gas-Fired Generation

. Procurement process fraught with local opposition

« Town of Oakville passed several by-laws:

— Intenm control of power generation facilities on certain lands in
the Town of Oakville (2009-065)

— Town 'of Oakville Official Plan Livable Oakville (2009-112)
— Health Protection and Air Quality By-law (2010-035)

— Amendment to the Official Plan of the Oakuville Planning Area
(Power Generation Facilities) (2010-151)

— Amend the Comprehensive Zoning By-law 1984-63 to make
modlﬁcatlons for power generation facilities (2010-152)

— Amend the North Oakville Zoning By-law 2009-189 to make
modlflcatlons for power generation facilities (2010-153)

2 ONTARIO
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Opposition to Gas-Fired Generation

« Town of Oakville rejected TCE's:
| — Site plan application

— Application for minor variances

» Mississauga Mayor Hazel McCallion publically opposed
project . |

« Liberal MPP Kevin Flynn publically opposed project

« CA4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close to

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

22 ONTARIO
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Governhient Cancellation

. October 7 2010 Energy Minister Brad Duguid, along
with Oa\kwlle Liberal MPP Kevin Flynn, announced the
Oakwlle power plant was not moving forward

« OPA prowded TCE with letter, dated 7 October 2010,
that stated “The OPA will not proceed with the Contract.
As a result of this, the OPA acknowledges that you are
entitled to your reasonable damages from the OPA,
mcludmg the anticipated financial value of the Contract.”

« OPA Contract contains an Exclusion of Consequential
Damages clause (including loss of profits)

# ONTARIO
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Termination Negotiations

« Subsequent to the announcement of the cancellation of
the Oakville GS project the OPA and TCE entered into
negotiation to terminate the contract on mutually
acceptable terms. |

« These discussions began in October 2011 and continued
until April 2011.

* All these discussions we on a confidential and without
prejudice basis.

& ONTARIO #
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TCE Initial Concerns

+ TCE identified 3 immediate concerns:

1. Canadlan Securities Administrators (CSA) disclosure
requrres TCE to report a write down on the project if out-
of—pocket costs not resolved by year-end (~$37 MM)

2. Handllng of Mitsubishi (MPS Canada, Inc.) gas turblne
order ($210 MM)

3. Fmancral value of OGS
« TCE met with Premier’'s Office and advised that Ontario

has other generation needs; TCE Is a good counterparty;
and as@ked TCE to be patient and not sue immediately

25 ONTARIO
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Confidentiality Agreement

* All OPA and TCE discussions related to the termination
of the contract have occurred on a “without wrejudice”
basis.

« Oct. 8 OPA and TCE entered into Confidentiality
Agreement {o ensure certain communications remain
confidential, without prejudice and subject to settlement
privilege.

* This agreement has a term of five years.

6 ONTARIO
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« TCE’ sTreasury Department needed documentation from

the OPA' stating there was a replacement project to

which tr

ie OGS'’s out-of-pocket costs could be applied to

avoid havmg to write them off at year-end

- MOU executed December 21, 2010:
— Potentlal Project site identified for Cambridge

— Poter

OGS
— OPA

nego1

tial Project will utilize the gas turbines sourced for

& TCE agree to work together in good faith to
|ate a Definitive Agreement for the Potential Project

— Potentlal Project to be gas-fired peaking generation plant

— Expilred June 30, 2011

o ONTARIO
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Replacement Project

It was determined that the replacement project would be a
gas-fired peaking generation (i.e. simple cycle) plant with a
contract capacity of 400 - 450 MW

TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

TCE identified the Boxwood Industrial Park in Cambridge as
its preferred site

- TCE has had preliminary discussions with the City of

Cambridge and they seem to be a willing host

C4CA has commenced a letter writing campaign against the
replacement project

The 2 Mitsubishi M501GAC gas turbines purchased for

OGS will be repurposed for the replacement project
28 NTARIO 7”,
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Replac{ejénent Project Negotiations

. Negotlatllons focused on the following |ssues

- Capltal costs of Replacement Project
— Financial value of OGS
— Dlsp33|t|on of Mitsubishi gas turbines

— Proper allocation of project risk, i.e. who bears the
approvals and permitting risk for the Replacement Project.

\

« The negotlatlons were premised on the financial value of
OGS belng “built” into the return that TCE would get from
the Replacement Project.

“ ONTARIO
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OPA Analysis

-+ OPA undertook a detailed analysis of the Replacement
Project.

« Third party technical and financial consultants were hired
to support this effort.

. The OPA believes that TCE’s projected capital
expenditure for the Replacement Project is far too high.

~+ TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

30 ONTARIO
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Fundam'ental Disagreement - Value of OGS

. TCE has claimed that the financial value of the OGS

contracfc is $500 million.
| \

« TCE bresented a project pro forma for the OGS bid into
the SWGTA RFP.

* The mo;del shows a NPV of after-tax cash flows of $503
million. |

ot alsoxshows a discount rate of 5. 25% for discounting
the cash flows — TCE's purported unlevered cost of

eqwty

| ONTARIO
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

2 ONTARIO
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TCE Current Position on OGS Financial Value

s In Febri&;ary 2011 TCE revised its initial position on the

residual value of the OGS.

|
o It stated\ that the reSIduaI cash flows ought to be
dlscounted at 8%, which would yield a OGS NPV of

$385 m|II|on and not the earlier claimed $503 million.

. Ourindependent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much

Iower i
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Ministry of Energy Directive

« OPA has worked closely with Ministry of Energy on the
- drafting of a Directive to authorize negotiations with TCE
for the replacement project

« OPA requires a Directive to enter into the Definitive
- Agreement

* Ministry wants the Directive to be silent on including the
financial value of the OGS Contract into the revenue
requirement for the replacement project

* Directive remains outstanding

% ONTARIO
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Settlenjént Proposals

~+ March 10t OPA received TCE’s Potential Project Pricing
~and Terms Proposal

— Comr;?hercial parameters for the proposed peaking plant
alon 'with proposed revisions to the peaking contract

- TCE pr‘(E)posing to pass through majority of risk to Ontario
ratepayer |

» OPA retained Financial Consultant to assist with due
diligence of TCE’s Proposal

. March%ZB"h OPA made a counter-proposal to TCE
- April 6 TCE rejected OPA’s counter-proposal

> ONTARIO
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Aleksandar Kojic

From: Michael Killeavy

Sent: August 2, 2011 12:03 PM _

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick
Subject: RE: BOD 2 Aug 2011 Presentation - REVISED ....

Attachments: TCE Board Presentation 2 Aug 2011 v4.pptx

Here is a further updated presentation — | removed “government-instructed” from references to the second counter
proposal. | also added the “Privileged and Confidential — Prepared in Contemplation of Litigation” footer to all the
slides.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5SH 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

From: Michael Lyle

Sent: August 2, 2011 11:53 AM

To: Michael Killeavy; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick
Subject: RE: BOD 2 Aug 2011 Presentation - REVISED ....

Some changes in light of more info on the Lennox side of the deal.

Michael Lyle

General Counsel and Vice President
Legal, Aboriginal & Regulatory Affairs
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario, M5H 1T1

Direct; 416-868-6035

Fax; 416.969.6383

Email: michael.lyle@powerauthority.on.ca

This e-h_éil-;ﬁéé_s'é-gfe;ﬁﬂ;;; f_iles tr;nsmlﬁed {m;ili_i it are iniended only for the named ;écripri;an'tis)wa bE);reiarnd' mai{ cor'_lta_lnlnfonnatlc;nthat |s priﬁiléée& , cbnﬁdential '
and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or
any files transmitted with it is sirictly prohibited. if you have recsived this message in error, or are not the named recipient(s), please notify the sender immediately
and delete this e-mail message

From: Michael Killeavy

Sent: August 2, 2011 11:38 AM

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick

Subject: BOD 2 Aug 2011 Presentation - REVISED ....

Importance: High




Attached please find the revised BOD presentation. | can insert Kevin's and Amir’s slides into the appendix when they
are ready.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)
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‘Background:

» TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government

+ Subsequently, TCE advised OPA counsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both parties to the arbitration

» No impact on ability of TCE to participate in future OPA
procurement processes

« Ofthese three, the limitation on scope of arbitration is by
far the most important from TCE’s perspective

2 ONTARIO ?
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Background:

7
| P

{
* OPA briefed Government on these issues and attempted

to develop a common approach with Government on
negotlafung an arbitration agreement with TCE

+ |ssue was elevated in Government and Infrastructure
Ontario (“IO”) was asked to take a lead role in
negoﬁaﬂons

« IO was ‘able to get TCE to agree to hold off on

commencmg litigation while discussions were pursued

| ; ONTARIO

; Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY 7




Proposed Deal - Key Elements

« Commercial Deal between OPG and TCE where TCE
leases Lennox facility and constructs new combined
cycle gas plant on Lennox site under PPA with OEFC
(the issues related to a gas plant at Lennox are

~discussed in the Appendix)

* Provision also made for subsequent negotiations on
potential joint venture between TCE and OPG on
conversion of Nanticoke to gas

 |f commercial deal not finalized by September 1, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

 OPA is a party to proposed arbitration agreement
| 4 | ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY 7



Arbitration Agreement - Key Elements

TCE, Crown and OPA are parties in arbitration
Subject of arbitration agreement is focused on quantum
of damages

OPA and Crown waive defences with respect to:

» Exclusion of liability clauses in contract

» Any possibility that plant would have been unable to be built
because it did not receive all necessary approvals

TCE releases OPA and Crown from any further claims

Process for arbitration award to be paid through transfer
of an mterest in an asset owned by the Crown or an
agency of the Crown

No reference to other OPA procurement processes

> ONTARIO
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Arbitration Agreement - OPA Key Concerns

» What is value proposition for ratepayers? — how strong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

- Who should pay arbitration award? — ratepayers or
taxpayers?

* The turbines — are there opportunities to obtain
ratepayer value by providing for assignment of turbines
to successful bidder?

6 ONTARIO
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Arbitration Agreement - OPA Key Concerns

+ Characterization of October 7 letter — stated that OPA
terminated Oakville contract in this letter

* Scope of arbitration process — limits on arbitration
processraises concern about ability to obtain information
from TCE

| .

| o
* No acknowledgement may be made of the fact that

matterﬁ?s gone to arbitration

7 ONTARIO
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Comparison of Settlement Proposals

NRR covers capital costs, financing working capital, retums, fixed monthly payment over life of

$16,900/MW-month $12,500/MW-month §14,922/MW-month Unknayr contract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
Unknown Assumed 7.5% Cast of Equily, | TCE claimed "unleveraged” Unknawn TCE can finance/leverage how they want to increase NPV of projsct. We have assumed in second
all equity project. discount rate of 5.25% proposal what we believe that they would use,
20 Years + 20 Years + We believe that TCE obtains all their value in the first 20 years. 10 Year Option is a “nice to have”™
Option for 10-Year 25 Years 26 Years Option for 10-Year sweetener. Precedent for 25-year contract. — Portlands Energy Centre has option for additional five
Extension Extensian yaars on the 20-year term.
LTEP indicates need for peaking generation in KWCG; need at least 450 MW of summer peaking
450w 500 MW 481 MW 450 MW capacity, Average of 500 MW provides additional system flexibility and reduces NRR an per MW basis
Lump S;??I:;{menl of Amortize O:;Lﬁfsyears —ne | Amartize n:;[fnssyears ~no Unknown $37MM to be audited by Ministry of Finance for substantiation and reasonableness
- . ", Precedent — Portlands Energy Centre, Halton Hills, and NYR Peaking Plant. Paid an a cost recovery
Payment in addition tothe Payment in addition to the Payment in addition to the NRR Unknown basis, i.e. no opportunily to charge an additional risk premium on top of active costs. TCE estimate is
NRR NRR
15100MM £+ 20%.
: Qur CAPEX based on independent review by cur Technical Expert and published information on other
$540mm $400mm $475 mm Unl:;{f)::gntllg:;e alif;l;f? ;r;the similar generation facilities, We have increased it by $75MM; however, cannot really substantiate
difference that it is $540 mm :::;e;rherefnse, we are still propoesing a target cost on CAPEX where increasesidecreases are
Little Visibility Reasonable Reasonable Unknown TCE has given us timited insights into their operating expenses. We have used advice from our

technical consuitant on reasonable OPEX estimates.

Assistance/Protection from
mitigating Planning Act
approvals risk

We would approach
Govemment to provide
Planning Act approvals

axemption.

No government assistance with
permifting and approvals
combined with a good faith
obligation 10 negotiate 0GS
cempensation and sunk costs if
tie K-W Peaking Plant doesn’t
proceed because of permitling
issues.

TCE is willing to accept
permitting risk provided that it

recelve a lump sum payment
for (i) sunk costs and (ii)
financial value of ihe OGS
contract. This would apply to
any and all permits, not just
those issued under he

Planning Act.

has a right to {a) terminate the
Replacement Contract and (&)

In the second counter-propasal the permitting risk is entirely transferred io TCE; however, the promise
of finding compensation of OGS lost profits would centinues until another aption is found.

8
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Potential Outcomes

* The followmg graphic sets out several cases for
Iltlgatlon/arbltratlon and settlement

« TCE’s ?pfoposal to build the Replacement Project costs
the ratepayer more than our potentially worst case
scenario if we were to go to litigation

* The cost of the OPA’s Second Counter-Proposal is close
to the W@rst case if we were to go to litigation

° ONTARIO
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Financial Value of Potential Outcomes

Litgation - worst case N
Litigation - Intermediate Case _

Litigation - Best Case

TCE Proposal wOGS Sunk

=

OPA Counter-Proposal OGS Profits

Government-instructed 2nd gzpei:tﬁzjiture

Counter-Proposal P

B Turbines
Competitive Tender - Worst Case

mLitigation

Competitive Tender - Intermediate }
Case

Competitive Tender - Best Case |

$0 $2‘00 $4IOO $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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Management Assessment

* Not enough information has been provided and we
cannot prowde any assessment on whether it is in the
‘best mterests of the OPA to enter into this arbitration
agreement

i - ONTARIO
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Lennox QS — Current Status
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Southwest Greater Toronto Area (SW GTA) Supply

* Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

« GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

« Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

» Expected to fall short by 2015 or sooner

b ONTARIO
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Southwést Greater Toronto Area (SW GTA) Supply

 |n addltlon to aggressive conservation efforts the OPA
has |dent|f|ed the need for new electricity generation in
this area
 New electricity generation will;
— Support coal-fired generation replacement by 2014
— F’rovnde system supply adequacy

— Address reliability issues such as local supply and voltage
suppoﬁ

— DeferlTransmission needs in the Western GTA

" ONTARIO
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OPA Procurement Process — Ministry Directive

~+ Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakuville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

° ONTARIO
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OPA Prcir;cé:urement Process - RFQ & RFP

1. Request for Qualifications
— Released October 2008
— 9 Qualification Submissions were received

— Short-list of 4 Qualified Applicants representing 7
proposed projects resulted

2. Request for Proposals

— Released February 2009
— 4 Proposals from 4 Proponents were received

— Proposals evaluated on Completeness; Mandatory
Requ1rements Rated Criteria and Economic Bid

— PrOJect with lowest Adjusted Evaluated Cost selected

I
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Procurement Process - Contract

« SW GTA Contract based on Clean Energy Supply (CES)
Contract

— 20 year term
— Contract-for-Differences based on Deemed Dispatch logic:
+ Generator guaranteed Net Revenue Requirement (NRR)

« Market Revenues < NRR = Payment from OPA
« Market Revenues > NRR = Payment from Generator

« TransCanada Energy Ltd. ("TCE”) was the succeful
proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

20 ONTARIO
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' Opposition to Gas-Fired Generation

. Procurement process fraught with local opposition

* Town of Oakyville passed several by-laws:

— Interlm control of power generation facilities on certain lands in
the Town of Oakville (2009-065)

— Town of Oakville Official Plan Livable Oakville (2009-112)
— Health Protection and Air Quality By-law (2010-035)

- Amendment to the Official Plan of the Oakville Planning Area
(Power Generation Facilities) (2010-151)

— Amend the Comprehensive Zoning By-law 1984-63 to make
modlflcatlons for power generation facilities (2010-152)

— Amend the North Oakville Zoning By-law 2009-189 to make
modifications for power generation facilities (2010-153)

21 | ONTARIO
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- Opposition to Gas-Fired Generation

~+ Town of Oakville rejected TCE’s:
— Site plan application
— Application for minor variances

« Mississauga Mayor Hazel McCallion publically opposed
project

» Liberal MPP Kevin Flynn publically opposed project

« CA4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close to

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

2 ONTARIO
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- Government Cancellation

. October 7 2010 Energy Minister Brad Duguid, along
with Oakwlle Liberal MPP Kevin Flynn, announced the
Oakwlle power plant was not moving forward

« OPA prowded TCE with letter, dated 7 October 2010,
that stated “The OPA will not proceed with the Contract.
n As a result of this, the OPA acknowledges that you are
em‘/tled to 0 your reasonable damages from the OPA,
mcludmg the anticipated financial value of the Contract.”

« OPA Contract contains an Exclusion of Consequential

4 Damages clause (including loss of profits)

£ -* * ONTARIO
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Termination Negotiations

» Subsequent to the announcement of the cancellation of
~ the Oakville GS project the OPA and TCE entered into
- negotiation to terminate the contract on mutually
acceptable terms.

* These discussions began in October 2011 and continued
until April 2011.

« All these discussions we on a confidential and without
prejudice basis. |

2 ONTARIO
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TCE Initial Concerns

« TCE |dent|f|ed 3 immediate concerns:

1. Cen|ed|an Securities Administrators (CSA) disclosure
| ‘reciwures TCE to report a write down on the project if out-

of—pocket costs not resolved by year-end (~$37 MM)

2. Handllng of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM)

3. Flnénc:lal value of OGS
« TCE met with Premier’s Office and advised that Ontario

has other generation needs; TCE is a good counterparty;
and asked TCE to be patient and not sue immediately

N ONTARIO
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Confidentiality Agreement

 Ali OPA and TCE discussions related to the termination

of the contract have occurred on a “without wrejudice”
basis.

« Oct. 8t OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain

confidential, without prejudice and subject to settlement
privilege.

'+ This agreement has a term of five years.

2 ONTARIO
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MOU

« TCFE’ s"li'reasury Department needed documentation from
the OPA stating there was a replacement project to

which tr?e OGS’s out-of-pocket costs could be applied to

avoid having to write them off at year-end
« MOU executed December 21, 2010:
- Potemlal Project site identified for Cambridge

— Potern'tlal Project will utilize the gas turbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotlate a Definitive Agreement for the Potential Project

— Potentlal Project to be gas-fired peaking generation plant
— Expired June 30, 2011

i  ONTARIO
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Replacement Project

It was determined that the replacement project would be a

- gas-fired peaking generation (i.e. simple cycle) plant with a

contract capacity of 400 - 450 MW

- TCE owns a site in Cambridge (Eagle St.) but close to

schools and residential areas
TCE identified the Boxwood Industrial Park in Cambridge as

~ its preferred site

TCE has had preliminary dlscussmns with the City of
Cambridge and they seem to be a willing host

C4CA has commenced a letter writing campaign against the
replacement project

The 2 Mitsubishi M501GAC gas turbines purchased for

OGS will be repurposed for the replacement progCNtTARIO
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Replacement Project Negotiations

* Negotia

tions focused on the following issues:

- Cabitel costs of Replacement Project
— Fmanmal value of OGS
- Dlsposmon of Mitsubishi gas turbines

— Prop|er allocation of project risk, i.e., who bears the
appl ovals and permitting risk for the Replacement Project.

~+ The neg‘otiations were premised on the financial value of
OGS being “built” into the return that TCE would get from
the Replacement Project.

i ONTARIO
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OPA Analysis
j

~+ OPA undertook a detailed analysis of the Replacement
Project.

- Third party technical and financial consultants were hired
to support this effort.

« The OPA believes that TCE’s projected capital
expenditure for the Replacement Project is far too high.

. TCE estimated that the CAPEX was on the order of $540
-~ million. Our estimate is $375 million.

30 ONTARIO
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Fundamental Disagreement - Value of OGS

« TCE hae claimed that the financial value of the OGS
""" contract is $500 million.

- TCE presented a project pro forma for the OGS bid into
the SW@TA RFP.

« The model shows a NPV of after-tax cash flows of $503
million. |

» |talso shows a discount rate of 5.25% for discounting
the cash flows — TCE'’s purported unlevered cost of
equny

ONTARIO
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‘Residual Value of the OGS

_* The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

~» Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

32 ‘ ONTARIO
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TCE Current Position on OGS Fmanclal Value

* In February 2011 TCE revised its initial position on the
resrdualw value of the OGS. -

o |t stated that the residual cash flows ought to be
drscounfced at 8%, which would yield a OGS NPV of
$385 m‘irlllon and not the earlier claimed $503 million.

 Our independent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much

Iower

o | ONTARIO

. Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY {_}




Ministry of Energy Directive

» OPA has worked closely with Ministry of Energy on the
drafting of a Directive to authorize negotiations with TCE
for the replacement project

« OPA requires a Directive to enter into the Definitive
Agreement

« Ministry wants the Directive to be silent on including the
financial value of the OGS Contract into the revenue
requirement for the replacement project |

» Directive remains outstanding

* ONTARIO
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| Settlemént Proposals

 March 10"h OPA received TCE’s Potential Project Pricing
and Terms Proposal

— Commercnal parameters for the proposed peaking plant
alorigiwith proposed revisions to the peaking contract

« TCE proposmg to pass through majority of risk to Ontario

ratepay\er
« OPA retained Financial Consultant to aSS|st W|th due

dlllgence of TCE's Proposal |
. March28"h OPA made a counter-proposal to TCE
» April 6t TCE rejected OPA’s counter-proposal

% ONTARIO
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Aleksandar Kojic

From: Michael Killeavy

Sent: August 2, 2011 1:27 PM

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick
Subject: RE: BOD 2 Aug 2011 Presentation - REVISED ....

Attachments: TCE Board Presentation 2 Aug 2011 v5.pptx

Attached is the presentation for today’s review meeting at 1:30pm.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

From: Michael Lyle

Sent: August 2, 2011 11:53 AM

To: Michael Killeavy; JoAnne Butler; Breit Baker; Amir Shalaby; Kevin Dick
Subject: RE: BOD 2 Aug 2011 Presentation - REVISED .... :

Some changes in light of more info on the Lennox side of the deal.

Michael Lyle

General Counsel and Vice President -
Legal, Aboriginal & Regulatory Affairs
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario, M5H 1T1

Direct: 416-969-6035

Fax: 416.969.6383

Email; michael.lyle@powerauthority.on.ca

- This.e-mail. message.and.any.files fransmitled with it are intended only for the named recipient(s) above and may contain information that is privileged, confidenfial

: ~-andfor exempt from disclosure under applicable law:"If you are not the intended recipient(s); any disseémination, distribution or copying of this&-mail megsageor

any files transmitted with it is strictly prohibited. If you have received this message in error, or are not the named recipient(s), please notify the sender immediately
and delete this e-mail message

From: Michael Killeavy

Sent: August 2, 2011 11:38 AM

To: Michael Lyle; JoAnne Butler; Brett Baker; Amir Shalaby; Kevin Dick
Subject: BOD 2 Aug 2011 Presentation - REVISED ....

Importance: High

Attached please find the revised BOD presentation. | can insert Kevin’s and Amir's slides into the appendix when they
are ready.



Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)
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Background:

« TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government |

« Subsequently, TCE advised OPA couhsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both parties to the arbitration

» No impact on ability of TCE to participate in future OPA
procurement processes

« Of these three, the limitation on scope of arbitration is by
far the most important from TCE’s perspective

2 ONTARIO
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Background:

« OPA brllefed Government on these issues and attempted

to develop a common approach with Government on

|1l
| negotla?glng an arbitration agreement with TCE

¢ |ssue was elevated in Government and Infrastructure
Ontario (“IO”) was asked to take a lead role in
negonagons

"+ 10 was able to get TCE to agree to hold off on
- commencing litigation while discussions were pursued

3 ONTARIO/
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Proposed Deal - Key Elements

-+ Commercial Deal between OPG and TCE where TCE
leases Lennox facility and constructs new combined
cycle gas plant on Lennox site under PPA with OEFC
(the issues related to a gas plant at Lennox are
discussed in the Appendix)

« Provision also made for subsequent negotiations on
-1 potential joint venture between TCE and OPG on
conversion of Nanticoke to gas

« |f commercial deal not finalized by September 1, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

« OPA is a party to proposed arbitration agreement -
| 4 ONTARIO
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TCE, Crown and OPA are parties in arbitration

Subject

of arbitration agreement is focused on quantum

of damages

« OPA ant

d Crown waive defences with respect to:

» Exclusion of liability clauses in contract

» Any possibility that plant would have been unable to be built
because it did not receive all necessary approvals

TCE releases OPA and Crown from any further claims

Procesefor arbitration award to be paid through transfer
of an interest in an asset owned by the Crown or an
agency of the Crown

No refer

ence to other OPA procurement processes

° ONTARIO
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Arbitration Agreement - OPA Key Concerns

« What is value proposition for ratepayers? — how strong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

« Who should pay arbitration award? — ratepayers or
taxpayers?

* The turbines — are there opportunities to obtain

ratepayer value by providing for assignment of turbines
to successful bidder?

: ONTARIO ?
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Arbitrat@i'%;on Agreement - OPA Key Concerns

. Characterization of October 7 letter — stated that OPA
terminated Oakville contract in this letter

- Scope of arbitration process — limits on arbitration
process|raises concern about ability to obtain information
from TCE

* No acknowledgement may be made of the fact that
matter has gone to arbitration

! ONTARIO
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Comparison of Settiement Proposals

ECOmNBRtY)

NRR covers capital costs, financing working capital, returns, fixed monthly payment over life of
$16,500/MW-manth $12,500/MW-manth $14.922/NW-menth Unknown contract, Energy paid on a deemed dispatch basis, this plant will oparate less than 10% of tha tims.
Uniknown Assumed 7.5% Cost of Equity, | TCE claimed "urfeveraged” Unknown TCE can financefleverage how they want to increase NPV of project. We have assumed in second
all equity project, diseount rate of 5.25% proposal what we believe that they would use.
20 Years + 20 Years + Wa balieve that TCE obtains all their vatue in the first 20 years, 10 Year Qption is a *nice to have®
Option for 10-Year 25 Years 25Years Qption for 10-Year sweetener. Precedent for 25-year contract, - Portlands Energy Centre has aption for additional five
Extension Extension years on the 20-year term.
LTEP indicates need for peaking generation in KWCG; need ! (east 450 MW of summer peaking
450 M 500 MW 481 M As0mw capacity, Avarage of 500 MW provides additional system flexibility and reduces NRR on per MW basis
Lump Sum Payment of Amortize over 25 years—~no | Amortize over 25 years —no N - " -
$37mm retums roturns Unknewn $37MM to be audited by Ministry of Finance for substantiation and reasonableness
. - . " Precedent — Portlands Energy Centra, Halton Hills, 2nd NYR Peaking Plant. Pald on a cost recovery
Payment 'r;frf:'t'm tothe Payment in addition to the Payment in addition to the NRR Unkngwn basis, i.8. no opportunity to charge an additional risk premium on tap of active costs. TCE estimate is
F100MM -+ 20%.
. Our CAPEX based on independent review by cur Technical Expert and published information on other
$540mm $400 $475 mm Unl:?ewr:niztgi\:‘;e;l‘rfsr;r;r:‘lhe similar generation facilitis. We have increased it by $765MM; however, cannot reatly substantiate
mm - i why. Therefore, we are still proposing a target cost on CAPEX where increases/decreases are
difference that it is $540 mm sharad
. - TCE has given us limited insights into their operating expenses. We have used advice from our
Lille Visibility Reasonable Reasonable Unknawn technical cansultant en reasenable OPEX estimates.
TCE is willing to accept
. . ermitting risk provided that it
He govel_'trt\_rnent 355'5tan':‘e1 with l?as a rigl?t to (ap) terminate the
permiting and approva's Replacement Contract and (b)
Assistance/Protection from Wewould approach combined with a good faith

mitigating Planning Act
approvais risk

Government to provide
Planning Act approvals
exemption.

obligation to nagotiate 0GS
compensation and sunk costs if
the K-W Peaking' Plant doesn't
praceed because of permitting
issues.

receive a lump sum paymeant
for {i} sunk costs and (ii)
financial valug of the OGS
centract. This would apply to
any and all permits, not just
those issued under the
Planning Act.

In the second counter-propesal tha permitting risk is entirely transferred ta TCE; however, the promise
of finding compensaticn of OGS %est prefits would continues untit another optian is found.

Privileged and Confidential - Prepared in Contemplation of Litigation
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Potential Outcomes

-+ The followmg graphic sets out several cases for
Iltlgatlon/arbltratlon and settlement

« TCE’s: proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case
scenarlo if we were 1o go to litigation

 The cos}t of the OPA’s Second Counter-Proposal is close
to the worst case if we were to go to litigation

° ONTARIO
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Financial Value of Potential Outcomes

Litigation - Worst Case

| Litigation - Intermediate Case

Litigation - Best Case

TCE Proposal u OGS Sunk
OPA Counter-Proposal mOGS Profits
Government-instructed 2nd & Capitai

Counter-Proposal Expenditure

f— | Turbines

Competitive Tender - Worst Case

Competitive Tender - Intermediate
Case

Competitive Tender - Best Case }

$0 $200 $4IOO $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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Management Assessment

Not enough information has been provided and we
cannot prowde any assessment on whether if is in the
best mterests of the OPA to enter into this arbitration
agreement

o . ONTARIO /
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System ?Ianning Considerations

. Contlnued operation of the current Lennox station at
current Contracted terms is valuable to the system and
as such \IS part of the LTEP and IPSP.

 The Transmlssmn system can accommodate adding
capacrty| on the Lennox site . Fuller assessment to be
developed once details are better known.

* The System will need capacity that has operating
erX|b|I|ty Low minimum loading, high ramp rates, and
frequent‘ cycling capability. Any new addition should be
speCIfled accordingly.

S ONTARIO
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- System Planning considerations-continued

 Itis too early to commit to adding large capacity at this
time. LTEP/IPSP recommended waiting to at least 2012

to reassess needs. Weak demand could make additions
surplus for some time

« It is higher value to the system to add capacity in
Cambridge. The alternative is 20 Km of 230 KV
transmission from either Guelph or Kitchener

« Adding new capacity will delay and reduce the need for
conversion of Nanticoke/ Lambton to natural gas.

* On Conversion of coal to gas : the only firm requirement
at this time is for Thunder bay to be converted.

14 ' ONTARIO
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Current Status of Lennox Contract and
Negotlatlons

15

Directive fo

— OPA ess

r OPA to enter into negotiations with OPG was issued on January 6, 2010

Current Contract

entially converted IESO RMR contract to OPA Contract for Lennox

— Lenndx provides a cost to Ontario electricity customers with a reasonable balancing of risk-

b
and rew

ard including incentives for optimizing the facility operation

— COntre!oitf was effective on the expiry of the most recent IESO RMR contract {October 1,
2009) a nd expired on December 31, 2010

— OPA renewed the contract with minor modifications in January 2011 (effective until
December 31, 2011)

OPG wouéld?
capital proj

Based on tf

Ellke a longer term contract (3 to 10 years) with OPA that provides for
écts including a CHP facility

1e relatively low cost of extremely flexible capacity associated with Lennox,

the OPA ha‘

s been working with OPG to re-negotiate a new longer term agreement for

Lennox and would be willing to provide compensation for capital projects but is
doubtful about the CHP facility

The re- neggtlated contract is envisaged to be complete by November of 2011

ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply

. Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

 GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

» Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

» Expected to fall short by 2015 or sooner

° ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply

* In addftiém to aggressive conservation efforts the OPA
has |dent|fied the need for new electricity generation in

this area

* New electr|C|ty generation will:
— Suppert coal-fired generation replacement by 2014

— Prowde system supply adeguacy
— Address reliability issues such as local supply and voltage

suppoﬂ
— Defer Transm|SS|on needs in the Western GTA

i ONTARIO
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OPA Procurement Process - Ministry Directive

* Ministry of Energy issued Directive to OPA in August
2008 to: | |

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakuville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

? ONTARIO #
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OPA Prcf)jfcurement Process - RFQ & RFP

1. Request for Qualifications
— Released October 2008
-9 Quellflcatlon Submissions were received
— Shqrté;flist of 4 Qualified Applicants representing 7
prop?)cf)'sed projects resulted
2. Request for Proposals
— Released February 2009
— 4 Proposals from 4 Proponents were received

— Pro osals evaluated on Completeness; Mandatory
Reqtnrements Rated Criteria and Economic Bid

- PrOJect with lowest Adjusted Evaluated Cost selected

| ° ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY
‘ o




Procurement Process - Contract

« SW GTA Contract based on Clean Energy Supply (CES)
Contract

— 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
* Generator guaranteed Net Revenue Requirement (NRR)
« Market Revenues < NRR = Payment from OPA
* Market Revenues > NRR = Payment from Generator

« TransCanada Energy Ltd. (“TCE”) was the succeful
~ proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

20 ONTARIO
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Opposition to Gas-Fired Generation

* Procurement process fraught with local opposition
 Town of' Oakyville passed several by-laws:

I
Intenm control of power generation facilities on certain lands in

the Town of Oakville (2009-065) -
Town of Oakville Official Plan Livable Oakville (2009-112)
Health Protection and Air Quality By-law (2010-035)

Amendment to the Official Plan of the Oakville Planning Area
(Power Generation Facilities) (2010-151)

Amend the Comprehensive Zoning By-law 1984-63 to make
modifications for power generation facilities (2010-152)

Amen‘d the North Oakville Zoning By-law 2009-189 to make

modaﬁcahons for power generation facilities (2010-153)

2 ONTARIO
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TCE Initi’?al Concerns

-+ TCE identified 3 immediate concerns:

1. Canadran Securities Administrators (CSA) disclosure
requrres TCE to report a write down on the project if out-
of—pocket costs not resolved by year-end (~$37 MM)

2. Handlrng of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM)

3. Frnancral value of OGS
« TCE met with Premier’'s Office and advised that Ontario

has other generation needs; TCE is a good counterparty;
and aeked TCE to be patient and not sue immediately

= ONTARIO
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Confidentiality Agreement

 All OPA and TCE discussions related to the termination
of the contract have occurred on a “without wrejudice”
basis.

« QOct. 8" OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain
confidential, without prejudice and subject to settlement
privilege.

« This agreement has a term of five years.

& ONTARIO
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MOU

TCE's! Treasury Department needed documentation from
the OPA stating there was a replacement project to
which the OGS’s out-of-pocket costs could be applied to
avoid havmg to write them off at year-end

MOU executed December 21, 2010:

— Potential Project site identified for Cambridge

— Potential Project will utilize the gas turbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotiate a Definitive Agreement for the Potential Project

— Potéritial Project to be gas-fired peaking generation plant

— Expired June 30, 2011

°! ONTARIO
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Replacement Project

+ |t was determined that the replacement project would be a
gas-fired peaking generation (i.e. simple cycle) plant with a
contract capacity of 400 - 450 MW |

 TCE owns a site in Cambridge (Eagie St.) but close to
schools and residential areas

« TCE identified the Boxwood Industrial Park in Cambridge as
its preferred site

« TCE has had preliminary discussions with the City of
-Cambridge and they seem to be a willing host

» C4CA has commenced a letter writing campaign against the
replacement project

* The 2 Mitsubishi MS01GAC gas turbines purchased for
OGS will be repurposed for ;cahe replacement project

NTARIO
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Replacement Project Negotiations

. Negotiéjcions focused on the following issues:
- Capitél costs of Replacement Project
— Fmancnal value of OGS
— Dlsposmon of Mitsubishi gas turbines

— Proper allocation of project risk, i.e., who bears the
approvals and permitting risk for the Replacement Project.

 The negotlatlons were premised on the financial value of

OGS belng “built” into the return that TCE would get from
the Rep acement Project.

2 ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY {_/




OPA Analysis

. OPA undertook a detailed analysis of the Replacement
Project.

« Third party technical and financial consultants were hired
to support this effort.

« The OPA believes that TCE's projected capital
expenditure for the Replacement Project is far too high.

« TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

& ~ ONTARIO
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Fundamental Disagreement - Value of OGS

e TCE ha‘s claimed that the financial value of the OGS

contract is $500 million.
1‘

« TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

« The model shows a NPV of after-tax cash flows of $503
million. |

» |talso |s‘hows a discount rate of 5.25% for discounting
the cash flows — TCE's purported unlevered cost of

eqwty
8 ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY ”




'Residual Value of the OGS

"+ The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

. TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

2 ONTARIO
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TCE Current Position on OGS Financial Value

* |In February 2011 TCE revised its initial position on the

resid uaI

o |f stated

*value of the OGS.

that the residual cash flows ought to be

dlscounted at 8%, which would yield a OGS NPV of

$385 ml

I'Ilon and not the earlier claimed $503 million.

+ Our inélépendent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developlng OGS the value is likely much

lower. |

33 |
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Ministry of Energy Directive

 OPA has worked closely with Ministry of Energy on the
drafting of a Directive to authorize negotlatlons with TCE
for the replacement project

« OPA requires a Directive to enter into the Definitive
Agreement

« Ministry wants the Directive to be silent on including the
financial value of the OGS Contract into the revenue
requirement for the replacement project

« Directive remains outstanding

* ONTARIO
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- Settlement Proposals

. Marchﬂ%bth OPA received TCE’s Potential Project Pricing
and Terms Proposal

— Commercial parameters for the proposed peaking plant
annZgi@with proposed revisions to the peaking contract

*+ TCE proposing to pass through majority of risk to Ontario
ratepayer

« OPA retalned Financial Consultant to assist with due
dlllgence of TCE’s Proposal -

* March 28th OPA made a counter-proposal to TCE
* April 6*h TCE rejected OPA’s counter-proposal

> ONTARIO

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY {_/




Aleksandar Kojic

From: Michael Killeavy

Sent: August 2, 2011 3:29 PM

To: Michael Lyle; JoAnne Butler; Amir Shalaby; Brett Baker
Cc: John Zych

Subject: TCE Matter - BOD Presentation 2 Aug 2011 ...
Attachments: TCE Board Presentation 2 Aug 2011 v8.pptx
Importance: High

Attached is the updated presentation, which reflects today’s meeting comments.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)
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Background:

» TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government

« Subsequently, TCE advised OPA counsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both parties to the arbitration

» No impact on ability of TCE to participate in future OPA
procurement processes

« Of these three, the limitation on scope of arbitration is by
far the most important from TCE'’s perspective

2 ONTARIO
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Backgroiund:

« OPA brlefed Government on these issues and attempted
to devel‘op a common approach with Government on
negotlatlng an arbitration agreement with TCE

¢ |ssue w*as elevated in Government and Infrastructure

Ontarlo (“IO”) was asked to take a lead role in
'negonanons

:s
o
i

* |O was able to get TCE to agree to hold off on
commelncmg litigation while discussions were pursued

: ONTARIO
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Proposed Deal - Key Elements

« Commercial Deal between OPG and TCE where TCE
leases Lennox facility and constructs new combined
cycle gas plant on Lennox site under PPA with OEFC
(the issues related to a gas plant at Lennox are
discussed in the Appendix)

* Provision also made for subsequent negotiations on
potential joint venture between TCE and OPG on
conversion of Nanticoke to gas

. If commercial deal not finalized by September 1, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

4 ONTARIO
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Arbitratibn Agreement - Key Elements

< TCE, C}own and OPA are parties in arbitration

. Subjec’ul of arbitration agreement is focused on quantum
of damages

« OPA and Crown waive defences with respect to:

» Exclusion of liability clauses in contract

» Any possibility that plant would have been unable to be built
because it did not receive all necessary approvals

- TCE releases OPA and Crown from any further claims

- Process for arbitration award to be paid through transfer
of an interest in an asset owned by the Crown or an
agency|of the Crown

"+ No reference to other OPA procurement processes
;l 5 ONTARIO
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Arbitration Agreement - OPA Key Concerns

« What is value proposition for ratepayers? — how strong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

* Who should pay arbitration award? — ratepayers or
taxpayers? |

_-' The turbines — are there opportunities to obtain
~ ratepayer value by providing for aSS|gnment of turbines
to successful bidder?

6 ONTARIO
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Arbitration Agreement —- OPA Key Concerns

. Characterlzatlon of October 7 letter — stated that OPA
termlnated Oakville contract in this letter

. Scopetdf arbitration process — limits on arbitration
proces@sgraises concern about ability to obtain information
from TCE

 No acknowledgement may be made of the fact that

matter has gone to arbitration.

+ The diScfovery process is limited. |
S 7 ONTARIO
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Comparison of Settlement Proposals

NRR covers capital costs, financing warking capital, retums, fixed monthly payment over Jife of

$16,900iMw-manth $12.500MW-month $14.922MW-month Unknown contract. Energy paid on a deemed dispatch basis, this plant will operate tess than 10% of the time.
Unknown Assumed 7,5% Cost of Equity, | TCE ¢laimed “unleveraged® Unknown TCE can finance/leverage how they want to increase NPV of project. Wae have assumed in secend
all equity project. discount rate of £.25% propasal what we believe that thay would use,
Bars + ears + & beliave that obtains all their value in the first 20 vears. ‘ear Option is a "nice to have'
20 20 We beli hat TCE obtai I their valkue in the first 20 10 Year Option is a "nice 19 have”
Option for 10-Year 25 Years 25 Years Option for 10-Year sweetener. Precedent for 26-year contract. — Portlands Energy Centre has option for additional five
Extension Extension years on the 20-year term,
LTEP indicates need for peaking generaticn in KWCG; need at least 450 MW of suisnmer peaking
capacity, Average of provides additichal system flexibility and reduces on per sis
450 MW 500 MW 481 MW 450 MW ity, A £ 500 MW ides additional system fexibility and red NRR MV basi
Lump s;g;m’mem of Amortze o;t;ntzfnssysars —ho | Amonize 0:;L$:syears -ne Unknown $37MM 1o be audited by Ministry of Finance for substantiation and reasonableness
. - . . Precedent - Portlands Energy Centre, Halton Hills, and NYR Peaking Plant, Paid on a cost recovery
ayment in addition lo the mknown asis, i.9. no epperturity to charge an additional risk premium on tap of active costs, estimate is
Payment mNalu::lgmun tothe Payment u;,;d:lhnn ta the P 1 in addition Lo the NRR Unka basis. i riunity (o ch dJditional risk h top of acti ts. TCE estimate i
$100MM £ 20%.
. Qur CAPEX based on independeant review by cur Technical Expert and published information on other
$540mm $400mm $475 mm Unl:g?;'g rﬁ:";txe E'Et:é;r;r:]me similar generation facilities. We have increased it by $75MM; however, cannot really substantiate
difference that it is $540 mm why. Therefore, we are still proposing a target cost on CAPEX where increases/decreases are
shared,
Litte Visibility Reasonable Reasonable Unknown TCE has given us limited insights into their operating expenses. We have used advice from our

technical consultant on reasonable OPEX estimates,

Assistance/Protection from
mitigating Planning Act
approvals risk

‘We would approach
Guovernment to provide
Planning Act approvals

exemption.

No government assistance with
permitting and approvals
combined with: a good faith
obligaticn to negoliate OGS
compensation and sunk costs if
the K-W Peaking Plant doesn't
proceed because of permitting
issues,

TCE is witling to accept
permilting risk provided that it
has a right ta (a) terminate the:
Replacement Contract and (b}
recelve a lump sum paymeant

for (i) sunk costs and i)

financial value of the OGS
contract. This would apply to
any and all permits, not just
those issued under the

Planping Act,

In the second counter-proposal the permitting risk is entirely transferred ta TCE; however, the promise
of finding compensation of OGS lost profits would continues untit another option is feund.

Privileged and Confidential — Prepared in Contemplation of Litigation
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Potentia'l Outcomes

 The fqllf':cz)wing graphic sets out several cases for
litigation/arbitration and settlement

« TCE’ s prOposaI to build the Replacement Project costs
the ratepayer more than our potentially worst case
scenario if the case were to go to litigation

\
P
[

. ~ The coslt of the OPA’s Second Counter-Proposal is close
to the Worst case if the case were to go to litigation

’ | ONTARIO
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Finahcial Value of Potential Outcomes

i Litigation - Intermediate Case _

Litigation - Best Case

TCE Proposal 21 0GS Sunk
[
OPA Counter-Proposal OGS Profits
. mCapital
2nd Counter-Proposal Expenditure
E Turbines
Competitive Tender - Worst Case
m Litigation

Competitive Tender - Intermediate
Case

Competitive Tender - Best Case

\ $0 $200 $400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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Appendlx System Planning and
| Status of Lennox GS

! . ONTARIO
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OPG/TCE Potential Deal - System Planning
- Considerations

» Continued operation of the current Lennox station at
current contracted terms is valuable to the system and
as such is part of the LTEP and IPSP.

« The Transmission system can accommodate adding
capacity on the Lennox site . Fuller assessment to be
developed once details are better known.

« The System will need capacity that has operating
flexibility: Low minimum loading, high ramp rates, and
frequent cycling capability. Any new addition should be
specified accordingly.

12 ONTARIO
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OPGITCE Potential Deal - System Planning

consu:leratlons (contmued)

« ltis too early to commit to adding large capacity at this
time. LTEP/IPSP recommended waiting to at least 2012

to reassess needs. Weak demand could make additions
surplus for some time

» |tis higher value to the system to add capacity in
Cambridge. The alternative is 20 Km of 230 KV
transmiésion from either Guelph or Kitchener

. Addlng new capacity will- delay and reduce the need for
COI’]VGFSIOH of Nanticoke/ Lambton to natural gas.

« On Conversmn of coal to gas : the only firm requirement
- at this time is for Thunder bay to be converted.

13  ONTARIO
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Current Status of Lennox Contract and

Negoﬁaﬁons

« Directive for OPA to enter into negotiations with OPG was issued on January
6, 2010

« Current Contract

| — OPA essentially converted IESO RMR contract to OPA Contract for Lennox

— Lennox provides a cost to Ontario electricity customers with a reasonable balancing
of risk and reward including incentives for optimizing the facility operation

— Contract was effective on the expiry of the most recent IESO RMR contract (October
1, 2009) and expired on December 31, 2010

— OPA renewed the contract with minor modifications in January 2011 (effective until
December 31, 2011)

« OPG would like a longer term contract (3 to 10 years) with OPA that provides
for capital projects including a CHP facility

« Based on the relatively low cost of extremely flexible capacity associated with
Lennox, the OPA has been working with OPG to re-negotiate a new longer
term agreement for Lennox and would be willing to provide compensation for
capital projects but is doubtful about the CHP facility

« The re-negotiated contract is envisaged to be complete by November of 2011

14 ONTARIO
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Appendix — SWGTA Procurement and Contract
I (Summer 2008 to Spring 2011)
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Southwest Greater Toronto Area (SW GTA) Supply
- - -~ -

* Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

« GTA has experienced robust growth and generation in
the area continues to be significantly less than the GTA
load

* Has resulted in heavy reliance on the Transmission
System and the ability of existing infrastructure to service
this area

« Expected to fall short by 2015 or sooner

16 ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply

» In additi

on to aggressive conservation efforts the OPA

has |dent|f|ed the need for new electricity generation |n

this are;a

. New eie;ctricity generation will:

— Supp

@rt coal-fired generation replacement by 2014

— Prowde system supply adeqguacy

— Addre'ss reliability issues such as local supply and voltage
suppoﬂ

— Defer Transm|SS|on needs in the Western GTA

v ONTARIO/
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OPA Procurement Process - Ministry Directive

* Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

v ONTARIO
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OPA Procurement Process - RFQ & RFP

1. Reque‘st for Qualifications
— Released October 2008
-9 Quallflcatlon Submissions were received

~ Short list of 4 Qualified Applicants representing 7
proposed projects resulted

2. Requeet for Proposals
— Released February 2009
- 4 F?r!;c;)posals from 4 Proponents were received

— Proposals evaluated on Completeness; Mandatory
Requlgjirements; Rated Criteria and Economic Bid

—  Project with lowest Adjusted Evaluated Cost selected

19 ONTARIO
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Procurement Process - Contract

. SW GTA Contract based on Clean Energy Supply (CES)
Contract | |

— 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
« Generator guaranteed Net Revenue Requirement (NRR)
» Market Revenues < NRR = Payment from OPA
« Market Revenues > NRR = Payment from Generator

 TransCanada Energy Ltd. (“TCE”) was the successful
proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

2 ONTARIO
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|

Opposition to Gas-Fired Generation

. Procurewment process fraught with local opposition

+ Town ofiOakville passed several by-laws:

— lnterlm control of power generation facilities on certain lands in
the T@wn of Oakville (2009-065)

— Town of Oakville Official Plan Livable Oakville (2009-112)
— Health Protection and Air Quality By-law (2010-035)

— Amenidment to the Official Plan of the Oakville Planning Area
(Power Generation Facilities) (2010-151)

- Amén’d the Comprehensive Zoning By-law 1984-63 to make
modichations for power generation facilities (2010-152)

— Amen\d the North Oakville Zoning By-law 2009-189 to make
modlflcatlons for power generatlon facilities (2010-153)

;‘EL

3 ONTARIO
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Opposition to Gas-Fired Generation

« Town of Oakville rejected TCE's:
— Site plan application
— Application for minor variances

« Mississauga Mayor Hazel McCallion publlcally opposed
project

« Liberal MPP Kevin Flynn publically opposed project

« CA4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close to
homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

# ONTARIO *
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Government Cancellation

. October ‘7 2010 Energy Minister Brad Dugmd along
with Oakvnle Liberal MPP Kevin Flynn, announced the

Oakville power plant was not moving forward

+ OPA prowded TCE with letter, dated 7 October 2010,
that stated “The OPA will not proceed with the Contract.
As a result of this, the OPA acknowledges that you are
entitled to your reasonable damages from the OPA,
including|the anticipated financial value of the Contract.”

- OPA Contract contains an Exclusion of Consequential
Damages clause (including loss of profits)

28 ONTARIO
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Termination Negotiations

* Subsequent to the announcement of the cancellation of
the Oakville GS project the OPA and TCE entered into
negotiation to terminate the contract on mutually
acceptable terms. |

These discussions began in October 2010 and continued
" until April 2011.

. All these discussions we on a confidential and without
prejudice basis.

v ONTARIO
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TCE Initial Concerns

+ TCE id'e;ntified 3 immediate concerns:

1. Seacurities regulations requires TCE to report a write-
down on the project if out-of-pocket costs not resolved by
year—end (~$37 MM)

2. Handllng of Mitsubishi (MPS Canada, Inc.) gas turbine
order ($210 MM)

3. Flnanolal value of OGS

i Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY ”




Confidentiality Agreement

« All OPA and TCE discussions related to the termination
of the contract have occurred on a “without prejudice”
basis. |

* Qct. 8" OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain
confidential, without prejudice and subject to settlement
privilege.

« This agreement has a term of five years.

% ONTARIO
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MOU

* TCE’ s(Treasury Department needed documentation from
the OPA stating there was a replacement project to
which the OGS’s out-of-pocket costs could be applied to
avoid havmg to write them off at year-end

- MOU executed December 21, 2010:

— Potgnhal Project site identified for Cambridge

— Potéritial Project will utilize the gas turbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotiate a Definitive Agreement for the Potential Project

— Poterjtial Project to be gas-fired peaking generation plant

— Expired June 30, 2011

*! ONTARIO
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Replacement Project

* |t was determined that the replacement projeCt would be a

gas-fired peaking generation (i.e. simple cycle) plant with a
contract capacity of 400 - 450 MW

« TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

« TCE identified the Boxwood Industrial Park in Cambridge as
its preferred site

« TCE has had preliminary discussions with the City of
Cambridge and they seem to be a willing host

« CA4CA has commenced a letter writing campaign against the
replacement project

« The 2 Mitsubishi M501GAC gas turbines purchased for

OGS will be repurposed for the replacement progﬂ-mmo
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Replacement Project Negotiations

. Negoti:afions focused on the following issues:

— Capltal costs of Replacement Project
— Flnah‘mal value of OGS

— Dlsposmon of Mitsubishi gas turbines

— Proper allocation of project risk, i.e., who bears the
apprevals and permitting risk for the Replacement Project.

~The negotlatlons were premised on the financial value of
OGS bemg “built” into the return that TCE would get from
the Replacement PrOJect ,

= ONTARIO/
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OPA Analysis

« OPA undertook a detailed analysis of the Replacement
Project.

« Third party technical and financial consultants were hired
to support this effort.

"« The OPA believes that TCE’s projected capital
- expenditure for the Replacement Project is far too high.

« TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

30 ONTARIO 7~
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Fundamental Disagreement - Value of OGS

b
ol

« TCE has claimed that the financial value of the OGS
contract‘;is $500 million.

« TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

+ The mjoézlel shows a NPV of after-tax cash flows of $503
million.

* [talso shows a discount rate of 5.25% for discounting
the cash flows — TCE's purported unlevered cost of

equny\q |
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Residual Value of the OGS

* The $503 million NPV is calculated over the thirty year

life of the project, whereas the contract has a 20-year
term.

dalt |- b

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

32 ONTARIO/
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TCE Curli';ent Position on OGS Financial Value

* In February 2011 TCE revised its initial position on the
reS|dual value of the OGS.

e It stateéd that the residual cash flows ought to be
dlscoumted at 8%, which would yield a OGS NPV of
$385 m|II|on and not the earlier claimed $503 million.

+ Our indépendent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much
lower.

o | ONTARIO
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Aleksandar Kojic

From: John Zych

Sent: August 2, 2011 7:56 PM

To: jmichaelcostello@gmail.com

Ce: Michael Killeavy

Subject: FW: BOARD TELECONFERENCE MEETING - WEDNESDAY, AUGUST 3, 2011 -4:30 P.M.,
: TORONTO TIME

Attachments: TCE Board Presentation 2 Aug 2011 v6.pdf

Importance: High

Michael Costello, Does this work?

From: Michael Killeavy

Sent: Tue 8/2/2011 7:44 PM

To: John Zych )

Subject: RE: BOARD TELECONFERENCE MEETING - WEDNESDAY, AUGUST 3, 2011 - 4:30 P.M., TORONTO TIME

John,

Slide #10 isn't blank. That page is a graph showing the relative cost of the various options. It's an embedded MS-EXCEL graph in
the MS-POWERPOINT file. If Michael is using a iPad I think that the software he's using to view the presentation may not be
displaying the embedded graph. Attached is a .pdf file. This should fix the problem. Let me know if this works or not.

Michael

Michael Killeavy, LL.B., MBA, P.Eng.
Directer, Contract Management

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 {cell)

Michael killeavy@powerauthority.on.ca

-----Original Message-----

From: John Zych
“Sent: Tue 02-Aug-11 7:36 PM

To: Michael Kilieavy .

Subject: FW: BOARD TELECONFERENCE MEETING - WEDNESDAY, AUGUST 3, 2011 - 4:30 P.M., TORONTO TIME

—SeéMichael Costellos comment about a missing page 10:

From: jmichaelcostello@gmail.com [mailto:imichaelcostello@gmail.com]

Sent: Tue 8/2/2011 6:00 PM

To: Jolmn Zych

Subject: Re: BOARD TELECONFERENCE MEETING - WEDNESDAY, AUGUST 3, 2011 - 4:30 P.M., TORONTO TIME

My page 10 is blank on slide deck...
MC




Sent from my iPad

On 2011-08-02, at 12:52 PM, "John Zych" <John.Zych@powerauthority.on.ca> wrote:

As agreed to at Monday's Board meeting, the Board will mest again by telephone tomorrow at 4:30 p.m., Toronto time, with one
agenda item, to further discuss a proposal to submit to arbitration the dispute with TransCanada Energy Inc. arising out of the
cancellation of the Oakville Generating Station.

Mr. David Livingston, President & Chief Executive Officer of Infrastructure Ontario, will be in attendance.

We attach the following materials:

a slide deck;

a term sheet {(named "Criginal") for a commercial deal whereby TCE would acquire an interest in one of OPG's coal plants
and convert it to burn natural gas;

a term sheet (named "Preferred”) for a2 commercial deal whereby TCE would acquire an interest in OPG's Lennox plant
and to expand it and in it provision is also made for subsequent negotiations on a potential joint venture between TCE and OPG on the
conversion of Nanticoke to gas (the "Original" term sheet is being provided for context but it has been superseded by the "Preferred”
term sheet); and,

a draft of an agreement whereby the parties would submit the dispute to arbitration.

The slide deck contains several pages that do not present new material - pages 16 to 35 are meant to jog your memory if needed
as to the history of this matter.

It is hard to estimate the time required for this meeting but we estimate that 90 minutes will be needed.

The call-in details are as follows:

Toll Free: 1-877-320-7617
Board Members', Executive Team Access Code: 6802847#

John Zych
Corporate Secretary
Ontario Power Authority

Suite 1600



120 Adelaide Street West
Toronto, ON MSH 1T1
416-969-6055

416-967-7474 Main telephone
416-967-1947 OPA Fax
416-416-324-5488 Personal Fax

John.Zych@powerauthority.on.ca <mailto:John.Zych@powerauthority.on.ca>

This e-mail message and any files transmitted with it are intended only for the named recipient(s} above and may contain
information that is privileged, confidential and/or exempt from disclosure under applicable law. If you are not the intended
recipient(s), any dissemination, distribution or copying of this e-mail message or any files transmitted with it is strictly prohibited. If
you have received this message in error or are not the named recipient(s), please notify the sender immediately and delete this e-mail
message.

This e-mail message and any files transmitted with it are intended only for the named recipient(s) above and may contain
information that is privileged, confidential and/or exempt from disclosure under applicable law. If you are not the intended
recipient(s), any dissemination, distribution or copying of this e-mail message or any files transmitted with it is strictly prohibited. If
you have received this message in error, or are not the named recipient(s), please notify the sender immediately and delete this e-mail
message.

<1 - TCE Board Presentation 2 Aug 2011 v6.pptx>
<2 - QOriginal TS.pdf>
<3 - Preferred TS.pdf>

<4 - Draft Arbitration Agreement FINAL12 10.docx>
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Background:

« TCE served Crown with notice of proceedings against
the Crown in late April and clock started to tick on 60 day
period before TCE could commence litigation against
Government

« Subsequently, TCE advised OPA counsel that they had
three core demands in order to agree to arbitration

» Scope of arbitration limited only to appropriate quantum of
damages

» Crown and OPA both parties fo the arbitration

» No impact on ability of TCE to participate in future OPA
procurement processes

« Of these three, the limitation on scope of arbitration is by
far the most important from TCE’s perspective

2 - ONTARIO
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Background:

+ OPA brlefed Government on  these issues and attempted
to develop a common approach with Government on
negotlatlng an arbitration agreement with TCE

. Issue?vlvlas elevated in Government and Infrastructure
Ontarlo (“10") was asked to take a lead role in
negohanons

- [O wafsééable to get TCE to agree to hold off on
comm‘encing litigation while discussions were pursued

3 ONTARIO
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Proposed Deal - Key Elements

« Commercial Deal between OPG and TCE where TCE
Ry leases Lennox facility and constructs new combined
cycle gas plant on Lennox site under PPA with OEFC
(the issues related to a gas plant at Lennox are
discussed in the Appendix)

* Provision also made for subsequent negotiations on
potential joint venture between TCE and OPG on
conversion of Nanticoke to gas

 [f commercial deal not finalized by September 1, then
matters determined by way of binding arbitration in
accordance with the arbitration agreement

4 ONTARIO
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Arbitration Agreement - Key Elements

« TCE, Crown and OPA are parties in arbltratlon

. Subject of arbitration agreement is focused on quantum
of damages

. OPA and Crown waive defences with respect to:

» EXclusion of liability clauses in contract

» Any possibility that plant would have been unable to be built
because it did not receive all necessary approvals

- TCE reilease_s OPA and Crown from any further claims

. Procésé for arbitration award to be paid through transfer

of an mterest In an asset owned by the Crown or an
agency of the Crown

* No reference to other OPA procurement processes

5 ONTARIO
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Arbitration Agreement - OPA Key Concerns

* What is value proposition for ratepayers? — how sirong
are arguments that OPA could have made in litigation
but are precluded from making in arbitration?

» Who should pay arbitration award? — ratepayers or
taxpayers?

* The turbines — are there opportunities to obtain

ratepayer value by providing for assignment of turbines
to successful bidder?

6 ONTARIO
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Arbitrait;ion Agreement - OPA Key Concerns

K Charac,terlzatlon of October 7 letter — stated that OPA
termlnated Oakyville contract in this letter

. Scope '&)f arbitration process — limits on arbitration
process raises concern about ability to obtain information
from T(‘E

* No acknowledgement may be made of the fact that
'mat-ter has gone to arbitration.

« The d%iegcovery process is limited.
N 7 ONTARIO
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Comparison of Settlement Proposals

NRA covers capital costs, financing working capital, returns, fixed menthly payment over life of

§16,900MMW-manth $12,500/MW-manth $14,922/MW-month Unknain contract. Energy paid on a deemed dispatch basls, this plant will operate less than 10% of the time.
Unknown Assumed 7.5% Cost of Equity, | TCE claimed “unleveraged” Unknown TCE can financefleverage how they want to increase NPY of project. We have assumed in second
alt equity project. discount rate of 5.25% proposal what we believa that they would use.
20 Years + 20 Years + We believe that TGE obtains all their value in the first 20 years. 10 Year Option is a "nice to have"
Option for 10-Year 25 Vears 25 Years Option for 10-Year sweelener. Precedent for 26-year contract. — Portlands Enargy Centre has option for additional five
Extensfon Exlension years on the 20-year lezm.
LTEP indicales need for peaking generation in KWGG; need at least 450 MW of surmmer peaking
450 MW Soa mw 481 MW 450 MW capacity, Average of 500 MWV provides additional system flexibility and reduces NAR on per MW basis
Lump Sum Payment of $37mm Amarlize 0::1:"2“55"'&&75 —no | Amoriize O:I;LrZ:Syears —no Unknown $37MM fo be audited by Ministry of Finance for substantiation and reasenableness
. - _ -, Pracedent — Portlands Energy Centra, Haltan Hills, and NYR Peaking Plant. Paid on a cost recovery
Faymenl mﬁg""’" to the Payment in addition to the Paymetit in addition to the NRR Unknawn hasis, i.e. no opportunity lo charge an additional risk premium on top of active costs. TGE estimate Is
$100MM + 20%.
Unkniown but wa infer from the] Our CAPEX basad on Independent raview by our Technical Expert and published information on othet
$540mm $400mm $475 mm reference to a ~365mm  |similar generation facilities. We have increased it by $75MM; howaver, cannot really substantiate why.
difierence ihat it Is $540 mm | Therefore, we are still proposing a target cost on GAPEX whete Increases/decreases ara shared.
Litlls Visibility Reasonable Reasonabla Unknawr TCE has given us limited insights into their operating expenses. We have used advice from our

tachnical consultant on reasonable OPEX estimates.

Assistance/Protection from
mitigating Planning Act
approvals risk

We would approach
Government to provide

No government assistance with
permitting and approvals
combined with a good falth
obligation to negotiate OGS

Planning Act app
examptian.

comp ion and sunk costs if

the K-W Peaking Plant deesn't

proceed because of permitting
Issuas.

TCE Is willing to accept
permilting risk provided that it
has a right to (a) terminate the
Replacament Contract and (b}
teceive a lump sum payment

for () sunk costs and (i)

financial value of the OGS
cantract. This would apply to
any and all permits, nat just
those Issued under the

Planning Act.

In the secand counter-proposal the permitting risk is entirely transferred to TCE; however, the pramise
of tinding compensation of O&S lost profits would continues until another option Is found.

Privileged and Confidential - Prepared in Contemplation of Litigation
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- Potential Outcomes

 The f(é):lliowing graphic sets out several cases for litigation/
arbitration and settlement

« TCE’s proposal to build the Replacement Project costs
the ratepayer more than our potentially worst case
scend’rio iIf the case were to go to litigation

« The coLt of the OPA’s Second Counter-Proposal is close
to the worst case if the case were to go to litigation

° | ONTARIO,
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Financial Value of Potential Outcomes
1

H

Hill
H

I

Litigation - Worst Case

Litigation - Intermediate Case

Litigation - Best Case

TCE Proposal HOGS Sunk

n
OPA Counter-Proposal | OGS Profits

& Capital
2nd Counter-Proposal | Expenditure
|EEEERNNNNE llllllllllllllllllll :
et e e i i o i e ® Turbines
Competitive Tender - Worst Case
ilH L

Competitive Tender - Intermediate
Case

ANENERENNY
$0 $100 $200 $300 $400 $50C $600 $700 $800 $900 $1,000

Competitive Tender - Best Case

Cost to the Ontario Ratepayer ($millions)
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| Appendlx System Planning and
Status of Lennox GS

i -~ ONTARIO
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' OPGI/TCE Potential Deal - System Planning

- Considerations
Y

« Continued operation of the current Lennox station at
| current contracted terms is valuable to the system and
as such is part of the LTEP and IPSP.

« The Transmission system can accommodate adding
capacity on the Lennox site . Fuller assessment to be
developed once details are better known.

» The System will need capacity that has operating
flexibility: Low minimum loading, high ramp rates, and
frequent cycling capability. Any new addition should be
specified accordingly.

12 ONTARIO
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OPGITCE Potential Deal - System Planning
considje‘yations (continued)

« ltis too early to commit to adding large capacity at this
time.. LTEP/IPSP recommended waiting to at least 2012

fo reassess needs. Weak demand could make additions
surplus for some time

« Itis hlqher value to the system to add capacity in
Cambl"ldge The alternative is 20 Km.of 230 KV
transn"ussmn from either Guelph or Kitchener

. Addlng new capacity will delay and reduce the need for
converSIon of Nanticoke/ Lambton to natural gas.

* On Conversmn of coal to gas : the only firm requirement
at thls tlme Is for Thunder bay to be converted.

3 ONTARIO
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Current Status of Lennox Contract and

Negoﬁaﬁons |

 Directive for OPA to enter into negotiations with OPG was issued on January
6, 2010
« Current Contract
— OPA essentially converted IESO RMR contract to OPA Contract for Lennox

-~ Lennox provides a cost to Ontario electricity customers with a reasonable balancing
of risk and reward including incentives for optimizing the facility operation

— Contract was effective on the expiry of the most recent IESO RMR contract (October
1, 2009) and expired on December 31, 2010

— OPA renewed the contract with minor modifications in January 2011 (effective until
December 31, 2011)

. OPG would like a longer term contract (3 to 10 years) with OPA that provides
for capital projects including a CHP facility

« Based on the relatively low cost of extremely flexible capacity associated with
Lennox, the OPA has been working with OPG to re-negotiate a new longer
term agreement for Lennox and would be willing to provide compensation for
capital projects but is doubtful about the CHP facility

« The re-negotiated contract is envisaged to be complete by November of 2011

14 - ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply
L S e

* Need for generation identified in OPA’s proposed
Integrated Power System Plan (IPSP) submitted to OEB
in August 2007

* GTA has experienced robust growth and generation in
the area continues to be S|gn|f|cant|y less than the GTA
load

* Has resulted in heavy reliance on the Transmission

System and the ability of existing infrastructure to service
this area

« Expected to fall short by 2015 or sooner

16 ONTARIO
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Southwest Greater Toronto Area (SW GTA) Supply

* In addltlon to aggressive conservation efforts the OPA

has identified the need for new electricity generation in

this area

 New electncﬂy generation will:
- Support coal-fired generation replacement by 2014
— Provide system supply adequacy

— Ad‘d.lgfess reliability issues such as local supply and voltage
support

— Defer Transmission needs in the Western GTA

" ONTARIO
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OPA Procurement Process - Ministry Directive

« Ministry of Energy issued Directive to OPA in August
2008 to:

— Competitively procure

— Combined-cycle, natural gas-fired electricity generation
facility

— Rated capacity up to ~850 MW

— In-service date not later than December 31, 2013

— Connected to the 230 kV Transmission System corridor
between the Oakville Transformer Station in Oakville to the
Manby Transformer Station in Etobicoke

— Not to be located at the former Lakeview Generating
Station site in Mississauga

'8 ONTARIO
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OPA Précurement Process - RFQ & RFP

L

1. Request for Qualifications
— Released October 2008
-9 Quallflcatlon Submissions were received

- Shon"t -list of 4 Qualified Applicants representing 7 proposed
prQJ,eicts resulted

2. Requést for Proposals
~ Released February 2009
- 4 ngoposals from 4 Proponents were received

~ Proposals evaluated on Completeness; Mandatory
Reciq'uirements Rated Criteria and Economic Bid

— Pr0|ect with lowest Adjusted Evaluated Cost selected

° ONTARIO
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Procurement Process - Contract

-+ SW GTA Contract based on Clean Energy Supply (CES)
Contract

~- 20 year term

— Contract-for-Differences based on Deemed Dispatch logic:
» Generator guaranteed Net Revenue Requirement (NRR)
« Market Revenues < NRR = Payment from OPA
« Market Revenues > NRR = Payment from Generator

« TransCanada Energy Lid. ("TCE”) was the successful
proponent in the RFP and was awarded SW GTA CES
Contract on October 2009

N ONTARIO
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| Opp05|tion to Gas-Fired Generation

. Procu’rément process fraught with local opposition

. Town of Oakyville passed several by-laws:

Intenm control of power generation facilities on certain lands in

the: Town of Oakville (2009-065)

— Towryl of Oakville Official Plan Livable Oakville (2009-112)

— Health Protection and Air Quality By-law (2010-035)

~ Amendment to the Official Plan of the Oakville Planning Area
(Power Generation Facilities) (2010-151)

— Amend the Comprehensive Zoning By-law 1984-63 to make
modifications for power generation facilities (2010-152)

~ Amiend the North Oakville Zoning By-law 2009-189 to make
modifications for power generation facilities (2010-153)

i ONTARIO
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Opposition to Gas-Fired Generation

. Town of Oakville rejected TCE's:
— Site plan application
— Application for minor variances

» Mississauga Mayor Hazel McCallion publically opposed
project

» Liberal MPP Kevin Flynn publically opposed project

« C4CA (Citizens For Clean Air) is a non-profit Oakville
organization opposed to locating power plants close {o

homes and schools. Frank Clegg is the Chairman and
Director and former President of Microsoft Canada

% ONTARIO

Privileged and Confidential -~ Prepared in Contemplation of Litigation POWER AUTHORITY »



Governfrhent Cancellation

s October 7, 2010 Energy Minister Brad Duguid, along with
Oakville leeral MPP Kevin Flynn, announced the
‘Oakwlle \power plant was not moving forward

« OPA prowded TCE with letter, dated 7 October 2010,
that stated “The OPA will not proceed with the Contract.
As a result of this, the OPA acknowledges that you are
entitled to your reasonable damages from the OPA,

mcludmg!; the anticipated financial value of the Contract.”

+ OPA Contract contains an Exclusion of Consequential
Damagess clause (including loss of profits)

# ONTARIO
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Termination Negotiations

« Subsequent to the announcement of the cancellation of
the Oakville GS project the OPA and TCE entered into
negotiation to terminate the contract on mutually
acceptable terms.

« These discussions began in October 2010 and continued
until April 2011.

* All these discussions we on a confidential and without
prejudice basis.

2 | ONTARIO
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TCE In;i;t@;ial Concerns

~+ TCE identified 3 immediate concerns:

1.

Securities regulations requires TCE to report a write-
down on the project if out-of-pocket costs not resolved by

yegziagr-end (~$37 MM)
Handling of Mitsubishi (MPS Canada, Inc.) gas turbine

order ($210 MM)
Fin{?éncial value of OGS

* | ONTARIO
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Confidentiality Agreement
-

« All OPA and TCE discussions related to the termination
of the contract have occurred on a “without prejudice”
basis.

« Oct. 8" OPA and TCE entered into Confidentiality
Agreement to ensure certain communications remain
confidential, without prejudice and subject to settlement
privilege.

» This agreement has a term of five years.

% ONTARIO
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MOU

L

. TCEsT

Treasury Department needed documentation from

the OPA stating there was a replacement project to .
which the OGS’s out-of-pocket costs could be applied to
av0|d;h:aving to write them off at year-end

- MOU executed December 21, 2010:

— Potential Project site identified for Cambridge

— Po’tehtial Project will utilize the gas turbines sourced for
OGS

— OPA & TCE agree to work together in good faith to
negotlate a Definitive Agreement for the Potential Project

— Potent:al Project to be gas-fired peaking generation plant
— Explrred June 30, 2011

& ONTARIO
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Replacement Project

It was determined that the replacement project would be a
gas-fired peaking generation (i.e. simple cycle) plant with a
contract capacity of 400 - 450 MW

TCE owns a site in Cambridge (Eagle St.) but close to
schools and residential areas

TCE identified the Boxwood Industrial Park in Cambridge as
its preferred site

TCE has had preliminary discussions with the City of
Cambridge and they seem to be a willing host

C4CA has commenced a letter writing campaign against the
replacement project

The 2 Mitsubishi M501GAC gas turbines purchased for OGS
will be repurposed for the rePIacement project
i ONTARIO
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Replacéefment Project Negotiations

. Negotlgtlons focused on the following issues:
— Capltal costs of Replacement Project
- Flnéaqmal value of OGS
— Disposition of Mitsubishi gas turbines

— Proper allocation of project risk, i.e., who bears the
approvals and permitting risk for the Replacement Project.

« The negotiations were premised on the financial value of

OGS belng “built” into the return that TCE would get from
the Re»placement Project.

29 ONTARIO
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OPA Analysis

« OPA undertook a detailed analysis of the Replacement
Project.

« Third party technical and financial consultants were hired
to support this effort.

 The OPA believes that TCE's projected capital
expenditure for the Replacement Project is far too high.

« TCE estimated that the CAPEX was on the order of $540
million. Our estimate is $375 million.

30 A ONTARIO
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Fundamental Disagreement - Value of OGS

» TCE has claimed that the financial value of the OGS
contract is $500 million.

- TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

* The rrhdel shows a NPV of after-tax cash flows of $503
million.|

« ltalso ohOWS a discount rate of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of
equﬁy |

3 ONTARIO
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year

life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
 replacement contract. We disagree with this assertion.

3 | ONTARIO
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TCE Cu_frent Position on OGS Financial Value

* In Febri,Uary 2011 TCE revised its initial position on the
residual value of the OGS.

It stated that the residual cash flows ought to be

dlscounted at 8%, which would yield a OGS NPV of

$385 m|II|on and not the earlier clalmed $503 million.

* QOur independent expert believed that the NPV ef OGS
could be on the order of $100 million. Given the

problems in developing OGS the value is likely much
lower.

s ONTARIO
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Aleksandar Kojic

From: Tim Buiters

Sent: August 9, 2011 3:16 PM

To: Michael Killeavy

Cc: Deborah Langelaan

Subject: RE: Updated Critical Issues List (Request for Revisions)

Thank you, Michael.

Tim B

From: Michael Killeavy

Sent: August 9, 2011 3:15 PM

To: Tim Butters -

Cc: Deborah Langelaan

Subject: Re: Updated Critical Issues List (Request for Revisions)

Please ask Mike Lyle about what we can put in this document. it's a "live" litigation matter and we need to be careful.
Deb's my delegate while I'm away.

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-6288 (office)
416-969-6071 (fax)

416-520-9788 (cell)

Michael.killeavy@powerauthority.on.ca

From: Tim Butters

Sent: Tuesday, August 09, 2011 03:02 PM

To: Michael Killeavy

Subject: Updated Critical Issues List (Request for Revisions)

Hi Michael,

As you know, communications is responsible for the Critical Issues List that is delivered to the Board

__-asan attachment to the monthly CEQreport.— -~ -~~~ -~ -~ -~ = - v =

Per Colin’s direction, the approach for the revised document is it will feature no more than 10 urgent
issues that require discussion or analysis at the board level.

For the purpose of this update, I am looking for your revisions to the TransCanada settlement
negotiations entry.

I'm hoping I can get your edits to the below entry by tomorrow (August 10} at 2:00 PM.

1



ISSUE IMPACT & STATUS

TransCanada - Settlement Negotiations for
Oakville Generating

Station .(OGS) Both organizations have avoided speculating on the

) ial otiations; however, media
The cancellation by the government of the Oakville Generating ?é);igtsah::écggfsggtgﬁ R? g pgzg;;r?ﬁtyhtﬁat the province
Station (OGS) in October 2010 triggered discussions with might give TCE the rights to develop a plant in Cambridge
TransCanada Energy Ltd. to mutually terminate the OGS as compensation for the canceltation of OGS. In the
contract, but they have yet been able to reach an agreement absence of an agreement, a lawsuit is possible

on financial compensation for the cancellation of the project. ' )

OPA CEO Colin Andersen has sent a lefter to the CEQ of TCE
to suggest a third-party mediation as a possibie solution to
settle the commercial dispute.

Tim Buiters | Media Relations Specialist

Ontario Power Authority

120 Adelaide St W., Suite 1600 | Toronto, Ontario, M5H 1T1

Phone: 416.969.6249 | Fax: 416.967.1947 | Email: tim.butters@powerauthority.on.ca
g3 Please consider your environmental responsibility before printing this email

This e-mail message and any files transmitted with it are intended only for the named recipient{s} above and may contain information thot is priviteged, confidential
and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or any
files transmitted with it is strictly prohibited. If you have received this message in error, or are not the named recipient(s), please notify the sender immediately and
delete this e-mail message.



Aleksandar Kojic

From:
Sent:
To:

Cc:

Subject:
Attachments:

Categories:

John Zych

September 6, 2011 1:00 PM

Michael Lyle; JoAnne Butler; Kristin Jenkins; Shawn Cronkwright; Michael Killeavy; Susan
Kennedy

Nimi Visram

RECENT BOARD MINUTES

DRAFT - Minutes of Board of Directors Meeting - July 29, 2011.doc; DRAFT - Minutes of
Board of Direciors Meeting - August 1, 2011.doc; DRAFT - Minutes of Board of Directors
Meeting - August 3, 2011.doc; DRAFT - Minutes of Board of Directors Meeting - August 5,
2011.doc

Orange Categary

| attach minutes of the July 29, August 1, August 3, and August 5 Board meetings. These meetings dealt with only two
subjects, the Korean Consortium arrangement and TransCanada re Oakville.

There are many ways to minute these developments. | am open to your suggestions.

May | have your comments by 12:00 (noon) on Wednesday?




ONTARIO

POWER AUTHORITY
MEETING OF THE BOARD OF DIRECTORS

MINUTES of a meeting of the Board of Directors of the Ontario Power Authority held on
Monday, August 1, 2011 at 10:00 a.m., Toronto time, by teleconference

PRESENT

Colin Andersen
Michael Costello
James Hinds
Adele Hurley
Rick Fitzgerald
Ron Jamieson
Bruce Lourie
Lyn MclLeod
Patrick Monahan

MEMBERS OF STAFF IN ATTENDANCE

Amir Shalaby, Vice President, Power System Planning

Michael Lyle, General Counsel and Vice President, Legal, Aboriginal and Regulatory
Affairs

JoAnne Butler, Vice President, Electricity Resources

Andrew Pride, Vice President, Conservation

Kristin Jenkins, Vice President, Communications

Elizabeth Sqmssato Director, Human Resources

Shawn Cronkwright, Director, Renewables Procurement, Electnc:ty Resources

Susan Kennedy, Associate General Counsel and Director, Corporate/Commercial Law .
Group, Legal, Aboriginal and Regulatory Affairs

Michael Killeavy, Director, Contract Management, Electricity Resources

Brett Baker, Senior Advisor, Policy and Strategy

John Zych, Corporate Secretary

1. Constitution of the Meeting

Mr. James Hinds acted as Chair of the meetmg and Mr. John Zych acted as Secretary

- The Chatr deciared, that althouqh Iess not[ce had been provrded of thls meetlnq than N

the by-laws of the OPA required (24 hours’ notice had actually been given instead of
the 48 hours’ notice that was required), if no Board member objected to the lack of
sufficient notice, the meeting would be properly called. No Board member objected. Mr.
Hinds noted that a quorum of members was present. Thus, the meeting was duly
constituted for the transaction of business.

The Chair advised that there were only two agenda items, namely, a report on the

C:ADocuments and Setiings\aleksander.kojic\Local Settings\Temporary Internet Files\Content. Outlook\AKOEPSTIDRAFT - Minutes of Board of
Directors Meeting - August 1 2011.doc



2.

{ a late-arising matter, the status
of negotiations with TransCanada Energy Inc. (“TransCanada Energy”) as to its claims
arising out of the decision of the Government of Ontario not to proceed with the
development of TransCanada Energy’s Oakville Generating Station project.

~—r

3. TransCahada Energy Inc. Negotiations

Mr. Hinds brought the Board members up to date since the last time that the Board
members had discussed this matter, which was June xx, 2011. Mr. Hinds indicated that
the Government of Ontario had appointed Mr. David Livingston, President of
Infrastructure Ontario, to look into making a seftlement of TransCanada’s claims which
might include TransCanada Energy acquiring an interest in a present or future Ontario
electricity generation facility in full or partial settiement of its claims.

Mr. Andersen reported on the views of the Deputy Attorney General of Ontario as to
litigation risks involved in the case for the Government of Ontario.

Mr. Hinds indicated that the next step in the resolution of this matter was to hold
another meeting of the Board within the next few days in order to hear from Mr.
Livingston as to+, President of infrastructure Ontario as to the terms of an agreement to
arbitrate the settlement of the dispute.

Mr. Lyle was asked to provide and the Board members discussed the range of the
quantum of liability that the Ontario Power Authority faced in this matter.

Mr. Hinds advised all Board members and staff members present that the information
imparted at the meeting was of a highly sensitive nature and would constitute material
non-public information under securities legislation. Therefore none of them should trade
in the securities of TransCanada Corporation, the publically traded corporate parent of
TransCanada Energy, while a settlement of TransCanada'’s claims was being pursued
and before a resolution thereof had been publicly announced.

4, Other Business

There was no other business.

Ci\Documents and Settings\aleksander. kojic\Local Settings\Temporary Internet Files\Content. Outlook\AKOEPRT3\DRAFT - Minutes of Board of
Directors Meeting - August 1 2011.doc :



5. Termination

There being no further business to be brought before the meeting, the meeting
terminated at 11:00 a.m.

Approved by the Board of Directors on
the 14th day of September, 2011

James Hinds John Zych
Chair of the meeting Secretary of the meeting

C:ADocuments and Settings\aleksander. kojic\Local Settings\Temporary Internet Files\Content. Qutlook\AKOEPSTI\DRAFT - Minutes of Board of
Directors Mecting - August 1 2011.doc



ONTARIO

POWER AUTHORITY {_/

MEETING OF THE BOARD OF DIRECTORS

MINUTES of a meeting of the Board of Directors of the Ontario Power Authority held on
Wednesday, August 3, 2011 at 4:30 p.m., Toronto time, by teleconference

PRESENT

Colin Andersen
Michael Costello
Rick Fitzgerald
James Hinds
Adéle Hurley
Ron Jamieson
Bruce Lourie
Lyn McLeod
Patrick Monahan

MEMBERS OF STAFF IN ATTENDANCE

Amir Shalaby, Vice President, Powe Planning

Michael Lyle, General Counsel and :
Affairs

JoAnne Butler, Vice President, Electricii§

Andrew Pride, Vic ‘

iginal and Regulatory

it, Electricity Resources
ent, Electricity Resources

} Chair of the meeting and Mr. John Zych acted as Secretary.

- The Chair decl® jith-notice having -been given-and a quorum of members - - -

_being present ing-was-properly called and duly constituted for the transacfion

of business.

2. TransCanada Energy Inc. Negotiations

The Chair advised that there was only one agenda item, namely, the status of
negotiations with TransCanada Energy Inc. (“TransCanada Energy”) as to ifs claims

C:\Documents And Settings\Aleksander.Kojic\Local Settings\Temporary Internet Files\Content. Outlock\AKOEPST3\DRAFT - Minutes Of Board Of
Directors Meeting - August 3 2011.Doc
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arising out of the decision of the Government of Ontario not to proceed with the
development of TransCanada Energy’s Oakville Generating Station project.

Mr. James Hinds noted that Mr. David Livingston, President of Infrastructure Ontario,
would soon join the meeting.

Mr. Livingston outlined his involvement with this matter, which was since July 1, 2011
at the request of the Premier’'s Office to possibly arrange for the arbitration of the
dlspute between TransCanada and the Ontario government angt o determlne whether

interest in an Ontario electricity asset owned by Ontario " wmgston advised that the
desired timeframe for doing so, namely, to agree on : procedure and to

agree on the plant property to be awarded in partial by the end of
August.

The original version of a settlement was for Tt interest
in the Portlands Plant but the Ontario Goveff iR Bfitari
Power Generation Inc., indicated that to do so Vg8
Generation Inc. However, Ontario Power Generafi
transaction whereby TransCanada,

posed an alternatlve
terest in the Lennox Plant by

to pay had%g . _V- defended as providing benefits to the Ontario Electricity
ratepayers. & -

Binted out that from a planning perspective, the Ontario Electricity
System needed flexible generation sources over the next ten years. Thus, a plant in the
Kitchener-Waterloo area would be more suitable. A refurbished Lennox plant would be
suitable if it was built later as opposed to earlier in the ten-year period. :

Mr. Amir Shalaby §

Ms. JoAnne Butler indicated that TransCanada Energy’s claim included a loss on the
value of turbines being constructed by its supplier for which it no longer had a use. A
settlement could take into account the OPA acquiring the turbines at TransCanada
Energy’s cost and thus eliminate TransCanada Energy's claim for loss.

C:\Documents And Settings\Aleksander.Kojic\Local Settings\Temporary Intemet Files\Content.OutlookK\AKOEPST3I\DRAFT - Minutes Of Board Of
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The Board members indicated that its primary concern was to avoid having the Ontario
Power Authority pay compensation that was not justifiable in the interests of the Ontario
rate payer and also was of the few that there too many disadvantages for the OPA
arising out of the arbitration agreement as currently proposed. Management was asked
to advise Mr. Livingston of these views.

Ms. Lyn McLeod left the meeting at 6:05.

3. Other Business- - -- - - -

There was no other business.
4. In Camera Session
The directors met in the absence of managem

5. Termination

There being no further business to be brought b c. e meting, the meting

terminated at 6:45 p.m.

Approved by the Board of Directors
the 14th day of September, 2011 \

_Aohn Zych
” Secretary of the meeting

James Hinds
Chair i)

C:\Documents And Settings\Aleksander.Kojic\Local Settings\Temporary Internet Files\Content.Outlook\AKOEPSTI\DRAFT - Minutes Of Board Of
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ONTARIO

POWER AUTHORITY

MEETING OF THE BOARD OF DIRECTORS

MINUTES of a meeting of the Board of Directors of the Ontario Power Authority held on
Friday, August 5, 2011 at 1:00 p.m., Toronto time, by teleconference

,P,RESENT -

~Colin Andersen 3
Michael Costello
Rick Fitzgerald
James Hinds

Adéle Hurley

Ron Jamieson

Bruce Lourie

Patrick Monahan

MEMBERS OF STAFF IN ATTENDANCE

Amir Shalaby, Vice President, Power System Plann
Michael Lyle, General Counsel an
Affairs

JoAnne Butler Vice President Elect

fice having been given and a quorum of members
as properly called and duly constituted for the transaction

i there was only one agenda item, namely, the status of
negotiations with ifansCanada Energy Inc. (“TransCanada Energy”) as to its claims
arising out of the decision of the Government of Ontario not to proceed with the
development of TransCanada Energy’s Oakville Generating Station project.
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2. TransCanada Energy Inc. Negotiations

Mr. James Hinds advised that since the August 3 Board Meeting, OPA management
had made significant progress on the issue of the proposed arbitration agreement and
on allocation as between the Ontario electricity ratepayer and the Ontario taxpayer of
the costs of any settlement with TransCanada energy.

Mr. Andersen discussed these developments. TransCanada Energy had no interest in
or objection to an apportionment of Ontario government costs een taxpayers and
ratepayers and therefore this matter would be addressed, ng darbitration
agreement, but in a side agreement between the Ontario g@##ernment and the Ontario
Power Authority. TransCanada Energy still wanted to interest in a
generation facility in Ontario, but had no interest in t ;
the plant was deferred to a later time.

The proposed allocation to the OPA of any
restricted to costs incurred by TransCanadé
or termination of its contract W|th the Ontario P
generating station.

of the Cgi i Mcgotiate, finalize, execute and deliver the Agreements,

together wh i -
evidenced cO¥gPvely by the execution and delivery of the Agreements;
3. any officer of the Corporation be hereby authorized and directed for and on behalf
of the Corporation to execute and deliver all such ancillary agreements, documents,
deeds and instruments and to do all such further acts as may be necessary or
desirable to implement the Agreements, to perform its obligations thereunder and to
obtain the benefits thereof; and,

4. any officer of the Corporation be hereby authorized and directed for and on behalf
of the Corporation to execute and deliver such subsequent documents as shall be

C:\Documents And Settings\Aleksander. KojiciLocat Settings\Temporary internet Files\Content.Qutlook\AKOEPET3\DRAFT -
Minutes Of Board Of Directors Meeting - August 5 2011.Doc



-3-
necessary or desirable to make non-material amendments to the above-noted
Agreements, documents, deeds and instruments, as such officer shall determine
and as shall be evidenced by such officer's signature thereto.

3. Other Business

There was no other business.

There being no further business to be brought before th
terminated at 1:40 p.m.

Approved by the Board of Directors on
the 14th day of September, 2011

James Hinds
Chair of the meeting
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Aleksandar Kojic

From: Michael Killeavy

Sent: September 6, 2011 1:07 PM

To: John Zych

Subject: RE: RECENT BOARD MINUTES

Attachments: DRAFT - Minutes of Board of Directors Meeting - August 5 2011-MK.doc
John,

__._TTh_ey:z_;I_I____Io_._@)k'f'_-c!._go_c_}_d_'fo'__'m_e.jl..t_:_iid'_ndte'_"é_tyﬁograp.hicéI_éi'.t_dr_.i'rj_the_SJ_\Ugus.t_minu’t’és’.it.'iefé’rs';ﬁt'o;i’...lfbrt;th&...ia'nd,lﬁm.__'"__"_
think it ought to say “... for the ....” I have corrected it in the attached mark-up. o S

Michael

Michaei Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

From: John Zych

Sent: September 6, 2011 1:00 PM

To: Michael Lyle; JoAnne Butler; Kristin Jenkins; Shawn Cronkwright; Michael Killeavy; Susan Kennedy
Cc: Nimi Visram

Subject: RECENT BOARD MINUTES

| attach minutes of the July 29, August 1, August 3, and August 5 Board meetings. These meetings dealt with only two
subjects, the Korean Consortium arrangement and TransCanada re Oakville.

There are many ways to minute these developments. | am open to your suggestions.

May | have your comments by 12:00 (noon) on Wednesday?



ONTARIO

POWER AUTHORITY

MEETING OF THE BOARD OF DIRECTORS

MINUTES of a meeting of the Board of Directors of the Ontaric. Power Authority held on .

*7"**Fr:day, -August 572011 at1:00 p:m:; Toronto time; by teleconference ————————

PRESENT

Colin Andersen
Michael Costello
Rick Fitzgerald
James Hinds
Adéle Hurley
Ron Jamieson
Bruce Lourie
Patrick Monahan

Amir Shalaby, Vice President, Pc
Michael Lyle, General Counsel andi

Affairs \
JoAnne Butler, Vice President, Electri¢
Andrew Pride, Vice President, Conse

btice having heen given and a quorum of members
was properly called and duly constituted for the transaction

arising out of the decision of the Government of Ontario not to proceed with the
development of TransCanada Energy’s Oakville Generating Station project.
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2. TransCanada Energy Inc. Negotiations

Mr. James Hinds advised that since the August 3 Board Meeting, OPA management
had made significant progress on the issue of the proposed arbitration agreement and
on allocation as between the Ontario electricity ratepayer and the Ontatio taxpayer of
the costs of any settlement with TransCanada energy. :

Mr. Andersen discussed these developments. TransCanada Energy had no interest in
or objection to an apportionment of Ontario government cost een taxpayers and

ratepayers and therefore this matter would be addressed, ng & arbitration
agreement, but in a side agreement between the Ontarigg rnment and the Ontario
Power Authority. TransCanada Energy still wanted to gtjuirsig inierest in a
generation facility in Ontario, but had no interest in X ot, so the matter of

the plant was deferred to a later time.,

The proposed allocation to the OPA of any ;
restricted to costs incurred by TransCana ;
or termination of its contract with the Ontario PO
generating station.

Queen in right of Ontario addressing the
award arising out of the arbitration between Her Majesty
igrand the Corporation, in the form presented to the

ation be hereby authorized and directed for and on behalf

egotiate, finalize, execute and deliver the Agreements,

suchdfnanges thereto as that officer may approve, such approval to be
evidenced ¢ ively by the execution and delivery of the Agreements;

3. any officer of the Corporation be hereby authorized and directed for and on behalf
of the Corporation to execute and deliver all such ancillary agreements, documents,
deeds and instruments and to do all such further acts as may be necessary or
desirable to implement the Agreements, to perform its obligations thereunder and to
obtain the benefits thereof; and,

4, any officer of the Corporation be hereby authorized and directed for and on behalf
of the Corporation to execute and deliver such subsequent documents as shali be
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necessary or desirable to make non-material amendments to the above-noted
Agreements, documents, deeds and instruments, as such officer shall determine
and as shall be evidenced by such officer’s signature thereto.

3. Other Business-- - e T

There was no other business.

4. Termination

There being no further business to be brought before th ting, the meeting
terminated at 1:40 p.m. i

Approved by the Board of Directors on
the 14th day of September, 2011

James Hinds
Chair of the meeting
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Aleksandar Kojic

From: Michael Killeavy

Sent: November 20, 2011 8:18 PM

To: Deborah Langelaan; Ronak Mozayyan

Cc: JoAnne Butler

Attachments: Analysis of TCE Cost of Capital 19 Nov 2011 v1.pptx
Importance: High

*#¥* PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION- *¥#

Attached is a rough framework for the Thursday presentation.

progress.,

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide St. West, Suite 16€0
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

It is very much a work in
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Analysis of TCE Cost of Capital

|
19 November 2011
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Assumptions

Getting the

Transcanada Tax Rates

2004 26.70%
Effective Tax Rate 2005 26.90%
' 2006 18.75%

2007 27.70%

2008 27.71%

2009 20.77%

| _Avg. Effective Tax Rates 25.09%

Comparable Companies to calculate Beta

Weighting of similarities =~ Beta
To estimate Capital Power 6 3.798
Transalta 24 0.762
¥ Enbridge Energy 24 0.785
TransCanada Energy’s o, " o780
Edison International 12 0.607
B ( B eta ) Brookfield Asset 6 1.138
Ameresco 6 3.73
Atco 6 0.374

Average 100 1.05852
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Cost of Capital Using CAPM

|

|
f
]
s
T
1
N

Cost of Equity: Based on CAPM Model

Risk Free Rate (10-year Cdn Govt Bond, 2009) 1l ' 3.86%
T ranscanada beta | _ 1.06
Cost of Equity (CAPM) , ‘ L 7.95%

Cost of Debt (Actual Values from Financial Statements)

Interst on Long-Term Debt {in 2009) $ 1 | 1,285

N
_ong Term Debt (Market Value) $ il 19,377
Fifective Cost of Debt 6.63%
Effective Tax Rate (Average of 6 years) P 25.09%)
Cost of Debt (after Taxes) S]] 4.97%1
IR
Debt / Capital Ratio I 80%
Equity / Capital Ratio o 20%
S
L
|
Cost of Capital (Weighted) 5.56%

. IR ;
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- Cost of Capital Using Financial Statements

ICost of Equity: Based on Financial Statementis

Return on Equity (Net Income / S. Equity) 9.80%
Dividend Yield 4.80%J
Total Shareholder Return 14.40%

Cost of Debt (Actual Values from Financial Statements)

nterst on Long-Term Debt (in 2009) $ 1,285
Long Term Debt (Market Value) $ 19,377
Effective Cost of Debt 6.63%
Effective Tax Rate (Average of 6 years) 25.09%
Cost of Debt (after Taxes) 4.97%
Debt / Capital Ratio ) 80%
Equity / Capital Ratio 20%
Cost of Capital (Weighted) 6.85%

4 Privileged and Confidential — Prepared in Contemplation of Litigation ON I ARIO
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Fundamental Disagreement - Value of OGS

. TCE has claimed that the financial value of the'OGS
contract is $500 million. ]
i

» TCE presented a project pro forma for the OGS bid lnto
the SWGTA RFP. |

« The model shows a NPV of after-tax cash flow_séof $503
million. |

It also shows a discount rat'e of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of

equity.
5 GNTARIO
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Residual Value of the OGS

~« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term. -

» Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

6 ONTARIO
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TCE Current Position on OGS Financial _v%alue

* In February 2011 TCE revised its initial posmon on the
residual value of the OGS.

+ It stated that the residual cash flows ought to be
discounted at 8%, which would yield a OGS NPV of
$385 million and not the earlier claimed $503 mllllon

* Qur independent expert believed that the NPV of OGS

“could be on the order of $100 million. Given tne

problems in developing OGS the value is Ilkely much
lower. |

7 ..NTARIO
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Reanalysis of OGS Financial Value |
|

 |f we conduct the analysis of the free cash flows in TCE’s
OGS model with the average of the cost of equity we
calculated, 11.18% the OGS NPV is about $54 million.

« We believe that an appropriate value for the cost of
equity is 7% to 8% based on our discussions with our
counsel’s expert.

 |f we conduct the analysis of the free cash flows with a
cost of equity of 7.5%, the OGS NPV is $292 million.

: | - ONTARIO
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Reanalysis of OGS Financial Value

* |f we conduct the analysis of the free cash flovilfsf with a

cost of equity of 7.5% for the contract cash floyi\is, and
then discount the residual value at 15% to account for
their riskiness, the OGS NPV is $176 million. |

|
| |

* |n this analysis the present value of the residu:;;\?l’value IS

$26 million. If we say that this residual value IS‘ zero,
then we are getting close to the expert’s value.

o ONTARIO

i
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Delays and Construction Cost Overruns

Any assessment of the OGS NPV also has to take into
account the impact that cost overruns and delays to
completion of the facility.

A six-month delay in completion results in an OGS NPV

of $282 million using a discount rate of 5.25% for
contract cash flows and 8% for residual value

« A 10% increase in construction costs results in an OGS

10

NPV of $xxx million using a discount rate of 5.25%

ONTARIO
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TransCanada’s Unlevered Cost of Equiti('

. During our meetings with TCE we found out how TCE
arrived at 5.25% “unlevered” cost of equity. |

» TCE does not project finance. TCE borrows on uts
balance sheet and then uses this “blend” of balance
sheet debt and equity to fund projects. :

« Clearly, the 5.25% “unlevered” cost of equity ls'more
akin to a weighted average cost of equity (“WACC”) and
not a true reflection of the return its equity hold)ers want.
It is not a cost of equity at all.

1 | QNTARIO
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TransCanada’s Unlevered Cost of Equity

12

Using TCE before-tax cost of debt of 6.63% and a cost
of equity of 7.5%, we can get a WAAC of 5.25% if the
project is funded 89% debt and 11% equity. It appears
that TCE's “unlevered” cost of equity is its WACC.

It would make no economic sense to discount residual
value at WACC since residual value is a risk that equity
takes alone, as debt is repaid by the end of the term.

TCE has manipulated its financial model to amplify the
impact of residual value on project NPV.

ONTARIO
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Comparison of Settlement Proposals

$16,800/MW-manth

$12,500/MW-moath

$14,922{MW-month

NRR covers capital costs, financing working capita

by
i
3
1
i
i
1
|
i
g
i
|

contract. Energy paid on a deemed dispatch basis[ lh‘is plant will operate less than 10% of the time,

|
|, returns, fixed monthly payment over life of

Assumed 7.5% Cost of Equity,

TCE claimed "unleveraged”

[
TCE can finance/leverage how they want to increase NPV of project. We have assumed in second
Unknown all equity project. discount rate of 5.25% Unknown proposel what we balieve that they would use.  * | |
20 Years + 20 Years + We believe thal TCE abiains all their value in the fi ‘st‘ZOIyears. 10 Year Qption is a "nice to have”
Option for 10-Year 25 Years 25 Years Ogtion for 10-Year sweetener, Precedent for 25-year contract, — Portléunqs Energy Centre has option for additional five
Extension Extension years on the 20-year tarm. : } .
|
lr .
LTEP indicales need for peaking generation in KWCG; need at least 450 MW of summer peaking
450 Mw 500 MW 481 MW 450 M capacily, Average of 500 MW pravides additionai%s"st‘enfl flexibility and reduces NRR on per MW basis
Lump Sum Payment of Amortize over 25 years—no | Amortize over 25 years —no y . . : .
$37mm returns retumns Unknown $37MM 1o be audited by Ministry of Finance for sut ; ion and reasonableness
T
N
. - P - Precedent — Portlands Energy Gentre, Halton Hills,land NYR Peaking Plant. Paid cn a cost recovery
Payment in addition 1o the Payment in addition to the Payment in addition to the NRR Unknown basis, i.e. no opportunlly to charge an additional nsk pre'mium on top of active costs. TCE estimate is
NRR NRR " T
. $100MM = 20%. o
T
. Our CAPEX based on independent review by our Technical Expert and publishad information on other
$540mm $400mm $475 mm Um;g?;:gn‘ﬁ}ge},'z';é:mme similar generation facilities. We have increasad it by $75MM; however, cannot really substantiate
difference that it is $540 mm :':\ayre;hererore we are still proposing a target cosl| or CAPEX whers increases/decreases are
I
TCE has gi limited insights into thei t| " Wah d advice f
Litlle Visibitity Reascnable Reasonable Unknown as given us limited insights into their operating expenses. We have used advice from our

technical consultant on reasonable OPEX estimates. ©

Assistance/Protection from
mitigating Planning Act
approvais risk

We would approach
Government te provide
Planning Act approvals

exemption.

No government assistance with
permitting and approvals
combined with a good faith
obligation to negotiate OGS
compensation and sunk costs if
the KW Peaking Plant doesn't
proceed because of permitting
issues.

TCE is willing 1o accept
permitting risk provided that it
has aright to {a) terminate the
Replacement Contract and (&)

receive a lump sum payment
for (i} sunk costs and (ji)
financial value of the OGS
contract. This would apply to
any and all permits, not just
those issued under the

Planning Act,

is found.

In the Government-Instructed counter-proposal tHie’
hewever, the promise of finding compensation of QGS Ic?st profits weuld continues until another option

permilting risk is entirely transferred to TCE;

13
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Financial Value of Potential Outcomes

Litigation - Worst Case

Litigation - Intermediate Case |

Litigation - Best Case

TCE Proposal OGS Sunk
]
OPA Counter-Proposal OGS Profits
. u Capital
Government-instructed 2nd i
Counter-Proposal Expenditure
m Turbines
Competitive Tender - Worst Case
‘mLitigation

Competitive Tender - Intermediate
Case

Competitive Tender - Best Case

$0 $200 $400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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Aleksandar Kojic

From: Deborah Langelaan

Sent: November 23, 2011 11:44 AM

To: Michael Killeavy

Cce: Ronak Mozayyan

Subject: Confidential

Attachments: Analysis_of TCE_Cost_of_Capital_20111123.pptx

Michael...| made a few housekeeping changes and added an additional slide describing case law for residual value.
Ronak is warking on verifying the cost of delaying the project for one year and once that's done I will update the
presentation.

Deb
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| November 24, 2011
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Assumptions

TransCanada Tax Rates

Getting the

2004 26.70%

Effective Tax Rate 2005 28.90%
2006 18.75%

2007 ' 27.70%

2008 27.71%

2009 20.77%

Avg. Effective Tax Rates 25.09%

Comparable Companies to calculate Beta
Weighting of similarities Beta

To estimate Capital Power 6 3.798
Transalta 24 0.792
! Enbridge Energy 24 0.785
TransCanada Energy’s e 4o
Edison International 12 0.607
B ( B eta) Brookfield Asset 8 1.138
Ameresco 6 : 3.73
Atco 6 0.374

Average 100 1.05852
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Cost of Capital Using CAPM

. —
Cost of Equity: Based on CAPM Model
CF

Risk Free Rate (1¢-yéar Cdn Govt Bond, 2009) 3.86%
Transcanada beta | 1.06)
.
[Cost of Equity (CAPM) 7.95%
Cost of Debt (Act;"uAa Values from Financial Statements) -
Interst on L@g-Térm‘iDebt (in 2009) $1,285
LLong Term Debt (ﬂﬂééket Value) $19,377
N
Effective Cost of Debs, 6.63%
Effective Tax Raté'(A|verage of 6 years) 25.08%
Cost of Debt (afteﬁ Téalxes) 4.97%
Debt / Capital Ratio.- 80%
Equity / Capital Ratio! 20%
T
Cost of Capitat (Weighted) 5.56%

I:?rivileged and Confidential - Prepared in Contemplation of Litigation
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Cost of Capital Using TCPL’s 2010 Financial
Statements

Cost of Equity: Based on Financial Statements

Return on Equity (Net Income / S. Equity) ' 9.80%
Dividend Yield 4.80%
Total Shareholder Return 14,40%

Cost of Debt (Actual Values from Financial Statements)

interst on Long-Term Debt (in 2009) $1,285
| ong Term Debt (Market Value) $19,377
Fffective Cost of Debt 6.63%
Cffective Tax Rate (Average of 6 years) 25.09%
Cost of Debt (after Taxes) 4.97%
Debt / Capital Ratio 80%
Equity / Capitai Ratio 20%
Cost of Capital (Weighted) 6.85%

4 Privileged and Confidential - Prepared in Contemplation of Litigation ON I ARIO
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Fundamiental Disagreement - Value of OGS

« TCE has claimed that the financial value of the OGS
contract is $500 million.

« TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

« The model shows a NPV of after-tax cash flows of $503
million.
N
« ltalso shows a discount rate of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of
equity. .
5 ONTARIO
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term. |

» Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

6 ONTARIO
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Residual Value of the OGS

. Contlngency needs to be factored into residual value to
reflect:; |

— POSS|b|I|ty that facility does not exist and/or functlon in 20
years

— Unce'rtainty around price of natural gas and electricity in 20
years
* Very I|ttle case law on this point
* One case between Air Canada and Ticketnet considered
the concept of salvage value

— Plalntlff omitted loss profits from residual value and judge
fou;n_;d that constituted a conservative assumption

— Inferred that Court considers residual value to be a valid

head of damage |
N ONTARIO
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TCE Current Position on OGS Financial Value

* In February 2011 TCE revised its initial position on the
residual value of the OGS.

* |t stated that the residual cash flows ought to be
discounted at 8%, which would yield a OGS NPV of
$385 million and not the earlier claimed $503 million.

« Our independent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much
lower.

8 ONTARIO
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Reanalﬁsis of OGS Financial Value

« Ifwe C(anduct the analysis of the free cash flows in TCE’s
OGS model with the average of the cost of equity we
calculated 11.18% the OGS NPV is about $54 million.

« We belleve that an appropriate value for the cost of

equity is 7% to 8% based on our discussions with our

counse‘l s expert.

- |If we conduct the analysis of the free cash flows with a
cost of equity of 7.5%, the OGS NPV is $292 million.

g ) ONTARIO
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Reanalysis of OGS Financial Value

10

If we conduct the analysis of the free cash flows with a
cost of equity of 7.5% for the contract cash flows, and

then discount the residual value at 15% to account for
their riskiness, the OGS NPV is $176 million.

In this analysis the present value of the residual value is
$26 million. If we say that this residual value is zero,
then we are getting close to the expert’'s value.

ONTARIO
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|
a
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Delays and Construction Cost Overruns

Any assessment of the OGS NPV also has to take into

account the impact that cost overruns and delays have
to the completion of the facility.

A one year delay in completion results in an OGS NPV
of $xxx million using a discount rate of 5.25% for
contract cash flows and 8% for residual value

. A 10% increase in construction costs results in an OGS

11

NPV of $283 million using a discount rate of 5.25%

ONTARIO'
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TransCanada’s Unlevered Cost of Equity

» During our meetings with TCE we found out how TCE
arrived at 5.25% “unlevered” cost of equity.

« TCE does not project finance. TCE borrows on its
balance sheet and then uses this “blend” of balance
sheet debt and equity to fund projecits.

» Clearly, the 5.25% “unlevered” cost of equity is more
akin to a weighted average cost of equity (“WACC”) and
not a true reflection of the return its equity holders want.
It is not a cost of equity at all.

12 ONTARIO 7
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|

TransCanada’s Unlevered Cost of Equity

. Usmg| TCE before-tax cost of debt of 6.63% and a cost
of eqwty of 7.5%, we can get a WAAC of 5.25% if the
project is funded 89% debt and 11% equity. It appears
that TCE’s “unlevered” cost of equity is its WACC.

|
|
\
N

o |t would make no economic sense to discount residual
value at WACC since residual value is a risk that equity
takes alone as debt is repaid by the end of the term.

- TCE has manipulated its financial model to amplify the
|mpact of residual value on project NPV.

i Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY {_7




Comparison of Settlement Proposals

NRR covers capital costs, financing working capital, returns, fixed monthly payment over life of

$16,900/MW-month $12,500iMW-monith $14,022MW-manth Unknown cantract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
Unkeiown Assumed 7.5% Cost of Equity, ] TCE claimed “unleveraged® Unknown TCE can financefleverage how they want to increase NPV of project. We have assumed in second
all equity project, discount rate of 5.25% propasal what we believe that they would use.
20 Years + 20 Years + We believe that TCE obtains all their valua in the first 20 years. 10 Year Option is a "nice to have”
Option fer 10-Year 25 Years 25 Years Optionfor 10-Year swestener. Precedent for 25-year contract. — Partlands Energy Centre has option for additional five
Extension Extension years on the 20-year term.
LTEP indicates need for peaking generation in KWCG; need at least 450 MW of summer peaking
450 MW 500 Mw 481 MW 450 MW capacity, Average of 500 MW provides additional system flexibility and reduces NRR on per MW basis
Lump Sum Payment of Amorlize over 25 years —no | Amortize over 25 years —no . . S o
$37mm retums returns Unknown $37MM tfo be audited by Ministry of Finance for substantiation and reasenableness
N - B . Precedent — Portlands Energy Centre, Halton Hills, and NYR Peaking Plant. Paid on a cost recovery
Payment in addition lo the Payment in addition to the Payment in addition to the NRR, Unknown basis, i.e. na opportunity to charge an additienal risk premium on fop of active costs. TCE estimate is
NRR NRR
$100MM =+ 20%.
. Qur CAPEX based on independent review by our Technical Expert and published information on other
Unknown but we infer from the similar generation facilities. We have increased it by $75MM; however, cannot really substantiate
$540rmm $400mm F4T5 mm reference to a ~$65 mm ’ : N !
. o why. Therefore, we are still proposing a target cost on CAPEX where increases/decreases are
difference that it is $540 mm shared
Little Visibility Reasonable Reasonable Unknown TCE has given us limited insights inta their operating expenses. We have used advice from our

technical cansultant on reasonable QPEX estimates.

Assistance/Protection from
mitigating Planning Act
approvals risk

Wewould approach
Gavernment ta provide
Planning Act approvals

axemption,

No government assistance with
permitting and approvals
combined with a good faith
obligation to negotiate 0GS
compensation and sunk costs if
the K-W Peaking Plant doesn't
procead because of permitting
issues,

TCE is willing to accept
permitting risk provided that it
has a right to (a) terminate the
Replacement Contract and (b}

receive a lump sum payment

for {i} sunk costs and (ii)

financial valug of the OGS
contract. This would apgly to
any and all parmits, not just
those issued under tha

In the Gavernment-Instructed counter-proposal the permitting risk is entirely transfarred to TCE;
hawever, the promise of finding compensation of OGS lost profits would continues until another option
is found.,

Planning Act.
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Financial Value of Potential Outcomes

Litigation - Worst Case

Litigation - Intermediate Case

Litigation - Best Case }

TCE Proposal = 0GS Sunk
OPA Counter-Proposal § mOGS Profits
a1 Capital

Government-instructed 2nd

Counter-Proposal’ | Expenditure

T Y TR N R S y— ¥ Turbines

: I T N I
Competitive Tender - Worst Case

Competitive Tender - Intermediate
Case o

Competitive Tender - Best Cése

$0 $200 $400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)
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Aleksandar Kojic

From: Ronak Mozayyan

Sent: November 23, 2011 12:43 PM

To: Michael Killeavy, Deborah Langelaan

Subject: one year delay presentation

Aftachments: Analysis_of_TCE_Cost_of_Capital_2011rm.pptx

t changed one number and placed another number in your slides — both marked in red. The one year delay resuits in
approximately $22M reduction in OGS NPV and also changes the initial OGS NPV at 5.25% (~ $478M versus the $503M).
I'm not sure if this information is to be included in the slides.

Ronak Mozayyan

Business Analyst Contract Management, Electricity Resources
Ontario Power Authority

120 Adelaide St. W. Suite 1600

Toronto, ON M5H 1T1

T. 416.969.6057

F:416.967.1947
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Assumptions

TransCanada Tax Rates

Getting the

| - 2004 , 26.70%
Effective Tax Rate 2005 28.90%

2006 18.75%

2007 27.70%
- 2008 27.71%
2009 20.77%

Avg. Effective Tax Rates 25.09%

Comparable Companies to calculate Beta
Weighting of similarities Beta

To estimate | | Capital Power 6 3.798
, Transalta 24 0.792
d Enbridge Energy 24 0.785
TransCanada Energy’s e e i o788
Edison International 12 0.607
B (Beta) Brookfield Asset 6 1.138
Ameresco 6 3.73
Afco 6 0.374

Average 100 1.05852
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Cost of Capital Using CAPM

|

i

Cost of Equity: Based on CAPM Model
[

Risk Free Rate (10-yelr Cdn Govt Bond, 2009) | 3.86%

Transcanada beta ' | 1.06
]

Cost of Equity (CAPM) 7.95%

Cost of Debt (Actual Nalues from Financial Statements)

]
nterst on Long-Tenm Debt (in 2009) 51,285
Long Term Debt (Nila'rll{et Value) $19,377

—

|
Effective Cost of Debt I 5.63%)
Eifective Tax Rate :(A\}érage of 6 years) 25.09%
Cost of Debt (after Taxes) ' 4.97%
Debt / Capital Ratia | 80%
Equity / Capital Ratio | 20%
Cost of Capital (Wﬂéhted) 5.56%

Privileged and Confidential - Prepared in Contemplation of Litigation ON I Anlo '
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Cost of Capital Using TCPL’s 2010 Financial

Cost of Equity: Based on Financial Statements

L?eturn on Equity (Net Income / S. Equity) 9.80%
Dividend Yield 4.80%
Total Shareholder Return 14.40%
Cost of Debt (Actual Values from Financial Statements)

interst on Long-Term Debt {in 2009) $1,285
_ong Term Debt (Market Valug) $19,377
Effective Cost of Debt 6.63%
Effective Tax Rate (Average of 6 years) 25.09%
Cost of Debt (after Taxes) 4.97%
Debt / Capital Ratio 80%
Equity / Capital Ratio 20%
Cost of Capital (Weighted) 6.85%

4 Privileged and Confidential - Prepared in Contemplation of Litigation
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Fundamental Disagreement - Value of OGS

- TCE has claimed that the financial value of the OGS
contract is $500 million.

« TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

e The rhodel shows a NPV of after-tax cash flows of $503
-~ million.

* ltalso shows a dlscount rate of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of

equity.:
5 ONTARIO
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value. |

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

; ONTARIO 7

Privileged and Confidential - Prepared in Contemplation of Litigation POWER AUTHORITY 2



Residual Value of the OGS

. Contmgency needs to be factored into residual value to
reflect;'

— Possibility that facility does not exist and/or functron in 20
years

— Uncertainty around price of natural gas and electricity in 20
years

-+ Very Ilttle case law on this point

- One case between Air Canada and Ticketnet considered
the concept of salvage value

— Plamtlff omitted loss profits from residual value and judge
found that constituted a conservative assumption

Inferred that Court considers residual value to be a valid

head ‘of damage
| ONTARIO

POWER AUTHORITY {_J




TCE Current Position on OGS Financial Value

* In February' 2011 TCE revised its initial position on the
residual value of the OGS.

* |t stated that the residual cash flows ought to be
discounted at 8%, which would yield a OGS NPV of
$389 million and not the earlier claimed $503 million.

« Our independent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much

~ lower.

3 ONTARIO
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Reanalysis of OGS Financial Value

- If we conduct the analysis of the free cash flows in TCE's
OGS rmi;odel with the average of the cost of equity we
calculated, 11.18% the OGS NPV is about $54 million.

« We belleve that an appropriate value for the cost of
equity |s 7% to 8% based on our discussions with our
counsie‘lgs expert.

e |fwe co%nduct the analysis of the free cash flows with a
cost of equity of 7.5%, the OGS NPV is $292 million.

; | ONTARIO
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Reanalysis of OGS Financial Value
-

10

If we conduct the analysis of the free cash flows with a
cost of equity of 7.5% for the contract cash flows, and

then discount the residual value at 15% to account for
their riskiness, the OGS NPV is $176 million.

In this analysis the present value of the residual value is
$26 million. If we say that this residual value is zero,
then we are getting close to the expert’s value.

ONTARIO /
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Delays and Construction Cost Overruns

« Any assessment of the OGS NPV also has to take into
account the impact that cost overruns and delays have

to the completion of the facility.

« A one@y@ear delay in complétion results in an OGS NPV
of $366 million using a discount rate of 5.25% for
contract cash flows and 8% for residual value.

* A 10% increase in construction costs results in an OGS
NPV of $283 million using a discount rate of 5.25%.

"o | ONTARIO
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TransCanada’s Unlevered Cost of Equity

* During our meetings with TCE we found out how TCE
arrived at 5.25% “unlevered” cost of equity.

« TCE does not project finance. TCE borrows on its
balance sheet and then uses this “blend” of balance
sheet debt and equity to fund projects.

 Clearly, the 5.25% “unievered” cost of equity is more
akin to a weighted average cost of equity (“WACC”) and
not a true reflection of the return its equity holders want.
It is not a cost of equity at all.

12 ONTARIO
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TransCanada’s Unlevered Cost of Equity

13

Using TCE before-tax cost of debt of 6.63% and a cost
of equ1ty of 7.5%, we can get a WAAC of 5.25% if the
project is funded 89% debt and 11% equity. It appears
that TCE’ “unlevered” cost of equity is its WACC.

It Would make no economic sense to discount residual
value at WACC since residual value is a risk that equity
takes alone as debt is repaid by the end of the term.

TCE has manipulated its financial model to amplify the
impact of residual value on project NPV.

ONTARIO
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Comparison of Settiement Proposals

g NRR cavers capital costs, financing working capital, returns, fixed monthly payment over life of
§16,500/MW-month $12,500mw-month $14,922/MW-manih Unknown contract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
Uniknawn Assumed 7.5% Cost of Equity, ] TCE claimed "unleveraged” Undaiown TCE can finance/leverage how they want to increase NPV of project. We have assumed in secend
. all equity project. discount rate of 5.25% proposal what we beliave that they would use.
20 Years + 20 Years + We balieve that TCE ohtains all their value in the first 20 years. 10 Year Option is a "nics to have”
Option for 10-Year 25 Years 25 Years Optian for 10-Year sweetener. Precedent for 25-year contract. - Porllands Enargy Centre has option for additional five
Extension Extension years on tha 20-year term.
LTEP indicates need for peaking generation in KWCG; need at least 450 MW of summer peaking
450 MW 500 Mw 4B 4sonmw capacity, Average of 500 MW provides additional systemn flexibility and reduces NRR on per MW basis
Lump Sum Payment of Amortize over 25 years—no | Amortize over 25 years — no . . . i
$37mm returns retums Unknown $37MM to be audited by Ministry of Finance for substantialion and reasonableness
. - . - Precedent ~ Portlands Energy Gentre, Halton Hills, and NYR Peaking Plant. Paid on a cost recovery
Payment in addilion to the Payment in addition to the Payment in addition to the NRR Unknown basis, i.e. no opportunity to charge an additional risk premium on top of active costs. TCE estimate is
NRR NRR
$100MM + 20%.
. Qur CAPEX, based on independent review by aur Technical Expert and published information on other
Unknown but wa infer from the similar generation facilities. We have increased it by $75MM; however, cannot really substantiate
$540mm $400mm $475 mm referenco to & ~§65 mm why. Therefore, we are still proposil target cost on CAPEX where increases/d
difference that it s $540 mm. [5°% g hroposing a targ wherel eeldecrenses ars
Littie Visibiity Reasonable Reasonable Unknown TCE has given us limited insights into their operating expenses. We have used advice from our

technical consultant on reasonable OPEX estimates.

Assistance/Protection from
mitigating Planning Act
approvals risk

We would epproach
Government to pravide
Planning Act approvals

exemption.

No government assistance with
permitting and approvals
combined with a geod faith
obligation to negotiate OGS
compensation and sunk costs if
the K-W Peaking Plant doesn't
proceed bacause of parmitting
issues.

TGCE is willing 1o accept
permitting risk pravided that it
has a right to (a} terminate the
Replacement Contract and (b)
receive a lump sum payment

for {i) sunk costs and (ii)

financial value of the OGS
contract. This would apply to
any and all permits, not just
those isswed under the

Pianning Act.

In the Government-Instrucied counter-proposal the permitting risk is entirely transferred to TCE;

however, the promise of finding compensation of OGS lost profits would continues until another option
is found.
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Litigation - Worst Case

Litigation - Intermediate CaSe

Litigation - Best Case

TCE Proposal |

OPA Counter-Propo sal

Government-instructed 2nd
Counter-Proposal’

Competitive Tender - Worst C'als;e |

Competitive Tender - Intermjediafe _

Case

Competitive Tender - Best Case J:

15

$0 $200

OGS Sunk

mOGS Profits

#Capital
Expenditure

mTurbines

m | jtigation

| I
$400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)
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Aleksandar Kojic

From:

Sent:

To:

Cc:

Subject:
Attachments:

Michael and loAnne;

Attached is the presentation for tomorrow’s meeting. Please review and provide me with your comments.

Thanks,
Deb

Deborah Langelaan

November 23, 2011 3:31 PM

JoAnne Butler; Michael Killeavy

Ronak Mozayyan

OGS Presentation for tomorrow's meeting
Analysis_of_TCE_Cost_of_Capital_20111123.pptx
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Assumptions

TransCanada Tax Rates

Getting the

| 2004 26.70%
Effective Tax Rate 2005 26 90%
2006 18.75%

2007 27.70%

2008 27.71%

2009 20.77%

Avg. Effective Tax Rates __25.09%

Comparable Companies to calculate Beta
Weighting of similarities Beta

To estimate Capital Power 6 3.798
Transalta 24 0.792
) Enbridge Energy 24 0.785
TransCanada Energy’s ity " 0T
Edison International 12 0607
B ( B eta ) Brookfield Asset 6 1.138
Ameresco 6 3.73
Atco 6 0.374

Average 100 1.05852
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Cost of Capital Using CAPM

Cost of Equity: Baised‘ on CAPM Model

Risk Free Rate (10:year Cdn Govt Bond, 2009) 3.86%

Transcanadabeta . | 1.06
i

Cost of Equity (CAPM) - 7.95%

Cost of Debt (Actual Values from Financial Statements)

|
nterst on Long-Term Debt {in 2009) $1,285

Long Term Debt (Mark!et Value) $19,377
Effective Cost of Débt@ 6.63%
Effective Tax Rate ?A\!?érage of 6 years) : 25.09%
Cost of Debt (after iTé{cés) ' 4.97%
Debt / Capital Ratio | 80%]
Equity / Capital Rafio | ‘ 20%
Cost of Capital (We_i hted) 5.56%l
3 | PrEvileged and Confidential -~ Prepared in Contemplation of Litigation ONTARIO
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Cost of Capital Using TCPL’s 2010 Financial
Statements

Cost of Equity: Based on Financial Statements

Return on Equity (Net Income / 5. Equity) 9.80%)|
Dividend Yield 4.80%
iTotal Shareholder Return 14.40%

ICost of Debt (Actual Values from Financial Statements)

interst on Long-Term Debt (in 2009) $1,285
_ong Term Debt (Market Value) $19,377
Effective Cost of Debt 6.63%
Effective Tax Rate (Average of 6 years) 25.09%
Cost of Debt (after Taxes) ' 4.97%
Debt / Capital Ratio 80%
Equity / Capital Ratio 20%
Cost of Capital (Weighted) 6.85%
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Fundamental Disagreement - Value of OGS

e TCE has claimed that the financial value of the OGS
contract is $500 million.

« TCE presented a project pro forma for the OGS bid into
the SWGTA RFP.

« The m‘deI shows a NPV of after-tax cash flows of $503
million. |

. It also shows a discount rate of 5.25% for discounting
the cash flows — TCE’s purported unlevered cost of
equity:.

5 o ONTARIO,
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year
life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
replacement contract. We disagree with this assertion.

6 ONTARIO
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Re5|dual Value of the OGS

. Contmgency needs to be factored into residual value to
reflect ’
— Possrblllty that facility does not exist and/or function in 20
years
— Uneef,'rtainty around price of natural gas and electricity in 20
year‘e
— Uneiefrtainty around price of carbon credits

« Very little case law on this point - one case between Air
- Canada and Ticketnet considered the concept of salvage
value | |

— Plainétiff omitted loss profits from residual value and judge
found that constituted a conservative assumption

|
Inferred that Court considers residual value to be a valid

head of damage ONTARIO

| POWER AUTHORITY {_J}
|
|
|




TCE Current Position on OGS Financial Value

« In February 2011 TCE revised its initial position on the
residual value of the OGS.

* It stated that the residual cash flows ought to be
discounted at 8%, which would yield a OGS NPV of
$389 million and not the earlier claimed $503 million.

« Our independent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is likely much
lower.

3 ONTARIO
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Reanalysis of OGS Financial Value

+ If we conduct the analysis of the free cash flows in TCE's
OGS model with the average of the cost of equity we
calculated, 11.18% the OGS NPV is about $54 million.

» We believe that an appropriate value for the cost of
equityiis 7% to 8% based on our discussions with our

counsel’s expert.

» If we conduct the analysis of the free cash flows with a
cost of equity of 7.5%, the OGS NPV is $292 million.

0 | ONTARIO
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Reanalysis of OGS Financial Value

 |f we conduct the analysis of the free cash flows with a
cost of equity of 7.5% for the contract cash flows, and
then discount the residual value at 15% to account for
their riskiness, the OGS NPV is $176 million.

 |n this analysis the present value of the residual value is
$26 million. If we say that this residual value is zero,
then we are getting close to the expert’'s value.

10 ONTARIO
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Delays and Construction Cost Overruns

« Any assessment of the OGS NPV also has to take into
accouhf!-the impact that cost overruns and delays have
to the completion of the facility.

« A oneyear delay in completion results in an OGS NPV
of $366 million using a discount rate of 5.25% for
contract cash flows and 8% for residual value.

* A 10% increase in cdnstruction costs resulfs in an OGS
NPV of $283 million using a discount rate of 5.25%.

1 | ONTARIO
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TransCanada’s Unlevered Cost of Equity

* During our meetings with TCE we found out how TCE
arrived at 5.25% “unlevered” cost of equity.

« TCE does not 'project finance. TCE borrows on its
balance sheet and then uses this “blend” of balance
sheet debt and equity to fund projects. |

« Clearly, the 5.25% “unlevered” cost of equity is more
akin to a weighted average cost of equity (“WACC”) and
not a true reflection of the return its equity holders want.
It is not a cost of equity at all.

12 | ONTARIO
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TransCanada’s Unlevered Cost of Equity

. Usmg TCE before-tax cost of debt of 6.63% and a cost
of equrty of 7.5%, we can get a WAAC of 5.25% if the
project i |s funded 89% debt and 11% equity. It appears
that TCE’ “unlevered” cost of equity is its WACC.

_ !

o |t would' make no economic sense to discount residual
value at WACC since residual value is a risk that equity
takes alone as debt is repaid by the end of the term.

~+ TCE has manipulated its financial model to amplify the
impact of residual value on project NPV.

3 | | ONTARIO
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Comparison of Settlement Proposals

14

$16,900/MW-month

T f'f"| L" -

fREAICELnted Rl
7 ). 5

L

NRR covers capital costs, financing werking capital, returns, fixed monthly payment over life of
$12,300/Mw-manih $14,922/MwW-month Unknawn contract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
Unk Assumed 7.5% Cost of Equity, ] TCE claimed "unleveraged” Unknow, TCE can financefleverage how they want to increase NPV of project. We have assumed in second
nknown all equity project, discount rate of 5.25% n proposal what we believe that they would use.
20 Years + 20 Years + We believe that TCE obtains all their value inthe first 20 years. 10 Year Opticn is a *nice to have”
Option for 10-Year 26 Years 25 Years Option for 10-Year sweetener, Precedent for 25-year contract, — Portlands Energy Centre has option for additional five
Extension Extension yaars on the 20-year term.
LTEP indicates need for peaking gensration in KWCG; need at least 450 MWV of summer peaking
450 MW 500 Mw 481 MW 450 Mw capacily, Average of 500 MW pravides additienal system flexibility and reduces NRR on per MW basis
Lump Sum Payment of Amortize over 25 years -no | Amorlize over 25 years ~ no Unknown $37MM to be audited by Minisiry of Finance for substantiation and reasonableness
$3I7mm returns returns
. - . - Precedsent — Portlands Energy Centre, Halton Hills, and NYR Peaking Plant. Paid on a cost recovery
Paymant in addition to the Payment in addition to the Payment in addition to the NRR Unknown basis, i.e. no opportunity to charge an additional risk premium on top of active costs. TCE estimate is
NRR NRR P
$100MM & 20%.
. Cur CAPEX based on indapendent review by our Technjcal Expert and published infarmation on other
£540mm $400mm $475 mm Unl;:g;gnlgx:l?_?ésﬁ:rnnlhe similar generation facilities. Wa have increased it by $75MM; however, cannot really substantiate
difference that it is 5540 mm \:::;egherefore, we are slill proposing a farget cost on CAPEX where increasesfdecreases are
Litie Visibllity Reasonable Reasanable Unknown TCE has given us limited insights into their operating expenses. We have used advice from our

technical consuliant on reasonable OPEX estimates,

Assistance/Protection from
mitigating Planning Act
approvals risk

Wewould approach
Government lo provide
Planning Act approvals

exemption.

No govemment assistance with
permitting and approvals
combined with 2 good faith
obligation 1o negotiate OGS
compensation and sunk costs if
the K-W Peaking Plant doesn't
proceed because of permitting
issues,

TCE is willing to accept
permitting risk provided that it
has a right to (a) terminate the
Reptacement Contract and (b)
receive a lump sum paymant

for (i} sunk costs and (i)

financial value of the OGS
contract. This would apply to
any and all permits, not just
those issued under the
Pilanning Act.

In the Government-instructed counter-proposal the permitting risk is entirely transferred to TCE;

hawever, the promise of finding compensation of OGS lost profits would continues until another option
is found.
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Financial Val.ue of .Potential Outcomes

o
Litigation - Worst Case

Litigation - Intermeciate Case

Litigation - Best Case §
TCE Proposal | m OGS Sunk

. |
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Aleksandar Kojic

From: Michael Killeavy

Sent: November 24, 2011 12:08 PM

To: JoAnne Builer; Deborah Langelaan; Ronak Mozayyan
Subject: TCE Cost of Capital Presentation - FINAL ....
Attachments: Analysis_of TCE_Cost_of_Capital_20111123 FINAL.pptx

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)
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Assumptions

Getting the

TransCanada Tax Rates

2004 26.70%

Effective Tax Rate 2005 28.90%
2006 18.75%

2007 27.70%

2008 27.71%

2009 20.77%

Avq. Effective Tax Rates 25.09%

Comparable Companies to calculate Beta

Weighting of similarities Beta
To estimate Capital Power 6 3.798
Transalta 24 0.792
] Enbridge Energy 24 0.785
TransCanada Energy’s ot 16 e
Edison International 12 0.607
B ‘ ( B eta ) Brookfield Asset 6 1.138
Ameresco 6 3.73
Alco 6 0.374

Average 100 1.05852
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Cost of Capital Using CAPM

Cost of Equity: Based on CAPM Model

Risk Free Rate (10-year Cdn Govt Bond, 2009) ' ‘ 3.86%

Transcanada beta ‘ : 1.06
Cost of Equity (CAPM) E ' ‘ 7.95%
Cost of Debt (Actual Values from Financial Statements)

nterst on Long-Term Debt (in 2009) L } $1,285
_ong Term Debt (Market Value) o $19,377
Fffective Cost of Debt Vo 6.63%
Effective Tax Rate (Average of 6 years) f 25.09%J
Cost of Debt (after Taxes) ‘ o 4.97%
Debt / Capital Ratio P 80%)
Equity / Capital Ratio - 20%
Cost of Capital {(Weighted) 5.56%)

T
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Cost of Capital Using TCPL’s 2010 Financial

Statements

Cost of Equity: Based on Financial Statements

keturn on Equity (Nef Incorme / S. Equity) 9.80%
Dividend Yield 4.80%
Total Shareholder Return 14,40%|
Cost of Debt {Actual Values from Financial Statements)

Interst on Long-Term Debt (in 2009) $1,285
Long Term Debt (Market Value) $19,377]
Effective Cost of Debt 5.63%
tffective Tax Rate (Average of 6 years) 25.09%
Cost of Debt (after Taxes) 4.97%
Debt / Capital Ratio 80%
Equity / Capital Ratio 20%
Cost of Capital (Weighted) 6.85"/4
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Fundamental Disagreement - Value of 0GS

« TCE has claimed that the financial value of the OGS
contract is $500 million. |

» TCE presented a project pro forma for the OGS» bid into
the SWGTA RFP. n

« The model shows a NPV of after-tax cash flows of $503
million.

|t also shows a discount rate of 5.25% for dlscountlng
the cash flows — TCE's purported unlevered cost of

equity.

s NTARIO
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Residual Value of the OGS

« The $503 million NPV is calculated over the thirty year

life of the project, whereas the contract has a 20-year
term.

« Cash flows over the term of the contract amount to $262
million. Almost half of the claimed value of OGS comes
from a very speculative residual value.

« TCE maintains that the residual value of the OGS after
the expiry of the term was high because it would get a
- replacement contract. We disagree with this assertion.

o | ONTARIO
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Residual Value of the OGS

» Contingency needs to be factored into residual value to
reflect: |

— Possibility that facility does not exist and/or function in 20
years |

— Uncertainty around price of natural gas and electricity in 20
years

— Uncertainty around price of carbon credits

. ONTARIO
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Residual Value of the OGS

* Very little case law on this point - one case Air Canada v
Ticketnet considered the concept of salvage value.

— Plaintiff omitted loss profits from residual value and judge
found that constituted a conservative assumption

— Inferred that Court considers residual value {o be a valid
head of damage

8 ONTARIO
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TCE Current Position on OGS Financial Value

* |In February 2011 TCE revised its initial posmon on the
residual value of the OGS.

|t stated that the residual cash flows ought to be
discounted at 8%, which would yield a OGS NPV of
$389 million and not the earlier claimed $503 million.

* QOur independent expert believed that the NPV of OGS
could be on the order of $100 million. Given the
problems in developing OGS the value is llkely much
lower.

9 ONTARIO
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Reanalysis of OGS Financial Value

If we conduct the analysis of the free cash flows in TCE’s
OGS model with the average of the cost of equity we
calculated, 11.18% the OGS NPV is about $54 million.

« We believe that an appropriate value for the cost of

10

equity is 7% to 8% based on our discussions with our
counsel’s expert.

If we conduct the analysis of the free cash flows with a
cost of equity of 7.5%, the OGS NPV is $292 million.

ONTARIO
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Reanalysis of OGS Financial Value

 |f we conduct the analysis of the free cash rows with a
cost of equity of 7.5% for the contract cash flows and
then discount the residual value at 15% to account for
their riskiness, the OGS NPV is $176 million. |

» In this analysis the present value of the residual value is
- $26 million. If we say that this residual value is zero
then we are getting close to the expert’s value. |

1 .NTARIO
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Delays and Construction Cost Overruns

Any assessment of the OGS NPV also has to take into
account the impact that cost overruns and delays have
to the completion of the facility.

* A one year delay in completion results in an OGS NPV

12

of $366 million using a discount rate of 5.25% for
contract cash flows and 8% for residual value.

A 10% increase in construction costs results in an OGS
NPV of $283 million using a discount rate of 5.25%.

ONTARIO
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TransCanada’s Unlevered Cost of Equitig

¢ DUring our rheetings with TCE we found out how TCE
arrived at 5.25% “unlevered” cost of equity.

» TCE does not project finance. TCE borrows oiﬂts
balance sheet and then uses this “blend” of ba‘l'ance

sheet debt and equity to fund projects.

» Clearly, the 5.25% “unlevered” cost of equity |s more
akin to a weighted average cost of equity (“WACC”) and
not a true reflection of the return its equity holders want.
It is not a cost of equ1ty at all. |

13 .NTARIO
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TransCanada’s Unlevered Cost of Equity

« Using TCE before-tax cost of debt of 6.63% and a cost
of equity of 7.5%, we can get a WAAC of 5.25% if the
project is funded 89% debt and 11% equity. It appears

that TCE’s “unlevered” cost of equity is its WACC.

+ It would make no economic sense to discount residual
value at WACC since residual value is a risk that equity
takes alone, as debt is repaid by the end of the term.

« TCE has manipulated its financial model to amplify the
impact of residual value on project NPV.

14 ONTARIO
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Comparison of Settlement Proposals

$16,900/MW-month

NRR covers capital costs, financing working capltal retums, fixad monthly payment over life of

$12,500/MwW-manth 14,8 W-manth Unknown contract. Energy paid on a deemed dispatch basis, this plant will operate less than 10% of the time.
:
Unkatown Assumed 7.5% Cost of Equity, | TCE claimed "unleveraged” Unknown TCE ean financeflaverage how they want to mcrease NPV of project. We have assumed in second
all equity project. discount rate of 5.25% proposal what we believe that they would use, | .
20 Years + 20 Years + We believe that TCE obtains all their value in the:first 20years. 10 Year Option is a "nice to have”
Option for 10-Year 25 Years 25 Years Optich for 10-Year sweelener, Precedent for 25-year contract. — Portlands Energy Gentre has option for eddilional five
Extension Extension years on the 20-year term. |
LTEP indicates nead for peaking generation in KWCG need at least 450 MW of summer peaking
450 MW 500 M 481 MW 450 MW capacity, Average of 500 MW provides additional system flexibilily and reducas NRR on per MW basis
!
Lurnp Sum Payment of Amortize over 25 years ~no | Amortize over 25 years —no . ‘o . | l .
$37mm returms returns Unknown $37MM o be audited by Ministry of Finance for sul:isian!lallon and reasonablenass
. . N . Precadent — Portlands Energy Centre, Halton Hills| {and NYR Peaking Plant. Paid on a cost recovery
Payment “;\I ar\::lglllon to the Payment lnN;d:mun to the Payment in addition to the NRR Unknown

basis, i.e. no opportunity to charge an additionaf rlsk premium en top of active costs. TCE estimats is
$100MM = 20%.

Unknown but we infer from the|

Our CAPEX based an independent review by our Techmcal Expert and published information on other

o similar generation facilities. We have increased it by F75MM; however, cannot really substantiate
$540mm $400mm $475 mm g fﬁi‘:‘:gecz‘a‘: ; is$§55 4'5":“ why. Thersfore, we are still proposing a target cost on CAPEX where increasesfdecreases ara-
shared. . :
‘\
Little Visibility Reasonable Reasonable Unknown TCE has given us limited insights into their operalmg expanses. We have used advice from our

technical consuitant on reasonable OPEX estimaxa‘s

Assistance/Proteciion from
mitigating Planning Act
approvals risk

We would approach
Government to pravide
Pianning Act approvals

exemgtion.

No government assistance with
permilting and approvals
combined with a good faith
obligation to negotiate OGS
compensation and sunk cos!s if
the KW Peaking Flant doasn't
proceed because of parmitting
issues,

TCE is willing to accept
permitting risk provided that it
has a right to (a) terminate the
Repfacement Contract and (b}
receive a lump sum payment

for (i) sunk costs and (i}

financial value of the OGS
contract. This would apply to
any and all permits, not just
those isswed under the

Pianning Act,

i
v
F

In the Governmenl-Instructed counter-proposal the| permnmng risk is entirely transferred to TCE;

howsver, the promise of finding compensation of OFS fost profits would continues until ancther option
is found. i
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Financial Value of Potential Oufcomes

Litigation - Intermediate Case

Litigation - Best Case

TCE Proposal B OGS Sunk
m OGS Profits
OPA Counter-Proposal S Profi
Government-instructed 2nd | ® Capital

Counter-Proposal Expenditure

mTurbines
Competitive Tender - Worst Case |

witigation

Competitive Tender - Intermediate
Case !

Competitive Tender - Best Case |

$0 $2l00 $400 $600 $800 $1,000

Cost to the Ontario Ratepayer ($millions)

ONTARIO
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Aleksandar Kojic

From: Michael Lyle

Sent: November 30, 2011 1:23 PM

To: JoAnne Butler; Michael Killeavy

Cc: 'lvanoff, Paul’

Subject: FW: Sched B_ Blacklined version of Arbitration Agreement
Attachments: Sched B_ Blacklined version of Arbifration Agreement.doc

Attached are the proposed amendments to the arbitration agreement that are proposed by TCE and have been referred

to us from counsel for I0. As | indicated previously, | was concerned that TCE was trying to limit the scope of discovery

that they are the ones with most of the documents relevant to assessing damages and so it is to their advantage to keep
discovery very limited. We had previously been concerned with section 6.1 as it stated that the parties were to meet
and confer on documentary discovery but states that such discovery would not be as broad as in the Rules of Civil
Procedure. It did say though that parties would have to disclose the documents that fall into the categories identified by
opposing counsel. The new section 6.1 contemplates the parties meeting and agreeing on a limited document exchange
in which each party provides “its most relevant internal assessment” of the damages re 20 year profit and terminal
value. This allows TCE o only put forward the assessment that favours their position and shield any internal documents
that might indicate that their numbers are inflated. |0 will likely take the view that OPA should not care about this given
that the DM of Energy has stated the Government’s intention to cover these costs. However, note that there is no right
of document discovery with respect to the sunk costs which the OPA is responsible to pay. Section 6.3(2) only gives us a
right to a “brief description” of the amount TCE is claiming and a breakdown of these amounts by category. This is
ohviously unacceptable. We will no doubt have other concerns as we go through this in more detail. Dermot Muir, 10
General Counsel, is trying to get a response out of me on this. | assume that 10 will want to move it quickly. It will need
to be approved by our Board. | intend to call him after 4 today. If anyone has additional comments before then, please
let me know.

Michael Lyle

General Counsel and Vice President
Legal, Aboriginal & Regulatory Affairs
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario, M5H 1T1

Direct: 416-969-6035

Fax: 416.969.6383

Email: michael.lyle@powerauthority.on.ca

This e-mail message and any files transmitted with it are intended only for the named recipient(s) above and may contain information that is privileged, confidential
and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or
any files transmitted with it is strictly prohibited. [f you have received this message in etror, or are not the named recipieni(s), please notify the sender immediately
and delete this e-mail message

From: Dermot Muir [mailto:Dermot.Muir@infrastructureontario.ca]
Sent: November 30, 2011 10:29 AM

To: Michael Lyle
Subject: Sched B_ Blacklined version of Arbitration Agreement

Michael:

Please find attached the latest proposed changes to the arbitration agreement as provided by Mike B.

Happy to discuss.



Regards

Dermot

Dermot P. Muir

General Counsel and Corporate Secretary
Infrastracture Ontario

1 Dundas Street West, 20th Floor
Toronto, Ontario M5G 215

416-325-2316

416-204-6130 (fax)

Dermot. Muir@infrastructureontario.ca

SOLICITOR/CLIENT PRIVILEGE

This e-mail is intended only for the personal and confidential use of the recipient(s) named above. If the reader of this e-mail is not
an intended recipient, you have received this e-mail in error and any review, dissemination, distribution or copying is strictly
prohibited. If you have received this e-mail in error, please notify the sender immediately by return e-mail and permanenily delete
the copy you received.




IN THE MATTER OF AN ARBITRATION

BETWEEN:

TRANSCANADA ENERGY LTD.

Claimant
- and -

HER MAJESTY THE QUEEN IN RIGHT OF ONTARIO and the ONTARIO
POWER AUTHORITY

Respondents

ARBITRATION AGREEMENT

WHEREAS the Ontario Power Authority (the “OPA”) and the Claimant
TransCanada Energy Ltd. (“TCE” or the “Claimant”) entered into the Southwest GTA
Clean Energy Supply Contract dated as of October 9, 2009 (the “CES Contract”) for the
construction of a 900 megawatt gas fired generating station in Oakville Ontario (the
“OGS”™);

AND WHEREAS by letter dated October 7, 2010 the OPA terminated the CES
Contract and acknowledged that TCE was entitled to its reasonable damages, including
the anticipated financial value of the CES Contract;

- AND WHEREAS the Respondents have agreed to pay TCE its reasonable
damages arising from the termination of the CES Contract, including the anticipated
financial value of the CES Contract;

AND WHEREAS the Claimant and the Respondents wish to submit the issue of
the assessment of the reasonable damages suffered by TCE to arbitration in the event
they are unable to settle that amount as between themselves;

AND WHEREAS on April 27, 2011, the Claimant provided written notice to Her
Majesty the Queen in Right of Ontario (the “Province of Ontario”), under section 7 of
the Proceedings Against the Crown Act, RS.0., 1990, c. P. 27 (“PACA”), of its intent to
commence an action against the Province of Ontario to recover the damages the
Claimant suffered because of the termination of the CES Contract (the “Claim”);
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AND WHEREAS the Parties have agreed that the Claimant’s damages under
the Claim will not be limited by: (a) any limitation on or reduction of the amount of
damages which might otherwise be awarded as a result of sections 10.5 or 14.1 of the
CES Contract; or (b) any limitation on or reduction of the amount of damages which
might otherwise be awarded as a result of any possibility or probability that TCE may
have been unable to obtain any or all government or regulatory approvals required to
construct and operate its generation facility as contemplated in and in accordance with
the CES Contract;

AND WHEREAS the Parties have agreed that the Respondents will not raise as a
defence the Force Majeure Notices filed by the Claimant with the OPA including those
issued after the Town of Oakville rejected the Claimant’s site plan approval for the
Oakville Generating Station and subsequently the rejection of its application for consent
to sever for the Qakville Generating Station site by the Committee of Adjustment for the
Town of Qakville;

AND WHEREAS the Parties have agreed to resolve the issue of the quantum of
damages the Claimant is entitled to as a result of the termination of the CES Contract by
way of binding arbitration in accordance with The Arbitration Act, 1991, S5.0. 1991, c.17
(the “Act”);

AND WHEREAS the Parties have agreed that all steps taken pursuant to the
binding arbitration will be kept confidential and secure and will not form part of the
public record;

NOW THEREFORE, in consideration of good and valuable consideration, the
receipt and sufficiency of which is hereby acknowledged, the Parties agree as follows:

ARTICLE1
APPLICATION OF THE ACT

Section1.1 : Recitals
The recitals herein are true and correct.

Section 1.2 Act

The provisions of the Act shall apply to this Arbitration Agreement except as
varied or excluded by this Agreement, or other written agreement of the Parties.

ARTICLE 2

Section 2.1 Consideration

In consideration of the Parties each agreeing to pursue the resolution of this
matter by way of binding arbitration in accordance with the Act and on the

2



understanding that the referral to the arbitration and the satisfaction of any Final
Award (as defined) is a settlement of the Claimant’s claim that is the subject matter of
its April 27, 2011 Notice, pursuant to section 22 (c) of the PACA, the Parties agree:

(@)  the Claim against the Province of Ontario and the OPA will not be
pursued in the Courts; and

(b)  contemporaneous-with the satisfaction by the Province of Ontario of any

—Final-Award in favour-of TCE; TCE-will provide-arelease to the OPA-and————
the Province of Ontario in the form of Schedule “B” attached hereto.

ARTICLE 3
ARBITRATOR

Section 3.1 Arbitrator

The Arbitration shall be conducted in Toronto, Ontario by an arbitrator mutually
agreed upon by the Parties or chosen by such individual as the Parties may agree (the
“ Arbitrator”).

ARTICLE 4
JURISDICTION OF ARBITRATOR

Section 4.1 Final Decision and Award

The decision and award of the Arbitrator shall be final and binding on the
Parties, subject to the right to appeal questions of law to the Ontario Superior Court of
Justice as provided in section 45(2) of the Act.

Section 4.2 The Disputes

The Arbitrator shall fully and finally determine the amount of the reasonable
damages to which the Claimant is entitled as a result of the termination of the CES
Contract, including the anticipated financial value of the CES Contract.

Section 4.3 Waiver of Defences

(@) The Respondents agree that they are liable to pay TCE its reasonable
damages arising from the termination of the CES Contract, including the
anticipated financial value of the CES Contract.

(b)  The Respondents acknowledge and agree that in the determination of the
reasonable damages which TCE is to be awarded there shall be no
reduction of those damages by reason of either:

(i) any limitation on or reduction of the amount of damages which
might otherwise be awarded as a result of sections 10.5 or 14.1 of
the CES Contract; or



©

Section 4.4

(i)

any limitation on or reduction of the amount of damages which
might otherwise be awarded as a result of any possibility or
probability that TCE may have been unable to obtain any or all
government or regulatory approvals required to construct and
operate its generation facility as contemplated in and in accordance
with the CES Contract. :

For greater certainty, the amount of the reasonable damages to which the
Claimant is entitled will be based upon the following agreed facts:

@)

that if the CES Contract had not been terminated then TCE would
have fulfilled the CES Contract and the generation facility which
was contemplated by it would have been built and would have
operated; and

the reasonable damages including the anticipated financial value of
the CES Coniract is understood to include the following
components:

(A)  the net profit to be earned by TCE over the 20 year life of the
CES Contract;

(B)  the costs incurred by TCE in connection with either the
performance or termination of the CES Contract to the extent
that these costs have not been recovered in item (A); and

(C) each Party reserves its rights to argue whether the
Respondents are liable to compensate the Claimant for the
terminal value of the OGS, if any, where terminal value is
understood to mean the economic value of the OGS that may
be realized by the Claimant in the period after the expiration
of the twenty year term of the CES Contract for its remaining
useful life.

Arbitrator Jurisdiction

Without limiting the jurisdiction of the Arbitrator at law, the submission to
arbitration hereunder shall confer on the Arbitrator the jurisdiction to:

(@)

(b)

determine any question as to the Arbitrator’s jurisdiction including any

objections with respect to the existence, scope or validity of this

Agreement;

determine all issues in respect of the procedure or evidentiary matters

governing the Arbitration, in accordance with this Agreement and the Act,
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and make such orders or directions as may be required in respect of such
issues;

(c)  determine any question of law arising in the Arbitration;

(d)  receive and take into account such written or oral evidence tendered by
the Parties as the Arbitrator determines is relevant and admissible;

i (@) - nake one or:more interlocutory or interim orders;- .. -

(f) include, as part of any award, the payment of interest from the
appropriate date as determined by the Arbitrator; and

(g) proceed in the Arbitration and make any interlocutory or interim
award(s), as deemed necessary during the course of the hearing of the
Arbitration, and the Final Award (defined below).

Section 4.5 Costs

The Parties agree that the Arbitrator has the jurisdiction to award costs to any of
the Parties, and that the Arbitrator will make a determination with respect to any
Party’s entitlement to costs by analogy to the Ontario Rules of Civil Procedure, R.R.O.
1990, Reg. 194 ( the “Rules”) and with regard to the relevant case law, after hearing
submissions from the Parties with respect to costs following the Final Award, or an
interim or interlocutory order or award in relation to any interim or interlocutory
motion. The Arbitrator’s accounts shall be borne equally by the Parties, together with
all other ancillary, administrative and technical expenses that may be incurred during
the course of the Arbitration, including but not limited to costs for court reporter(s),
transcripts, facilities and staffing (the “Expenses”), but the Arbitrator’s accounts and
the Expenses shall be ultimately determined with reference to the Rules and the case
law, at the same time that other issues with respect to costs are determined following
the Final Award.

Section 4.6 Timetable

Any deadlines contained in this Agreement may be extended by mutual
agreement of the Parties or order of the Arbitrator, and the Arbitrator shall be advised

of any changes to any deadlines.




ARTICLES
INITIATION OF THE ARBITRATION PROCESS

Section 5.1

The Pa;ﬁeé agree that the formal arbifration process described in Article 6
shall commence with the Parties meeting to agree on a limited document exchange as

described in Section 6.1 below.

Section 5.2

The meeting referred to in Section 6.1 shall take place no later than December 9,

=

Section 5.3

The time periods referred to in Article 6 shall be suspended from December 23,
2011 until January 8, 2012 inclusive.

ARTICLE 6
CONDUCT OF THE ARBITRATION
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Section 6.1

The Province of Ontario, OPA, and TCE will meet and agree on a limited
document _exchange in: which each par rovides the other its most relevant internal

assessment of the damages suffered by TCE in respect of the items set out in subsections
4.3(AE(A) (“20 Year Net Profit NPV”) and {C) (“Terminal Value NPV”) to the extent

that these documents have not already been exchanged.

Section 6.2
The documents agreed to be exchaneged will be forwarded within one (1) week of

the meeting referred to in Section 6.1 (no later than December 16, 2011, as a result of the
start date set out in Section 5.2).

Section 6.3

Within two (2) weeks of receipt of the documents referred to in Section 6.2 (no
later than January 16, 2012, as a result of the suspension of time periods referred to in
Section 5.3):

(1)  the Parties will provide to each other the amount it is prepared to settle for in

respect of 20 Year Net Profit NPV and Terminal Value NPV and the basis for its

position_including a brief description of its financial calculations and legal
arguments; and '

(2) ICE will provide a brief description of the amount it is claiming in respect of

subsection 4.3(c)(i){B)_ {“Performance and Termination Costs”}) and a

breakdown of those amounts by category.
Section 6.4

Within two (2) weeks of the receipt of the documents referred to in Section 6.3
(no later than January 30, 2012), the Parties shall meet for the purpose of attempting to

settle all elementis of damages.

Section 6.5

If the Parties are unable to settle any element of damages in the meeting referred
to in Section 6.4 they shall, within two (2) weeks (no later than February 13, 2012), meet
together with their experts to narrow the issues in dispute for presentation to the
Arbitrator. At this meeting the Parties shall agree on a formula to be applied by the
Arbitrator in an amended final offer arbitration to be conducted in the event they are

unable to settle some or all of the issues referred to above.

Section 6.6

Within four (4) weeks of the meeting referred to in Section 6.5 (no later than
March 12, 2012), each of the Partjes shall exchange initial expert reports setting out the
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T Section 6.8

amount of damages they are prepared to settle for in respect of each of the issues. These
reports will be provided to the Arbitrator.

Section 6.7

Within two (2) weeks of the delivery of the reports referred to in Section 6.6 (no

later than March 26, 2012), the Parties and their experts shall meet to attempt to settle all
issues or narrow those that have not been settled.

Within three (3) weeks of the meeting referred to in Section 6.7 (no later than
April 16, 2012), the Parties shall exchange final expert reports and a statement setting
out the amount of damages they are prepared to settle for in respect of each of the then
outstanding issues. These reports shall be provided to the Arbitrator.

Section 6.9

Within one (1) week of the receipt of the reports referred to in Section 6.8 (no

later than April 23, 2011), the Parties shall meet with the Arbitrator and settle the form
of evidence which shall be put to the Arbitrator in an arbitration which shall last no

longer than one (1) week including opening and closing submission. The Parties shall
also confirm with the Arbitrator the form of amended final offer selection which the

Parties have chosen to employ.

Section 6.10

As soon as possible after the meeting with the Arbitrator, the arbitration shall be
conducted in accordance with the agreed upon procedure.

Section 6.11

In the event that the Parties cannot come to an agreement on any procedural

issue during the course of the arbitration, including but not limited to in Sections 6.1,
6.5, 6.7 and 6.9, they will refer the issue to the Arbitrator, who after hearing brief

submission shall decide the issue.

Section 6.12 Arbitration Hearing

The Arbitration Hearing shall take place in Toronto on dates to be agreed by the
Parties. The Arbitration Hearing shall be conducted in an expeditious manner and in
accordance with the Hearing Procedure. A court reporter will be present at each day of
the Arbitration Hearing and the court reporter will provide the Parties with real-time
transcription of the day’s evidence, and the court reporter will also provide the Parties
with copies of daily transcripts of each day’s evidence. The costs of the court reporter
will be divided between the Parties during the course of the Arbitration and it will form
part of the costs of the Arbitration, which will ultimately be decided with reference to
Section 4.5 above.




Section 6.13 Witness Statements

. The Parties will attempt to reach agreement with regard to whether the evidence-
in-chief of witnesses will be provided by way of Affidavit rather than oral testimony. If

the evidence of a witness is to be provided by way of Affidavit, the witness will

nevertheless, if requested, be available at the hearing for cross-examination.

Each witness who gives oral testimony at the Arbitration Hearing will do so
under oath or affirmation.

Section 6.14 Examinations and Oral Submissions

Unless otherwise agreed, each Party may examine-in-chief and re-examine its
own witnesses and cross-examine the other Party’s witnesses at the Arbitration
Hearing. The Parties shall agree upon, failing which the Arbitrator shall impose, time
limits upon both examination-in-chief and cross examination of witnesses. Each Party
shall be entitled to present oral submissions at the Arbitration Hearing.

Section 6.15 Applicable Law

The Arbitrator shall apply the substantive law applicable in the Province of
Ontario. The Arbitrator shall apply the procedural rules set out in this Arbifration
agreement and the Act and by analogy to the Rules, to the extent that procedures are not
dealt with in this Arbitration Agreement or in the Act.

Section 6.16

Subject to the terms of this Arbitration Agreement, the Arbitrator may conduct
the Arbitration Hearing in such manner as he/she considers appropriate, provided that
the Parties are treated with equality, and that at any stage of the proceedings each Party
is given full opportunity to present its case.

Section 6.17

Each Party may be represented by legal counsel at any and all meetings or
hearings in the Arbitration. Each person who attends the Arbitration Hearing is
deemed to have agreed to abide by the provisions of Article 8 of this Arbitration
Agreement with respect to confidentiality. Any person who attends on any date upon
which the Arbitration Hearing is conducted shall, prior to attendihg, execute a
confidentiality agreement substantially in the form attached hereto as Schedule “A”.

ARTICLE 7
AWARD

Section 7.1 Decision(s) Timeline

Any interlocutory or interim award(s) shall be given in wriﬁng at Toronto, with
reasons and shall be rendered within forty five (45) days of the conclusion of the
relevant motion.
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The Arbitrator shall provide the Parties with his/her decision in writing at

Toronto, with reasons, within six{6}-menths sixty (60) days from the delivery of the
communication of the final submissions from the parties (the “Final Award”). The

Arbitrator shall sign and date the Final Award.

Within fifteen (15) days after receipt of the Final Award, any Party, with notice to
the other Parties, may request the Arbitrator to interpret the Final Award; correct any
clérical, typographical orf comptitation errors, or any eriors of a sifiilar nature inn the

~ Final Award; or clarify or supplement the Final Awaird Wwith féspect to claims which
were presented in the Arbitration but which were not determined in the Final Award.
The Arbitrator shall make any interpretation, correction or supplementary award
requested by either Party that he/she deems justified within fifteen (15) days after
receipt of such request. All interpretations, corrections, and supplementary awards
shall be in writing, and the provisions of this Article shall apply to them.

Section 7.2

Subject to the right of appeal in Section 4.1 above, the Final Award shall be final
and binding on the Parties, and the Parties undertake to carry out the Final Award
without delay. If an interpretation, correction or additional award is requested by a
Party, or a correction or additional award is made by the Arbitrator on his/her own
initiative as provided under this Article, the Award shall be final and binding on the
Parties when such interpretation, correction or additional award is made by the
Arbitrator or upon the expiration of the time periods provided under this Article for
such interpretation, correction or additional award to be made, whichever is earlier.
The Final Award shall be enforceable in accordance with its terms, and judgment upon
the Final Award entered by any court of competent jurisdiction that possesses
jurisdiction over the Party against whom the Final Award is being enforced.

Section 7.3

The Parties agree that it is in their mutual interests that a Final Award [or an
interim final award] in favour of the Claimant be satisfied in a manner that furthers
both the energy interests of the Province of Ontario and the interests of TCE. Therefore,
subject to the foregoing and the following terms and conditions, a Final Award [or an
interim final award] in favour of the Claimant may be satisfied by way of the transfer to
the Claimant of an asset that has an equivalent value to TCE, after due consideration for
the tax implications to TCE of the transaction, being equal to the Final Award [or
interim final award] (the “Equivalent Value®).

(a)  Upon the request of the Respondent, the Province of Ontario, to satisfy the
Final Award [or interim final award] as against either of the Respondents
by the iransfer of an asset of Equivalent Value, TCE shall within ten (10)
business days submit a list of assets of interest (the “Assets of Interest”) to
the Respondent for consideration. Such list to consist of assets owned by

11



(b)

(d)

(€)

the Province of Ontario, the OPA or an agency of the Province of Ontario
and at a minimum to include assets in which TCE has an equity interest or
that has been subject to prior discussion amongst the Parties. Assets which
will provide partial Equivalent Value may be considered.

If an asset of interest is mutually agreed as being a suitable asset for
transfer to TCE, and the asset is not one in which TCE (or a wholly owned
affiliate) owns an equity interest in at that time, then TCE shall be
permitted a reasonable and customary period of time for an asset
purchase transaction of this type in order to conduct due diligence and to
confirm its continued interest in the asset transfer. If TCE remains
interested in acquiring the asset after having completed its due diligence
then the Parties shall use commercially reasonable efforts to attempt to
agree on the value of the asset to TCE.

If an asset of interest is mutually agreed as being a suitable asset for an
equivalent exchange and is an asset in which TCE (or a wholly owned
affiliate} owns an equity interest at that time, then the Parties shall use
commercially reasonable efforts to attempt to agree on the value of the
asset to TCE.

In respect of any proposed asset transfer under subsection (b) or (c) above
TCE acting reasonably must be satisfied that:

(1) the transfer will be in compliance with all relevant covenants
relating to the asset and in compliance with all applicable laws;

(ii)  all necessary consents, permits and authorizations are available to
transfer the asset to TCE and for TCE to own and operate the asset;

(iii)  there are no restrictions on TCE's ability to develop, operate, sell or
otherwise dispose of the asset; and

(iv)  TCE does not become liable for any pre-closing liabilities relating to
the asset.

If the Parties have agreed to the transfer and if the value of the asset to
TCE is agreed, then the Parties will use commercially reasonable efforts to
negotiate and settle the form of such definitive documents as may be
required to give full effect to such asset transfer. Such documents are to be
in conventional form for the type of asset to be transferred and will
contain conventional representations, warranties, covenants, conditions,
and indemnities for an asset transfer between arm’s length commercial
parties.

12



(f)  If more than ninety (90) days have passed after the date of the issuance of
the Final Award [or an interim final award] of the Arbitrator, and the
Parties have not agreed on the terms of the asset transfer or settled the
form of the definitive documents for transfer, then TCE shall be permitted
to issue a demand letter to the Respondents demanding immediate
payment of the Final Award [or interim final award] in cash and such
payment shall be made within three (3) days of receipt of such demand

 letter. _ B :

Section 7.4 Release

Contemporaneous with compliance by the Respondents with the terms of the
Final Award and in consideration therefore, TCE shall deliver a Release in favour of
each of the Respondents in the form attached hereto as Schedule “B”.

ARTICLE 8
CONFIDENTIALITY

Section 8.1 Confidentiality

Except as may be otherwise required by law, all information disclosed in the
Arbitration shall be treated by all Parties, including their respective officers and
directors, and by the Arbitrator, as confidential and shall be used solely for the
purposes of the Arbitration and not for any other or improper purpose. The Parties
agree further that for the purposes of this Arbitration, they shall abide by and be bound
by the “deemed undertaking” rule as stipulated in Rule 30.1 of the Rules.

For greater certainty, the Arbitrator and the Parties, including their respective
officers and directors, employees, agents, servants, administrators, successors,
members, subsidiaries, affiliates, insurers, assigns and related parties from time to time
agree that they shall not disclose or reveal any information disclosed in the Arbitration
to any other person, except to their legal, or financial advisors, or experts or consultants
retained by a party for the purpose of this arbitration, or as required by law including,
for example, the Claimant’s obligation to make disclosures under applicable securities
law. The Parties also agree that they will use best efforts to ensure that they have
effective procedures in place to ensure that information disclosed in the Arbitration is
not disclosed or revealed contrary to the provisions of this Article. Each Party agrees to
be responsible for any breach by its officers, directors, employees, agents, servants,
administrators, successors, members, subsidiaries, affiliates, insurers, and assigns of
the terms and conditions of this Article. Notwithstanding the foregoing, the OPA and
the Province of Ontario are entitled to share confidential information for the purpose of
defending the Claim.
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ARTICLE 9
MISCELLANEOUS

Section 9.1 Amendment

This Arbitration Agreement may be amended, modified or supplemented only
by a written agreement signed by the Parties.

Section 9.2 Governing Law

This Arbitration Agreement shall be governed by, interpreted and enforced in
accordance with the laws of the Province of Ontario.

Section 9.3 Binding the Crown

The Respondent Her Majesty the Queen in Right of Ontario, shall be bound by
this agreement.

Section 9.4 Extended Meanings

In this Agreement words importing the singular number include the plural and
vice versa, words importing any gender include all genders and words importing
persons include individuals, corporations, limited and unlimited liability companies,
general and limited partnerships, associations, trusts, unincorporated organizations,
joint ventures and governmental authorities. The terms “include”, “includes” and
“including” are not limiting and shall be deemed to be followed by the phrase “without

limitation”.

Section 9.5 Statutory References

In this Agreement, unless something in the subject matter or context is
inconsistent therewith or unless otherwise herein provided, a reference to any statute is
to that statute as now enacted or as the same may from time to time be amended, re-
enacted or replaced and includes any regulation made thereunder.

Section 9.6 Counterparts

This Agreement may be executed in any number of counterparts, each of which
will be deemed to be an original and all of which taken together will be deemed to
constitute one and the same instrument. ‘

Section 9.7 Electronic Execution

Delivery of an executed signature page to this Agreement by any party by
electronic transmission will be as effective as delivery of a manually executed copy of
the Agreement by such party.

Section 9.8 Counsel

The Parties acknowledge and agree that the following shall be the counsel of

record for this Arbitration.
14




Counsel for the Claimant,
TransCanada Energy Ltd.

Thornton Grout Finnigan LLP
3200 - 100 Wellington Street West
CP Tower; TD Centre

——=-~~—Toronto; ON- M5K 1K7

Michael E. Barrack
Tel: (416) 304-1616
Email: mbarrack@tgf.ca

John L. Finnigan

Tel: (416) 304-1616
Fax: (416) 304-1313
Email: jfinnigan@tgf.ca

Counsel for the Respondent,
The Ontario Power Authority

Oslers, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, ON Mb5X 1B8

Paul A. Ivanoff

Tel: (416) 862-4223

Fax: (416) 862-6666

Email: pivanoff@osler.com

Section 9.9 Notices

Counsel for the Respondent,
Her Majesty The Queen in Right of
Ontario

Ministry of the Attorney General

- Crown Law Office ~-Civil -

-~ McMurtry-=Scott Building

720 Bay Street, 11t
Toronto, ON
M7A 259

John Kelly
Tel:  (416) 601-7887
Email: john.kelly@ontario.ca

Eunice Machado

Tel:  (416)601-7562

Fax: (416)868-0673

Email: eunice.machado@ontario.ca

All documents, records, notices and communications relating to the Arbitration
shall be served on the Parties’ counsel of record.

DATED this

5th day of August, 2011.
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TRANSCANADA ENERGY LTD.

By: William C. Taylor

Title  Senior Vice-President, Eastern Power

By Terry Bennett
Title  Vice-President, Eastern Growth

HER MAJESTY THE QUEEN IN RIGHT OF
ONTARIO

By David Lindsay
Titte  Deputy Minister of Energy.

ONTARIO POWER AUTHORITY

By:
Title
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SCHEDULE “A”
CONFIDENTIALITY AGREEMENT

———————THIS CONFIDENTIALITY AGREEMENT sets forth the-terms-pursuant to-which »—————
will provide or receive certain confidential information during the course of
participating at the Arbitration Hearing between the Claimant, TransCanada Energy

Ltd., and the Respondents, Her Majesty the Queen in Right of Ontario and the Ontario

Power Authority.

The information that will be disclosed is considered to be proprietary and confidential
information (“Confidential Information™). For the purpose of this Agreement the party
disclosing Confidential Information is referred to as the “Disclosing Party”, the party
receiving such Confidential Information is referred to as the “Receiving Party”.

The Receiving Party agrees that he/she has been made aware of the confidentiality
terms in Article 8 of the Arbitration Agreement dated August ,2011 and agrees to
maintain in strict confidence all Confidential Information disclosed by the Disclosing
Party. The Receiving Party shall not disclose and shall prevent disclosure of
Confidential Information to any third party without the express written permission of
the Disclosing Party and shall not use Confidential Information for any commercial use,
except for the purpose consistent with giving evidence at the Arbitration Hearing. In
the event the Receiving Party is required by judicial or administrative process to
disclose Confidential Information, the Receiving Party will promptly notify the
Disclosing Party and permit adequate time to oppose such process.

The obligation of confidentiality and restricted use imposed herein shall not apply to
Confidential Information that:

1. is known to the public or the Receiving Party prior to disclosure;

2. becomes known to the public through no breach of this Agreement by the
Receiving Party;

3. is disclosed to the Receiving Party by a third party having a legal right to
make such disclosure; or

4. is developed independently of the Confidential Information by the
Receiving Party.

17



The Receiving Party agrees that the Confidential Information disclosed by the
Disclosing Party will be used solely for the purposes consistent with the Arbitration
Agreement and participation at the Arbitration Hearing or providing evidence during
the course of the Arbitration Hearing. The Receiving Party will restrict transmission of
such Confidential Information to those advisors and representatives who need to know
the Confidential Information, for the purposes of the Agreement it is being agreed by
the Receiving Party that such advisors and representatives are or will be placed under
similar written obligations of confidentiality and restricted use as are contained in this
Agreement and in the Arbitration Agreement.

It is understood that unauthorized disclosure or use by the Receiving Party hereto of
Confidential Information may cause irreparable harm to the Disclosing Party and result
in significant commercial damages, which may not adequately compensate for the
breach. In addition to any remedies that may be available at law, in equity or otherwise,
the Receiving Party agrees that the Disclosing Party shall be entitled to obtain injunctive
relief enjoining the Receiving Party from engaging in any of the activities or practices
which may constitute a breach or threatened breach of this Agreement, without the
necessity of proving actual damages. :

Upon written request by the Disclosing Party, the Receiving Party shall promptly return
to the Disclosing Party all materials furnished by the Disclosing Party pursuant to this
Agreement. The Receiving Party will not retain samples, copies, extracts, electronic data
storage, or other reproduction in whole or in part of such materials. All documents,
memoranda, notes and other writing based on such Confidential Information shall be
destroyed.

Notwithstanding anything to the contrary in this Agreement, the Receiving Party
acknowledges that this Agreement, the Confidential Information, and any other
document or agreement provided or entered into in connection with the Arbitration
Agreement or Arbitration Hearing, or any part thereof or any information therein, may
be required to be released pursuant to the provisions of the Freedom of Information and
Protection of Privacy Act, RS.0.1990, c. F.31, as amended.

This Agreement shall be governed by and construed and interpreted in accordance with
the laws of the Province of Ontario and the laws of Canada applicable therein.

AGREED TO as of the » day of

Witness (Name)
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SCHEDULE “B” .

FULL AND FINAL RELEASE

WHEREAS TRANSCANADA ENERGY LTD. (“TCE”) and HER MAJESTY
THE QUEEN IN RIGHT OF ONTARIO AND THE ONTARIO POWER AUTHORITY (the

tstanding between them inrespectofand

arising from the Southwest GTA Clean Energy Supply Contract dated as of October 9, 2009
(“CES Contract”) the letter dated October 7, 2010 by which the Ontario Power Authority (the
“OPA”) terminated the CES Contract and acknowledged that TCE was entitled to its
reasonable damages (the “October 7 Letter”) and TCE’s claim that is the subject of a Notice
given by it dated April 27, 2011 pursuant to section 7 of the Proceedings Against the Crown Act
(the “Claim™);

IN CONSIDERATION of the payment of the settlement amount agreed by the
parties for all claims arising out of and in relation to the CES Contract, the October 7 Letter and
the Claim [as set out in the [Insert title of document setting out settlement terms/arbitration
award] (the ‘Arbitration”) and/or in consideration of the payment of the Final Award made in
the arbitration proceedings between TCE and the Respondents pursuant to an Arbitration
Agreement dated P, and the payment by the Respondents to TCE of the sum of $5.00 (five
dollars) and for other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged by the undersigned, TCE, its directors, officers, employees, agents,
servants, administrators, successors, shareholders, members, subsidiaries, affiliates, insurers,

assigns and related parties from time to time (collectively, the “Releasor”);

THE RELEASOR HEREBY RELEASES, ACQUITS, AND FOREVER
DISCHARGES WITHOUT QUALIFICATION the Respondents and their respective
directors, officers, employees, agents, successors, subsidiaries, affiliates, insurers and assigns
(the “Releasees”) from all manner of aéﬁons, causes of action, suits, proceedings, debts, dues,
accounts, obligations, bonds, covenants, duties, contracts, complaints, claims and demands for
damages, monies, losses, indemnities, costs, interests in loss, or injuries howsoever arising
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which hereto may have been or may hereafter be sustained by the Releasor arising out of, in
relation to or in connection with the CES Contract, the October 7 Letter, the Claim or the
Arbitration and from any and all actions, causes of action, claims or demands of whatsoever
nature, whether in contract or in tort or arising as a fiduciary duty or by virtue of any statute
or otherwise or by reason of any damage, loss or injury arising out of the matters set forth
above and, without limiting the generality of the foregoing, from any and all matters that were
raised or could have been raised in respect to or arising out of the CES Contract, the October 7
Letter or the Claim. Notwithstanding the foregoing, nothing in this Release will Iimit, restrict
or alter the obligations of the Respondents to comply with the terms of any settlement
agreement with the Releasor or to comply with any Final Award made by the Arbitrator in

favour of the Releasor pursuant to the Arbitration.

- IT IS UNDERSTOOD AND AGREED that this Full and Final Release is
intended to cover, and does cover: (a) not only all known injuries, losses and damages, in
respect of and arising from the CES Contract, the October 7 Letter and the Claim, but also
injuries, losses and damages not now known or anticipated but which may later develop or be
discovered, including all the effects and consequences thereof, and (b) any and all of the claims
or causes of action that could have been made at the Arbitration by the Releasor against the
Releasees, in respect of and arising from the CES Contract, the October 7 Letter or the Claim,
and that this Full and Final Release is to be construed liberally as against the Releasor to fulfill

the said intention.

AND FOR THE SAID CONSIDERATION it is agreed and understood that,
the Releasor will not make any claim in respect of and arising from the CES Contract, the
October 7 Letter or the Claim or take any proceedings, or continue any proceedings against
any other person or corporation who might claim, in any manner or forum, contribution or
indemnity in common law or in equity, br under the provisions of any statute or regulation,

from any other party discharged by this Full and Final Release.,
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IT IS UNDERSTOOD AND AGREED that this Full and Final Release shall
operate conclusively as an estoppel in the event of any claim, action, complaint or proceeding
which might be brought in the future by the Releasor with respect to the matters covered by
this Full and Final Release and arising from the CES Contract, the October 7 Letter, or the
Claim and the Arbitration. This Full and Final Release may be pleaded in the event any such
—-claimy-action; complaint or proceeding is brought, as-a complete defence-and-reply; and-may—————
be relied upon in any proceeding to dismiss the claim, action, complaint. or proceeding on a
summary basis and no objection will be raised by any party in any subsequent action that the

other parties in the subsequent action were not privy to the formation of this Full and Final

Release.

‘ AND FOR THE SAID CONSIDERATION the Releasor represents and
warrants that it has not assigned to any person, firm, or corporation any of the actions, causes
of action, claims, debts, suits or demands of any nature or kind arising from the CES Contract,

the October 7 Letter or the Claim which it has released by this Full and Final Release.

IT IS FURTHER UNDERSTOOD AND AGREED that neither the Releasor
nor the Releasees admits liability or obligation of any kind whatsoever in respect of the CES

Contract, the October 7 Letter or the Claim.

IT IS FURTHER UNDERSTOOD AND AGREED that the facts and terms of
this Full and Final Release and the settlement underlying it will be held in confidence and will
receive no publication either oral or in writing, directly or indirectly, unless deemed essential
on auditor’s or accountants’ written advice for financial statements or income tax purposes, or
for the purpose of any judicial proceeding, in which event the fact the settlement is made
without admission of liability will receive the same publication simultaneously or as may be
required by law, including without limitation, the disclosure requirements of applicable

securities law.
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IT IS FURTHER UNDERSTOOD AND AGREED that this Full and Final
Release shall be binding upon and enure to the benefit of the successors or assigns as they case

may be, of all the Parties to this Full and Final Release.

IT IS FURTHER UNDERSTOOD AND AGREED that this Full and Final
Release shall be governed by the laws of the Province of Ontario and the laws of Canada
applicable therein. TCE attorns to the non-exclusive jurisdiction of the courts of the Province of
Ontario in respect of any dispute arising from or in connection with or in consequence of this

Full and Final Release.

TCE ACKNOWLEDGES AND AGREES that it fully understands the terms of
this Full and Final Release and has delivered same voluntarily, after receiving independent
legal advice, for the purpose of making full and final compromise and settlement of the claims

and demands which are the subject of this Full and Final Release.

DATED this day of ,2011.

TRANSCANADA ENERGY LTD.

By:
Title

By
Title
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Aleksandar Kojic

From: Michael Killeavy
Sent: December 5, 2011 10:54 AM
To: lvanoff, Paul
Ce: Michael Lyle; Susan Kennedy; JoAnne Butier
Subject: TCE Matter - Information Needed ...
Attachments: Need to Know 16 Nov 2071.docx
importance: High
——-—Paul; : e e et [ i i

| believe that you are aware of Mike’s telephone call with John Kelly this morning, and John's subsequent request that
we develop a list of information that we think we’d need to see to verify the claimed financial value of the OGS and sunk
costs. Attached is an information list document that | developed a while ago and just updated recently. Perhaps this
might be useful to us in developing a document request list. John’s telephone number is 416-212-1161.

Michael

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario

MS5H 1T2

416-969-6288

416-520-9788 (CELL)

416-967-1247 (FAX)

This e-mail message and any files transmitted with it are intended only for the named recipient(s) above and may contain information that is
privileged, confidential and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination,
distribution or copying of this e-mail message or any files transmitted with it is strictly prohibited. If you have received this message in error,
or are not the named recipient(s), please notify the sender immediately and delete this e-mail message.




PRIVILEGED & CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION

Information we need to know from TransCanada Energy (" TCE") regarding its claimed damages
associated with the anticipated financial value of the Oakville Generating Station ("OGS"):

L

Details of how the project was to be financed by TCE. We need the proportion of debt and
equity and costs associated with debt and equity. We'd like to understand how TCE's

purported “unlevered cost of equity” was arrived at;

_TCE's rationale for the “replacement contract” it was anticipating receiving af the end of

the 20-year OPA contract term. It seems quite speculative to us and we need to
understand how certain this prospect might have been. We also need to understand how the
cash flows in 2034 to 2044 in the financial model', inclusive, were arrived at (“residual cash
flows");

TCE's rationale for discounting these residual cash flows to arrive at a present value for
these cash flows. It is discounting these cash flows at the same discount rate as the
contract cash flow, which ignores their inherent riskiness;

We need to understand how the Actual Gross Market Revenues in the financial model were
arrived at. In particular, we'd need to understand what the physical heat rate of the
Contract Facility would have been, and what assumptions were made with regard to future
HOEP, pre-dispatch prices, and natural gas prices;

We'd like to know how TCE arrived at its fixed and variable operating and maintenance costs
("O&M costs") for the Contract Facility. What maintenance and refurbishment activities,
and their associated costs, were planned for the station equipment if it is to last 30+ years;

We'd like to look at the project development schedule, and in particular the construction
schedule for the construction of the Contract Facility;

We will need a full accounting of all claimed sunk costs, including but net limited to the
costs of the gas turbines, heat-recovery steam generator, and steam turbine. This not
part of the anticipated financial value, but we likely are liable for its sunk costs, too, so we
need to know this if we're working it info the NRR,

" Referenced in TCE’s financial model spreadsheet entitled “TransCanada Oakville GS — Unlevered Economics (July
8, 2009)"



Aleksandar Kojic

From: JoAnne Butler

Sent: Pecember 5, 2011 5:21 PM

To: ‘Andrew Lin", Serge Imbrogno; Rick Jennings (MEI)
Cc: Michael Killeavy

Subject: RE: TCE modelling - next steps

Attachments: TCENeed to Know 16 Nov 2011.docx

Privileged and Confidential

send you an updated one. Thanks...
ICB

JoAnne C. Butler
Vice President, Electricity Resources
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Ontario M5H 1T1

416-969-6005 Tel.
416-969-6071 Fax.
joanne.butler@powerauthority.cn.ca

From: Andrew Lin [mailto:Andrew.Lin@infrastructureontaria.ca]
Sent: Viernes, 02 de Diciembre de 2011 01:06 p.m.

To: Serge Imbrogno; Rick Jennings (MEI); JoAnne Butler
Subject: TCE modelling - next steps

Hi,

I got a message back from Terry Bennett of TCE yesterday. He had been travelling for a few days and couldn’t respond
earlier. He's working with his lawyers now on the CA to disclose the model, and will hopefully get a draft to us shortly.

Andrew

Andrew Lin

VP, Treasury & Risk Management, and Head of Special Initiatives
Infrastructure Ontario

777 Bay St., oth Fl., Toronto, Ontario MsG 2C8

Tel: (416) 325-3299

This e-mail message and any files transmitted with it are intended oniy for the named recipient(s) above and may contain information that is
privileged, confidential and/or exempt from disclosure under applicable law. If you are not the intended recipient(s), any dissemination,
distribution or copying of this e-mail message or any files transmitted with it is strictly prohibited. If you have received this message in error,
or are not the named recipient{s), please notify the sender immediately and delete this e-mail message.




PRIVILEGED & CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION

Information we need to know from TransCanada Energy ("TCE") regarding its claimed damages
associated with the anticipated financial value of the Oakville Generating Station (*06S"):

1

Details of how the project was to be financed by TCE. We need the proportion of debt and
equity and costs associated with debt and equity. We'd like to understand how TCE's
purported “unlevered cost of equity” was arrived at;

TCE's rationale for the "replacement contract” it was anticipating receiving at the end of

the 20-year OPA contract term. It seems quite speculafive to us and we need to
understand how certain this prospect might have been. We also need to understand how the
cash flows in 2034 to 2044 in the financial model', inclusive, were arrived at ("residual cash
flows");

TCE's rationale for discounting these residual cash flows to arrive at a present value for
these cash flows. It is discounting these cash flows at the same discount rate as the
contract cash flow, which ignores their inherent riskiness;

We need to understand how the Actual Gross Market Revenues in the financial model were
arrived at. In particular, we'd need to understand what the physical heat rate of the
Contract Facility would have been, and what assumptions were made with regard to future
HOEP, pre-dispatch prices, and natural gas prices;

We'd like to know how TCE arrived at its fixed and variable operating and maintenance costs
("O&M costs”) for the Contract Facility. What maintenance and refurbishment activities,
and their associated costs, were planned for the station equipment if it is fo last 30+ years;

We'd like 1o look at the project development schedule, and in particular the construction
schedule for the construction of the Contract Facility;

We will need a full accounting of all claimed sunk costs, including but not limited to the
costs of the gas turbines, heat-recovery steam generator, and steam turbine. This not
part of the anticipated financial value, but we likely are liable for its sunk costs, too, so we
need to know this if we're working it into the NRR.

"Referenced in TCE's financial model spreadsheet entitled “TransCanada Oakville GS — Unlevered Economics (July
8, 2009)”



Crystal Pritchard

From: Mary Berpard

Sent: Friday, April 15, 2011 11:50 AM

To: Patricia Phillips

Cc: Tim Butters

Subject: Briefing note on OGS settlement

Attachments: Briefing Note OGS Seitlement Negotiations 20110414 (TB-MB).doc

Pat —as requested by Kristin earlier this week, attached is a briefing note on the OGS settlement with TCE.
May need to be updated based on Kristin’s meeting this morning.

Please review and advise if you have any revisions.

Thanks.

Mary Bernard

Corporate Communications
Ontario Power Authority
416-969-6084
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¢ Following almost six months of negotiations, the Ontario Power Authority and
TransCanada Energy Ltd. have been unable to reach an agreement on financial
compensation for the cancellation of the Oakville Generating Station (OGS).

* Colin Andersen haé sent a letter to the chief executive officer of TCE to suggest
that third-party mediation may be the best way to settle this commercial dispute.

» The key objective for the OPA is to reach an agreement that is in best interest of
the ratepayer. The OPA does not believe it is reasonable or necessary for Ontario
ratepayers to pay ($1 billion) to TCE as compensation for the Oakville Generating
Station.

Planning and Procurement Process:

The 2007 Integrated Power System Plan (IPSP) planning document looked at the
issue of local area supply. Natural gas generation was identified as a resource with
the flexibility to respond to situations when demand is high — acting as peak source
praviding {ocal and -system reliability.

A subsequent 2009 directive from the Minister of Energy authorized the OPA to
undertake a competitive procurement process for a new generation facility in the
Southwest GTA to address local area supply inadequacy issues.

A request for qualifications (RFQ) identified four companies with the financial
resources, technical expertise and track record necessary to build the new plant. Bids



from these companies were evaluated by an independent chaired panel made up of
representatives from the OPA, the IESO and the OEB. The panel's actmtres were
overseen by a Fairness Advisor.

On Tuesday, August 29, 2009, the OPA announced a contract with TransCanada
Corporation to design, build and cperate a 900 megawatt (MW) electricity generating
station in Oakville

The OPA described the plant as the optimal solution to address a number of local and
system needs:

Local Reliability

Re-balancing GTA Supply & Demand:
2014 Coal Closure

Partnering with Intermittent Renewables

Cancellation of OGS:

On October 7, 2010, the provincial government announced that the reliability issues in
the Southwest GTA region could be met by a transmission solution and that the
generation project would not be proceeding.

While the reliability needs of the Southwest GTA that were identified in 2007 still exist
today, the OPA identified several reasons why a transmission solution could address
local supply issues:

¢ Provincial demand was lower than projected due to the global economic
downturn and the contribution of provincial conservation programs.

¢ There had been a significant uptake of new renewable energy capacity through
the Feed-in Tariff program, which was launched after the initial supply need
assessment was conducted in the 2007 IPSP.

» The prospects for distributed generation in the GTA are more promising today
than before the Green Energy Act.

« In total since 2005, some 8,400 MW of power generation has been added, and
another 10,000 MW are under development. As a result, OGS is no longer
required to meet the 2014 coal closure date.

o The flexibility in the supply picture gives the province time to consider the
transmission work required to meet the needs of the growing communities in
the Southwest GTA. Likewise, there is time to do further work to determine
what, if any, generating facilities are required in the future.



The LTEP initiative gives the province an opportunity to consider the best
alternatives to address some of the province-wide needs.

OPA/ TCE public statements on compensation:

The latest media reports pertaining to the negotiation process between the OPA and
TransCanada have focused on the possibility that the province might give TCE the
rights to develop a local area peaking plant in Cambridge as compensation for the
cancelled OGS project.

Both TransCanada and the OPA have avoided speculating on the potential outcome
of the negotiations. The most recent news story on this theme appeared in the Toronto
Star on February 18, 2011. In the article, Chris Breen from TransCanada is asked
about speculation that TransCanada will be “handed” the Cambridge plant, he
responded:

We haven't been guaranteed a power plant by the OPA

If and when that power plant is offered, we would go to the mayor of the city of
Cambridge and consuit him on the best location for a power plant.

He identified that TransCanada owns a site in Cambridge that was purchased

in anticipation of an RFP.

He said that other firms with an interest in developing a power plant have also

acquired sites in the Kitchener-Cambridge area.

Many competitors have sites there too, as it's a standard operating procedure

for power developers,

In the same article, Colin Andersen was asked about the cancellation of the Oakville
Generating Station and current negotiations with TransCanada.

He responded as follows:

2007 IPSP identified need for gas plant in the Cambridge area.

OPA and TransCanada are currently in discussions to mutually terminate the
OGS contract. A

DiscussionS are going well — the key objective is to reach agreement that is in
best interest of the ratepayer

This does include looking at the option of another project for TransCanada.

LTEP identified a project in Cambridge.

Can't comment on specifics of what is belng negotlated

TransCanada is an established, respected, part of Ontario’s electricity sector
and elsewhere in Canada. OPA wants fo continue to work with TransCanada
Transmission options for SWGTA being looked at now. In not too distant future
will be able to discuss those options. Process will require collaboration with
area LDCs and community consultation.



. OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

OPA does not believe it is reasonable or necessary for Ontario ratepayers to
pay ($1 billion) to TCE as compensation for the Oakville Generating Station.

OPA and TCE have a long standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

What is the status of the negotiations with TransCanada?

OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers. :

While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

OPA and TCE have a long-standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power., S SR

OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.




What went wrong with OPA’s procurement for SWGTA?

The OPA designed and ran a best-in-class procurement process to ensure a
fair, transparent and vigorous competition.

The OPA’s procurements are designed to get the best competition and the best
results for ratepayers — both on cost and the environment.

- Our procurement process did the job it was tasked to do, but circumstances

changed. The plant is no longer required for coal closure. And local reliability
issues in the Southwest GTA can be met with transmission work.

The OPA works in the best interest of ratepayers, using the best information
available to plan for and procure a reliable supply of sustainable and cost-
effective electricity.

The OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

Do you expect to be sued by TransCanada?

The OPA and TCE have a long-standing, positive working relationship, which
has benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Hailton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

The OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation fo TCE. ’

How many more gas plants are required in Ontario?

To ensure reliability, the strategic use of natural gas generation will support the
increase in renewable sources over time and supplement the modernization of
nuclear generators.

The 2007 projected that some 12,000 MW of natural gas would be needed by
2015. Since then, changes in demand and supply — including about 8,400 MW
of new, cleaner power across the system and successiul conservation efforts
— means that less capacity will be required.

Because of changes in demand along with the addition of approximately 8,400
MW of new supply since 2003, the outlook has changed and two of the three
plants — including the proposed plant in Oakville — are no longer required.



However, a transmission solution to maintain reliable supply in the southwest
GTA will be required.

As indicated in 2007 Plan and in the LTEP, the procurement of a peaking
natural gas-fired plant in the Kitchener-Waterloo-Cambridge area is still
necessary to ensure regional electricity supply.

How much will the SWGTA transmission project cost?

The cost of the transmission alternative is estimated at $200 M.

There’s a lot of work to do before the project would start, and it does not need
to begin immediately. We do have time. We anticipate that the work is
required by the end of the decade.

- The public would be consulted on any transmission projects to ensure that

needed work is done as efficiently as possible, and along existing transmission
corridors,

What does this mean for future need in the area?

A transmission solution to maintain reliable supply in the southwest GTA will be
required.

The public will be consulted on any transmission projects to ensure that needed
work is done as efficiently as possible, and along existing fransmission
corridors,

The OPA continuously plans, monitors and evaluates alternatives. Changing
circumstances makes it possible to address the provincial coal closure and
other needs through alternative measures, such as transmission work in the
SWGTA to address local reliability.

We have some time to consider the transmission work required to meet the
needs of the growing communities in the Southwest GTA.



Crystal Pritchard

From: Patricia Phillips

Sent: Friday, April 15, 2011 2:04 PM

To: Mary Bernard

Subject: RE: Briefing note on OGS setitlement

Attachments: Briefing Note OGS Settlement Negotiations 20110414 (TB-MB-pp).doc

Hi Mary — This is good. | made a couple of changes but | also realize that my changes deviate a bit from the
messages we were given. My issue is that the choice of words sound a bit negative and dire. Unless that's
the objective, it seems like we're not doing our job. Pat.
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From: Mary Bernard
Sent: April 15, 2011 11:50 AM

To: Patricia Phillips

Cc: Tim Butters

Subject: Briefing note on OGS settiement

Pat - as requested by Kristin earlier this week, attached is a briefing note on the OGS settlement with TCE.
May need to be updated based on Kristin's meeting this morning.

Please review and advise if you have any revisions.

Thanks.

Mary Bernard

Corporate Communications
Ontaric Power Authority
416-969-6084
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+ Following a_series of imestsix-menths-ef-negotiations, the Ontario Power Authority
and TransCanada Energy Lid. have not yet been beer-unrable to reach an
agreement on financial compensation for the cancellation of the Oakville
Generating Station (0OGS).

« Colin Andersen has sent a letter to the chief executive officer of TCE to suggest
that third-party mediation may be the best way to settle this commercial dispute.

¢ The key objective for the OPA is to reach an agreement that is in best interest of
the ratepayer. The OPA does not believe it is reasonable or necessary for Ontario
ratepayers to pay ($1 billion) to TCE as compensation for the Qakville Generating
Station.

Planning and Procurement Process:

The 2007 Integrated Power System Plan (IPSP) planning document locked at the
issue of local area supply. Natural gas generation was identified as a resource with
-the flexibility-to respond to situations when demand is high — acting as peak source

providing local and system reliability.

A subsequent 2009 directive from the Minister of Energy authorized the OPA to
undertake a competitive procurement process for a new generation facility in the
Southwest GTA to address local area supply inadequacy issues.

A request for qualifications (RFQ) identified four companies with the financial



resources, technical expertise and track record necessary to build the new plant. Bids
from these companies were evaluated by an independent chaired panel made up of
representatives from the OPA, the [ESO and the OEB. The panel’s activities were
overseen by a Fairness Advisor.

On Tuesday, August 29, 2009, the OPA announced a contract with TransCanada
Corporation to design, build and operate a 900 megawatit (MW) electricity generating
station in Oakville

The OPA described the plant as the optimal solution to address a number of local and
system needs:

Local Reliability

Re-balancing GTA Supply & Demand:
2014 Coal Closure

Partnering with Intermittent Renewables

Cancellation of OGS:

On October 7, 2010, the provincial government announced that the reliability issues in
the Southwest GTA region could be met by a transmission solution and that the
generation project would not be proceeding.

While the reliability needs of the Southwest GTA that were identified in 2007 still exist
today, the OPA identified several reasons why a transmission solution could address
local supply issues:

¢ Provincial demand was lower than projected due to the global economic .
downturn and the contribution of provincial conservation programs. !

« There had been a significant uptake of new renewable energy capacity through
the Feed-in Tariff program, which was launched after the initial supply need
assessment was conducted in the 2007 IPSP.

+ The prospects for distributed generation in the GTA are more promising today
than before the Green Energy Act.

¢ In total since 2005, some,8,,,400 MW of power generation has been added, and
another 10,000 MW are under development. As a result, OGS is no longer
required to meet the 2014 coal closure date.

s The flexibility in the supply picture gives the province time to consider the
transmission work required to meet the needs of the growing communities in
the Southwest GTA. Likewise, there is time to do further work to determine
what, if any, generating facilities are required in the future,



The LTEP initiative gives the province an opportunity to consider the best
alternatives to address some of the province-wide needs.

OPA/ TCE public statements on compensation:

The latest media reports pertaining to the negotiation process between the OPA and
TransCanada have focused on the possibility that the province might give TCE the
rights to develop a local area peaking plant in Cambridge as compensation for the
cancelled OGS project.

Both TransCanada and the OPA have avoided speculating on the potential outcome
of the negotiations. The most recent news story on this theme appeared in the Toronto
Star on February 18, 2011. In the article, Chris Breen from TransCanada is asked
about speculation that TransCanada will be “handed” the Cambridge plant, he
responded:

We haven't been guaranteed a power plant by the OPA
If and when that power plant is offered, we would go to the mayor of the city of

. Cambridge and consult him on the best location for a power plant.

He identified that TransCanada owns a site in Cambridge that was purchased
in anticipation of an RFP.

He said that other firms with an interest in developing a power plant have also
acquired sites in the Kitchener-Cambridge area.

Many competitors have sites there too, as it's a standard operating procedure
for power developers.

In the same article, Colin-Andersen was asked about the cancellation of the Oakville
Generating Station and current negotiations with TransCanada.

He responded as follows:

2007 IPSP identified need for gas plant in the Cambridge area.

OPA and TransCanada are currently in discussions to mutually terminate the
OGS contract.

DiscussionsS are going well — the key objective is to reach agreement that is in
best interest of the ratepayer

This does include looking at the option of another project for TransCanada.
LTEP identified a project in Cambridge. .

Can’t comment on specifics of what is bemg negotlated

TransCanada is an established, respected, part of Ontario’s electricity sector
and elsewhere in Canada. OPA wants to continue to work with TransCanada
Transmission options for SWGTA being looked at now. In not too distant future
will be able to discuss those options. Process will require collaboration with
area LDCs and community consuitation.




1. OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

2. While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

3. OPA does not believe it is reasonable or necessary for Ontario ratepayers to .
pay ($1 billion) to TCE as compensation for the Oakville Generating Station.

4. OPA and TCE have a long standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

5. OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

What is the status of the negotiations with TransCanada?

e OPA and TCE have been unabie to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

¢ While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

« OPA and TCE have a long-standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power. =~ oo o

¢ OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.



What went wrong with OPA’s procurement for SWGTA?

The OPA designed and ran a best-in-class procurement process to ensure a
fair, transparent and vigorous competition.

The OPA’s procurements are designed to get the best competition and the best
results for ratepayers — both on cost and the environment.

Our procurement process did the job it was tasked to do, but circumstances
changed. The plant is no longer required for coal closure. And local reliabiiity
issues in the Southwest GTA can be met with transmission work.

The OPA works in the best interest of ratepayers, using the best information
available to plan for and procure a reliable supply of sustainable and cost-
effective electricity.

The OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

Do you expect to be sued by TransCanada?

The OPA and TCE have a long-standing, positive working relationship, which
has benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

The OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

How many more gas plants are required in Ontario?

To ensure reliability, the strategic use of natural gas generation will support the
increase in renewable sources over time and supplement the modernization of
nuclear generators,

2015. Since then, changes in demand and supply — including about 8,400 MW
of new, cleaner power across the system and successful conservation efforts
— means that less capacity will be required.

Because of changes in demand along with the addition of approximately 8,400
MW of new supply since 2003, the outlook has changed and two of the three
plants — including the proposed plant in Oakville — are ne longer required.




However, a transmission solution to maintain reliable supply in the southwest
GTA will be required.

e As indicated in 2007 Plan and in the LTEP, the procurement of a peaking
natural gas-fired plant in the Kitchener-Waterloo-Cambridge area is still
necessary to ensure regional electricity supply.

How much will the SWGTA transmission project cost?
¢ The cost of the transmission alternative is estimated at $200 M.

» There's a lot of work to do before the project would start, and it does not need
to begin immediately. We do have time. We anticipate that the work is
required by the end of the decade.

s The public would be consulted on any transmission projects to ensure that
needed work is done as efficiently as possible, and along existing transmission
corridors. ‘

What does this mean for future need in the area?

¢ Atransmission solution to maintain reliable supply in the southwest GTA will be
required. :

+ The public will be consulted on any transmission projects to ensure that needed
work is done as efficiently as possible, and along existing transmission
corridors.

e The OPA continuously plans, monitors and evaluates altematives. Changing
circumstances makes it possible to address the provincial coal closure and
other needs through alternative measures, such as transmission work in the
SWGTA to address local reliability.

* We have some time to consider the transmission work required to meet the
needs of the growing communities in the Southwest GTA.



Crystal Pritchard

From: Mary Bernard

Sent: Monday, April 18, 2011 2:29 PM

To: Kristin Jenkins

Cc: Patricia Phillips; Tim Butters

Subject: Briefing note on OGS/Transcanada negotiations

Aftachments: Briefing Note OGS Setilement Negotiations 20110414 (TB-MB-pp).doc

Kristin — as per your request last week, Tim prepared the attached.
Patand | have both reviewed.
Thanks.

Mary Bernard

Corporate Communications
Ontario Power Authority
416-969-6084
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» Following a serles of negotiations, the Ontario Power Authority and TransCanada
-Energy Ltd. have not yet been to reach an agreement on financial compensation
for the cancellation of the Oakville Generating Station (OGS).

¢ (olin Andersen has sent a letter to the chief executive officer of TCE to suggest
that third-party mediation may be the best way to settle this commercial dispute.

* The key objective for the OPA is to reach an agreement that is in best interest of
the ratepayer. The OPA does not believe it is reasonable or necessary for Ontaric
ratepayers to pay ($1 billion) to TCE as compensation for the Oakville Generatlng
Station.

Planning and Procurement Process:

The 2007 Integrated Power System Plan (IPSP) planning document looked at the
issue of local area supply. Natural gas generation was identified as a resource with
the flexibility to respond to situations when demand is htgh — actmg as peak source
providing local and system reliability.

A subsequent 2009 directive from the Minister of Energy authorized the OPA to
undertake a competitive procurement process for a new generation facility in the
Southwest GTA to address local area supply inadeguacy issues.

A request for qualifications (RFQ) identified four companies with the financial
resources, technical expertise and trac_:k record necessary to build the new plant. Bids



from these companies were evaluated by an independent chaired panel made up of
representatives from the OPA, the IESO and the OEB. The panel’s activities were
overseen by a Fairness Advisor.

On Tuesday, August 29, 2009, the OPA announced a contract with TransCanada
Corporation to design, build and operate a 900 megawatt (MW) electricity generating
station in Oakville

The OPA described the plant as the optimal solution to address a number of local and
system needs:

¢ Local Reliability
¢ Re-bhalancing GTA Supply & Demand:

¢+ 2014 Coal Closure

e Partnering with Intermittent Renewables

Cance[iation of OGS:

On October 7, 2010, the provincial gbvernment announced that the reliability issues in
the Southwest GTA region could be met by a transmission solution and that the
generation project would not be proceeding.

While the reliability needs of the Southwest GTA that were identified in 2007 still exist
today, the OPA identified several reasons why a transmission solution could address
local supply issues:

¢ Provincial demand was lower than projected due to the global economic
downturn and the contribution of provincial conservation programs.

s There had been a significant uptake of new renewable energy capacity through .
the Feed-in Tariff program, which was launched after the initial supply need
assessment was conducted in the 2007 IPSP.

* The prospects for distributed generatio'n in the GTA are more promising today
than before the Green Energy Act.

¢ In total since 2005, some 8,400 MW of power generation has been added, and
another 10,000 MW are under development. As a result, OGS is no longer
required to meet the 2014 coal closure date.

¢ The flexibility in the supply picture gives the province time to consider the
transmission work required to meet the needs of the growing communities in
the Southwest GTA. Likewise, there is time to do further work to determine
what, if any, generating facilities are required in the future.



The LTEP initiative gives the province an opportunity to consider the best
alternatives to address some of the province-wide needs.

OPA/ TCE public statements on compensation:

The latest media reports pertaining to the negotiation process between the OPA and
TransCanada have focused on the possibility that the province might give TCE the
rights to develop a local area peaking plant in Cambridge as compensation for the
cancelled OGS project.

Both TransCanada and the OPA have avoided speculating on the potential outcome
of the negotiations. The most recent news story on this theme appeared in the Toronto
Star on February 18, 2011. In the article, Chris Breen from TransCanada is asked
about speculation that TransCanada will be “handed” the Cambridge plant, he
responded:

We haven't been guaranteed a power plant by the OPA

If and when that power plant is offered, we would go to the mayor of the C|ty of
Cambridge and consult him on the best location for a power plant.

He identified that TransCanada owns a site in Cambridge that was purchased

in anticipation of an RFP,

He said that other firms with an interest in developing a power plant have also

acquired sites in the Kitchener-Cambridge area.

Many competitors have sites there too, as it's a standard operating procedure

for power developers.

In the same article, Colin Andersen was asked about the cancellation of the Oakville
Generating Station and current negotiations with TransCanada.

He responded as follows:

2007 IPSP identified need for gas plant in the Cambridge area.

OPA and TransCanada are currently in discussions to mutually terminate the
OGS contract.

Discussions are going well — the key objective is to reach agreement that is in
best interest of the ratepayer

This does include looking at the option of another project for TransCanada.
LTEP identified a project in Cambridge.

Can’'t comment on specifics of what is being negot[ated

TransCanada is an established, respected, part of Ontario’s electricity sector
and elsewhere in Canada. OPA wants to continue to work with TransCanada
Transmission options for SWGTA being locked at now. In not too distant future
will be able to discuss those options. Process will require collaboration with
area LDCs and community consultation.



. OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commerciai dispute between OPA
and TCE.

OPA does not believe it is reasonable or necessary for Ontario ratepayers to
pay ($1 billion) to TCE as compensation for the Oakville Generating Station.

OPA and TCE have a long standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

OPA's preference continues to be a hegotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

What is the status of the negotiations with TransCanada?

OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

OPA and TCE have a long-standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE. :



What went wrong with OPA’s procurement for SWGTA?

The OPA designed and ran a best-in-class procurement process to ensure a
fair, fransparent and vigorous competition.

The OPA’s procurements are designed to get the best competition and the best
results for ratepayers - both on cost and the environment.

Our procurement process did the job it was tasked to do, but circumstances
changed. The plant is no longer required for coal closure. And local reliability
issues in the Southwest GTA can be met with transmission work.

The OPA works in the best interest of ratepayers, using the best information
available to plan for and procure a reliable supply of sustainable and cost-
effective electricity.

The OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE. :

Do you expect to be sued by TransCanada?

The OPA and TCE have a long-standing, positive working relationship, which
has benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

The QOPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

How many more gas plants are required in Ontario?

To ensure reliability, the strategic use of natural gas generation will support the
increase in renewable sources over time and supplement the modernization of
nuclear generators.

The 2007 projected that some 12,000 MW of natural gas would be needed by

2015. Since then, changes in demand and supply — including about 8,400 MW
of new, cleaner power across the system and successful conservation efforts
— means that less capacity will be required. '

Because of changes in demand along with the addition of approximately 8,400
MW of new supply since 2003, the outlock has changed and two of the three
plants — including the proposed plant in Oakville — are no longer required.



However, a transmission solution to maintain reliable supply in the southwest
GTA will be required.

+ As indicated in 2007 Plan and in the LTEP, the procurement of a peaking
natural gas-fired plant in the Kitchener-Waterloo-Cambridge area is still
necessary to ensure regional electricity supply.

How much will the SWGTA transmission project cost?
s The cost of the transmission alternative is estimated at $200 M.

» There's a lot of work to do before the project would start, and it does not need
to begin immediately. We do have time. We anticipate that the work is
required by the end of the decade.

¢ The public would be consulted on any transmission projects to ensure that
needed work is done as efficiently as possible, and along existing transmission
corridors. '

What does this mean for future need in the area?

s A transmiésion solution to maintain reliable supply in the southwest GTA will be
required.

+ The public will be consulted on any transmission projects to ensure that needed
work is done as efficiently as possible, and along existing transmission
corridors.

¢ The OPA continuously plans, monitors and evaluates alternatives. Changing
circumstances makes it possibie to address the provincial coal closure and
other needs through alternative measures, such as transmission work in the
SWGTA to address locatl reliability.

¢ We have some time to consider the transmission Work required to meet the
needs of the growing communities in the Southwest GTA.



Crystal Pritchard

From: Mary Bernard

Sent: Monday, April 18, 2011 2:45 PM

To: Kristin Jenkins

Cc: Patricia Phillips; Tim Butters

Subject: RE: Briefing note on OGS/Transcanada negotiations

Attachments: Briefing Note OGS Settlement Negotiations 20110414 (TB-MB- pp) doc

Kristin — Tim caught a typo that has been fixed in this version. Please delete the earlier one.
Thanks.

Mary Bernard

Corporate Communications
Ontaric Power Authority
416-969-6084

From: Mary Bernard

Sent: April 18, 2011 2:29 PM

To: Kristin Jenkins

Cc: Patricia Phillips; Tim Butters .
Subject: Briefing note on OGS/Transcanada negotiations

Kristin — as per your request last week, Tim prepared the attached.
Pat and | have both reviewed.
Thanks.

Mary Bernard

Corporate Communications
Ontaric Power Authority
416-969-6084



OPA Briefing Note

TransCanada/ OPA Settlement Negotiations for
Oakville Generating Station (OGS)

April 14, 2011

For internal use only

+ Following a series of negotiations, the Ontario Power Authority and TransCanada
Energy Ltd. have not yet been able to réach an agreement on financial
compensation for the cancellation of the Oakville Generating Station (OGS).

» (Colin Andersen has sent a letter to the chief executive officer of TCE to suggest
that third-party mediation may be the best way to settle this commercial dispute.

* The key objective for the OPA is to reach an agreement that is in best interest of
the ratepayer. The OPA does not believe it is reasonable or necessary for Ontario
ratepayers to pay ($1 billion) to TCE as compensation for the Oakville Generating

Station.

Planning and Procurement Process:

The 2007 Integrated Power System Plan (IPSP) planning document iooked at the
issue of local area supply. Natural gas generation was identified as a resource with
the flexibility to respond to situations when demand is high — acting as peak source
-providing local and system reliability.

A subsequent 2009 directive from the Minister of Energy authorized the OPA to
undertake a competitive procurement process for a new generation facility in the
Southwest GTA to address local area supply inadequacy issues.

A request for qualifications (RFQ) identified four companies with the financial
resources, technical expertise and track record necessary to build the new plant. Bids



from these companies were evaluated by an independent chaired panel made up of
representatives from the OPA, the IESO and the OEB. The panel's activities were
overseen by a Fairness Advisor.

On Tuesday, August 29, 2009, the OPA announced a contract with TransCanada
Corporation to design, build and operate a 900 megawatt (MW) electricity generating
station in Oakville

The OPA described the plant as the optimal solution to address a number of local and
system needs:

Local Reliability

Re-balancing GTA Supply & Demand:
2014 Coal Closure

Partnering with Intermittent Renewables

Cancellation of OGS:

On Qctober 7, 2010, the provincial government announced that the reliability issues in
the Scuthwest GTA region could be met by a transmission selution and that the
generation project would not be proceeding.

While the reliability needs of the Southwest GTA that were identified in 2007 still exist
today, the OPA identified several reasons why a transmission solution could address
local supply issues:

* Provincial demand was lower than projected due to the global economic
downturn and the contribution of provincial conservation programs.

» There had been a significant uptake of new renewable energy capacity through
the Feed-in Tariff program, which was launched after the initial supply need
assessment was conducted in the 2007 IPSP.

» The prospects for distributed generation in the GTA are more promising today
than before the Green Energy Act.

¢ |n total since 2005, some 8,400 MW of power generation has been added, and
another 10,000 MW are under development. As a result, OGS is no longer
required tc meet the 2014 coal closure date.

¢ The flexibility in the supply picture gives the province time to consider the
transmission work required to meet the needs of the growing communities in
the Southwest GTA. Likewise, there is time to do further work to determine
what, if any, generating facilities are required in the future.



The LTEP initiative gives the prévince an opportunity to consider the best

alternatives to address some of the province-wide needs,

OPA/TCE public statements on compensation:

The |atest media reports pertaining to the negotiation process between the OPA and
TransCanada have focused on the possibility that the province might give TCE the
rights to develop a local area peaking plant in Cambridge as compensation for the
cancelled OGS project.

Both TransCanada and the OPA have avoided speculating on the potential outcome
of the negotiations. The most recent news story on this theme appeared in the Toronto
Star on February 18, 2011. In the article, Chris Breen from TransCanada is asked
about speculation that TransCanada will be "handed” the Cambridge plant, he
responded:

We haven't been guaranteed a power plant by the OPA -

If and when that power plant is offered, we would go to the mayor of the city of
Cambridge and consult him on the best location for a power plant.

He identified that TransCanada owns a site in Cambridge that was purchased

in anticipation of an RFP.

He said that other firms with an interest in developing a power plant have also

acquired sites in the Kitchener-Cambridge area.

Many competitors have sites there too, as it's a standard operating procedure

for power developers.

In the same article, Colin Andersen was asked about the cancellation of the QOakville
Generating Station and current negotiations with TransCanada.

He responded as follows:

2007 IPSP identified need for gas plant in the Cambridge area.

OPA and TransCanada are currently in discussions to mutually terminate the
OGS contract.

Discussions are going well — the key objective is to reach agreement that is in
best interest of the ratepayer

This does include looking at the option of another project for TransCanada.

~ LTEP identified a project in Cambridge.

Can't comment on specifics of what is being negotlated

TransCanada is an established, respected, part of Ontario’s electricity sector
and elsewhere in Canada. OPA wants to continue to work with TransCanada
Transmission options for SWGTA being looked at now. In not too distant future
will be able to discuss those options. Process will require collaboration with
area LDCs and community consultation.



. OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

While the provincial government announced the Oakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE. -

OPA does not believe it is reasonable or necessary for Ontario ratepayers to
pay ($1 billion) to TCE as compensation for the Oakville Generating Station.

OPA and TCE have a long standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

What is the status of the negotiations with TransCanada?

OPA and TCE have been unable to reach an agreement that OPA believes is in
the best interest of Ontario ratepayers.

While the provincial government announced the Qakville Generating Station
would not proceed, this current issue is a commercial dispute between OPA
and TCE.

OPA and TCE have a long-standing, positive working relationship, which has
benefited ratepayers through the development and delivery of clean, cost

effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce

Power: SR

OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.



What went wrong with OPA’s procurement for SWGTA?

The OPA designed and ran a best-in-class procurement process to ensure a
fair, transparent and vigorous competition.

The OPA’s procurements are designed {o get the best competition and the best
results for ratepayers — both on cost and the environment.

Our procurement process did the job it was tasked to do, but circumstances
changed. The plant is no longer required for coal closure. And local reliability
issues in the Southwest GTA can be met with transmission work,

The OPA works in the best interest of ratepayers, using the best information
available to plan for and procure a reliable supply of sustainable and cost-
effective electricity.

The OPA’s preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

Do you expect to be sued by TransCanada?

The OPA and TCE have a long-standing, positive working relationship, which
has benefited ratepayers through the development and delivery of clean, cost
effective power. TCE owns and operates Halton Hills Generating Station, has
56% interest in Portlands Generating Station and is a major investor in Bruce
Power.

The OPA's preference continues to be a negotiated agreement that sees TCE
developing needed generation project. This is why OPA has proposed
mediation to TCE.

wa many more gas plants are required in Ontario?

To ensure reliability, the strategic use of natural gas generation will support the
increase in renewable sources over time and supplement the modernization of
nuclear generators.

The 2007 projected that some 12,000 MW of natural gas would be needed by
2015. Since then, changes in demand and supply — including about 8,400 MW
of new, cleaner power across the system and successful conservation efforts
— means that less capacity will be required.

Because of changes in demand along with the addition of approximately 8,400
MW of new supply since 2003, the outlock has changed and two of the three
plants — including the proposed plant in Oakville — are no longer required.




However, a transmission solution to maintain reliable suppty in the southwest
GTA will be required.

* As indicated in 2007 Plan and in the LTEP, the procurement of a peaking
natural gas-fired plant in the Kitchener-Waterloo-Cambridge area is still
necessary to ensure regional electricity supply. ’

How much will the SWGTA transmission project cost?
» The cost of the transmission alternative is estimated at $200 M.

+ There’s a lot of work to do before the project would start, and it does not need
to begin immediately. We do have time. We anticipate that the work is
required by the end of the decade.

* The public would be consulted on any transmission projects to ensure that
needed work is done as efficiently as possible, and along existing transmission
corridors.

What does this mean for future need in the area?

¢ A transmission solution to maintain reliable supply in the southwest GTA will be
required.

* The public will be consulted on any transmission projects to ensure that needed
work is done as efficiently as possible, and along existing transmission
corridors.

+ The OPA continuously plans, monitors and evaluates alternatives. Changing
circumstances makes it possible to address the provincial coal closure and
other needs through alternative measures, such as transmission work in the
SWGTA to address local reliability.

s We have some time to consider the transmission work required to meet the
needs of the growing communities in the Southwest GTA.



Crystal Pritchard

From: Tim Butters
Sent: Tuesday, July 05, 2011 3:20 PM
To: Mary Bernard; Patricia Phillips
Subject: RE: Greenfield South issue for critical issues list
Hi Pat,

Below is what | propose we provide for the TransCanada section of the list. Wondering if you have any new
information o provide in the status section, or if you would like me to talk to Derek to get more information.

Description:

The cancellation by the government of the Qakville Generating Station (OGS) in October 2010 triggered
discussions with TransCanada Energy Ltd. to mutually terminate the OGS contract, but they have yet been
able to reach an agreement on financial compensation for the cancellation of the project. OPA CEQ, Colin
Andersen, has sent a letter to the CEQ of TCE fo suggest a third-party mediation as a possible sclution to
settle the commercial dispute.

Impact:

Both organizations have avoided speculating on the potential outcome of the negotiations, however, media
reports have focused on the possibility that the province might give TCE the rights to develop a plant in
Cambridge as compensation for the cancellation of OGS. In the absence of an agreement, a lawsuit is
possible.

Status:

A R 4 BN N 8 R O A A e s o AT RN A e S N AN S

From: Mary Bernard

Sent: July 5, 2011 1:27 PM
To: Patricia Phillips

Cc: Tim Butters

Subject: Greenfield South issue for critical issues list

Pat — for your review. | thought | would let you see what I've written on the Greenfield South issue before Tim
incorporates it into the list.

I've tried to keep it short and sweet.

Mary Bemard

Corporate Communications
Ontario Power Authority
416-969-6084




Crystal Pritchard

From: Kristin Jenkins

Sent: Monday, Octoher 24, 2011 4:47 PM

To: Colin Andersen; JoAnne Butler; Michael Killeavy; Michael Lyle
Cc: Tim Butters; Mary Bernard; Patricia Phillips

Subject: Change in Media Relations Protocal

Importance: High

Minister's Officce does not want calls referred there, They want OPA to draft responses for
review and approval which OPA will then send to media. Below are recommended responses to
the calls. Tim please confirm capacity and CODs for OGS and Greenfield South for response to
third question. '

John Spears, Toronto Star (mechanics of cancelling the contract - how it’s done,
has it been done) :

-Not appropriate to float options publicly when we have not yet engaged the proponent which
is also something we don't want to highlight. Recommend:

The provincial government is commited to relocating the plant. WE want to do this fairly and
discuss options directly with the proponent not through the media. More information will be
made available as the process moves forward.

Tristin Hopper, National and Toronto desk of the National Post, request for OPA to
confirm status of development

Recommended Response:

The provincial government is committed to relocating the plant. The plant has been under
construction since May 2011. More information will be available as the relocation process
moves forward. -

Ian Harvey, Freelance Writer, Q! what was the output and cost for Oakville
estimated at. What was the date of cancellation. What is the output and cost for Mississauga
and what is the anticipated date of completion.

The Oakville Generating Station was to have had a capacity of 988 MW with an in service date
af X. The cost fo construct the plant was estimated at 1 billion. The plant was cancelled
before it obtained approvals. New transmission will replace the Oakville plant to ensure
local supply and reliability.

Greenfield South's capacity is 289 MW with an in service date of X. The cost to construct is
estimated at 300 to 48@ million. Without this capacity in the southwest GTA, transmission
expahsion will have .to take place two to three years earlier than anticipated.



Aleksandar Kojic

From: Nimi Visram on behalf of John Zych

Sent: October 7, 2010 1:40 PM
To: ‘A Hurley'; ‘blourie@ivey.org'; ‘Charles Bayless (ceb1618@aol.com)’; Colin Andersen; "John

Beck (jbeck@aecon.com)’; 'Lyn McLeod (lynandneil@sympatica.ca)'; 'michael costello’;
'Patrick Monahan (pjmon@yorku.ca)'; 'ritzgerald7 @sympatico.ca’; 'Ron Jamieson'

Cc: Michael Lyle; JoAnne Butler; John Zych; Nimi Visram
Subject: FW: Final Oakville Materials
Attachments: Ministry News Release.doc; Ministry Qs & As.doc; Minister's Remarks.doc; OPA Q & A.doc

v

Further to this morning’s Board meeting, as advised at the Board Meeting, the Minister of Energy made his
announcement pertaining to not proceeding with the Oakville Gas Plant, at 1 p.m. today.

Attached are the ministry news release, Qs and As and the minister's remarks as well as OPA’s Qs & As and key
messages.

For the benefit of Charles Bayless, Lyn Mcleod and Patrick Monahan, who were not present at the Board meeting, the
Board members heard about the plan not to proceed with the Oakville Gas Plant and reviewed the terms of and
approved the sending of a letter to TransCanada Energy Ltd., instructing TransCanada Energy to cease ali further work in
connection with the Qakville Gas Plant and acknowledging that TransCanada Energy is entitled to reasonable
compensation. The letter also indicated the OPA’s intention into good faith negotiations with TransCanada Energy Ltd.
to reach a mutual agreement to terminate the contract.

John Zych

Corporate Secretary
Ontario Power Authority
Suite 1600

120 Adelaide Street West
Toronto, ON M5H 1T+1

416-969-6055

416-967-7474 Main telephone
416-967-1947 Fax
John.Zych@powerauthority.on.ca

This e-mail message and any files transmitted . with it are intended only for the named recipient(s) above and may contain
information that is privileged, confidential and/or exempt from disclosure under applicable law. If you are not the intended
racipient(s), any dissemination, distribution or copying of this e-mail message or any files transmitted with it is strictly
prohibited. If you have received this message in error or are not the named recipient(s), please notify the sender
immediately and delete this e-mail message.
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L~ Ontario - NEWS

Ministry of Energy

Oakville Power Plant Not Moving Forward
McGuinty Government to Invest in Transmission to Meet Local Power Demands

NEWS October 7, 2010

Ontario is taking action to keep the lights on in Southwest Greater Toronto Area homes and
businesses without the construction of a proposed natural gas plant in Oakuville.

When the need for this plant was first identified four years ago, there were higher demand
projections for electricity in the area. Since then changes in demand and supply — including
more than 8,000 megawatts of new, cleaner power and successful conservation efforts — have
made it clear that this proposed natural gas plant is no longer required. A transmission solution
can ensure that the growing region will have enough electricity to meet future needs of homes,
hospitals, schools and businesses.

The government is currently updating Ontario’s Long-Term Energy Plan o ensure a strang,
reliable, clean and cost-effective electricity system that eliminates reliance on dirty coal.

QUOTES

“As we're putting together an update to our Long-Term Energy Plan, it has become clear we no
tonger need this plant in Oakville. With fransmission investments we can keep the lights on and
still shut down all dirty coal-fired generation.”

— Hon. Brad Duguid, Minister of Energy

"My duty as MPP has always been to put the priorities of Oakuville first, and together, our voice
was heard. | am tremendously pleased that this power plant will not be built anywhere in
Oakville. 1 would like to thank my constituents for their support, and Premier McGuinty and
Minister Duguid for their willingness to listen.”

— Kevin Flynn, MPP, Qakville

QUICK FACTS

= The need for additional generation in Southwest GTA was first identified in 2006. Since
then, additional supply has come online and the demand picture has changed in the region.

= Ontario permanently closed four more units of dirty, smog-producing, coal-fired generation
on October 1, 2010, four years ahead of schedule.

= [n 2009, more than 80 per cent of our generation came from emissions-free sources.

LEARN MORE

Read about the update to Ontario’s Long-Term Energy Plan and how to offer your views.

Learn more about renewable energy in Ontario.
Find out about how Ontario is phasjnq out coal-fired generation.

Andrew Block, Minister's Office, 416-327-6747 ontario.ca/energy-news
Anne Smith, Communications Branch 416-327-7226 Disponible en frangais



MINISTRY OF ENERGY

Key Messages:

Ontario is taking action to keep the lights on in Ontario homes and businesses. We've
brought over 8000 MW of new cleaner power online and upgraded over 5000km of
transmission and distribution. We just shut down four more units of dirty coal-fired
generation, four years ahead of schedule.

Our plan in working to build a stronger, more reliable and cleaner energy system.
We are currently updating our Long-Term Energy Plan, to be released later this fall.

Today, | am here to announce that, as we develop our new Energy Plan, | am confident
that the province no longer needs a 900 MW gas plant in Oakville.

The proposed Oakville gas plant will not proceed and wil! not be relocated elsewhere in
the GTA.

The Long-Term Energy Plan will highlight that changes in demand, successful
conservation programs and increased supply from other generation sources have all
strengthened overall supply.

As a result, local power needs can be accommodated by investments in transmission,
rather than building a new gas plant.

We look forward to delivering an updated Long-Term Energy Plan that will ensure that
Ontario continues to build a strong, reliable and clean energy system that will keep the
lights on here in Oakville and in communities across Ontario.

Questions and Answers

Q1.

Q2.

Are you moving this gas plant because of health and safety concerns raised by
the community?

No. The main reason we are not moving ahead with the consltruction of this plant is
because circumstances have changed and we no longer need the power it would have
provided. The need for reliability confinues to exist and we believe this can be mef with
a transmission solution.

The government believes that gas-fired generation will continue to be a safe and secure
part of Ontario’s electricity system. Our updated Long-Term Energy Plan will have more
to say on the role of gas, and other types of generation.

How much will this cost ratepayers? How much will this increase the electricity
bill of an average ratepayer?

A transmission solufion to meet the power needs in this area will form part of the Long ’
Term Energy Plan

This change will be but one aspect of our comprehensive Long Term Energy Plan that
will meet reliability needs throughout the province.



MINISTRY OF ENERGY

Q3.

f will have more fo say when we release that updated plan.

There would have been a cost to building this plant, and we have assessed that we can
meet the needs for the region through alternative means.

We are here today to convey to the communily that we are not moving forward with a
gas plant to meet the energy requirements of the area.

We recognize how important this issue is to the people of this community, which is why
we are making this announcement foday.

If Pressed:

This plant is not required anymore. TransCanada said it was going to cost over $1
billion.

What is the status of the contract with TransCanada? Are you terminating it

today?

Q4.

Q5.

Q6.

We no longer need a gas plant in the South-West GTA and, as a result, this plant will
no longer proceed.

We enjoy a very positive working relationship with TransCanada and look forward to
continuing to work with them. The OFA will continue ongoing discussions with
TransCanada regarding the status of their coniract. '

TransCanada has long been an important part of Ontario’s electricity sector. We value
the rofe TransCanada plays and, as the government finalizes its LTEP, we expect that
TransCanada will to play an important rofe in Ontario energy future.

Do you expect to be sued by_ TransCanada?

We enjoy a very positive working relationship with TransCanada and look forward fo
continuing to work with TransCanada.

Does this mean you are going to sole-source a new gas plant to TransCanada?

The government believes that gas-fired generation will continue to be a safe'and secure
part of Onfario’s electricily system. Qur updated Long-Term Energy Plan will have more
to say on the role of gas, and other types of generation, in Ontario’s electricity supply
mix.

Are you moving the gas plant back to Mississauga? Or elsewhere in the GTA?

No. There are no plans to locate the pfant in Mississauga or elsewhere in the GTA. We
are currently in the process of developing our Long Term Energy Plan and details about
generation and transmission decisions wilf be forthcoming in that plan.
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Q7.

Q8.

Can you confirm the plant will be located in Nanticoke? Will you run an open
competition for the site?

There are a number of alternative ways of meeting the energy needs that would have
been supplied by the Oakville Plant. We are in the process of examining those
alternatives through our Long Term Energy Planning process.

Today, we are here to convey to the community that we are not proceeding with the
natural gas plant because we have been able to identify alternatives to meet the energy
requirements.

Will you start a new procurement process to site a new plant?
Additionaf transmission is one of a number of alfernative ways of meeting the energy

. needs in not only Oakville but across the GTA. Addressing aging infrastructure to meet

the needs of Ontarians is a key area thal we are looking at as we develop our Long
Term Energy Plan - more information will be forthcoming shortly.

Q9. The OPA has always said a gas plant in SWGTA is required, so what's changed? As

Q10.

recently as this spring your government was falking about how this plant was
critically needed. Now you are backing away?

In the process of updating our Long-Term Energy plan it has become clear that
conditions have changed and a gas plant is no longer required in the area.

Changes in demand, successful conservation programs and increased supply from other
generation sources have all strengthened overall supply. As a result, local power needs
can be accommodated by investing in fransmission, rather than building a new gas

plant.

Is the government bowing to local opposition to the gas plant?

In the process of updating our Long-Term Energy plan it has become clear that
conditions have changed and a gas plant is no longer required in the area.

Today, we are here to convey to the community that we are not proceeding with the
natural gas plant because we have been able to identify alternatives to meet the energy
requirements.

We can meet reliability needs and close coal plants in Ontario by 2014, without building
a generating facifity in this area. The Long-Term Energy Flan will show that since this
proposed plant was first contemplated there have been changes in demand, successful
conservation programs and increased supply from other generation sources. As a
result, local power needs can be accommodated by transmission investments, rather
than building a new gas plant.

Q11. Is this a case of a wealthy, well-funded opposition group getting what it wants?
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Q2.

Q13.

Q14.

Q15.

Q16.

in the process of updating our Long-Term Energy plan it has become clear that
conditions have changed and a gas plant is no fonger required in the area. We will be
able to meet the energy needs of the region through other alternatives. We will have
more fo say on that when we release the Long Term Energy Plan later this fall.

How many more gas plants are required in Ontario?

The Long-term Energy Plan will address the role of natural gas — and other types of
generation in Ontario’s supply mix. | am here foday to provide certainty fo the

" community that this proposed plant is no longer needed because of the progress we

have made.

You’ve talked about local needs as well as provincial ones. Since this plant was
going to address provincial needs, who is going to pick up the slack for Oakville?

Qur government will ensure that long-term reliability is achieved in this region and across
Ontario. We've already brought online more than 8000 MW of new cleaner power.
Power needs for this area can be accommodated through transmission investments,
rather than building a new gas plant.

Weren’t transmission improvements an option in 2007? Have things really
changed that much?

Dermand for power has changed significantly in the past four years. In addifion the
supply picture has improved because of the work undertaken since 2003 to add more
than 8,000 MW of generating capacify in Ontario. We've also had a tremendous
response fo our Feed-In Tariff program for renewable energy.

Our government will ensure that long-term reliablility is achieved in this region. Local
power needs can be accommodated through transmission investments, rather than
building a new gas plant.

Does this mean Toronto needs a Third Line?

The Long-term Energy Plan will have more to say about transmission needs. Today’s
announcement does not advance the case for a third transmission line into Toronto.

How come you've cancelled the plant in Qakville but not in Northern York Region?

These are two very different situations. Southwest GTA’s local reliability issues can be .
addressed through building transmission.

The need for new reliable electricity generation in northern York Region has been an
issue for several years. Any interruption in the supply or distribution could have serious
and widespread impacts and affect power supply to residences, businesses and
institutions like hospitals and schools..
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Q17. Why are you announcing this now while consultations are ongoing for your so-
called plan?

We'll be presenting our updated Long-Term Energy Plan later this year. The plan will
speak to how we will continue fo ensure there is enough power to keep the lights on in
Ontario homes and businesses. Our government is listening to Onfarians as we devefop
this plan. :

I'm here today to provide certainty that this proposed plant will not be moving forward.

Q18. Does this mean you will need to build more transmission into Oakville ?

Circumstances have changed and we no longer need this plant. A transmission
solution can meet future reliability needs of the area.

We are keeping the lights on today and into the future - here in Oakville and in all
communities across Ontario . We are generating electricity and putting in place the
infrastructure to get that power to our homes and businesses. That's what we've been
doing and that's what we're planning for the future.

Q.19 What is this transmission solution?

A new transmission line into Oakville is needed before the end of the decade.
Transmission into this growing region will ensure that there is enough electricity to keep
the lights on in Oakville and area homes and businesses long into the future.

Q20. Where is the transmission going?

We are presénting our Long-Term Energy Plan later this fall that will speak to our future
transmission requirements throughout the province. But suffice to say, there are existing
lands info Qakville that are set aside as a transmission corridor.

Q21. Will you be burying the lines?

I'm here today with Kevin to say that we no longer need this plant - and a transmission
solution can meet the electricity needs of Oakville into the future. There is time to allow
for a full process to work with our partners and with the community. We will ensure that
this infrastructure is planned and built in a cost-effective way that best meets the
requirements of the community and the region. | will expect that all options will be
considered for the new line, including below-ground lines.



DRAFT SPEAKING NOTES FOR BRAD DUGUID
MINISTER OF ENERGY
SWGTA GAS PLANT, OAXVILLE, OCTOBER 6, 2010

WORD COUNT: 603

Thank you, Kevin [Flynn, MPP for Oakville] ...

- Not only for that introduction and for welcoming me into your

community today...

But for all you have done over the past few years on behalf of your

constituents.

It’s an understatement to say that Kevin has worked tirelessly to
make sure the voices of Oakville residents are heard in the Ontario

Legislature.

As many of you may have heard, the province is in the process of

updating its Long-Term Energy Plan ...

Our first plan helped us build more than 8000 megawatts of new

cleaner power. It helped us upgrade over 5000 kms of transmission



and distribution. Our plan has taken our energy system from a state -

of distress to one that is stronger and cleaner.

We’re working hard, in consuitation with our stakeholders in the
energy sector and Ontarians across the province, to release our

updated plan later this fall.

Our updated Plan will lay out a vision for Ontario’s energy future,

and the steps we need to take to get there.

The new document will reflect changes in supply and demand over
the last few years. As we have been undergoing this process, it has
become clear that the province no longer needs this proposed

natural gas plant in Oakville.

Four years ago, when the need for this plant was first identified, we
were working to address issues like local demand and the need to
build cleaner supply as we phase out dirty, coal-fired generation by

2014.



I’'m pleased to share with you that because of changes in regional
demand and the progress of our Plan - which include greater
uptake of our conservation programs and increased supply from
other clean and renewable generation sources we have

strengthened regional reliability.

As Kevin has just announced...construction of the proposed gas

plant in Oakville will not move forward...
Nor will this plant move forward elsewhere in the GTA.

Our' Energy Plan will show that local power needs of homes,
hospitals, schools and businesses can be accommodated through
investments in transmission, rather than building a new gas plant in

the community.

Today, Ontario families are able to count on a system that is

cleaner and more reliable.

Just seven years ago our electricity system was quite the opposite.



Ontarians weren’t sure that when they went to flick the
switch...that there wouldlbe enough power for the lights to come
on. Five coal plants across the province were running on full-tilt
and polluting the air that our kids breathe. Because of poor
planning and without enough power, diesel generators were

deployed in GTA neighbourhoods.

We’re in a much stronger position today — we can rely on our
electricity system and we can literally breathe easier knowing that
our air is cleaner for our kids. Just last week we shut down four -

more units of dirty coal-fired generation.

There is more work to do ...and we’re going to keep building a

cleaner, stronger and even more reliable electricity system ...

By making continued investments in transmission and distribution

to modernize our system...
By helping Ontario families and businesses to conserve energy...

And by bringing cleaner power into our energy mix ...



A mix that will continue to include a safe and secure supply of gas-

fired generation.
But, there will not be a new gas plant in Oakville.

Our Plan will meet local power needs in southwest GTA and

outline our path to phase-out of dirty coal-generation...

It will be a Plan that Ontario families can get behind to ensure a
brighter, cleaner future for our kids and grandkids and a stronger

economy for our businesses.

Once aéain, I’d like to thank Kevin Flynn for his leadership and -

his tenacity.

I believe Oakville residents are tremendously fortunate to have him

advocating on their behalf.

Kevin has always put the priorities of his community first ... and I

know he will continue to do so.



1 want to wish Kevin, the residents of Oakville and the south-west
GTA area, C4CA, Mayor Burton and Councillors a happy

Thanksgiving.

I look forward to continuing to work with all of you to deliver a
strong, reliable and cleaner electricity system we can all be proud

of.
Thank you.

-30-



Ontario Power Authority

Background

Trans Canada was awarded a 900 MW gas-fired generating facility (OGS)
through an OPA competitive procurementin 2009. The OPA has described the
plant as the optimal solution to address a number of local and system needs:

Local Reliability

Re-balancing GTA Supply & Demand:
2014 Coal Closure

Partnering with Intermittent Renewables

Local reliability in the SWGTA remains a priority, and can now be addressed with
significant transmission work that needs to be completed by 2017-2018. The
other three needs in the list are more dependent on provincial demand and
supply and the situation has changed since the 2007 IPSP. Provincial demand is
lower than forecasted due to the success of conservation programs and the
economic downturn, as well; the supply picture has changed with the significant
uptake of new renewables through FIT and the growing potential of distributed
generation in parts of the GTA. In total since 2005, some 8,000 MW of power
generation has been added, and another 10,000 MW are under development.
As a result, OGS is no longer required in order to meet the 2014 coal closure
date. :

The OPA continuously plans, monitors and evaluates alternatives. Changing
circumstances makes it possible to address the provincial coal closure and other
needs through alternative measures, such as transmission work in the SWGTA
to address local reliability. There is time to do further work to determine what if
any generating facilities are required in the future.

Key Messages

The changing energy landscape gives us the opportunity to close and
replace Ontario’s coal plants by 2014, without building this project.

Communities in Southwest GTA still face local reliability issues, and they
can be addressed with transmission work in the region.

The Ontario Power Authority works in the best interest of ratepayers, using
the best information available to plan for and procure a reliable supply of
sustainable and cost-effective electricity.

Supporting Messages
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Circumstances are different now compared to when the plant was first
contemplated, and we have a responsibility to respond to changes that have
happened since the 2007 IPSP.

Provincial demand is lower than forecasted both because of the success of
conservation programs in Ontario and due to global economic conditions.

The supply picture has changed significantly because of the tremendous
response to the OPA’s Feed-In Tariff program for renewable energy.

The prospects for distributed generation in the GTA are more promising today
than before the Green Energy Act.

Since 2005, working with others the OPA has made good progress on restoring
system reliability: generation capacity in Ontario has increased by 8000 MW and
a more than 10,000 MW are under development.

That’s the equivalent of adding the entire generating capacity of Alberta and
Saskatchewan.

OGS was originally tasked with addressing local reliability, as well as three
province-wide objectives: 2014 coal closure, restoring a balance of supply and
demand in the GTA, and to provide a partner for intermittent renewables.

We have time, and the Minister's Long-Term Plan initiative gives us an
opportunity to consider the best alternatives to address some of the province-
wide needs. -

The needs of the Southwest GTA communities that we identified in 2007 still
exist today. ‘

We have some time to consider the transmission work required to meet the
needs of the growing communities in the Southwest GTA.

The public will be consulted on any transmission projects to ensure that needed
work is done as efficiently as possible, and along existing transmission corridors.

The work of planning is done on a continuous basis at the Power Authority — we
constantly test our assumptions and monitor developments to respond to
changing circumstances.

The Ontario Power Authority designed and ran a best-in-class procurement
process to ensure a fair, transparent and vigorous competition.

The OPA’s procurements are designed to get the best competition and the best
results for ratepayers — both on cost and the environment.
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Questions and Answers

1. The OPA has always said a gas plant in SWGTA is required, so
~ what's changed?

As you know, the Minister of Energy today announced that the Oakville
Generating Station will not be proceeding. :

The changing energy landscape gives us the opportunity to close and replace
Ontario's coal plants by 2014, without building this project.

Communities in Southwest GTA still face local reliability issues, and they can be
addressed with transmission work in the area.

Provincial demand is lower than forecasted both because of the success of
conservation programs in Ontario and due to global economic conditions.

The supply picture has changed significantly because of the tremendous
response to the OPA’s Feed-In Tariff program for renewable energy.

The prospects for distributed generation in the GTA are more promising today
than hefore the Green Energy Act.

Since 2005, working with others the OPA has made good progress on restoring
system reliability: generation capacity in Ontario has increased by 8000 MW and
a more than 10,000 MW are under development.

We have time, and the Minister’'s Long-Term Energy Plan initiative gives us an
opportunity to consider the best alternatives to address some of the province-
wide needs. :

2. What went wrong with OPA’s procurement for SWGTA?

I'm proud of the work of our procurement division. They had a job to do and they
designed and ran a best-in-class procurement process to ensure a fair,
transparent and vigorous competition.

The OPA's procurements are designed fo get the best competition and the best
results for ratepayers — both on cost and the environment.
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Keep in mind, the need we identified in the Southwest GTA in 2007 still exists
today. There is a system reliability issue that can be addressed with
transmission work.

3. Did the OPA pick the wrong project?

The OPA's procurements are designed to get the best competition and the best
results for ratepayers — both on cost and the environment. The selection of the
proponent was done based on clear and defined criteria, and by an
independently-chaired panel.

Our procurement process did the job it was tasked to do, but circumstances have
changed. The plant is no longer required for coal closure. And local reliability
issues in the Southwest GTA can be met with transmission work.

4. Does this mean Toronto needs a Third Line?

There is the potential for additional transmission requirements but this decision
does not advance the case for a third transmission line into Toronto.

5. Where will a new plant go? North Oakville? Nanticoke? Kitchener-
Waterloo? .

We have time, and the Minister's Long-Term Energy Plan initiative gives us an
opportunity to consider the best alternatives to address some of the province-
wide needs. \

6. How come you've cancelled the plant in Oakville but not in
Northern York Region?

Those are two different situations. As I've said, Southwest GTA’s local reliability
issues can be addressed through building transmission.

Transmission projects were rejected by the people of Northern York Region, and
a generating facility is required immediately in the region to meet North American
standards for reliability.

7. What's the cost of this decision to Ontario ratepayers/ How much
more will this alternative cost?

We've said before that the cost of the transmission alternative is approximately
$200 M. Much of that would have been required at some future date.

This project is not proceeding, but there will be other projects needed in the
future to address different system requirements.
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