Aleksandar Kojic

From: Michael Killeavy

Sent: March 24, 2011 11:41 AM

To: '‘Smith, Elliot’; Deborah Langelaan; Susan Kennedy

Ce: . ' : JoAnne Butler; 'Sebastiano, Rocco’

Subject: RE: OGS L/C I - N
Agreéd.

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

120 Adelzide Street West, Suite 1600
Toronto, Ontario

M5H 171

416-969-6288

416-520-3788 (CELL)

416-967-1947 (FAX)

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 24, 2011 11:40 AM

To: Deborah Langelaan; Michael Killeavy; Susan Kennedy
Cc: JoAnne Butler; Sebastiano, Rocco

Subject: RE: OGS L/C

Deb,
We certainly understand the OPA’s desire to mitigate the costs associated with the termination of the OGS

contract, but we do have some concerns with returning the LC. In particular, returning the LC would be a fact
that could be admissibie in potential litigation and may support TCE’s allegation that the contract has been
repudiated. Conversely, the fact that they have not requested the return of the LC could support the OPA’s
position that we are negotiating a mutual termination.

At this time, we would suggest waiting until after we meet with TCE and gauge their reaction to our proposal,
when we’ll have a better idea of where things stand, If the process is moving forward productively then there
may be an opportunity to mitigate the LC costs as well as some of the interest costs.

Elliot
=]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8



From: Deborah Langelaan [maitto:Deborah.Langelaan@powerauthority.on.ca]
Sent: Wednesday, March 23, 2011 10:21 AM

To: Smith, Elliot; Michael Killeavy; Susan Kennedy

Cc: JoAnne Butler; Sebastiano, Rocco :

Subject: OGS L/C

**Privileged & Confidential™™

TCE has provided the OPA with an L/C in the amount of $30 million for their Completion and Performance
Security under the OGS Contract. TCE's cost to maintain the L/C is approximately $25,000/month and they have
rolled this monthly cost into their OGS Sunk Costs. Given the circumstances, is TCE still obligated to provide the

OPA with this security?

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide 5t. W. | Toronto, ON M5H 1T1 |

T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

This e-mail message is privileged, confidential and subject to
copysight. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis 3 des droits d'auteur. || est interdit de l'utiliser ou
de ke divulguer sans autorisation.




Aleksandar Kojic

From: . ' Smith, Elfiot [ESmrth@os!er com}

Sent: . : March 24,2011 11:58 AM- ' ‘ '

To: - " Deborah Lange]aan Mlchael Kllleavy, gene. meehan@nera com Anshu! IVIathur Susan
T - Kennedy : S o

Subject: - 7 RE: Agenda for this mormng s conference call - ' o 2
Attachments: #20297127v4_LEGAL_1_ - Draft Response fo A, Pourbarx Letter with PrOJect Proposal doc

Blackline - Draft Response to A. Pourbalx Letter with PrOJect Proposal pdf

All,

I have attached a rev1sed draft of the letter to TCE along with a blackline to the version previously circulated.
Please note that I only made a few conforming changes to the Schedule “A” provided, as I believe there are a
number of points in that Schedule that we need to discuss. Also, Rocco is still in the process of reviewing this
so I may have some further revisions to incorporate prior to finalization.

Elliot
[x]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada MS5X 1B8

<]

From: Smith, Elliot

Sent: Tuesday, March 22, 2011 9:27 AM

To: 'Deborah Langelaan'; Michael Killeavy; gene.meehan@nera.com; Anshul Mathur
Subject: RE: Agenda for this morning's conference call

Also for this morning’s call, I have attached a first draft of the proposed letter to TCE.

Elliot

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: Tuesday, March 22, 2011 9:15 AM
To: Michael Killeavy; Smith, Eiliot; gene.meehan@nera.com; Anshu! Mathur

Subject: Agenda for this morning's conference call

Gentlemen;

Please find attached the agenda for today's conference call.

Deb



This e-mail message is privileged, confidential and subject o
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis 4 des droits d'auteur. || est inferdit de ['utifiser ou
de e divulguer sans autorisafion.
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DRAFT: MARCH 24, 2011

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr. Pourbaix:

Southwest GTA Clean Energy Supply Contract (the “Contract”) between TransCanada
Energy Ltd. (“T'CE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers. We have set out in Schedule “A” to this letter a technical description of
the requirements of such a project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain this replacement project as compensation for the termination of the Contract. The
contract for this project (the “Replacement Contract™) would be based on the final form of
contract (the “NYR Contract”) included as part of the Northern York Region Peaking Generation
Request for Proposals, subject to the changes set out below and necessitated by Schedule “A”.
The financial parameters of the Replacement Contract would be as set out in Schedule “B” to
this letter. In consideration of the uncertainties in this proposed replacement project, we would
include a mechanism in the Replacement Contract to adjust the NRR upon commercial
operation, on the basis set out in Schedule “C” to this letter. If this proposal is acceptable to you,
we will prepare the necessary documentation for your review.

The following sets out the chianges to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the replacement project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the replacement
project has been approved under Part II or Part I.1 of the Environmental Assessment Act
or is the subject of (i) an order under section 3.1 or a declaration under section 3.2 of that

- Act, or (ii) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the project.

If this did not occur and as a result the project were to be delayed by the delays TCE
encountered in the issuance of such Planning Act approvals, such delay would be
considered an event of Force Majeure, and TCE would be entitled to recover its
reasonable, out-of-pocket costs resulting from such delay, by way of a corresponding

LEGAL,_1:20297127,4
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increase in the Net Revenue Requirement (NRR). The amount of the increase in the NRR
would be based on the same factor used in Schedule “C” to amortize capital cost over the
term. In addition, the OPA would not have the right to terminate the Replacement
Contract for such event of Force Majeure, unless the event of Force Majeure resulted in a
delay that was greater than two years and the OPA paid TCE a termination amount of
$50,000,000. TCE would be solely responsible for all other permits and approvals
required for the project, subject to the standard Force Majeure provisions set out in the
NYR Contract.

Oakville Sunk Costs. The Replacement Contract would provide that verified, non-
recoverable sunk costs (net of any residual value) associated with the development of the
QOakville Generating Station would be paid to TCE immediately upon its execution,
provided that such amount shall not in any case exceed $37,000,000.

Interconnection Costs. The Replacement Contract would provide that ail out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the
replacement project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for

the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract, :

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the replacement contract would be 25

“years. For greater certainty, this would be the definitive length of the term and not an

option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than [90]%
of the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than [90]% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J.
INTD: Appropriate threshold to be confirmed by SMS.]

Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to

LEGAL 1:20297127.4
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Exhibit J but would be willing to discuss any valid concerns TCE may have in this
regard. - ‘ '
If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to

internal OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly, N

JoAnne Butler

C. Colin Andersen, Ontario Power Authority
Michael Killeavy, Ontario Power Authority .
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP

LEGAL_1:20257127.4°
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SCHEDULE “A” —- TECHNICAL REQUIREMENTS

Replacement Project

The replacement project shall:
(@)  be adispatchable facility designed for maximum operational flexibilities;
(b)  beasimple cycle configuration generating facility with fast start capability;
(¢)  utilize natural gas supplied by pipeline as the fuel; and

(d) comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ docwment published
by the IESO. [NTD: Is this not covered by the obligation to comply with
applicable laws and regulations?]

Contract Capacity

The replacement project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simuitaneously. For further
clarity, the replacement project must be designed to supply either transmission
circuit (M20D or M21D) at all times. Each unit must be able to supply either
transmission circuit at all times;

)] [be able to provide a minimum of 500 MW at 35 °C under N-2 System
Conditions:]

(c)  have a Season 3 Contract Capacity of no less than 480 MW;
(d)  have a Contract Capacity of no more than 550 MW in any Season; and

(¢)  have a Nameplate MVA Rating of no more than [650] MVA [NTD: There are
no short circuit issues due to connection at 230 kV, so this item can be
omitted.}

Electrical Connection

The replacement project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. [Notwithstanding the foregoing, a replacement project may
also connect to a Local Distribution System for the purpose of providing Islanding
Capability and still be eligible.]

The replacement project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [@]™ transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [NTD: This assumes TCE builds the transmission
line to Boxwood.]

LEGAL 1:20297127.4
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Operation Following a N-2 Contingency (Load Restoration)

For load restoration, the replacement project will comply with the load restoration criteria
stipulated under Section 7 of the Ontario Resource and Transmission Assessment Criteria. The
criteria are as follows:

= all load to be restored w1th1n 8 hours ._..r.-.l | N _ | R
»  amount of load in excess of 150 MW must be restored W1thm 4 hours
» amount of load in excess of 250 MW must be restored within 30 minutes.

Operational Flexibilities

1. Fast Start Capability. The replacement project must be such that each combustion
turbine must be capable of fast start-up.

2. Ramp Rate Requirement. The replacement project must be such that each combustion
turbine is capable of ramping at a rate of §%/min or more of its Base Load. [A Contract
Ramp Rate will be agreed on by the parties to form part of the Replacement
Contract. Ramp rate stipulated in the Replacement Contract will be subject to
annuzl verification and shall form part of a capacity check test.]

3. Turnaround Time Requirement. To be discussed.

4. Black Start Capability. The IESO advised that replacement project is not required to
include black-start capability since the generators can be run-up (following a N-2
contingency of the Preston Tap) using the Preston aufo-transformer to maintain a
synchronous connection to the system.

Exmissions Requirements. The replacement project shall be such that its emissions shall
not exceed the following:

b

(8  Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based upon
Reference Conditions and 15% 02 in the exhaust gases on a dry volume basis) as
measured using the KWCG Emissions Measurement Methodology, and all as
more particularly set out in the Contract; and

(b) Carbon Monoxide (CO) in a concentfration not exceeding 10 ppmv (based upon
Reference Conditions and 15% O2 in the exhaust gases on a dry volume basis) as
measured using the KWCG Emissions Measurement Methodology, and all as
more particularly set out in the Contract. [NTD: What is the KWCG Emissions
Measurement Methodology? What “Contract” is it set out in?)

(c) TCE will provide evidence [NTD: when?] to support the stated emission levels of
NOx and CO in the form of a signed certificate by an authorized representative of
any of: (1) the original equipment manufacturer of the replacement project’s
turbines, (2) the supplier or manufacturer of any post combustion emission control
equipment utilized by the replacement project, or (3) the engineering company
responsible for the design of the replacement project, which certificate must state
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that the replacement project, as designed, will operate within these stated limits
for NOx and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the replacement project’s Environmental Review Report
prepared as part of its environmental assessment process or otherwise reflected in

" - its completed environmental assessment, and (ii) ultimately reflected in the

(e)

replacement project’s application to the Ministry of the Environment for a
Certificate of Approval (Air & Noise) Operating Permit, together with a request
that such limits be imposed as a condition in such certificate of approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however,
that the replacement project must comply with the NOx and CO limits set out
above.

6. Fuel Supply. The replacement project will obtain gas distribution services from Union
Gas Limited, and TCE cannot by-pass Union Gas Limited.

7. Equipment. The replacement project will be designed utilizing (2) Mitsubishi heavy
Industries MS501GAC Fast Start gas-fired combustion turbine generators (the
“Generators™), with evaporative cooling and emission reduction equipment. FEach
Generator shall be nominally rated at [250] MW (measured at the Generator’s output
terminals) new and clean, at ISO conditions. TCE shall negotiate the purchase contract
for the Generators with the Generator vendor. [NTD: Is TCE negotiating a new
contract with MPS?] ‘

LEGAL _1:20297127.4
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SCHEDULE “B” — FINANCIAL PARAMETERS

$ 12,839 / MW-month

20 %

500 MW

[®] MW

700 MMBTU/start-up

$ [30,000]/start-up (* please refer to the note below)

$ [®)/ MWh (* please refer to the note below)

$ [®])/ MWh (* please refer to the note below)

Season 1 Season 2 Season 3 Season 4
"Contract Heaf Ra 10.42 10,55 10.66 1058
AL MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV ) (HILV) (HHV) (HHV)
[®@] MW [.] MW [.] MW [®] MW
0 MW 0MW 0 MW 0MW

* NOTE: These parameters will be determined following the OPA’s review of the unredacted I.ong-Term

Services Agreement between Mitsubishi Power System and TransCanada Energy Ltd. (“LTSA”).

LEGAL_1:20297127.4
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SCHEDULE “C” — ADJUSTMENT METHODOLOGY

1. The Net Revenue Requirement set out in Schedule “B” is based on an assumption that the
capital cost to design and build the replacement project will be $425,000,000 (the “Target
Capex™). So long as the actual cost to design and build the replacement project (the
“Actual Capex™) is within 3% higher or lower than the Target Capex, there shall be no

adjustment in the NRR. If the Actual Capex is more than 3% higher or lower than the------

Target Capex, the NRR shall be adjusted on the following basis. For greater certainty,
none of the other parameters set out in Schedule “B” is subject to adjustment.

(®

(©

(d)

LEGAL_1:20297127.4

D The OPA’s share of any difference between the Target Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target Capex) x 0.50, provided that the
OPA Share shall not exceed $37,500,000

(i)  The adjusted capital cost (“Adjusted Capex™) shall be equal to the OPA
Share plus the Target Capex. For greater certainty, if the OPA Share is a
negative number, the Adjusted Capex shall be less than the Target Capex.

(iii)  The adjusted NRR shall be equal to 4626.968162 plus 1.93219 x 107
multiplied by the Adjusted Capex.

The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation, “Interconnection Costs”
and “Oakville Sunk Costs”, as set out above, (ii) any costs incurred by TCE that
were not reasonably required to be incwrred in order for TCE to fulfill its
obligations under the Replacement Contract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is
defined in the Contract), or (iii) any costs not substantiated to the reasonable
satisfaction of the OPA. [NTD: This test should provide some measure of
comfort about TCE’s spending without the need for close oversight and
approvals by the OPA.]

The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) $156,274,358
Main Turbine Additional Scope (excluding change orders) $39,198,860
[®]

The determination of the Actual Capex shall be done through an “open book”
process, such that all costs incurred by TCE in designing and building the
replacement project shall be transparent to the OPA and fully auditable. Any



prait & Irivileged

(€

®

LEGAL_1:20257127.4

-9 -

dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.

All dollar amounts referenced in this letter are in Canadian dollars, unless
otherwise specified.

[NTD: Michael, in your memo you state that the included cost components -
for Actual Capex are to mirror those of Target Capex. Is this intended to
limit recovery to certain elements of Capex?]
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DRAFT: MARCH 22;24, 2011

PRIVILEGED; CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr Pourbalx

Southwest GTA Clean Energy. Slipply Contract (the “Conti‘dcf”) hefwe_en TransCanada
Energy Ltd. (“TCE”) and the Ontario. Power- Authority (“OPA?) dated October 9, 2009 —. .

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As.
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent fo which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement. '

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project that
could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers. We have set out in Schedule “A” to this letter a technical description of the
requirements of such a project.

We would propose to_enter into a contract_with TCE for TCE to construct, own, operate and
maintain this replacement project as compensation for the termination of the Contract. The
contract for this project (the “Replacement Contract™) would be based on the final form of contract
(the “NYR Contract”z mc!uded as part of the Northern York Region Peaking Generation Gentract

equest for Proposals, subject to the changes set out below_and
necessitated by Schedu]e “A”. The financial parameters of the Replacement Contract would be as

set out in Schedule “B” to this letter. As-information-about-theln consideration of the uncertainties
in this proposed replacement projectsatures, we would adjast the finaneial-paremeters-ofinclude a
mechanism in the Replacement Contract maeeeréa&e%qﬂq-—ehe-meﬂ}edelegyto adjust the NRR

upon cogmermal operation, on the basis set out in Schedule “C” to this letter. If this proposal is
acceptable to you, we will prepare the necessary documentation for your review.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the replacement project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for the
Planning Act approvals have been satisfied, the approvals are issued in a timely manner, or
if they are not issued in a timely manner, that so long as the replacement project has been
approved under Part I or Part I1.1 of the Environmental Assessment Act or is the subject of
(i) an order under section 3.1 or a declaration under section 3.2 of that Act, or (ii) an
exempting regulation made under that Act, that-such Planning Act approvals do not impede
the development of the project.

In-theeventof TCE encountering™-an-event of Foree Majeure* I this did not occurand as a

result ef-a—delaythe project were to be delayed by the delays TCE encountered in the
issuance of such Planning Act approvals, such delay would be considered* an event of

LEGAL_}:2020727:200097197 4
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Force Majeure*. and TCE would be entitled to recover its reasonable, out-of-pocket costs
resulting from such delay, by way of a corresponding increase in the Net Revenue
Requirement (NRR). The amount of the increase in the NRR would be based on the same

factor used in Schedule “C” to amortize capital cost over the term. In addition, the OPA
would not have the right to terminate the Replacement Contract for such event of Force

Majeure, unless the event of Force Majeure resulted in a delay that was greater than two
years and the OPA paid TCE a termination amount of ${€3:50.000.000. TCE would be
solely responsible for all other perm1ts and approvals required for the project, subject to the
standard Force Majeure provisions set out in the NYR Contract.

Oakville Sunk Costs. The Replacement. Contract would provide that verified,
non-recoverable sunk costs (net of any residual value) associated with the development of
the Oakville Generatieng Station would be paid to TCE immediately upon its executions,

provided that such amount shall not in any case exceed $37,000,000.

Interconnectlon Costs. The Replacement Contract Would melade—a—meehanﬁm—fef—ﬂae
) % grgv;de tha all

p&m{—ef*—e&nﬁeeﬂea—w—éhe—H{fd&:e—G*m— tm&sm*ssmn—sys%em—mel&dmg—laﬂd—aﬂd
easements,—ifapplieable:]_would be reimbursed by the OP Such costs would be
reimbursed on terms that are substantially the same as the telms set out in Section 1 of
Exhibit S of the Accelerated Clean Energy Supply Contract between the OPA and Portland
Energy Centre L.P. with the necessary conforming changes being made, provided that (i
there shall be no “Budgeted Costs” included in the NRR. on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess HI Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (“NRRIF2), As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

"~ Term of Replacement Contract. The term of the replacement contract would be 25 years.

For greater certainty, this would be the definitive length of the term and not an option.
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7. Capacity Check Test. The Capaclty Check Test provisions of the Replacement Contract
- would be modified so that as long as the demonsirated capacity was not less than [®901%
of the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than [@90]% but less than’ 100% of the apphcable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J.

[NTD: Appropriate threshold to be confirmed by SMS.|

8. Potential One Hour Runs. Because of the absence of the “NINRR™ term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed production
intervals would be detrimental to TCE. We are not proposing any change to Exhibit J but
would be willing to discuss any valid concerns TCE may have in this regard.

Ifthis proposal is acceptable to you, we will prepare the necessary documentation for your review.

For greater certainty, although this proposal is made in good faith, if remains subject to _internal
OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler

c. Colin Andersen, Ontario Power Authority
Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP
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SCHEDULE “A” — TECHNICAL REQUIREMENTS

o GCAYY 4.
H

€ Iaceme~ t Project
The replacement project shall.
(a) be a dispatchable facility designed for maximunm op erational flexibilities:

{b) be a simple cycle configuration generating facility with fast start capability;
{c) utilize natural gas supplied by pipeline as the fuel: and

d comply with Section 6 (Generation Connection Criteria). as specified _in the
‘Ontario Resources and Transmission Assessment Criteria’ document published by
the TESO. [NTD: Ts this not covered by the obligation to comply with
applicable laws and regulations?]

Contract Capaci

The replacement project will be a single generating facility and will:

{a) be able to provide a minimum of 250 MW at 35 °C under both N-1 Svystem

Conditions and N-1 Generating Facilitv Conditions simultaneously. For further

clarity, the replacement project must be designed to supply either transmission
circuit (M20D or M21D) at all times. Each unit must be able to supply either

transmission circuit at all times:;

(h) Ibe able to provide a minimum of 500 MW at 35 °C under N-2 System
Conditions:]

{c) have a Season 3 Contract Capacity of no less than 480 MW:

d have a Coniract Capacity of no more than 55 W in anv Season: and

(e) have a Nameplate MVA Ratine of no more than [650] MVA [NTD: There are no
short circuit issues due to connection at 230 kV this item can be omitted.

ectrieal nnecti

The replacement project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 XV transmission lines. {Notwithstanding the forepoing, a replacement project may

connect to_a_Local Distribuiion stem for the purpose of providing Isl in

Capability and still be eligible.]
The replacement project will have a conpection point located with a direct™ connection to the

Hvdro One *circuits M20D and M21D between the [@ |t transmission tower (Tower #@) leaving
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criteria are as follows:

A

= 3]l load to be restored within 8 hours

= amount of load in excess of 150 MW must be restored within 4 hours
x _amount of load in excess of 250 MW must be restored within 30 minutes.

Operational Flexibilities

1. Fast Start Capabilitv. The replacement project must be such that each combustion turbine
must be capable of fast start-up.

2 Ramp Rate Requirement. The replacement project must be such that each combustion

turbine is capable of ramping at a rate of §%/min or more of its Base Load. [A Contract
Ramp Rate will be agreed on by the parfies to form part of the Replacement
Contract, Ramp rate stipulated in the Replacement Contract will be subject to
annual verification and shall form part of a capacity check fest.]

3. Turnaround Time Requirement, To be discussed.

4, lack Start Capabilitv. The IESO advised that replacement project is not required to

include black-start capability since the generators can be run-up (following a N-2
contingencv of the Preston Tap) using the Preston auto-fransformer to maintain a

svnchronous connection to the svstem.

5, Emissions Requirements. The replacement project shall be such that its emissions shall

not exceed the following:

Nitrogen Oxides (NOx%) in a concentration not exceeding 15 ppmv (based upon

Reference Conditions and 15% Q2 in the exhaust gases on a dry volume basis) as
_ measured using the KWCG Emissions Measurement Methodology, and all as more
particularly set out in the Contract; and

(h) Carbon Monloxide (CO) in a concenfration not exceeding 10 ppmyv (based upon
Reference Conditions and 15% O2 in the exhaust gases on a dry volume basis) as
measured using the KWCG Emissions Measurement Methodology. and all as more

particularly set out in the Contract. [NTD: What is the KWCG Emissions

Measurement Methodologv? What “Contract” is it sef ont in?]

{c) TCE will provide evidence [NTD: when?] to support the stated emission levels of
NOx and CO in the form of a signed certificate by an authorized representative of
any of: (1) the original equipment manufacturer of the replacement project’s
turbines. (2) the supplier or manufacturer of any post combustion emission control

Draft & Privileged
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equipment utilized by the replacement project, or (3} the engipeering company
respongible for the design of the replacement project, which certificate must state
that the replacement project, as designed, will operate within these stated limits for
NOx and CO,

(d) The Replacement Contract will require that the emission limits for NOx and CO be
(i)_incorporated into the replacement project’s Environmental Review Report
prepared as part of its environmental assessment process or otherwise reflected in
its cogg]cted environmental assessment. and (ii)_nltimatelv reflected in the
replacement project’s application to the Ministry of the Environment_for_a
Certificate of Approval (Air & Noise) Operating Permit, together with a request
that such limits be imposed as a condition in such certificate of approval.

(e) The emission limits for NOx and CO stated in the Replacement Contract will form
the basis of an ongoing operating requirement. For greater certainty, the OPA is
not requiring TCE to adopt any specific facility design or utilize any particular
contro] eguipment with respect to air emissions, provided. however, that the
replacement project must comply with the NOx and CO limits set out above.

. Fuel Supplyv. The replacement project will obtain gas distribution services from Union
Gas Limited. and TCE cannot by-pass Union Gas Limited,

7. Equipment. The replacement project will be designed utilizing (2) Mitsubishi heavy

Industries 501GAC TFast S as-fired combustion rbine_ generators (the

“Generators™, with evaporative cooling and emission reduction equipment. Fach
Generator shall be nominally rated at [250] MW (measured at the Generator’s output
terminals) new and clean, at ISO conditions. TCE shall negotiate the purchase contract for
the Generators with the Generator vendor. INTD: Is TCE negotiating a new contract

wit ?
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- SCHEDULE “B” — FINAN CIAL PARAMETERS

Draft & Priv

et Rev equi ent £ 12.839 / MW-monih

Net Revenue 20 %

Eaclor

Apnual Average Contract 500 MW

Capacity

Nameplate Capacity MW

Start-Up Gas for the 7 TU/start-u

Coantract Facility

Start-Up Maintenance Cost § [30,000)/start-up (* please refer to the note below)

O&M Costs $ [®1/ MWh (* please refer to the note below)
q) OR Cost $ @)/ MWh (* please refer to the note below)
G)J[ Season 1 Season 2 Season 3 Season 4
e Contract Heat Rate 10.42 10.55 10.66 10.58

MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHVY) HHV) HHV) (HHUV)
[9] MW Je| MW 9| MW [®] MW

Note: Subject to

Schedule “A”, TCE to

determine Seasonal

Contract Capacities so

long as the AACC is

500 MW,

10nORCC oMW OMW 0 MW O MW
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* TE: These parameters will be dete

ervices eement between Mitsubishi Power S
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SCHEDULE “C” —- ADJUSTMENT METHODOLOGY

1, The Net Revenue Reguirement set out in Schedule “B” is based on an aséumgtion that the
capital cost to design and build the replacement project will be $425.000.000 (the “Target
Capex™). So long as the actual cost to desion and build the replacement proiect (the “Actual .
Capex™) is within 3% higher or lower than the Target Capex, there shall be no adjustment
in the NRR, If the Actual Capex is more than 3% higher or Jower than the Target Capex,
the NRR shall be adjusted on the following basis. For greater certainty, none of the other
parameters set out in Schedule “B” is subject to adjustment. ’ )

(i) The OPA’s share of any difference between the Target Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target Capex) x 0.50. provided that the
OPA Share shall not exceed $37.500,000

(i) The adjusted capital cost (“Adiusted .Cagg”! shall be equal to the OPA
Share plus the Target Capex. For greater certainty, if the OPA Share is a
negative number, the Adjusted Capex shall be less than the Target Capex.

(iii) __ The adjusted NRR_shiall be equal to 4626.968162 plus 1:93219 x 10
multiplied by the Adjusted Capex.

(b) The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation, “Interconnection Costs” and
“Qakville Sunk Costs”, as set out above, (ii) anyv costs incurred by TCE that were

not_reasonably required to be incurred in order for TCE to fulfill its obligations
under the Renlacement Contract or that were not incurred in accordance with

“Good Engineering and Operating Practices” (as such term is defined in the
Contract), or (iii) any costs not substantiated to the reasonable satisfaction of the
OPA._[NTD: This test should provide some measure of comfort about TCE’s
spending without the need for close aversight and approvals by the OPA.]

{c) The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex;

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) $156,274.358
Main Turbine Additional Scope (excluding change orders) $39.198.860
[o] .

(d) The determination of the Actual Capex shall be done through an “open book”
process, such that ail costs incurred by TCE in designing and building the

replacement project shall be transparent to_the OPA and fullv auditable. Any

Draft & Privileged
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dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.

(e} All dollar amounts referenced in this lefter are in Canadian dollars. unless
otherwise specified.

(D [NTID: Michael, in your memo vou state that the included cost components for

Actual Capex are tg mirror those of Target Capex. Is this intended to limit

recovery to certain eleme fCa ?
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Aleksandar Kojic

From: : Michael Killeavy - -
Sent: March 24, 2011 12:31 PM
To: - 'Smith, Elliot’; Susan Kennedy -
" Cer Deborah Langelaan 'Safouh Soufi’; ‘Gene.Meehan@NERA.com'
Subject: TCE Matter - OPA Counter-Proposal - Conversion of CAPEX into NRR Spreadsheet .....
Attachments: OPA Counter-Proposal NRR Model 24 Mar 2011 COUNTER-PROPOSAL xls

##% PRIVILEGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Attached is the spreadsheet | used to derive the equation for converting Adjusted CAPEX into NRR. Please refer to the
second tab entitled “Target Cost Adj].”

Michael

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)

A16-967-1947 {FAX)



Baseline NAR Calculation

CAPEX Spend: $375,006,000; Yearly % Spend

2008 si8 £
2010 %26 5%
2011 530 1%
2012 $108 20%
213 S225 2%
2014 $72 13% 100%
£529 million
Capital Cost Allowance:
CCA Rate
CapExtc Class 1
CapExte Class 17
CapEx to Class 48
tnflatien Factor [{13Y]
NRR Index Factor [NRRIF)
Statutory Tax Rate
Plant Capacity (RACC)
Eguate ANR to INR => CSP ks anly revenue
Total Plan Revenues = €SP = NARY*AACC
YatalPlant Revenue = [[PRNRA)*{NRRIF){Ify)]* AAGC+[[PNNRE)* (1-NRRIF]| "AACC
. PNNRb=Project NRA
Fixed O&M $5,500,000 {2009 5)
GD&M $12,000,000 {20215) r
Calculate EBITDA
EBITDA = Plant Revenues - Operating Costs (529 million/ysar)
Calcilate ECA by allacating CAPEX to appropriate pools
Determine tx payable = (EBITDA - CCAY™{statutary tax ate)
Totat eash flows = EBITDA - Taxes - CapEx
First cash flow Is august 1, 2005
Al others are July 1, 20000
Use XNPY
“ICE Cost of Capltat 2.50%
Dl-Aug-08 1-lul-10 A1-uH1
% EAFEX Allocation to year 3% 5% 7%
Yearly CAPEX Spand $12.203714 $17,870,388 $62,741,053
Book Value of Capital §12,293,714 $30,164,102 $52,905,155
Non-indexed NRR
Indexed NAR
Total NRR
REVENUES = C5P
DOPEX
GD&M
E2IMDA
-
Depredatlon {Capital Cost Allowance)
Taxes Payable
Tota} Cash Flow (612,203,718} (5I7,870,388) [562,241,053)
NRR $11873 7
Target OGS NPV Mmobm_n.ooo
KNPV for K-W Peaking Plant $50,000,000
XNFV Iy 2012 plus spend 438,571,540
XIRR 833%

01-jub12
20%

$75,486, 142
$168391,897

(575,486,242}

01-tul-12 o1-4ui-18

% 3%
$156,543,204 $5D,054,239
$324935101  5375,000,000
15156,543,209) {550,064,899)

1

ol-Jukis
358,658,750
$e.498
$2375
511,873
$5,193,893
§10,824,322
$54,217,869
$16.331,250
$9,471,655

$94,745.214

2

01-Jul26
$327.428,702
$9,498
$2422
$13,520
§71.521028
$5.317.771
411,040,508
$54,162.443
$31.240.048
$5.730.600

548,431,844

El

O14ul-17
£258,503,652
53,498
52470
$11,969
571,811,672
56,444,127
$11,261,624
554,105,921
$28,515,040
56,398,720

$47,709,200

a

01-1uk18
$22288,650
$9,498
$2520
$12,018
$¥2,108,128
$6.573,000
§11,485,857
358,048,261
$26,085,082
$7,003,308

$47.044,954

s

Q-luk1e
$245,107,250¢
$5,298
$2,570
$12.058
$12,410,513
$6,704,459
321,716,554
353,983,450
$23,767,380
47,555,517

$46,433,932

[

01-hul-20
$227,410,009
5,498
$2,622
512,120
$72,718346
$6,838,559
51L950.926
53,929,451
21,697,241
$8,058,055

$45,871,406

7

o-tut21
$207,602,597
55,458
$2,674
512172
$73,033,547
56,975,330
$12,185,944
$53,868,273
$19,807,412
38,515,215

$45353,058

8
Oletubz2
$189,520,411
9,498
$2,128
s12.226
$7354,041
$7,224,036
512,433,243
$53,805,861
$18,082,185
$8,920.919

$44,874,943

9
Dlut-23
$173,012,283
58,458
$2,782
512,280
$73,681,752
$7,257,133
$12,682,418
§53,742,201
$16,507,328
$0.208,763

$44,433,458

n

D1-tul-24
5157,953,735
49,408
$2.838
$12,336
574,015,610
£2,402,276
$12,536,066
$53,577,268
$25,065,48
$9,651955

544,025,313

1

01-Jut-25
$144,1865,835
$9,488
$2,895
$13353
$74,256,145
$7.550321
512,194,788
$52,613.035
$13,756,693
$9,963,534

543,647,502

b+l

01Juk26
$131,620,152
$5,498
2,952
512,451
$74,703,491
$7,701,328
13,458,603
§53,543.479
$12.558,672
510,245,201

$43.297.278

k=Y
o1ul-27
$120,163,349
$3,408
s3p
$12,510
575,057,783
$7,255,354
$13,727,857
$53.474,572
S1L.464.813
520,502,440

§42972,132

14

ol-Jul-28
$302,697.121
49,498
$3.072
$12,570
$75.419,151
58012451
$14,002,416
$53,404.285
510.466.228
510734514

542,663,771

15
at-lul2g
$100,142,502
$9,498
$3.133
$12,631
§75,782,767
5817271
$14,282,462
$53,332,594
59,550,619
$10.524.682

$42,388,100

16
OLhl-30
£91,420000
9,458
$3,186
$12,694
$75,163,45
$8,336,155
14,568,312
453,255,469
48,722,412
$11,134,254

$42,125,204

17
Of-Juh3t
553,457,400
55,438
$3,260
$12,758
$76,547,243
8,502,838
$14,855,474
$52,184,881
$7,962,690
$11,305,548

$4LEP9.273

18

Ol-uk-32
$76,188,261
59,498
53315
$12,823
$76,938,410
$8,672,946
515,156,663
53,108,801
$7,269,140
$11,459,915

$41,648,886

19

o1-jul-3z
$69,552,263
59,498
53,391
$12.850
$77,337.401
$8,895,405
$15,459.797
$53,031,200
6,635,998
$11,598,801

$41,422,399

20
o1-al-38
$63,494,261
59,498
$3,458
$12.957
77793372
$9,023,333
$515.768.993
$52,952,046
$6,058,002
$11,773,511

$41228535

Fal

05-Juk3s
$57.963.911
$3,498
$3528
$1.027
$78,153,482
$9,203,800
$15.084,372
$52871310
$5,530,350
$11,835,250

$42,035,070

2z

0-luk3s
$52,815,354
59,488
$8,539
$13.097
$78,582,894
£9,387,878
$16.406,060
$52,788,959
$5,008,857
$11,935,075

$40,853,883

2
Dt-Juh37
543,306,336
$o.a0e
53,671
$13169
579,014,775
59,575,633
$15,734,181
452,704,950
24,665,918
$12,024,010

$40,680,950

24
o1-ul-38
544,098,854
$3438
53,744
513243
$79,455,283
59,767,146
$17,068,865
552,619,282
54,207,482
512,102,850

540,516,332

25
03-Jul-38
540,257,844
55,498
53818
$13317
$79,904621
$9,962,488
517,410,247
562,631,891
$2,841,010
$12172,720

$40,959,171



Target Costing Allocation of Actual CAPEX

Target CAPEX =

CAPEX Sharing:
OPA

TCE

FINAL CAPEX =
Overrun (Underrun) =
OPA Share

TCE Share

Adjusted CAPEX =

Initial NRR
Final NRR

Target CAPEX
FINAL CAPEX

$300,000,000
$375,000,000
$350,000,000
$375,000,000
$400,000,000
$425,000,000
$450,000,000
$475,000,000
$500,000,000

ADJUSTED CAPEX
$348,750,000
$357,500,000
$366,250,000
$375,000,000
$387,500,000
$400,000,000
$412,500,000
$425,000,000
$437,500,000

$300
$325
5350
5375
$400
$425
5450
$475
$500

$349
$358
$366
$375
$388
$400
5413
$425
5438

$375,000,000

Overrun
50%

50%

~ $500,000,000
$125,000,000
$62,500,000
$62,500,000
$437,500,000

$11,873
512,839

$375,000,000
FINAL NRR

$11,993
512,163
$12,332
512,501
$12,670
512,839
$13,080
$13,322
$13,563

ms=

b=

FINAL NRR
$11,365
$11,535
$11,704
$11,873
$12,114
$12,356
$12,597
$12,839
$12,839

Underrun
35%
65%
Target CAPEX +OPA Share
NRR = 511,873
1.78215E-05
5185.205289
FITTED LINE
$11,401
$11,557
511,712
511,868
$12,091
512,314
512,537
$12,760
$12,982

$12,500

$12,000

511,500

$11,000

$349

T

$358

5366

$375

$388

5400

5413

13

5425

$438




Eazaling NKR Calculution

AdJusted CAPEX Spend: o $95,500,089 Yearly % Spend
2009 $18 %
2010 $28 1.3
201 550 174
w22 $109 0%
0.3 5225 %
2014 372 13% 1o0%
5539
Capital Cast Allowanca:
CCA Rate
CapExta Class 1 33% 4%
CapEx to Clags 17 384 a%
€CapExto Cless 43 28% 15%
- 100%
inflatfen Factor (1Fv}
NRR Index Factor {NRRIF)
Statutory Tax Rate
Plant Capacicy [AACC)

Eguate ANR to INR = CSP is only revenue

Total Plan Revenues = £SP = NRRY*AACC

Total Plant Revehue = [{PNNAD]*(NARIFHIfy)] *AACCH[{PNNRL] * {1-NRRIFI]*AACC
PNNRb = Projact NRR

Assume 529 millianfyear In nos $5,500,000 (2005 5)
GDBM $10,000,000 {2011 %)
Calculata EBITDA

EBITDA = Plant Revenues - Operating Costs ($29 million/year)
Caleulate CCA by allecating CAPEX to apprapriate pools

o i {EBITDA - CCA) tax rate)
Tat# cash flows = EBITDA - Taxes - CapEx

First cash flaw Is august 1. 2009
All others are July 1, 2000
Use XNPY
TEE Cost of Capital A
0-Aug-09 01-Jul-10 01-Juf-21
% CAPEX Aflacation to year 3% 5% 1%
Yeady CAPEX Spand 514,342,556 §20.848,785 $73.197,885
Book Value of Capltal 614,342,655 $35,192,452 $108.380,347
Non-Indexed NRR
Indexed NRR
Total NRR
REVENUES = TSP
OPEX
GDE&M
EBITDA
Dapreciation (Capital Cost Allowance)
Taxes Payable
Total Cash Flow [$14342,666)  [$20,848.785)  {$72.197.895)
Final NRR 7l giagEs St s
Target DGSNFY . $50.000,000
XNPV for &-W Peaking Plant $41,188,707
XNPY In 2012 plus spend $25,343,624

MIRR T.84%

1

01-Jul-15

$418,446,875
$10,271
§2,568
$12,033
577,032,554

£6,193,893
$10,824,327
$60,014,439
518,053,225
510,240,328

545,774,711

H

telag
$362,000,152
$10371
$2.619
$12,850
$77.300,785
$631571
$13,040,808
59,582,205
$36,446,723
5,883,871

§54,098.335

3

ar-Jul-17
$348.727.939
510272
52,671
$12,543
$77.655.078
$5,444,127
511,261,624
559.945.327
$33.272,213
$6,660.278

$53,220,049

4

01-Jul-18
5318.353.735
$10,271
$L,725
512,556
577.975.657
$6,573.009
$11,485,857
55,915,791
530,374,203
7,385,397

552,530,394

s

otut19
$290,625,125
$10272
$2179
$13,050
578,302,648
56,704,465
$11,716,584
$59,881,584
27,728,610
$6,038,248

551,843,341

5

01-1u1-20
$2E531L,577
$10271
§2.435
$13.105
$78E36178
56,838,559
$11,950,926
450,846,694
525,318,448
$BE33,311

$51,214,382

7

[ ENEY
$242,202,630
$1021
$2.892
513,263
$78,975,578
$6,975,330
$12.183,5%4
$59,811.105
$23,108,647
$9,175.615

450,635,491

B

01-Jul-22

221,107,146
$10,271
$2.850
415221
70,913,384

$7,214,836
$13,433,743
$55,770,805
$21.035,384
$9,665,730

$50,105,075

8

Q1-Jul-23
$20L848,712
$10,971
$3.009
413,280
579,677,330
LI Ai AL ]
$12,582,418
S55737.778
518,258,432
$10.115.837

$43,517.942

n

Di-lukza
$184,267,6
$10,271
$3.069
$13,300
$B0,038,354
$7A02.276
$12,956,066
$59,700,012
517,581,023
$10,520.247

$4R.170.264

n

o1-4uk25
5168,217.975
s10am
$3130
513,401
80,2065
§7.550321
$13,194,788
$50,667,489
§16,0M9,716
510,902,963

$48,758.546

2

0141526
$153,566,189
510211
$3,153
$13454
580,782,208
$2,70132
$13,458,683
$59,622,197
$14,651,785
$11,242,603

- 548,379,508

13

014uk-27
$140150574
$10271
53,257
s13s28
581,165,329
57,855,354
$13,727,857
$59,582,118
§13,375,615
14,551,626

548,030,452

7]

ol-Jul-28
§127,573,575
$10271
53,322
$13593
581,555,114
8,012,451
£14,002,414
559,541,238
512,210,599
511,832,660

547,708,578

15
O1-hul-28
$116.837,918
$10,271
§3,388
513,659
581,954,713
$EITLM
414,282,462
§53.459,840
$11147.056
512,088,121

547411419

s

01Juk30

$106,656,772

$10.29%
$3,456
$1377
$B2,361,285

8,336,165
$14,568,112
$59,457,009
$10,176,147
$12,320215

$47,236,793

17

01-Jur31
487,356,967
510271
$3525
$13.755
$82,775,588
$E501,888
§24.859.474
55,413,526
59,289,805
$12,530,955

$45,382,571

18
01-jul-32
$B3,884,504
510,271
$3,505
513865
$63,158,935
$8,572,945
§15.156.663
$50,369,375
$8,490,663
$12,722,173

$46,647,138

15
ISR
£81,124.307
5102711
33,667
513438
483,630,443
48,845,405
$15,459,797
$59,324,241
$7,741,897
§12,895,561

545,428,680

20
D1-lul-34
474,076,538
$10272
$,701
$14017
484,070,529
$9,023,313
$15,768,593
$59,278,204
$7,067,569
$13,052,64

$46,725,570

11
01-Jul33
467,624,563
510271
53316
514,087
$84,515418
$3,203,800
S16.084372
$53,231245
$6.452,075
513,134,733

$45,036,453

2
Q-1uk26
$81,734,463
510271
53482
SH.162
$84,977,285
$5380876
SIEADGO60
$55,703,348
55,850,099
$13323,312

$45260,035

FEY
0LJul-37
866,357,382
$10271
$3910
$14241
485,444,307
$9,575623
$15,734,181
$55,134,457
$5371,872
$13,439,355

$45,695,137

2
DL-4uk38
51,446,663
$10271
$4,008
$14,320
$B5.520,670
58,767,146
17,068,855
659,084,560
54,508,729
$13,543,983

$45540,677

o1-ul-39

$46,567,484
$10271
s4,130
14,401
$EGAD,56L

$5,951,489
$17,410242
455,032,030

$4481179
$13,638,162

$45,395,667



Baseline NRR Calculation

Adjusted CAPEX Spend:
2008 518
2010 526
2011 $90
2012 5109
2013 $225
2014 $72
$539
Capital Cost Alfowance:
CapEx to Class 1 33%
CapEx to Class 17 38% -
CapEx to Class 48 29%
100%
Inflation Factor {IFy)
MRR Index Factor [NRRIF)
Statutory Tax Rate '
Plznt Capacity (AACC)

Equate ANR to INR => CSP is only revenue
Total Plan Revenues = CSP = ARRy*AACC

Yearty % Spend

3%
5%
17%
20%
42%
13%

CCA Rate
4%

8%

15%

100%

Total Plant Revenue = [{PNNRb}*{NRRIF){Ify)]*AACC+[{PNNRb}*{1-NRRIF)]*AACC

PNNRb = Project NRR

Assume 522 million/year in nor $5,500,000 (20098%)
GD&M 410,000,000 (2011 %)

Calculate EBITDA

EBITDA = Plant Revenues - Operating Costs ($29 million/year)
Calculate CCA by alfocating CAPEX to appropriate pools
Determine tax payabie = {EBITDA - CCA)*(statutory tax rate)

Total cash flows = EBITDA - Taxes - CapEx

First cash flow is august 1, 2009
All others are July 1, 20XX

Use XNPV

TCE Cost of Capital 7.50%
01-Aug-09

% CAPEX Allocation to year 3%

Yearly CAPEX Spend $15,162,247

Book Value of Capital $15,162,247

Non-Indexed NRR

Indexed NRR

Total NRR

REVENUES = C5P

OPEX

GD&M

EBITDA

Depreciation {Capital Cost Allowance)

Taxes Payable

Total Cash Flow ($15,162,247)

Final NRR .. $13,563

Target OGS NPV ) $_5(?,Q__U0,0QQ _

XNPV for K-W Peaking Plant .$50,000,000

XNPV in 2012 plus spend $33,877,891

XiRR 2.00%

01-Jul-10

5%
$22,040,145
$37,202,392

{$22,040,145)

01-ul-11

17%
$77,380,632
$114,583,024

($77,380,632)

01-dul-12

20%
$93,100,315
$207,683,240

{$93,100,315)

01-Jul-13

42%
$193,069,952
$400,753,291

{$193,069,952)

01-jul-14 02-Jut-15

13%

$61,746,709

$462,500,000 $442,358,125
$10,851
$2,713
513,563
$81,380,082

$6,193,893
$10,824,322
564,361,867
$20,141,875

$11,054,998

(561,746,709) $53,306,369

01-Jul-16

$403,828,732
$10,851
$2,767
513,618
$81,705,602

$6,317,771
$11,040,808
$64,347,023
538,529,393
56,454,407

$57,892,615

02-jl-17

$368,655,250
410,851
$2,822
$13,673
$82,037,633

56,444,127
$11,261,624
$64,331,882
435,173,483

47,289,600

457,042,282

4

01-Jul-18
$336,545,377
$10,851
42,879
$13,729
$82,376,304.
$6,573,009
$11,486,857
464,316,438
$32,109,872

$8,051,641

$56,264,797

01-lul-18

4307,232,275
$10,851
$2,536
$13,787
$82,721,749

$6,704,469
$11,716,594
$64,300,686
$29,313,102

58,746,895

$55,553,790



01-Jul-20

$280,472,344
510,851
$2,995
513,846
483,074,102

$6,838,559
511,550,926
564,284,618
$26,759,931

$9,381,172

$54,903,446

01-Jul-21

$256,043,203
$10,851
$3,055
$13,906
$83,433,503

56,975,330
512,189,944
$64,268,229
524,429,141

$9,959,772

$54,308,457

01-Jui-22

$233,741,840
$10,851
53,116
$13,967
$83,800,092

$7,114,836
$12,433,743
$64,251,512
$22,301,363

$10,487,537

$53,763,975

01-Jui-23

$213,382,926
$10,851
$3,178
$14,029
$84,174,012

$7,257,133
$12,682,418
$64,234,461
$20,358,914

$10,968,887

$53,265,574

10
01-lul-24
$194,797,273
$10,851
$3,242
$14,093
$84,555,411
57,402,276
$12,936,066
564,217,069
518,585,653

$11,407,854

$52,809,215

11

01-Jul-25
$177,830,430
$10,851
$3,307
514,157
$84,944,438
$7,550,321
513,194,788
$64,159,329
$16,566,842
$11,308,122

$52,391,208

12
01-Jul-26
$162,341,400
$10,851
$3,373
$14,224
$85,341,246
$7,701,328
$13,458,683
$64,181,235
$15,485,030

$12,173,051

$52,008,184

13
01-Jut-27
$148,201,464
$10,851
$3,440
$14,291
$85,745,989
$7,855,354
$13,727,857
564,162,778
$14,139,936
$12,505,710

$51,657,067

14

01-Jul-28
$135,293,116
$10,851
53,509
$14,360
486,158,828
$8,012,461
$14,002,414
$64,143,952
$12,908,348
$12,308,901

$51,335,051

15
01-~Jui-29
$123,509,086
" $10,851
$3,579
$14,430
486,579,923
$8,172,711
$14,282,462
64,124,750
$11,784,030

$13,085,180

$51,039,570

16
01-jul-30
$112,751,445
310,851
$3,651
$14,502
$87,009,440
$8,336,165
$14,568,112
$64,105,164
310,757,641
$13,336,881

$50,768,283

17
01-Juh31
$102,930,794
510,851
$3,724
514,575
$87,447,548
$8,502,888
$14,859,474
$64,085,186
$0,820,651

$13,566,134

§50,519,052

i3

01-3ul-32
$93,965,522
$10,851
$3,798
$14,649
$87,894,417
58,672,946
$15,156,663
$64,064,808
$8,965,272

$13,774,884

$50,289,924

19

01-Jul-33
$85,781,125
$10,851
$3,874
$14,725
$88,350,224
48,846,405
$15,459,797
$64,044,023
$8,184,397
$13,964,906

$50,078,116

20

01-Jul-34
578,309,589
510,851
$3,052
414,803
$88,815,148
$9,023,333
$15,768,993
$64,022,822
57,471,536

$14,137,822

$49,885,000

21
01-Jul-35
$71,488,824
$10,851
54,031
$14,882
$89,289,369
$9,203,800
$16,084,372
564,001,197
$6,820,765
$14,295,108

549,706,089

22

01-Jul-36
$65,262,147
$10,851
$4,112
414,962
$89,773,075
$9,387,875
516,406,060
$63,979,140
56,226,677

$14,438,116

$49,541,024

23
01-1ul-37
$59,577,814
$10,851
$4,194
$15,044
$90,266,456
$9,575,633
$16,734,181
$63,956,641
45,684,333

514,568,077

$49,388,564

24

01-Jul-38
$54,388,586
510,851
$4,278
$15,128
$50,769,703
$9,767,146
$17,068,865
$63,933,693
$5,189,228
$14,685,116

$49,247,576

25

01-Jul-38
$49,651,341
$10,851
$4,363
$15,214
$91,283,016
$5,962,489
$17,410,242
563,910,285
$4,737,206
514,793,260

$49,117,025



Target Costing Allocation of Actual CAPEX

Target CAPEX =

CAPEX Sharing:
OPA

TCE

FINAL CAPEX =
Overrun {(Underrun) =
OPA Share

TCE Share

Adjusted CAPEX =

Initial NRR
Final NRR

Target CAPEX
FINAL CAPEX

$300,000,000
$325,000,000
$350,000,000
$375,000,000
5400,000,000
$425,000,000
$450,000,000
$475,000,000
$500,000,000

ADJUSTED CAPEX
$381,250,000
$390,000,000
$398,750,000
$407,500,000
$416,250,000
$425,000,000
$437,500,000
$450,000,000
$462,500,000

$300
$325
$350
4375
5400
5425
$450
$475
$500

$425,000,000°

Overrun

50%

50%

+ ./ $500,000,000.
$75,000,000

$37,500,000
$37,500,000

Underrun

35%

65%

$462,500,000 Target CAPEX + OPA Share

$12,839
$13,563

$425,000,000
FINAL NRR

$11,993
$12,163
$12,332
$12,501
$12,670
$12,839
$13,080
$13,322
$13,563

m:

b=

FINAL NRR
$11,993
$12,163
$12,332
$12,501
512,670
1$12,839
$13,080
$13,322
$13,563

NRR =

512,839

1.93219E-05
4526.968162

FITTED LINE

$11,993

$12,163

$12,332

$12,501

$12,670

$12,839

$13,080

$13,322

$13,563

. .
$12,500
$12,000 -
$11,500
$11,000 : . T ; : . . T
$300  $325 8350 9375 $400 5425  $450  $475  $500

$10,423.54



Baseline NRR Calculation

CAPEX Spand; 1, §425, 000,000 Yeariy % Spend
18 %
$26 5%
S9a b
$109 2%
§225 A%
72 13% 106%
5538 mffllen

Capital Cost Allowance:

CapExtoflassl
CapExto Class 17
CapEx to Class 4%

Inflation Factar UtF)
NRR Index Fzctor (NRRIF)
Statutory Tax Rate

Plant Capacity [AACC)

Equate ANR to INR =» C5F i3 only revenue

Jotal Plan Revenues = CSF = NRRy*AAGE

Total Plant Revenue = [(PNNRS)*{NRRIF)Ify)) *ASCCH{{PNNRE) *{ 1-NRRIF]|* AACE
PHNRE = Project NRR

Fixed ORM $5,500,000 {2009 5)
GOEM $10,000,000 {2011 %)
Caieulate EBTDA -

EEITDA = Plant Revenues - Operating Casts {$29 million/year}
Gilculate CCA by alletatlng CAPEX to zppropriate podls
Determine tax payabie = [ESTDA, - CCA)*{statutory tax rate]
Torl cash flaws = EBITDA - Taxes - CapEx

First cash flew is august 2, 2009
All others are July 1, 20¥X
Use XNPY
TEE Cott of Capital 2.50%
02-Aug-08 0lJub10 01-ul-11
% CAPEX Allocation to year % 5 1%
Yearly CAPEX Spend $12,932,876 420,253,105 $71,106,527
Book Value of Cagltal $13,932 576 534,185,982 $105,202.509
Non-Indexed NRR
ndexed NRR
Total NRR
REVEMUES = C5P
QPEX
GOEM
EBMDA
Depreciation [Capital Cost Allowance)
“Faxes Payable
Tetsl Cash Flow 513932,875)  ($20,253,006) (571,106,527}
. e
NRR $312,839
Target OGS NOY $50,000,500
XNPY far K-W Peaking Plant 550,000,060
ANPY In 2012 plus spend 5$35,510,883

AIRR 213%

0t-Jut12
0%
$B5,552,641
$190,844,150

(585,551,641

[ RMEL]
A%
$177,415,651
$368,253,781

($177,415,631)

01-Jul-14

13%
456,740,218
$425,000,000

(436,740,219}

1

[TET]
5406,491,250
$10271
$2,568
s12,833
§77,032,654
$6,193,893
$10,824,222
560,014,439
418,508,750
410376422

549,638,017

2

01-Ju-16
371,085,862
51021
$1,519
$12,8390
$77,340,785
$6317,771
$12,040,208
4$59,982.208
$35.405,398
$6,144.204

§53,838,001

3
Ot-Juk1?
$338,764,284
510,271
$TE7L
s2943
$77,655,078
$6.444,127
§11,261,624
$59,949.327
$32.3271.579
56,906,937

$§53,042,350

4
01-Juk18
$300,257,914
510271
$2,725
512,996
§77.975,557
SE573,008
§13,486,857
$59,915,751
$29,506,363
57,602,355

$52.313.436

[

01Ukt
£282,321,550
510,271
52779
513,050
$78302,648
6,704,463
511,716,594
§58,381,584
$26,9363854
58,236,305

$51.645,273

&

0t-Jui-20
$257,731,343
516271
52,235
§13306
$78,636,178
$6,838,559
511,850,926
$59,846,694
$24,550,207
$8,818,222

$51.032,572

7

121
$235,262,943
310,271
$2,882
$13,163
$78,976,329
$6,4975,330
$12,189,544
$59,811,105
$72,048,400
$3,340,575

§50,470,429

]
01-Juk22
$214,789,799
$102m
$2,950
121
$79323384
$7.114,836
$12433,743
559,774,805
$20,495,244
$95820415

$45,954.390

01-juk23

$186081,607
510,271
53,0n3
$13,280
$79,671.330

§7257.133
$12,682,418
559,732,778
518,708,091
$10257397

$44,480,382

10

Oi-Juk-2¢
$179,002,893
$10,271
53,069
$13,340
580,038,354
$7.402.276
$12,936,066
$59,700,012
$17,078,708
510,555,326

$49,044,685

1
01-1uk25
5163410L,747
$10271
$3.130
$13400
$80.406,558
$7.550.321
513,194,788
555,661,489
$15.551,153
511017584

548,643,505

2
a20l26
$149,178,554
$0272
$3.193
533464
SR0,782,208
$7.700,328
$13,455,683
55,622,197
$14,233.163
$11,347,258

548,274,938

13
01-luk2?
$135,185,129
$10271
3,257
$13,528
$51,165,329
$7,855,354
$13,727,857
455,582,118
$12,992,45%
$11,647,288

547934952

14

01-0ul-28
124,323,404
$10,271
$3312
$13,583
SBLS56,114
$3,012,461
$14,002,414
§59,541,238
$12,861,725
$11,519,378

507,621,350

15
01-jul-29
$113,434,836
510271
53388
513,658
581,554,713
$8.172,711
$14,282,962
$59,459,540
$10,828 569
$12,162,243

$47,331,797

16
01-Jul-30
103,609,436
$16,2711
53456
$13,727
$B2,361.285
8,336,165
$14,563,12
559,457,009
38,885,400
§12,392,902

$47,064,106

7
01-Juk31
594,585,054
$10271
$3.55
315,796
$EL,775.588
$8.502.888
$14,259,474
$58,413,626
$6,024,382
$12,557,311

446,816,315

18
[INWEH)
$86,336,606
$10271
$3,505
$13.866
483,198,968
58,672,948
$15,155,653
559,369,376
58,138,358
512,782,755

§46,586,622

18
o1-fuk33
78,825,898
$10271
$3,667
$13932
563,630,243
$B,846,405
$15,459,787
559,324,243
43,520,797
$12,550,861

$46,373,380

20
01-Jl-34
$71.560,163
$10.771
53,741
$140:2
584,070,529
§5,023333
$15,768.993
559,278,204
55,865,735
$13103,117

$48,175,087

o

Az-Jul-25
$65.592432
$10271
$3.816
$14,087
§84319,418
59,203,800
$16,084,372
§58,231,245
$6.267,730
$13,240,878

645,990,367

p-]
01-1uk36
$59.870,6212
410,271
52,892
314,163
$8A.977,252
45,387,875
$16,406,060
$55,183,348
$5.721.811
$13,365,384

545,817,964

n

-Hul-3?
$54,747,180
510,271
$3,570
514,241
$B5,444,307
49,575,633
$16,734,181
$58,134,492
$5.223,441
$13477.763

545,656,730

2

O1-dul-38
$49,978,701
$10271
$4.049
$14.320
$B5.920,670
9,767,145
517,068,863
$59,084,660
$4,768,479
$13,579,045

$45,505,615

5

D1-Juf-23
$45,615,556
s10271
$4,130
$14.400
$BE, 405,561
$9.562.489
$17,410,242
$59,033,830
54353,245
S13,670,171

$45363,859






Aleksandar Kojic

. From: Michael Killeavy

Sent: : March 24, 2011 3:05 PM

To: 'Smith, Elliof'; Susan Kennedy , ' ,

Cc:. '‘Gene.Meehan@NERA.com'; Deborah Langelaan; 'Safouh Soufi’

Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...
Aftachments: OPA Counter-Proposal NRR Model 24 Mar 2011 COUNTER-PROPOSAL v2.xls

'

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

Based on our discussion today, with a new target CAPEX of $375 million, | have arrived at an NRR of $11,873/MW-
month.

The new NRR adjustment equation is:
NRR = 1.78219E-05 * Adjusted CAPEX + 5185.205285

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)

416-867-1947 (FAX)



Aleksandar K0]|c '

From Smith, Elhot [ESmlth@osIer com} ,
Sent: _ March 24, 2011 3:44 PM
To: . o Michael Killeavy
- Ce: Deborah Langelaan
Subject: RE: TCE Matter - OPA Counter—Proposal Rewsed Financial Proposal ...
Michael,

For your reference, attached is a stand-alone Schedule “C*, which no longer forms pa:d: of the draft résponse to
A. Pourbaix.

Elliot
=]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

" Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

[x]

From: Michae! Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Thursday, March 24, 2011 3:05 FM

To: Smith, Elliot; Susan Kennedy

Cc: Gene.Meeshan@NERA.com; Deborah Langelaan; Safouh Soufi

Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...

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

Based on our discussion today, with a new target CAPEX of 5375 million, | have arrived at an NRR of
$11,873/MW-month.

The new NRR adjustment equation is:
NRR = 1.78219E-05 * Adjusted CAPEX + 5185.2052889

Michael

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)

This e-mail message is privileged, confidential and subject io
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courrie! est privilégié, confidentiel et
soumis & des droits d'auteur. |l est interdit de l'utiliser ou
de le divuiguer sans autorisation.

*



Aleksandar Kojic

From: Michael Killeavy

Sent: March 24, 2011 3:44 PM

To: . 'ESmith@osler.com’

Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...
Thank you.

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: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Thursday, March 24, 2011 03:43 PM
-To: Michael Killeavy

Cc: Deborah Langelaan
Subject: RE: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...

Michael,
For your reference, attached is a stand-alone Schedule “C”, which no longer forms part of the draft response to

A. Pourbaix.

" Elliot
=

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Bax 50, {1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

]

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Thursday, March 24, 2011 3:05 PM



To: Smith, Elliot; Susan Kennedy

Cc: Gene.Mecshan@NERA,com; Deborah Langelaan; Safouh Soufi
Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...

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

Based on our discussion today, with a new target CAPEX of $375 million, | have arrived at an NRR of
$11,873/MW-month.

The new NRR adjustment equation is:
NRR = 1.78219€-05 * Adjusted CAPEX + 5185.205289

Michael

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 171

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

This e-mail message s privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis & des droits d'auteur. |l est interdit de I'ufiliser gu
de ke divulguer sans autorisation.




Aleksandar Kojic

From: Smith, Elliot [ESmith@osler.com]

Sent: ' March 24, 2011 4:04 PM

To: Michael Killeavy

Cc: Deborah Langelaan , ' o - S
Subject: RE: TCE Maiter - OPA Counter—ProposaE Revised Financial Proposal ...
Attachments: Draft Schedule C - Adjustment Methodology 20325513, 1.DOC ,
TTWA.

From: Smith, Elliot

Sent: Thursday, March 24, 2011 3:44 PM

To: 'Michael Killeavy'

Cc: 'Deborah Langelaan'

Subject: RE: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...

Michael,
For your reference, attached is a stand-alone Schedule “C”, which no longer forms part of the draft

response to A. Pourbaix.

Elliot
[x]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

B

From: Michael Killeavy [mailto: Michael.Killeavy@powerauthority.on.ca]
Sent: Thursday, March 24, 2011 3:05 PM

To: Smith, Elliot; Susan Kennedy
Cc: Gene.Meechan@NERA.com; Deborah Langelaan; Safouh Soufi
Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal ...

#%% PRIVILIGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Based on our discussion today, with a new target CAPEX of 5375 miillion, | have arrived at an NRR of
$11,873/MW-month.

The new NRR adjustment equation is:

NRR = 1.78219E-05 * Adjusted CAPEX + 5185.205289
1



Michael

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)

This e-mail message is privileged, confidential and subject io
copytight. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis a des droits d'auteur. |l est interdit de ['utiliser ou
de le divulguer sans autorisation.




Draft & rrivileged

DRAFT: MARCH 24, 2011

SCHEDULE “C” — ADJUSTMENT METHODOLOGY

1. The Net Revenue Requirement set out in Schedule “B” is based on an assumption that the
capital cost fo design and build the Replacement Project will be $375,000,000 (the
“Target Capex”). So long as the actual cost to design and build the Replacement Project
(the “Actual Capex™) is within 3% higher or lower than the Target Capex, there shall be
no adjustment in the NRR. If the Actual Capex is more than 3% higher or lower than the
Target Capex, the NRR shall be adjusted on the following basis. For greater certainty,
none of the other parameters set out in Schedule “B” is subject to adjustment.

(®)

©

(d)

LEGAL_1:20325513.1

) The OPA’s share of any difference between the Target Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target Capex) x 0.50, provided that the
OPA Share shall not exceed $37,500,000

(1)  The adjusted capital cost (“Adjusted Capex™) shall be equal to the OPA
Share plus the Target Capex. For greater certainty, if the OPA Share is a
negative number, the Adjusted Capex shall be less than the Target Capex.

(iii) The adjusted NRR shall be equal to 5185.205289 plus 1.78219 x 107
multiplied by the Adjusted Capex.

The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation, “Interconnection Costs™
and “Oakville Sunk Costs”, as set out above, (i) any costs incurred by TCE that
were not reasonably required to be incurred in order for TCE to fulfill its
obligations under the Replacement Contract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is
defined in the Confract), or (iii) any costs not substantiated to the reasonable
satisfaction of the OPA. '

The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) $156,274,358
Main Turbine Additional Scope (excluding change orders) $39,198,860
[®]

The determination of the Actual Capex shall be done through an “open book”
process, such that all costs incurred by TCE in designing and building the
Replacement Project shall be transparent to the OPA and fully auditable. Any
dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.



Dratt & Privileged

(©

LEGAL_1:20325513.1

).

All dollar amounts referenced in this letter are in Canadian dollars, unless
otherwise specified.



Aleksandar Kojic

From: Smith, Elliot [ESmith@osler.comj]
Sent: March 24, 2011 5:27 PM '

To: - Safouh Soufi ' ‘ ,
Ce: Deborah Langelaan; Michael Killeavy
Subject: Temperature Requirements

Safouh,

I noticed that in your Schedule “A” the required confract capacities must be achieved at 35 deg. C, but in the
TCE draft, the temperature is only required to be 30 deg. C. The latter seems more consistent with OPA
requirements since FM relief for capacity test check typically occurs at 30 deg C. Do you know the origin is of
this change? .

Thanks,
Elliot

Elliot Smith
Associate
416.862.6435

This e-mall message is privileged, confidential and subject o
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentie] st
soumis 4 des droits d'auteur. [ est interdit de ['utiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Safouh Soufi [safouh@smsenergy-engineering.com]
Sent: March 24, 2011 5:56 PM

To: 'Smith, Elliot'

Cc: Deborah Langelaan; Michael Killeavy

Subject: RE: Temperature Requirements

Elliot:

The 35 deg C originated from the OPA PSP [transmission Group]. We could still use 30 deg C but the power output must
go up correspondingly. Do you want me to figure out the equivalent output at 30C?

Now that you mentioned FM relief at 30 deg C for capacity check test, this brings up another issue for the ramp rate test.
Also we have to question the logic of having FM relief for a capacity test for simple cycle in or beyond a temperature
range for which a simple cycle is most likely to be needed by the grid. Let me think about this and get back to you by
tomorrow before our conference callfmeeting. | may have a better solution that takes care of FM relief, what | call the

capacity band (i.e. 90%) and ramp rate guarantee.

Thanks,
Safouh

From: Smith, Elliot [mailto: ESmith@osler.com]
Sent: March 24, 2011 5:27 PM

To: Safouh Soufi

Cc: Deborah Langelaan; Michael Killeavy
Subject: Temperature Requirements

Safouh,
I noticed that in your Schedule “A” the required contract capacities must be achieved at 35 deg. C, but in the

TCE draft, the temperature is only required to be 30 deg. C. The latter seems more consistent with OPA
requirements since FM relief for capacify test check typically occurs at 30 deg C. Do you know the origin is of

this change?

Thanks,
Elliot

Elliot Smith
Associate
416.862.6435

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis a des droits d'atteur. I est interdit de Pufiliser ou
de le divulguer sans autorisation.




From: John Mikkelsen [mailto:john mlkkelsen@transcanada com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

- Ce: Geoff Murray; Terry Bennett; John Cashin

. Subject: TransCanada Potentlal Project Negotiations - Capital Cost Estlmate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital
cost estimate TransCanada Capital Cost Estimate fitled "Capital Cost Estimate Boxwood Generation
Station.. #157;, Rev.5 dated “Feb 17, 2011.. #157:. ‘

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontaric MbJ 21

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without -
authorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr&nt courriel est privil82 Econfidentie! et

soumis Ces droits d'auteur. Il est interdit de Puiiliser ou
de le divulguer sans auterisation.




From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin -

Subject: TransCanada Potentlal Project Negotiations - Capital Cost Estimate Rev 5 February 17 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital
cost estimate TransCanada Capital Cost Estimate titled “Capltal Cost Estimate Boxwood Generat:on
Station...#157;, Rev.5 dated "Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Roval Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr&nt courriel est privigBconfidentie! et

soumis Tes droits d'auteur. !l est interdit de Pufiliser ou
de le divulguer sans aulorisation.




Aleksandar Kojic

From: - Michael Killeavy

Sent: March 24, 2011 5.59 PM

To: 'safouh@smsenergy-engineering.com'; 'ESmith@osler.com’
Cc: Deborah Langelaan

Subject: Re: Temperature Requirements

Let's use what PSP indicated.

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: Safouh Soufi [majlto;safouh@smsenergy-engineering.com]
Sent: Thursday, March 24, 2011 05:55 PM

To: 'Smith, Elliot' <ESmith@osler.com:>

Cc: Deborah Langelaan; Michael Killeavy

Subject: RE: Temperature Requirements

Elliot:

The 35 deg C originated from the OPA PSP [transmission Group]. We couid still use 30 deg C but the power output must
go up correspondingly. Do you want me to figure out the equivalent output at 30C?

Now that you mentioned FM relief at 30 deg C for capacity check test, this brings up another issue for the ramp rate test.
Also we have to question the logic of having FM relief for a capacity test for simple cycle in or beyond a temperature
range for which a simple cycle is most likely to be needed by the grid. Let me think about this and get back to you by
tomorrow before our conference call/meeting. | may have a better solution that takes care of FM relief, what | call the

capacity band (i.e. 90%) and ramp rate guarantee.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 24, 2011 5:27 PM

To; Safouh Soufi

Cc: Deborah Langelaan; Michael Kitleavy
Subject: Temperature Requirements

Safouh, :
I noticed that in your Schedule “A” the required contract capacities must be achieved at 35 deg. C, but in th
TCE draft, the temperature is only required to be 30 deg. C. The latter seems more consistent with OPA

1



requirements since FM relief for capacity test check typically occurs at 30 deg C. Do you know the origin is of
this change?

Thanks,
Elliot

Elliot Smith
Associate
416.862.6435

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privitégié, confidentiel et
soumis & des droits d'auteur. li est interdit de f‘ulifiser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Michael Killeavy
Sent: March 24, 2011 9:25 PM
To: ' Smith, Elliof; Susan Kennedy
- Ce: _ Deborah Langelaan; gene.mechan@nera.com; safouh@smsenergy-engineering.com;
o : Andrew.Pizzi@NERA.com
Subject: _ TCE Matter - OPA Counter-Proposal - Corrected and Revised Financial Proposal ...
Attachments: CPA Counter-Proposal NRR Modei 24 Mar 2011 COUNTER-PROPOSAL v3.xls

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

Andrew Pizzi discovered a cut-and-paste error in the sensitivity analysis table used to
derive 'NRR-Adj. CAPEX equation. I apologize for the confusion this error might have caused.
Attached is the corrected spreadsheet. :

With the revised target CAPEX of $375 million, the NRR of $11,873/MW-month remains unchanged
despite the cut-and-paste error.

The NRR adjustment equation is, however, corrected to:

NRR = 1.93201E-@5 * Adjusted CAPEX + 4627.668956

Andrew, could you please run the new target CAPEX through your NERA model to confirm the NRR
and please also check the m and b parameters for the fitted line.

Thanks,
Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1609
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)
Michael.killeavy@powerauthority.on.ca




Target Costing Allocation of Actual CAPEX

Target CAPEX =

CAPEX Sharing:

FINAL CAPEX =
Overrun {Underrun) =
OPA Share

TCE Share

Adjusted CAPEX =

Initial NRR
Final NRR

ADJUSTED CAPEX
$348,750,000
$357,500,000
$366,250,000
$375,000,000
$387,500,000
$400,000,000
$412,500,000
$425,000,000
$437,500,000

$437,500,000

OPA

TCE

$375,000,000

Overrun
50%

50%

500,000,000

$125,000,000
$62,500,000
$62,500,000

Underrun

35%

65%

$437,500,000 Target CAPEX + OPA Share

$11,873
$13,080

FINAL NRR

$11,365
$11,535
$11,704
$11,873
$12,114
$12,356
$12,597
$12,839
$13,080

$13,080

1.93201E-05
4627.668956

FITTED LINE
$11,366
$11,535
$11,704
$11,873
$12,114
$12,356
$12,597
$12,839
$13,080



Aleksandar Kojic

From: Deborah Langelaan
Sent: March 25; 2011 9:30 AM
To: _ Michael Killeavy
Ce: - Bonny Wong _
Subject: FW: DRAFT: Terms of Reference for OPA-Special Audit
- Attachments: Draft Terms of Reference_2011_OPA Special Audit of Damages Fayable to TransCanada
Energy Ltd Mar 24.doc - )
Importance: High
Sensitivity: Confidential
Michael;

Please find attached the Ministry of Finance’s draft Terms of Reference for the OGS audit. Would you please provide
your comments before noon on Monday?

Thanks,
Deb

 Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T:416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: Speevak, Ted (FIN) [mailto:Ted.Speevak@ontario.ca]
Sent: March 24, 2011 3:52 PM

To: Bonny Wong

Cc: Deborah Langelaan; King, Richard (FIN)

Subject: DRAFT: Terms of Reference for OPA-Special Audit
Importance: High

Sensitivity: Confidential

Privileged and Confidential
Prepared in Contemplation of Litigation

Hi - Bonnie:

Attached is our Draft Terms of Reference (TOR) for the OPA-Special Audit. Kindly review the TOR
and provide Richard with OPA's consolidated comments (i.e., yours & Deb's) by noon, Monday,

March 28, 2011.
Many Thanks;

- Ted Speevak
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CONFIDENTEAL - HIGH SENSITIVITY
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(\»_ Ontario [nternal Audit Division
} Ontario Power Authority
1/)-‘ Onta rlo ’ Special Audit of Damages Payable to TransCanada Energy Ltd.

March, 2011
’ CONFIDENTIAL ~ HIGH SENSITIVITY

[A] Backgreund'

In. October 2009 the OPA SIQned a contract with TransCanada Energy Ltd. (TCE) to
design, build and operate a 900 megawatt electricity generating station in Oakville over a

20-year term.

The completion of this project was terminated at the dlrectlon/the Minlstry of Energy of
Ontario during October 2010 and the OPA has agreed t/o/pay’TCE an amount in damages

in order to cover TCE’s sunk costs. As a result of this aﬁf’g@meﬁtg}CE has abandoned its

court actions with the OPA. / ///’,4;,,

As of February 28, 2011, TCE has provided the @PA with 2 binders that/ clude supportlng
documentation for the development and 1mp(ementatton cosis mcurred zas, part of the
project. The total amount being claimed by TCE’/as sun&coste is approxnmaﬂaly $37M as

of February 28, 2011. These costs inciude mtléffest cg&f&/which will continue to accrue

i ////
overtime. //, % /7%

//”
These amounts have not been audlté@’[ /d”t / nd have%}f'l/g}/t, been validated as true “sunk
costs” by the OPA. A verification alfdlt h B requesf’ed to be completed by the

lstry 7%f Fina

Finance Revenue Aud | e ce Tea ( /]/\,’l
’Sco

Bl Engagement @bjectlves Crltena an

A L)
Engagement Objectlv% //// ////, s ,///

The audit ob}/e,}:ftlves are’ / ment with assurance that:
cost ubmitfég by TCE to be”[’)eud by the OPA meet the definition of "sunk
/ costs” (as estabhshé’t} or the terms of this review) and are eligible for recovery

% /5’ by TCE. //f ///%;/
’ ,?;/,The amounts clé/l ed by/j;CE were incurred in relation to the contracted Oakville
,generatmg Stat|092
. The,i’ff eligible sun{lg costs submitted for recovery by TCE include adequate
supportmg dog -r}’nentation to verify the accuracy and existence of amounts
clalmed/j’ﬁ/ {/////
/%/,;f

Definition of “sunk cost”: A cost that is incurred but not recoverable (in whole or in part).
Not Recoverable, for the purpose of this review, refers to the inability of TCE to recover any

or all of the costs incurred in any present or future undertaking.

[Page 3 of 6] Serving: Ontario Power Authority

Draft for Discussion Only
Privileged and Confidential
Prepared in Contemplation of Litigation
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Ontario Internal Audit Division

Ontario Power Authority

Special Audit of Damages Payable to TransCanada Energy Ltd.
March, 2011

CONFIDENTIAL - HIGH SENSITIVITY

Criteria

The submitted costs:
1. Meet the definition of “sunk cost”;
2. Were incurred in relation to the ptanned Oakville Generatmg Station;
3. Were reasonable in amount; and

4. Were paid by TCE. %/

Scope /
The scope of this review includes: ///%/
o Review of the binders and supporting docu rﬁentat"' “””supplled by TCE for
recovery of sunk costs. % 7

e Review of any applicable documentatlon (e.g. ’r/1egot|atlon terms,
correspondence, agreements, ewde;;{gefof payment, etc.) surroundsng the terms
of the costs being claimed by TCE fo ackgrounp/l///, ”’,}’/ s
e Scope of sample testing (including sémple siz ) £ be discussed and confirmed
with management prior to sample testmg’%///ff//
o Limitations of a review based on documentatlon alone:
We are reliant on the lnté”g':;lt’?””’[)d accuracyZap fthe information provided. It is
assumed that documente;] costs;j;// /\;vere acfually incurred and related
documentation is accurate. For exam r;’/In rewewmg the labour costs, we
assume: 3 ,% ///////,/ W /M
o Thatthe )sted' employ/ees actual e
o That tpo/se employees have the sétted job titles;
o That tf}9§e employeee,,worked o the project for stated number of hours and
for the iy I|ed rat 9
o ThatTC /%lglth;e:
o . Limitations in 'thé data 4
e datd”provided’) may in turn limit some planned audit procedures. For
‘example, TCE,Js employment charge rates are based on the midpoint salary for
the position, rather than. the specific compensation of the individual assigned to
the project. Th| /IS doné to preserve the confidentiality of individual salaries.
o/l}sequently, th_e’ amount quoted as a cost incurred is not necessarily the
amétnt that wa actually paid and cannot be traced to the actual amount

R
paymeéft amouf

-,‘?,, .

/// i, o
d anio tjor the work.

!

Interest during conetructlon is out of scope of this review.

[Page 4 of 6] Serving: Ontaric Power Authority
Draft for Discussion Only
Privileged and Confidential
Prepared in Contemplation of Litigation



Ontario Internal Audit Division

Ontario Power Authority

.Special Audit of Damages Payable to TransCanadza Energy Ltd.
' ' March, 2011
CONFIBENTIAL - HIGH SENSITIVITY

[C] Engagement Approach, Methodology & Engagement Reporting

Our engagement approach will include the foliowmg

¢ Obtain summary and detailed spreadsheets ([n suitable Excel format) from TCE via
the OPA contact.

e Aggregate the spreadsheet data into categories (such asﬁ abour costs, invoices,
employee expenses,...). / 4

s [or each category, select a sample for review an na quest the correspondmg
documents (invoices, receipts, evidence of pay) fén( /i/,,from TCE via the OPA
contact. Risk and sensitivity will be con&de;edfln selectmg the samples. For
example, while employee expenses constltﬁte/a very smalV/gort:on of the total
amount that TCE is claiming, these expenses Vare of a very sensm({\//e nature and the
sampling will be adjusted accordlngly // % /,%,/

Some audit procedures may require assus ance fron}@ A Management/x/,f;

Review the sample data and note any flndn}ge fo//n;dnscusston with and follow-up by
OPA Management. 4;’,; //

[D] Key Stakeholders & Client C ’r; t / /’/f/

'{/ /;/
0 /// W

» Michael Killeavy, D:rector//Contr ct Ma,n/fa en’t Iectncnty Resources
» Deborah Langelag/// ////% %\I atu a[/Gég/P(OJects E1gctr10|w Resources

Bonny Wong, /’lager Accountmg //4//?/;

/// v
Eng a ementT r ble;s///,f

Anal y3|s ot/ //% /

TCE growded ﬁpreadsheets of the summary and detailed data would begin
uponft/e recelpt by FR;\ST oM /pPA As a category sample is selected for review, the
seiectlop/wrll be d[scussed ywth the”g}?,PA contact along with a request for the corresponding
category sample documentat[on (mvoaces receipts, evidence of payments,...) that the OPA
contact wﬂ!/convey to TCE/ The prioritization will also be discussed with OPA.

n the mterest of/ expedlency, all of the category sample documentation requests will be
conveyed before d erteklng the review of the received sample documentation for a given
category. As well, FRAST will review a category sample after all of the requested sample
documentation has been received for the particular category. Category sample review may

trigger further requests for information/data.

Throughout the audit, FRAST will communicate with OPA staff and management to provide
updates on a regular basis. Upon conclusion of the engagement, FRAST will prepare a
draft report outlining our findings for discussion with OPA management at an exit meeting.

[Page 5 of 6] Serving: Ontario Power Authority
Draft for Discussion Only
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Ontario Internal Audit Division

Ontario Power Authority

Special Audit of Damages Payable to TransCanada Energy Ltd.
March, 2011

CONFIDENTIAL - HIGH SENSITIVITY

A final report will be issued one week after receiving comments from OPA management.
Specific items that the report will include:

1. Audit Objectives

2. Audit Approach ' :

3. Audit results based on the audit's Objectives and Approach.

o

The draft and final reporis will be issued to Michael Lyle/é/{//\%:’, Legal, Aboriginal &
Regulatory Affairs. 7 |

[F1 Engagement Team

+ Richard King — Senior Audit Manager
e Ted Speevak — Consultant

[Page 6 of 6] Serving: Ontario Power Authority
Draft for Discussion Only ‘
Privileged and Confidential
Prepared in Contemplation of Litigation



Aleksandar Kojic

From: " Deborah Langelaan

Sent: March 25, 2011.10:42 AM

To: Susan Kennedy .

Ce: Michael Killeavy

Subject: FW: TransCanada Fofential Project - OGS Development Costs
Attachments: FIPPA protection for supplementary information

Susan;

TCFE'’s counsel has determined that they require another designation letter to cover off the supplementary information
provided regarding their sunk costs. Would you be so kind as to provide me with another letter? TCE's had kindly
provided the description of the information.in their e-mail below. . .- : e e e m e o

.Thanks,
DEb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 171 |
T: 416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:iohn mikkelsen@transcanada.com]
Sent: March 25, 2011 10:01 AM- '

To: Deborah Langelaan
Subject: TransCanada Potential Project - OGS Development Costs

Dear Deborah,

On Wednesday we talked about whether there was a need to have supplementary materials provided to the OPA 1o
respond to inquiries surrounding the OGS development costs designated as confidential pursuant to Section 25.13(3) of
the Electricity Act. | don't know whether you have had an opportunity to discuss this with Susan, but it is our view that the
current designation is specific to the two binders provided and a further designation will be required. My apologies, in
that | should have expected this and considered a description originally which would have allowed supplementary
supporting materiais to be provided under the same designation.

Would you please consider a designation letter for materials to be provided which could be described as follows?
Supplementary information provided in support of the TransCanada Oakville Generating Station Development

Cost Summary Development Phase - Project 2067945 - February 24, 2011 and
TransCanada Oakville Generating Station Development Cost Summary Development Phase - Project 2116164 -

February 24, 2011.

Please do not hesitate to call me should you have any questions.

Many thanks,

John Mikkelsen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza
200 Bay Street



24th Floor, South Tower
Toronto, Ontario M5J 21

Tel: 416.869.2102
Fax;416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original
message. Thank you.



Aleksandar Kojic

From: Deborah Langelaan
Sent: March 23, 2011 10:07 AM
To: Susan Kennedy
Cc: Michael Killeavy
Subject: FIPPA protection for supplementary information
Attachments: MISC_110224_FIPPADesignation_DevelopmentCostSummary.pdf
Susan;

I have attached the designation letter we provided to TCE with respect to the binders they
provided to the OPA containing copies of their sunk costs associated with 0GS. The Ministry
of Finance is conducting an audit of the costs on the OPA's behalf and there have been, and
will continue to be, requests for additicnal information to support the costs. In your
opinion, does the original designation letter apply to the supplementary information that is
being provided by TCE?

Deb
The message is ready to be sent with the following file or link attachments:
MISC_116224 FIPPADesignation_DevelopmentCostSummary

Note: To protect against computer viruses, e-mail programs may prevent sending or receiving
certain types of file attachments. Check your e-mail security settings to determine how

attachments are handled.



ONTARIO

. POWER AUTHORITY

' ON TARIO POWER AUTHORITY
Des1gnat10n Pursuant 'I‘o Section 25.13(3) of the E!ectrmg: Aet, 1998

Article L. Authority for Designation

Section 1.01  Section 25.13(3) of the Electricity Aci, 1998 provides that a record that is
designated by the Ontario Power Authority as confidential or highly confidential shall be deemed,
for the purpose of section 17 of the Freedom of Information and Protection of Privacy Act, to be
a record that reveals a trade secret or scientific, technical, commerecial, financial or labour
relations information, supplied in confidence implicitly or explicitly, the disclosure of which
could reasonably be expected to prejudice significantly the competitive position or interfere
significantly with the confractual or other negotiations of a person, group of persons, or
organization.

Article 11 Effect of Designation

Section 2.01  Section 17(1)(a) of the Freedom of Information and Protection of Privacy Act
provides that a head shall refuse to disclose a record that reveals a trade secret or scientific,
technical, commercial, financial or labour relations information, supplied in confidence implicitly
or explicitly, where the disclosure could reasonably be expected to, prejudice significantly the
competitive position or inferfere significantly with the contractual or other negotiations of a
person, group of persons, or organization. ‘

Section 2.02  The undersigned is the designated head of the Ontario Power Axthority pursuant
to Regulation made under the Freedom of Information and Protection of Privacy Act (RR.O.
1990, Regulation 460).

ArticleIIl.  Designation

The following records are hereby designated pursuant to section 25.13(3) of the Electricity Act,
1998:

1. TransCanada Oakville Generating Station Development Cost Summary -
Development Phase/Volume 1/Project 2067945/February 24, 2011

2. TransCanada Oakville Generating Station Development Cost Summary —
Implementation Phase/Volume 2/Project 2116164 /February 24, 2011

DATED this 24" day of February, 201 1.

" Colin Addersen
Chief Executive Officer



Aleksandar Kojic

From: Deborah Langelaan

Sent: March 25, 2011 11:04 AM ,

To: ‘Elliot Smith (esmith@osler.com)'; 'Rocco Sebastiano (rsebastiano@osler.com)': Michael

: Killeavy; 'Safouh Soufi', '‘Gene Meehan {(gene.meehan@nera.com)’

Ce: Susan Kennedy '

Subject; FW:1 TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011 . oL C
Attachments: Capital Cost Estimate Boxwood Generating Station_Rev 5_February 17, 2011.pdf

***Privileged and Confidential™*

Please find attached TCE'’s revised capital cost estimate. for a peaking plant in Cambridge. Alfhou\gh_ TCE has reduced its
CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced [nsurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

AW

Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca| -

From: Johnt Mikkelsen [mailto:john mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost
estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation Station”, Rev.5 dated
“Feb 17, 2011".

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1



Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original
message. Thank you.



CAPITAL COST ESTIMATE

Boxwood Generating Station
2x 0 x0 M501GAC-Fast

Exclude Fuel Gas & HV Interconnections and OGS Sunk Cost

Rev.6
Mar 24, 2011
Boxwood
F/X at1.05 540 MW @ 1SO
ltem Cdn$ % ] $ /KW

""Fuel Gas
Electrical
Other Utilities

PM & CM
O&M Mobilization
Net Start-Up Energy
Capital Maint.
Site Purchase
Insurance & Misc.

ity Benefits

" Taxes, Dufies & Fees

PROJECT UNCERTAINTIES-
Escalation

Risk & Contingency
Development Allow.

Other IBL S/T

Main Equipment

CTG $210,168,881 39%
Others ’ "7 $10,163,353 2%
ST $220,332,234 41%
BOP Equipment $14,185,781 3%
Equipment SIT $234,518,014 44%

Execution
Enginesring $18,315,654 3%
Construction $106,333,140 20%
Execution ST $124,648,694 23%

Other IBL
CTG Change Order $4,008,732 1%
EPC Change Order $7,078,387 1%
Landscaping $2,000,000 0.4%

$13,177,119 2%

$1,850,000
$700,000
50

$4,900,000
$13,807,794 3%

$4,797,287 1%

$9,234,172 2%
$17,230,028 3%
$31,679,274 6%
$5,807,887 1%

$10,864,723| 2%
$19,867,287| 4%
$16,869,038




Aleksandar Kojic

From: Smith, Elliot [ESmith@osler.com]
Sent: March 25, 2011 12:21 PM

To: - Michaet Killeavy; Susan Kennedy
Cc: Deborah Langelaan

Subject: RE: TCE Matter - OGS Sunk Costs ...

Would this be included in the proposed NRR of $11,873, or would we be adding this on top? We
may also want to consider whether to increase the $58MM termination applicable for extended
permitting FM, since building the sunk costs into the NRR means they don’t receive anything -
unless they achieve COD,

Elliot

----- Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Friday, March 25, 2011 12:17 PM

To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: TCE Matter - OGS Sunk Costs ...

*#** pprjyileged and Confidential - Prepared in Contemplation of Litigation **¥*

It has been decided by high-placed folks that we cannot pay the 0GS Sunk Costs separately.
They need to be rolled into the NRR.

Please make this change to the draft letter. I think we just revert back to the language in
the initial draft.

Thank you,

Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1660
Toronto, Ontario, M5H 1T1
416-963-6288 {office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confldentlel et soumis a des dr01ts d'auteur.
I1 est interdit de 1'utiliser ou de le divulguer sans autorisation.
1
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Aleksandar Kojic

From: Michael Killeavy

Sent: March 25, 2011 12:29 PM

To: - 'ESmith@osler.com’; Susan Kennedy
Ce: Deborah Langelaan

Subject: Re: TCE Matter - OGS Sunk Costs ...

It will be an additional amount. Could we say that they would get the financial value of the
OGS plus 0GS Sunk Costs. '

In the modeliing I will need to add $37M to the NRR back-solving calculation.

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

120 Adelaide S5t. West, Suite 1660
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael .killeavy@powerauthority.on.ca

----- Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 12:21 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - 0GS Sunk Costs ...

Would this be included in the proposed NRR of $11,873, or would we be adding this on top? We
may also want to consider whether to increase the $56MM termination applicable for extended
permitting FM, since building the sunk costs into the NRR means they don't receive anything

unless they achieve COD.
Elliot

----- Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca ]

Sent: Friday, March 25, 2011 12:17 PM
To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: TCE Matter - OGS Sunk Costs ...

**% ppiyileged and Confidential - Prepared in Contemplation of Litigation ***

It has been decided by high-placed folks that we cannot pay the OGS Sunk Costs separately.
They need to be rolled into the NRR.

Please make this change to the draft letter. T think we just revert back to the language in
the initial draft.

Thank you,



Michael

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
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis & des droits d'auteur.
Il est interdit de 1'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: Michael Killeavy

Sent: March- 25, 2011 12:41 PM

To: 'ESmith@osler.com'; Susan Kennedy
Cc: Deborah Langelaan

Subject: Re: TCE Matter - OGS Sunk Costs ..

I'11 cut lunch short and try to get the modelling done before our afternoon meeting - the
sen51t1v1ty analysis takes a bit of time.

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

Ontario- Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, MS5H 1Tl

416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell) .
Michael.killeavy@powerauthority.on.ca

———— Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com}
Sent: Friday, March 25, 2011 12:21 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - 0GS Sunk Costs ...

Would this be included in the proposed NRR of $11,873, or would we be adding this on top? We
may also want to consider whether to increase the $50MM termination applicable for extended
permitting FM, since building the sunk costs into the NRR means they don’t receive anything
unless they achieve COD.

Elliot

————— Original Message-----
From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Friday, March 25, 2011 12:17 PM
To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: TCE Matter - 0GS Sunk Costs ...

#*% ppivileged and Confidential - Prepared in Contemplation of Litigation #¥*

It has been decided by high-placed folks that we cannot pay the 0GS Sunk Costs separately.
They need to be rolled into the NRR.

Please make this change to the draft letter. I think we just revert back to the language in
the initial draft.

Thank you,

Michael



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

120 Adelaide St. West, Suite 1680
Toronto, Ontario, M5H 1Tl
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael .killeavy@powerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis a des droits d'auteur.
Il est interdit de l'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: Swith, Elliot [ESmith@osler.com]
Sent:. March 25; 2011 12:43 PM

To: Michael Killeavy; Susan Kennedy
Cc: Deborah Langelaan- = .
Suhjeci: RE: TCE Matter - OGS Sunk Costs ...

Thanks. All we really need is the "m" value since we would take the Sunk Costs x "m" and add
this to the proposed NRR. We know this amount will be approximately $37,000,000 (and is
proposed to be capped at $37MM) so as long as the approximation works around this value we
should be ok.

----- Original Message----~

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Friday, March 25, 2811 12:41 PM

To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: Re: TCE Matter - 0GS Sunk Costs ...

I'1l cut lunch short and try to get the modelling done before our afternoon meeting - the
sensitivity analysis takes a bit of time.

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

120 Adelaide St. West, Suite 1660
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)
Michael.killeavy@powerauthority.on.ca

-=--~~ Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 12:21 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - 0GS Sunk Costs ...

Would this be included in the proposed NRR of $11,873, or would we be adding this on top? We
may also want to consider whether fto increase the $56MM termination applicable for extended
permitting FM, since building the sunk costs into the NRR means they don‘t receive anything

unless they achieve COD.
Elliot

————— Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Friday, March 25, 2811 12:17 PM

To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: TCE Matter - 0GS Sunk Costs ...




*4#% privileged and Confidential - Prepared in Contemplation of Litigation ***

It has been decided by high-placed folks that we cannot pay the 0GS Sunk Costs separately.
They need to be rolled into the NRR.

Please make this change to the draft letter. I think we just revert back to the language in
the initial draft.

Thank you,

Michael

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

126 Adelaide 5t. West, Suite 1606
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclostre is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis 3 des droits d'auteur.
Il est interdit de 1'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: Michael Killeavy

Sent: March 25, 2011 12:47 PM

To: 'ESmith@osler.com’; Susan Kennedy
Cc: Deborah Langelaan

Subject: Re: TCE Matter - OGS Sunk Costs ...

It's alright - I'm pretty efficient with it now. You are correct - it just shiffs'the curve
up at the same slope - it's like an addition CAPEX input.

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

129 Adelaide 5t. West, Suite 1620
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6871 (Fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 12:42 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - 0GS Sunk Costs ...

Thanks. All we really need is the "m" value since we would take the Sunk Costs x "m" and add
this to the proposed NRR. We know thls amount will be approximately $37,000,000 (and is
proposed to be capped at $37MM) so as long as the approximation works around this value we

should be ok.

~~~~~ Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Friday, March 25, 2011 12:41 PM

To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan

Subject: Re: TCE Matter - OGS Sunk Costs .

I'11 cut lunch short and try to get the modelling done before our afternoon meeting - the
sensitivity analysis takes a bit of time. .

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.killeavyfipowerauthority.on.ca




----- Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2811 12:21 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - 0GS Sunk Costs ...

Would this be included in the proposed NRR of $11,873, or would we be adding this on top? We
may also want to consider whether to increase the $56MM termination applicable for extended
permitting FM, since building the sunk costs into the NRR means they don't receive anything
unless they achieve COD.

Elliot

----- Original Message~----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Friday, March 25, 2011 12:17 PM

To: Smith, Elliot; Susan Kennedy

Cc: Deborah Langelaan )

Subject: TCE Matter - 0GS Sunk Costs ...

**+% ppjvileged and Confidential - Prepared in Contemplation of Litigation #**

It has been decided by high-placed folks that we cannot pay the 0GS Sunk Costs separately.
They need to be rolled into the NRR.

Please make this change to the draft letter. I think we just revert back to the language in
the initial draft.

Thank you,

Michael

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

120 Adelaide St. West, Suite 1660
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)

Michael .killeavy@pawerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.



Le contenu du présent courriel est privilégié, confidentiel et socumis 2 des droits d'auteur.
I1 est interdit de 1l'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: Susan Kennedy :

Sent: March 25, 2011 1:48 PM

To: Michae! Kitleavy; Deborah Langelaan ‘

Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk
' Costs in NRR ... _

Just an fyi- won't be at todayks mmeting.

From: Michael Killeavy

Sent: Friday, March 25, 2011 01:47 PM

To: Smith, Elliot <ESmith@osler.com>; Susan Kennedy _ _ o
Cc: Gene.Meehan@NERA.com <Gene.Meehan@NERA.com>; Deborah Langelaan; Safouh Soufi <safouh@smsenergy-

endineering.com>; andrew.pizzi@nera.com <andrew.pizzi@nera.com>
Subject: TCE Matter ~ OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

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

It was decided earlier today that cannot pay for the alleged 0GS sunk costs separately.
These costs need to be included into the NRR. I modelled this by adding the alleged 0GS Sunk
Costs ($37 M) to the OGS. NPV Target ($58M) and then solved for NRR for the aggregate amount.

The NRR increases to $12,887/MW-month.
The intercept of the NRR adjustment equation (b) is , however, corrected to:
NRR = 1.93142E-85 * Adjusted CAPEX + 5644.131697

Basically, the new NRR-Adj. CAPEX line is shifted upwards to reflect the increase. Andrew,
could you please run the change through your NERA model to confirm the NRR and please also
check the m and b parameters for the fitted line.

Thanks,
Michael

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)



Aleksandar Kojic

From: Michael Killeavy

Sent: : March 25, 2011 1:50 PM

To: . Susan Kennedy

Subject: ' RE: TCE Matter - OPA Counter—ProposaI Revised Financial Proposa! fo Include OGS Sunk
Costs in NRR ..

@

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

120 Adelaide Street West, Suite 1600
Taronto, Ontario

M5H 1T

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

From: Susan Kennedy

Sent: March 25, 2011 1:48 PM

To: Michael Killeavy; Deborah Langelaan

Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

Just an fyi - won't be at todayks mmeting.

From: Michael Killeavy

Sent: Friday, March 25, 2011 01:47 PM

To: Smith, Elliot <ESmith@osler.com>; Susan Kennedy

Cc: Gene.Meehan@NERA.com <Gene.Meehan@NERA.com>; Deborah Langelaan; Safouh Soufi <safouh@smsenergy-

engineering.com>; andrew.pizzi@nera.com <andrew.pizzi@nera.com:>
Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

*4% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***
It was decided earlier today that cannot pay for the alleged OGS sunk costs separately.

These costs need to be included into the NRR. I modelled this by adding the alleged 0GS Sunk
Costs ($37 M) to the OGS NPV Target ($56M) and then solved for NRR for the aggregate amount.

The NRR increases to $12,887/MW-month.
The intercept of the NRR adjustment equation (b) is , however, corrected to:
NRR = 1.93142E-05 * Adjusted CAPEX + 5644.131697

Basically, the new NRR-Adj. CAPEX line is shifted upwards to reflect the increase. Andrew,
could you please run the change through your NERA model to confirm the NRR and please also
check the m and b parameters for the fitted line.



Thanks,
Michael

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management
Ontario Power Authority
120 Adelaide Street West, Suite 1600
Toronto, Ontario
MSH 1T1
416-969-6288
416-520-9788 (CELL)
416-967-1947 (FAX)



Aleksandar Kojic

‘From: = . . o Safouh Soufi [safouh@smsenergy—englneermg com]

Sent: ¢ - "March 25, 2011319 PM + . '

To: - Deborah Langelaan esmtth@osler com Mlchael Kllleavy

Subject: RE: TransCanada Potential Project Negotlatlons Capital Cost Estimate Rev 5 February 17
' 2011

‘ Helio Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW

Q2: 35,800 MW . L o
Q3: 33,000 MW ,

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE
may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any guestions.

Thanks,
Safouh

From: Deborah Langelaan [mailto;Deborah.Langelaan @powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM
To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

**Privileged and Confidential™*

-Please find attached TCE’s revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its
CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the follqwing costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~31 MM

Reduced Project Uncertainties by ~$20 MM

PON=

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |

T:416.969.6052 | F:416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [maiitozjohn mikkelsen@transcanada.com]
Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan
Cc: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

1



" Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost
estimate TransCanada Capital Cost Esfimate {ifled "Capital Cost Estimate Boxwood Generation Station®, Rev.5 dated
“Feb 17, 2011”.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canadé, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original
message. Thank you.



Aleksandar Kojic

From: Michael Killeavy

Sent: March 25, 2011 3:26 PM

To: Susan Kennedy; Deborah Langelaan

Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk
Costs in NRR ..

Susan,

We finalized all of the details to the schedules and main text of the letter. | plan on circulating clean and blacklined
versions this evening.

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

120 Adelaide 5t. 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: Susan Kennedy
Sent: Friday, March 25, 2011 01:48 PM

To: Michael Killeavy; Deborah Langelaan
Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

Just an fyi - won't be at todayks mmeting.

From: Michael Killeavy

Sent: Friday, March 25, 2011 01:47 PM

To: Smith, Elliot <ESmith@osler.com>; Susan Kennedy

Cc: Gene.Meechan@NERA.com <Gene.Meehan@NERA.com>; Deborah Langelaan; Safouh Soufi <safouh@smsenergy-
engineering.com>; andrew.pizzi@nera.com <andrew.pizzi@nera.com >

Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

#%% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *¥*
It was decided earlier today that cannot pay for the alleged OGS sunk costs separately.

These costs need to be included into the NRR. I modelled this by adding the alleged 0GS Sunk
Costs ($37 M) to the 0GS NPV Target ($56M) and then solved for NRR for the aggregate amount.

The NRR increases to $12,887/MW-month.
The intercept of the NRR adjustment equation (b) is , however, corrected to:

NRR = 1.93142E-05 * Adjusted CAPEX + 5644.131697



Basically, the new NRR-Adj. CAPEX line is shifted upwards to reflect the increase. Andrew,
could you please run the change through your NERA model to confirm the NRR and please also
check the m and b parameters for the fitted line.

Thanks,
Michael

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)



Aleksandar Kojic

From: Smith, Elliot [ESmith@osler.com]

Sent: ' March 25, 2011 3:30 PM

Tor safouh@smsenergy-englneerlng com'; Deborah Langelaan Michael Killeavy :

Subject: ' Re: TransCanada Potential Project Negotlatlons Capital Cost Estlmate Revb February 17,
2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailtoisafouh@smsenergy-engineering.com] - - - - - -- - - - - - - - -
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'

<Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The ramp rate figures for the Fagcility (two units) will be as follows:
Q1: 37,800 MW. |

Q2: 35,800 MW

Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE
may see one of these rates in particular as being little aggressive but that is OK for now.

l.et me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM
To: esmith@osler.com; rsebastiano@esler.com; Michael Killeavy; Safouh Scoufi; gene.meehan@nera,com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Brivileged and Confidential**

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its
CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:
1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM}
2. Reduced Electrical connection charges by ~$34 MM
3. Reduced Insurance & Misc. by ~$1 MM
4. Reduced Project Uncertainties by ~$20 MM

Deb



Deborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |

T: 416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailtozjohn mikkelsen@iranscanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost
estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation Station, Rev.5 dated
“Feb 17, 20110.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 201

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original
message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

L2 contenu du prsent courriel est privilgi, confidentiel et
soumis des droifs d'auteur. H est interdit de |'ufifiser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: .. . Safouh Souf [safouh@smsenergy—engmeermg comj

Sent:  March 25; 2011 5:19 PM

To: .- 'Smith, Elllot' Deborah Langelaan; M;chael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capltal Cost Estimate Rev 5 February 17
: 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with perioed “.”. Sorry about that.
Here are the figures as they should appear in the Contract

Q‘! 37.8 MW!mlnute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca';
'Michael.Killeavy@powerauthority.on.ca’

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com}
Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'

<Michael.Killeavy @powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliof:

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE
may see one of these rates in particular as being litfle aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh



From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential**

Please find attached TCE’s revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced ltS
"CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2. Reduced Electrical connection charges by ~$34 MM
3. Reduced Insurance & Misc. by ~$1 MM
4. Reduced Project Uncertainties by ~$20 MM
Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947] dehorah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@{ranscanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost
estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation Station...#157:, Rev.5
dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102

Fax:416.869.2056



Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original

message. Thank you.

This e-mail message is privileged, confidential and subject o
copyright. Any unauthorized use or disclosure is prohibited.

"Le contenu du prAnt courriel est privilE2 Econfidentiel et
soumis {ies droits d'auteur. It est interdit de Futiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: - Smith, Elliot [ESmith@osler.com]

Sent: ' . March 25, 2011 5:46 PM >

To: ~ -~ ' " Safouh Soufi; Deborah Langelaan; Michael Killéavy -

Subject - RE TransCanada Potential Project Negotiations - Capital Cost Estlmate Rev 5 February 17,
2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to -
Season 1 — Season 4, or actual calendar quarters? As I'm sure you’re aware, the Seasons in the CES contract

are offset from calendar quarters.

Elliot o . . . _ 3

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM '

To: Smith, Elliot; Deborah.Langetaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot;
The figures are per minute and the comma should be replaced with period “.". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot {mailto:ESmith@osler.com]
Sent: March 25, 2011 3:30 PM
To: 'safouh@smsenergy-engineering.com’; 'Deborah,Langelaan@powerauthority.on.ca’;

"Michael.Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'

<Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

- Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

1



Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of
course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential™*

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has
reduced its CAPEX by ~$118 MM we’re still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fue! gas connection charges to $0 (decrease of ~$62 MM)

1.
2. Reduced Electrical connection charges by ~$34 MM
3. Reduced Insurance & Misc. by ~$1 MM
4, Reduced Project Uncertainties by ~$20 MM
Deb

Peborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide St. W, | Toronto, ON MS5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailte:john mikkelsen@transcanada.com]
Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan
Cc: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, piease find attached capital
cost estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation
Station.. . #157;, Rev.5 dated "Feb 17, 2011...#157,.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development



TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
anthorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.

This e-mail message is privileged, confidential and subject fo
copyright. Aty unauthorized use or disclosure is prohibited,

Le contenu du prEnt courriel est privil Econfidentiel et

soumis Ces droits d'auteur. Il est interdit de I'ufiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From:
Sent:
To: -
Ce:
Subiect:

Attachments:

All,

Smlth Elllot [ESmlth@osler com]
: March 25,2011.6:00 PM

Safouh Soufi; Deborah Langeléan Michael Kmeavy

Sebastiano, Rocco ,

RE: TransCanada Potential PrOJect Negotlatlons Capltai Cost Esfimate Rev 5 February 17,
2011

#20297127v6_LEGAL_1_ - Draft Response to A. Pourbaix Letter with Project Proposal.doc;
Blackline. pdf

Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline. Please
note that this draft presumes that the quarterly ramp rates set out below correspond to the Seasons used in the
CES contract. If this is not the case, further revision may be required.

Elliot
i

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@aosler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place

Toronto, Ontario, Canada M5X 1B8

B

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello EHiot:

The figures are per minute and the comma should be replaced with period .. Sorry about that.

Here are the figures as they shouid appear in the Contract

Q1; 37.8 MWiminute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh




From: Smith, Elliot mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on,ca’;
'‘Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From; Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah,Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Kulleavy
<Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The ramp rate figures for the Facility {two units) wilt be as follows:
Q1: 37,800 MW

Q2: 35,800 MW

Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of
course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has
reduced its CAPEX by ~$118 MM we're stiil miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

HON =

Deb

Deborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5SH iT1 |

T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |
2



Dratt & I'rivileged

DRAFT: MARCH 25, 2011

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr, Pourbaix:

Southwest GTA Clean Energy Supply Contract (the “Contract”) between Tr'ans_Canada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project”). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

We would propose to enter info a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract™) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in Schedule “B” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part II or Part IL.1 of the Environmental Assessment Act
or is the subject of (i) an order under section 3.1 or a declaration under section 3.2 of that
Act, or (ii) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the
OPA would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a delay that was greater

LEGAL_1:20287127.6



Draft & Privileged

_9-

than two years and the OPA paid TCE a termination amount equal to $50,000,000 plus
the total amount of the sunk costs determined in accordance with paragraph 2, below,
provided however that such total of the sunk costs shall not exceed $37,000,000. TCE
would be solely responsible for all other permits and approvals required for the
Replacement Project, subject to the standard Force Majeure provisions set out in the
NYR Contract. -

QOakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
on account of TCE’s sunk costs associated with the development of the Oakville
Generating Station. To the extent that the total of the verified, non-recoverable sunk costs
(net of any residual value) associated with the development of the Oakville Generating
Station is less than $37,000,000, the NRR shall be reduced by 0.000 019 314 2 multiplied
by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the elecirical and natural gas interconmection of the
Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L..P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the term and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be a requirement as part of a Capacity Check Test to confirm that
the Replacement Project is capable of achieving the Contract Ramp Rate set out in
Schedule “B” to this letter.
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Draft & I’'rivileged

-3-

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to
Exhibit J but would be willing to discuss any concerns TCE may have in this regard,

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance. '

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP
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SCHEDULE “A” —- TECHNICAL REQUIREMENTS

1. Replacement Project

The Replacement Project shall:
(a)  beadispatchable facility designed for maximum operational flexibility;
(b) be a simple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and
(d) comply with Section 6 tGeneration Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria® document published

by the IESO.

I1. Contract Capacity

The Replacement Project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  beable to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(c) have a Season 3 Contract Capacity of not less than 480 MW; and
(d)  have a Contract Capacity of not more than 550 MW in any Season.

1. Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]™ transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. _ Operation Following a N-2 Contingency (L.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria.

LEGAL_1:20297127.6
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V. Operational Flexibilities

1. Ramp Rate Requirement. The Replacement Project must be such that each combustion
turbine is capable of ramping at a rate equal to or greater than the Contract Ramp Rate.
The Contract Ramp Rate will be subject to verification as part of the Capacity Check

Test.

2. Emissions Requirements.

(2)

(b)

©

(d)

LEGAL_1:20287127.6

The emissions from the Replacement Project shall meet or exceed the following
criteria:

@ Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O3 in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(ii) Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O; in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

TCE will provide evidence to support the stated emission levels of NOx and CO
in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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3. Fuel Supply. The Replacement Project will obtain gas distribution services from Union
Gas Limited, and TCE cannot by-pass Union Gas Limited.

4, Equipment. The Replacement Project will be designed utilizing (2) M501GAC Fast Start
gas-fired combustion furbine generators to be supplied by MPS Canada, Inc. (the
“Generators™), with evaporative cooling and emission reduction equipment. FEach
Generator shall be nominally rated at [®] MW (measured at the Generator’s output
terminals) new and clean, at ISO conditions.
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SCHEDULE “B” — FINANCYAL, PARAMETERS

$ 12,887 / MW-month

20 %

500 MW

[®] MW

700 MMBTU/start-up

$30,000/start-up

$0.89 / MWh

$0.50 / MWh

Season 1 Season 2 Season 3 Season 4
10.42 10.55 10.66 10.58
MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV) (HBV) (HHVY) (HHV)

(@] MW [®] MW [®] MW [@] MW
oMW 0 MW oMW oMW
37.8 ©35.8 33.0 35.2
MW/minute MW/minute MW/minute MW/minute

LEGAL_1:20297127.6



Draft & Privileged

DRAFT: MARCH 25, 2011

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr Pourbaix: - | | |

Southwest GTA Clean Energy Sﬁpply Contract (thé__ “Contract”)‘ between TransCanada
Energy Ltd. (“T'CE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while

"appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in

the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement. '

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project that
could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project™). We have set out in Schedule “A” to this letter
a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract”™) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be as
set out in Schedule “B” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for the
Planning Act approvals have been satisfied, the approvals are issued in a timely manner, or
if they are not issued in a timely manner, that so long as the Replacement Project has been
approved under Part II or Part II.1 of the Environmental Assessment Act or is the subject of
(i) an order under section 3.1 or a declaration under section 3.2 of that Act, or (ii) an
exempting regulation made under that Act, such Planning Act approvals do not impede the
development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would be
entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by way of
a corresponding increase in the Net Revenue Requirement (NRR). In addition, the OPA
would not have the right to terminate the Replacement Contract for such event of Force
Majeure, unless the event of Force Majeure resulted in a delay that was greater than two
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years and the OPA paid TCE a termination amount equal to $50,000,000 plus the samfotal
amount of the Ssunk Ecosts determined in accordance with paragraph 2, below, provided
b wever that such ameunttotal of SunlCeststhe sunk costs shall not exceed $37,000,000.

TCE would be solely responsible for all other permits and approvals requlred for the
Replacement PI'O_]CCt subject to the standard Force Ma_] gure prov1510ns set out in the NYR

- Contract. - - - . S

Oakville Sunk Costs. The Replacement-Contract-world-provide-that-any*NRR set out in

Schedule “B”* to this letter includes an amount on account of TCE’s sunk costs associated
with the development of the Oakville Generating Station. To the extent that the total of the
verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Oakville Generating Station {ﬂaeﬁSﬁnleGes%s%—weHJd—be—&éded—te—the
1 ”*,hf‘t] 1] o ifgﬂ Sunk-C l, id !” 4 I

, 1 : i 0 X 5 Jdis less than
§37=00020{)(}E the NRR shal] be red;;ced by O OOO 019 3]4 2 multlghed by the amount by
which such costs are less than $37.000.000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the Replacement
Project would be reimbursed by the OPA. Such costs would be reimbursed on terms that
are substantially the same as the terms set out in Section 1 of Exhibit S of the Accelerated
Clean Energy Supply Contract between the OPA and Portland Energy Centre L.P. with the
necessary conforming changes being made, provided that (i) there shall be no “Budgeted
Costs” included in the NRR on account of such costs, (ii) references to the “Simple Cycle
Operation Date” shall be replaced with references to the “Commercial Operation Date”,
and (iii) there shall be no “Excess HI Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25

_ years. For greater certainty, this would be the definitive length of the term and not an

option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
wonld be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be a requirement as part of a Capacity Check Test to confirm that the
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Replacement Project is capable of ach1ev1ng the Contract Ramp Rate set out in Schedule
“B” to this letter. :

8. Potential One Hour Runs, Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed production
intervals would be detrimental to TCE. We are not proposing any change to Exhibit J but
would be willing to discuss any concerns TCE may have in this regard.

If this proposal is acceptable to you, we will prepare the necessary documentation for your review.
For greater certainty, although this proposal is made in good faith, it remams subject to internal
OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP
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SCHEDULE “A” — TECHNICAL REQUIREMENTS

L Replacement Project

The ch]acement Pl‘O_}eCt shall:
(@)  be a dispatchable facility des1gned for maximum operatlonal ﬂex1b1hty,
(b) be a simple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and

(s)] comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published by
the IESO.

II. Contract Capacity

The Replacement Project will be a single generating facility and will:

(@  be able to provide a minimum of 25¢ MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(c) have a Season 3 Contract Capacity of not less than 480 MW; and

(d)  have a Contract Capacity of not more than 550 MW in any Season.

=

Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the putpose of providing Islanding Capability.

The Replacement Project will have a connection pomt located with a direct connection to the
Hydro One circuits M20D and M21D between the [0] transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV.  Operation Following a N-2 Contingency (L.ead Restoration)

stipulated-underlf a disruption occurs that leads to N-2 system conditions. TCE shall be required to
use Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the ITESO,

as directed by the TESQ. in restoring load in accordance with Section 7 of the Ontario Resource
and Transmission Assessment Criteria~Theeriteriaare-asfollows:
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Z-Ramp Rate Requlrement The Replacement Project must be such that each combustion
turbine is capable of ramping at a rate ef8%/minute-orore-ofits Base Loadequal to or
geater than the Contract Ramg Rate. The Contract Ramp Rate will be subject to

3-Emissions Requirements.

(a)

(®)

©

The emissions from the Replacement Project shall meet or exceed the following
criteria:

() Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Confract) and
15% O, in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(ii)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O, in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement

Methodology.

TCE will provide evidence to support the stated emission levels 0of NOx and CO in
the form of a signed certificate by an authorized representative of any of: (1) the
original equipment manufacturer of the Replacement Project’s turbines, (2) the
supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx

and CO.

The Replacement Contract will require that the emission limits for NOx and CO be
(1) incorporated into the Replacement Project’s Environmental Review Report or
its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
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application that such limits be imposed as conditions of such Certificate of
Approval.

(d)  The emission limits for NOx and CO stated in the Replacement Contract will form
the basis of an ongoing operating requirement. For greater certainty, the OPA is
not requiring TCE to adopt any specific facility design or utilize any particular
control equipment with respéct to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.

3 4-Fuel Supply. The Replacement Project will obtain gas distribution services from Union
Gas Limited, and TCE cannot by-pass Union Gas Limited.
4. 5—Equipment, The Replacement Project will be designed utilizing (2) M501GAC Fast

Start gas-fired combustion turbine generators to be supplied by MPS Canada, Inc. (the
“Generators”), with evaporative cooling and emission reduction equipment. Each
Generator shall be nominally rated at [®] MW (measured at the Generator’s output
terminals) new and clean, at ISO conditions.
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SCHEDULE “B” - FINANCIAL PARAMETERS

$ 11,87312,887 / MW-month

20 %

500 MW

[@]1 MW )

700 MMBTU/start-up

$30,000/start-up

$0.89 / MWh

$0.50 / MWh

Contract-RampRate 8%/minwte-of Base Load
. o
> Season 1 Season 2 Season 3 Season 4
oy : ;
—( Contract Heat Raté - 10.42 10.55 10.66 10.58
| MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
Q—( (HHV) (HHV) (HIHV) (HHY)
~ CLT S .
QB " Contract Capacity - [®] MW [®] MW [®] MW [ MW
Note: Subject to Sched
N2 | “A% TCE to deterinine
G | Scasonal Contract” -~
Q 0 MW 0 MW 0 MW 0 MW
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MW/minuie

358

MW /minute

MW/minute

322

MW/minute
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Aleksandar Kojic

From: . Safouh Soufi [safouh@smsenergy-engineering.com]
Sent: ‘ March 25, 2011 6:04 PM
- Tor 'Smith, Elliot’; Deborah Langelaan Michael Killeavy
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011
Thanks Elliot. -~ -~ 7~ : : - - o | S ——

Q1 = Season 1 and likewise for other Q's. Q1 = Dec—Feb.

The offset is in the figures and so we are good that way. | am available by email throughout the weekend. In case lf you
need to call me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,
Safouh

From: Smith, Ellict [mailto:ESmith@osler.com]

Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerautherity.on.ca; Michael. Kli]eavy@powerauthorlty on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to
Season 1 — Season 4, or actual calendar guarters? As I'm sure you’re aware, the Seasons in the CES contract

are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Praject Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period “.". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Tﬁanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2011 3:30 PM
To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca’;



"Michael.Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW/
Q2: 35,800 MW/
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of
course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastianc@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy _

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

**Privileged and Confidential**

Piease find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has
reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~§1 MM

Reduced Project Uncertainties by ~$20 MM

Eel ol

Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON MS5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca|
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From: . . Michael K[[Ieavy

Sent: * March 25; 2011 6: 25'PM
To: 'ESmith_@osler com' _
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

It's hard to read the attachment on my BlackBerry. Do you need to revise anything based on Safouh’s last email?

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: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 05:5% PM
To: Safouh Soufi <safouh@smsenergy-engineering.com:>; Deborah Langelaan; Michael Killeavy

Cc: Sebastiano, Rocco <RSebastianc@osler.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline. Please

note that this draft presumes that the quarterly ramp rates set out below correspond to the Seasons used in the
CES contract. If this is not the case, further revision may be required.

Elliot
[l

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LEP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

=l




From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Eltiot; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period “.". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mallto:ESmith@asier.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca’;

'Michael.Killeavy @powerauythority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan’ <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Kllieavy
<Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of
course, TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM
To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com

2



Cc: Susan Kennedy
Subject FW: TransCanada Potentlal Pro;ect Negotlattons Capltal Cost Estlmate Rev 5 February 17, 2011

: ***Prlwieged and Conﬂdential*** |

Please fmd attached TCE S re\nsed caplta[ cost estlmate for a peaklng plant in Cambndge Although TCE has
reduced |ts CAPEX by ~$1 18 MM we're still miles apart with our estimates.

"TCE decreased the following costs

Reduced Fuel gas connection' charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

o=

Deb - : . e e L.

Deborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |

T:416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]
. Sent: March 24, 2011 5:00 PM
To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital
cost estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation
Station...#157;, Rev.5 dated “Feb 17, 2011...#157,. .

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontaric M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664



This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.

This e-mail message is privileged, confidential and sub}edt to
copyright. Any unautharized use or disclosure is prohibited.

Le contenu du pr&nt courriel est privilE®confidentiel et

soumis Ces droits d'auteur. 1 est interdit de 'utiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

Smith, Elliot [ESmith@osler.com]

From: . )O:

Sent: - March 25, 20116:26 PM

To: - Michael Kll!eavy ‘

Subject: RE: TransCanada Potentlal PrOJect Negotlatlons Capital Cost Estimate Rev 5 February 17,
2011

No, it’s good. Safouh confirmed that Q1=Season'I; éfc = =< = -~ "

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Friday, March 25, 2011 6:25 PM

To: Smith, Ellict

Subject: Re: TransCanada Potential Pro;|ect Negotlatlons Capital Cost Estlmate Rev § February 17, 2011

It's hard to read the attachment on my BlackBerry. Do you need to revise anything based on Safouh's last email?

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: Smith, Eliiot [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 05:59 PM
To: Safouh Soufi <safouh@smsenergy-engineering.com>; Deborah Langelaan; Michael Killeavy

Cc: Sebastiano, Rocco <RSebastiano@osler.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline.
Please note that this draft presumes that the quarterly ramp rates set out below correspond to the
Seasons used in the CES contract. If this is not the case, further revision may be required.

Elliot
=]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place



Toronto, Ontario, Canada M5X 1B8

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 :

Hello Elliot;

The figures are per minute and the comma should be replaced with period ".”. Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca';
'‘Michael.Killeavy@powerauthority.on.ca’

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 ,

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW



These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE,
of course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks, A
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority. on. caj
Sent: March 25, 2011 11:04 AM
To: esmith@osler.com; rsebastrano@osler.com, Michae! Killeavy; Safouh Soufi; gene.meehan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011
***Privileged and Confidential™**

Please find attached TCE’s revised capital cost estimate for a peaking plant in Cambridge. Although
TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MIM)
2. Reduced Electrical connection charges by ~$34 MM
3. Reduced Insurance & Misc. by ~$1 MM
4. Reduced Project Uncertainties by ~$20 MM
Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find aitached
capital cost estimate TransCanada Capital Cost Estimate tltled “Capital Cost Estimate Boxwood
Generation Station...#157;, Rev.5 dated "Feb 17, 2011...#157,.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada



Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is privileged,
confidential or otherwise protected from disclosure and it must not be disclosed, copied,
forwarded or distributed without authorization. If you have received this message in error, please
notify the sender immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du prBnt courriel est privil@®confidentiel et

soumis Ces droits d'auteur. |i est interdit de ['utiliser ou
de |e divulguer sans autorisation.




Aleksa.ndarKojic

From: .7 Michael Killeavy

Sent: . - - March 25,2011 6:27 PM_ _

To: . C 'ESmith@osler.com" e e Ty S S

Subject: Re: TransCanada Potential PrOJect Negotlatlons Capltaf Cost Es’umate Rev 5 February 17
' 2011 ‘

Great! Thanks for the quick turnaround.

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.kilieavy@powerauthority.on.ca

From: Smith, Ellict [mailto:ESmith@osler.com]
Sent: Friday, March 25, 2011 06:26 PM

To: Michael Killeavy
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

No, it’s good. Safouh confirmed that Q1=Season 1, etc.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca)
Sent: Friday, March 25, 2011 6:25 PM

To: Smith, Elliot
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

It's hard to read the attachment on my BlackBerry. Do you need to revise anything based on Safouh's last email?

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

120 Adelaide St. West, Suite 1600
Torcnto, Ontario, M5H 1T1
416-969-6288 (office}

416-969-6071 {fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca



From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: Friday, March 25, 2011 05:59 PM

To: Safouh Soufi <safouh@smsenergy-engineering.com>; Deborah Langelaan; Michael Killeavy

Cc: Sebastiano, Rocco <RSebastiano@osler.com>

Subject: RE: TransCanada Potentia! Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline.
Please note that this draft presumes that the quarterly ramp rates set out below correspond to the
Seasons used in the CES contract. If this is not the case, further revision may be required.

Elliot
B

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

=

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Hello Eliiot:

The figures are per minute and the comma should be replaced with period “.". Sorry about that.
Here are the figures as they should appear in the Contract

.Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MWiminute

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michael.Killeavy@powerauthority.on.ca'



Subject: Re: TransCanada Potential PrOJect Negotlat[ons Capital Cost Estlmate Rev 5 February 17,
2011 e

~ Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan <Deborah. Langelaan@powerauthonty on, ca> Smith, Elllot 'Mlchael Killeavy'
<Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Helio Elliot;

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do nof required adjustment for ambient conditions and are subject to negotiation with TCE,
of course. TCE may see one of these rates in particular as being litile aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

Ta: esmith@osler.com; reebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

***Privileged and Confidential™*

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although
TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 {decrease of ~362 MM)
2. Reduced Elecfrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~§1 MM

4. Reduced Project Uncertainties by ~$20 MM

Deb
Deborah Langelaan | Manager, Natural Gas Projects{OPA |

Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |




From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation lefter of March 21, 2011 received today, please find attached
capital cost estimate TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood
Generation Station...#157;, Rev.5 dated "Feb 17, 2011...#157..

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 21

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is privileged,
confidential or otherwise protected from disclosure and it must not be disclosed, copied,
forwarded or distributed without authorization. If you have received this message in error, please
notify the sender immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le confenu du prignt courriel est privilB2 Bconfidentiel et

soumis Ses droits dauteur. 1l est interdit de ['utiliser ou
de le divulguer sans autorisation.




Aléksandar Kojic

From: Michael Killeavy

Sent: March 25, 2011 8:16 PM

To: Safouh Soufi

Cec: Deborah Langelaan . -

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 ‘ - -

Safouh,

Thank you very much for all your help over the past few days in helping us finalize the
response back to TCE.

Michael

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

120 Adelaide St. West, Suite 1608
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-5208-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Original Message-----

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot'; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

Thanks Elliot.

Q1 = Season 1 and likewise for other Q's. Q1 = Dec - Feb.

The offset is in the figures and so we are good that way. I am available by email throughout
the weekend. 1In case if you need to call me, please feel free to do so at anytime on my cell

416-788-8456.

Thanks,

Satouh



From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Qi-Q4, are you
referring to Season 1 - Season 4, or actual calendar quarters? As I'm sure you're aware, the
Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2611 5:19 PM ]

To: Smith, Elliot; Deborah.lLangelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 20611

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about
that.

Here are the figures as they should appear in the Contract

Ql: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.9 MW/minute

Q4: 35.2 MW/minute

Thanks,

Satouh



From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2611 3:3@ PM : ‘
To: 'satouh@smsenergy-engineering. com', ‘Deborah.Langelaan@powerauthority.on.ca';

'Michael.Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estlmate Rev 5

February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?
Elliot
From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan’ <Deborah.lLangelaan@powerauthority.on.ca>; Smith, Elliot; ‘Michael

Killeavy' <Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2611

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

Ql: 37,808 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,260 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation
with TCE, of course. TCE may see one of these rates in particular as being little aggressive

but that is 0K for now.

Let me know if you have any questions.



Thanks,

Saftouh

From: Deborah Langelaan [mailto:Deborah. Langelaan@powerauthorlty on. ca]
Sent: March 25, 2011 11:94 AM

To: esmith@osler.com; rsebastiano@osler.com; Mlchael Killeavy; Safouh Soufl,
gene.meehan@nera.com

Cc: Ssusan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

*¥xppivileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2. Reduced Electrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~$1 MM

4. Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA | Suite 1600 - 120 Adelaide St. W. |
Torontoc, ON M5H 1T1 |

T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca

<blocked: :mailto: |deborah.langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]
Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin



Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 Februaﬁy
17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please
find attached capital cost estimate TransCanada Capital Cost Estimate titled "Capital Cost
Estimate Boxwcod Generation Station.#157;, Rev.5 dated "Feb 17, 2011.#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M53 271

~Tel: 416.869.2182

Fax:416.869.2856

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is privileged,
confidential or otherwise protected from disclosure and it must not be disclosed, copied,
forwarded or distributed without authorization. If you have received this message in error,
please notify the sender immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du pr?nt courriel est privil??confidentiel et soumis ?es droits d'auteur. Il est
interdit de 1'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: Michael Killeavy

Sent: ' March 25, 2011 8,17 PM

To: Smith, Elliot; gene.meehan@nera.com

Cc: : - Deborah Langelaan

Subject: - RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Elliot and Gene,

Thanks for all your help in the past few days in assisting us with the response back to TCE.

Michael

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

120 Adelaide 5t. West, Suite 1660
Toreonto, Ontario, MSH 1T1
'416-969-6288 (office)

416-969-6871 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Original Message-----
From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: Fri 25-Mar-11 6:26 PM

To: Michael Killeavy
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2611

No, it's good. Safouh confirmed that Ql=Season 1, etc.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca}

Sent: Friday, March 25, 20611 6:25 PM

To: Smith, Elliot

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

It's hard to read the attachment on my BlackBerry. Do you need to revise anything based on
Safouh's last email?

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: Smith, Elliot [mailto:ESmith@osler.com]

Sent: Friday, March 25, 2011 ©5:59 PM

To: Safouh Soufi <safouh@smsenergy-engineering.com>; Deborah Langelaan; Michael Killeavy
Cc: Sebastiano, Rocco <RSebastiano@osler,com>

Subject: RE: TransCanada Potential Project Negotiations - Cap1ta1 Cost Estimate Rev 5
February 17, 2011

All,
Further to today's discussion, please find attached a revised draft letter to TCE along with
a blackline. Please note that this draft presumes that the quarterly ramp rates set out

below correspond to the Seasons used in the CES contract. If this is not the case, further
revision may be required.

Elliot
<file:///C:\program%2@files\osler\Osler%2e0utlook¥20Email%2@Signatures\email _logo.gif>

Elliot Smith
Associate -

416.862.6435

DIRECT

416.862.6666

FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 58, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8



.- <http://www.osler.com/>

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2811 5:19 PM

To: Smith, Elliot; Deborah.lLangelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5. ..

February 17, 2011
-Hello Elliot:

The figures are per minute and the comma should be replaced with ﬁeriod ".". Sorry about
that.

Here are the figures as they should appear in the Contract

Ql: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Saftouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: ‘safouh@smsenergy-engineering.com'; 'Deborah.lLangelaan@powerauthority.on.ca';
'Michael.Killeavy@powerauthority.on.ca’



Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011 e

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

*Sent: Friday, March 25, 2011 83:18 PM ‘

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael

Killeavy' <Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

Ql: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation
with TCE, of course. TCE may see one of these rates in particular as being little aggressive
but that is OK for now.

Let me know if you have any questions.

Thanks,

Satouh

From: Deborah Langelaan [mailto:Deborah.lLangelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM



To: esmlth@osler com; rsebastiano@osler.com; M1chael Killeavy; Satouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotlatlons - Capital Cost Estimate Rev 5

February 17, 20611
- ¥*¥ppivileged and Confidential®**

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2. Reduced Electrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~$1 MM

4, Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA | Suite 1600 - 120 Adelaide St. W. |

Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca

<blocked: :mailto: [deborah.langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]
Sent: March 24, 2011 5:0@ PM

To: Deborah Langelaan
Cc: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

Dear Deborah,



Further to the receipt of your designation letter of March 21, 2611 received today, please
find attached capital cost estimate TransCanada Capital Cost Estimate titled "Capital Cost
Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17, 2811.#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

260 Bay Street

24th Floor, South Towenr

Toronto, Ontario M53 231

Tel: 416.869.2192

Fax:416.869.2856

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is privileged,
confidential or otherwise protected from disclosure and it must not be disclosed, copied,
forwarded or distributed without authorization. If you have received this message in error,
please notify the sender immediately and delete the original message. Thank you.

s o e o o o e o e o e e ok o o ofe s o ol ool o s o ok o sk o ok o ook o ok ok o e s e s o e 2 o ke o e st ok e o o ke ok o e o8 3 ok ot ok ok ok ok o oK

This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du pr?nt courriel est privil??confidentiel et soumis ?es droits d'auteur. Il est
interdit de 1'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: =~ ' Michael Killeavy :

Sent: March 25, 2011 9:15 PM

To: JoAnne Butler; Susan Kennedy

Ce: | Deborah Langelaan .

Subject: TCE Matter - Response to TCE Letter of 10 March 2011 to the OPA ...

Attachments: #20297127v6_LEGAL_1_ - Draft Response to A. Pourbaix Lettér with Project Proposal.doc;

OPA Counter-Proposal NRR Model 25 Mar 2011 COUNTER-PROPOSAL v4.xls; Draft
Schedule C - Adjustment Methodology 20325513_1.DOC

Importance: High

*#*%* PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *** I

Attached is the proposed response back to TCE and the model used to calculate the NRR. The
salient points are:

1. We have responded to each of TCE's purported value propositions as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down

from $540 million to $375 million.

2. The resulting NRR is $12,887/MW-month. NERA has independently developed a model that is
somewhat different from curs and has confirmed the figure. This is encouraging: two
different models and the variation in calculated NRR is ~$10@/MW-month (<i%). We have done
an "all equity" analysis with a cost of equity at 7.5%, which is at about the middle of the
calculated costs of equity. We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $18,530/MW-month, keeping all other
parameters the same. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the 0GS is set at $5@ million. NERA has some good arguments for
using a value in this neighbourhood, so we used this to solve Tor the NRR. We recognize that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $20@ million and still be defensible, but that puts the NRR up
around $15,984/MW-month, holding all other parameters the same.

5. The alleged 0GS Sunk Costs are included in the NRR.

6. We still haven't seen the LTSA so we estimated our own figures for O&M. Deb has worked
out some reasonable fTigures for GD&M, too.

7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
(also attached). We thought that it was best to disclose this to TCE once we had gauged
their reaction to the main proposal. Accerdingly, it isn't part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the
low NRR. We thought that if they did grudging accept the counter-proposal, why bother
offering up target costing the CAPEX? 1In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models" with TCE afterward.

8. Although it isn’t part of the letter, we thought that you might tell TCE when you call
that we are prepared to give TCE the full residual value for K-W peaking plant, i.e., we will

i



not build in a "clawback"™ mechanism in the substantive contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high 0GS residual value to boost up the 0GS $50 million
financial value. I think there is value in holding this back for the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR..

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert. Safouh will come in case there
are questions about the technical specifications in Schedule A. T did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyone came together this week to develop and finalize this
response back to TCE.

I'11 be monitoring my BlackBerry over the weekend if you should have any questions.

Michael

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

120 Adelaide St. West, Suite 1680
Toronto, Ontario, M5SH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael.killeavyfipowerauthority.on.ca
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Dratt & I’r

DRAFT: MARCH 25, 2011

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr. Pourbaix;

Southwest GTA Clean Energy Supply Contract (the “Contract”®) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an a.lternatlve proposal which we believe meets
this requirement. -

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project”). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract™) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in Schedule “B” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part II or Part II.1 of the Environmental Assessment Act
or is the subject of (i} an order under section 3.1 or a declaration under section 3.2 of that
Act, or (ii) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the
OPA would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a delay that was greater

LEGAL,_1:20297127.6



Draft & Privileged

-2 -

than two years and the OPA paid TCE a termination amount equal to $50,000,000 plus
the total amount of the sunk costs determined in accordance with paragraph 2, below,
provided however that such total of the sunk costs shall not exceed $37,000,000. TCE
would be solely responsible for all other permits and approvals required for the
Replacement Project, subject to the standard Force Majeure provisions set out in the
NYR Contract.

Oakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
on account of TCE’s sunk costs associated with the development of the Oakville
Generating Station. To the extent that the total of the verified, non-recoverable sunk costs
(net of any residual value) associated with the development of the Oakville Generating
Station is less than $37,000,000, the NRR shall be reduced by 0.000 019 314 2 multiplied
by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the eclectrical and natural gas interconnection of the
Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the term and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Coniract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be a requirement as part of a Capacity Check Test to confirm that
the Replacement Project is capable of achieving the Contract Ramp Rate set out in

~ Schedule *B” tQ this letter.

LEGAL_1:20297127.6
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8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to
Exhibit J but would be willing to discuss any concerns TCE may have in this regard.

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP

LEGAL,_1:20207127.6



Draft & Privileged

SCHEDULE “A” - TECHNICAL REQUIREMENTS

L. -Replacement Project

The Replacement Project shall:
(a)  be adispatchable facility designed for maximum operational flexibility;
(b)  be asimple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and
(d) comply with Section 6 (Generatién Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published

by the IESO.

II. Contract Capacity

The Replacement Project will be a single generating facility and will:

(a)  be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultancously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(c) have a Season 3 Contract Capacity of not less than 480 MW; and
(s} have a Contract Capacity of not more than 550 MW in any Season.

III.__ Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro Cne circuits M20D and M21D between the [®] transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. _ Operation Following a N-2 Contingency (L.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria. :

LEGAL_1:20267127.6



lleged

1V1

Dratt & I'r

V. Operational Flexibilities

1. Ramp Rate Requirement. The Replacement Project must be such that each combustion
turbine is capable of ramping at a rate equal to or greater than the Contract Ramp Rate.
The Contract Ramp Rate will be subject to verification as part of the Capacity Check

Test.
2. Emissions Requirements.
(a) The emissions from the Replacement Project shall meet or exceed the following
~ criteria:
@ Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O; in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and
(i)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O, in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.
(b) TCE will provide evidence to support the stated emission levels of NOx and CO

(©

(d)

LEGAL_1:20297127.6

in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO. '

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.



Dratt & Privileged

-3

3. Fuel Supply. The Replacement Project will obtain gas distribution services from Union
Gas Limited, and TCE cannot by-pass Union Gas Limited.

4. Equipment. The Replacement Project will be designed utilizing (2) M501 GAC Fast Start
gas-fired combustion turbine generators to be supplied by MPS Canada, Inc. (the
“Generators”), with evaporative cooling and emission reduction equipment. Each
Generator shall be nominally rated at [®] MW (measured at the Generator’s output
terminals) new and clean, at ISO conditions. '

LEGAL 1:20297127.6
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SCHEDULE “B” — FINANCIAL PARAMETERS

$ 12,887 / MW-month

20 %

500 MW

(@] MW

700 MMBTU/start-up

$30,000/start-up

$0.89 / MWh

$0.50 / MWh

Season 1 Season 2 Season 3 Season 4
10.42 10.55 10.66 10.58
MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
HHV) (HHV) (HHV) (HHV)
Contract Capacltv : , [®] MW [T MW (@] MW [®@] MW
Note: Subject to Schgdu.’[e
“A” TCE to det_ermme 2
‘Seasonal Contract 3
Capac1tles so long as the
AACC 1S 500 MW
10nORC‘C 0 MW 0 MW 0 MW oMW
Contract Ramp Rat D 378 358 33.0 352
= MW/minute MW/minute MW/minute MW/minute

LEGAL_1:20297127.6




Target Costing Allocation of Actual CAPEX

Target CAPEX = $375,000,000
(_:_APEX Sharing: Qverrun . Underrun
OPA 50% 35%
TCE 50% 65%
FINAL CAPEX =
Overrun {Underrun) =
QPA Share . $62,500,000
TCE Share . $62,500,000
Adjusted CAPEX = i
Initial NRR
Final NRR
= 1.93142E-05
b= 5644.131697
ADJUSTED CAPEX FINAL NRR
$348,750,000 512,380
$357,500,000 $12,549
$366,250,000 512,718
$375,000,000 312,887
$387,500,000 $13,128
$400,000,000 $13,370
$412,500,000 $13,611
$425,000,000 513,853

$437,500,000 $14,094

FITTED LINE
512,380
$12,549
512,718
512,887
$13,128
513,370
513,611
$13,853
$14,094

11873

$1,014
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DRAFT: MARCH 24, 2011

SCHEDULE “C” — ADJUSTMENT METHODOLOGY

I The Net Revenue Requirement set out in Schedule “B” is based on an assumption that the
capital cost to design and build the Replacement Project will be $375,000,000 (the
“Target Capex™). So long as the actual cost to design and build the Replacement Project
(the “Actual Capex™) is within 3% higher or lower than the Target Capex, there shall be
no adjustment in the NRR. If the Actual Capex is more than 3% higher or lower than the
Target Capex, the NRR shall be adjusted on the following basis. For greater certainty,
none of the other parameters set out in Schedule “B” is subject to adjustment.

(b)

(©)

(d)

LEGAL_1:20325513.1

i) The OPA’s share of any difference between the Target Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target Capex) x 0.50, provided that the
OPA Share shall not exceed $37,500,000

(i)  The adjusted capital cost (“Adjusted Capex”) shall be equal to the OPA
Share plus the Target Capex. For greater certainty, if the OPA Share is a
negative number, the Adjusted Capex shall be less than the Target Capex.

(iii) The adjusted NRR shall be equal to 5185.205289 plus 1.78219 x 107
multiplied by the Adjusted Capex.

The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation, “Interconnection Costs”
and “Oakville Sunk Costs”, as set out above, (ii) any costs incurred by TCE that
were not reasonably required to be incurred in order for TCE to fulfill its
obligations under the Replacement Confract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is
defined in the Confract), or (iii) any costs not substantiated to the reasonable
satisfaction of the OPA.

The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs {excluding change orders) $156,274,358
Main Turbine Additional Scope (excluding change orders) $39,198,860
[®]

The determination of the Actual Capex shall be done through an “open book™
process, such that all costs incurred by TCE in designing and building the
Replacement Project shall be transparent to the OPA and fully auditable. Any
dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.
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All dollar amounts referenced in this letter are in Canadian dollars, unless
otherwise specified.



Aleksandar Kojic

From: Safouh Soufi [safouh@smsenergy-engineering.com]

Sent: March 25, 2011 2:17 PM

To: . 'Smith, Elliot'; Deborah Langelaan; Michae! Kilieavy

Cc: '‘Sebastiano, Rocco'

Suhject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
: 2011 :

Attachments: #20297127v6_LEGAL_1_ - Draft Response to A Pourbaix Letter with Project

Proposal SMS_Rev_1.doc - .

Group:

| made some comments on the document and few changes o Schedule A. it may appear as if | made significant .
changes to Schedute A, judging by track changes but | didn’t. MSWord is awkward when you change section humbering
it makes it look as if the entire section had been added.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2011 6:00 PM
To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael. Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline. Please

note that this draft presumes that the quarterly ramp rates set out below cotrespond to the Seasons used in the
CES contract. Ifthis is not the case, further revision may be required.

Elliot
[l

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

[l

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:15 PM '

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:



The figures are per minute and the comma should be replaced with peried *.". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca’;
‘Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael.Killeavy@powerauthority.on.ca>

Suhject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot;

The ramp rate figures for the Facility (two units) will be as follows:
Q1: 37,800 MW

€Q2: 35,800 MW

Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject t0 negotiation with TCE, of
course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
€e: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

**Privileged and Confidential*™



Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has
reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the followmg costs

Reduced Fuel gas connection charges to $0 (decrease of ~$62 IVIM) '
Reduced Electrical connection charges by ~$34 MM -
Reduced Insurance & Misc. by ~$1 MM
Reduced Project Uncertainties by ~$20 MM

%wwe'

" Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON MSH 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital
cost estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate Boxwood Generation
Station...#157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street _
24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102_
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without



authorization. If you have received this message in etror, please notify the sender immediately and
delete the original message. Thank you.

Lid wkpkkkk

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le conienu du print courriel est privilE2 ®confidentiel et
soumis Ces droits d'auteur. il est interdit de l'utiliser ou
de fe diviiguer sans autorisation.




Dratt & Privileged

DRAFT: MARCH 25,2011

PRIVILEGED, CONFIDENTIAL AND WITHQUT PREJUDICE
Deaf Mr. Pourbaix:

Southwest GTA Clean Energy Supply Contract (theé “Contract”) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA*) dated October 9, 2009

-We are writing to you in response to your letter to-Colin Andersen, dated March 10, 2011. As .

stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projecis may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement ‘and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. 'We believe such a plant is a project
that could compensate TCE for the termination of the Confract and at the same time protect the
interests of ratepayers (the “Replacement Project”). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract”) would be based on the final
form of contract (the “NYR Contract™) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in Schedule “B” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Aet to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part II or Part I1.1 of the. Environmental Assessment Act
or is the subject of (i) an order under section 3.1 or a declaration under section 3.2 of that
Act, or (ii) an exempting regulation made under that Act, such Planning 4et approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, cut-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the
OPA would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a delay that was greater
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than two years and the OPA paid TCE a termination amount equal to $50,000,000 plus .~ . -
the total amount of the sunk costs determined in accordance with paragraph 2, below,
provided however that such total of the sunk casts shall not exceed $37,000,000. TCE
would be solely responsible for all other permits and approvals required for the
Replacement Project, subject to the standard Force Majeure provisions set out in the
NYR Contract.

2. Oakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
on account of TCE’s sunk costs associated with' the development of the Qakville
Generating Station. To the extent that the total of the verified, non-recoverable sunk costs
{(net of any residual value) associated with the development of the Oakville Generating
Station is less than $37,000,000, the NRR shall be adiusted using redueced-by-a factor (the
“NRR Adjusting Factor”). The NRR Adjusting Factor will be@:060-019-314-2 multiplied
by the amount by which such costs are less than $37,000,000._{NTD: At this point, it is
sirategically in the OPA interest not to tip TCE’s hand by disclosing a specific number to

adjust NRR. 1 am concemned that TCE may find this figure acceptable and will be
difficult for the OPA to back away from it. The OPA proposed-figure is 1.5 times more

than what TCE has propgsed for NRR adjustment. Yes it works in the OPA favour to
adiust NRR sunk cost but not so for higher CAPEX, For upward CAPEX adjustment we
would want the NRR Adjusting Factor 1o be as low as possible even lower than what
TCE has proposed. To do that, we may have to take into account significant revenues
from start-up as one way to lower NRR Adjusting. Factor. Also, one other concern in

giving TCE a specific number at this stage in the game is it could potentially allow TCE
to figure out how OPA model works. We have to consider this very carefully.}

3. Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the
Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs™ included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Qperation Date™, and (iii) there shall be no “Excess H1 Amount”.

4. Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
managemernit services, consistent with the approach taken in the Contract. {NTD ~ Food
for thoughts: should we not say that we used $14+ Million as basis for NRR calculations
and in so doing make the change to the $14+ be subject to NRR Adjusting Factor._Given
that right now they seem to be using a relatively high number for a simple cyele duty.
There is room for NRR reduction here. TCE wouldn’t mind this approach as per email
from Terrv Bennett to JoAnne of March 18 in which Terry says referring to GD&M

“This is another item that "will be what it will be" and we can f:l.gure
out how to deal with it later~”.}

Draft & Privileged
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5. Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

6. Term of Replacement Contract. The term of the Replacement Contract would be 25
years, For greater certainty, this would be the definitive length of the term and not an
option. : - co -

7. Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J, In
addition, there would be a requirement as part of a Capacity Check Test to confirm that
the Replacement Project is capable of achieving the Contract Ramp Rate set out in
Schedule “B” to this letter. :

8. Potential One Hour Runs. Because of the absence of the *NINRR* term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to
Exhibit J but would be willing to discuss any concerns TCE may have in this regard.

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance,

Yours very truly,

JoAmne Butler
c. Colin Andersen, Onfario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Havcourt LLP

LEGAL_1:20297127.6




Draft & Privileged

SCHEDULE “A” — TECHNICAL REQUIREMENTS

L Replacement Project

The Replacement Project shall:
(a)  bea dispatchable facility designed for maximum operational flexibility;
(b}  beasimple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and
(d) comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published

by the IESO.

J IR Contract Capacity

The Replacement Project will be a single generating facility and will:

(8  be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  beable to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
{c) have a Season 3 Contract Capacity of not less than 480 MW; and
(d)  have a Contract Capacity of not more than 550 MW in any Season.

III. Electrical Conmection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]2 transmission tower (Tower #@) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. Operation Following a N-2 Contingency (L.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria.

LEGAL_1:20257127.6
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V. Operational Flexibilities

1. Ramp Rate Requirement. The Replacement Project must be such that the two each

combustion turbines combined areis capable of ramping at a rate equal to or greater than ~.°

the Contract Ramp Rate. The Contract Ramp Raie will be subject to verification as part .
of the Capacity Check Test. {NTD: Reference to each CTG was correct in the earlier -~ -5 %7 =0y s
version of Schedule A since the ramp was expressed in %/min. Since we changed that to R S
MW/min for the Facility, we are now by definition referring to two turbines.} - S T e e e

2.V1. Emissions Requirements:

(a)

®)

(©

(d)

1EGAL_1:202971276

The emissions from the Replacement Project shall meet or exceed the following
criteria:

§9) Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O, in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(ii)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O; in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

TCE wiil provide evidence to support the stated emission levels of NOx and CO
in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i} incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Coniract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.

-~
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Draft & Privileged

j{ Formatted; Bullets and Numbering ]
'{ Formatted: Underling

VIL uel Supply=

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE
cannot by-pass Union Gas Limited. :
-{ Formatted; Underline . ]

VIIL._ Project Major Equipment:
*{ Formatted: Bullets and Numbering |

The Replacement Project may deploy Two (2) M501GAC Fast Start gas-fired combustion = -
turbine generators to be supplied by MPS Canada, Inc. (the “Generators™), with evaporative

cooling and emission reduction equipment. Fach Generator shall be nominally rated at @] MW

(measured at the Generator’s output terminals) new and clean, at ISO conditions.
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SCHEDULE “B” — FINANCIAL PARAMETERS

$ 12,887 / MW.-month
20 %
500 MW
[®]1 MW
700 MMBTU/start-up
| $30,000/start-up
| $0.89 / MWh
$0.50 / MWh
Season 1 Season 2 Season 3 Season 4
. Contract Heat Rat 10.42 10.55 10.66 10.58
e L MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV) (HHV} (HHV) (HHV)
Contract Capacity . 2. -] [®] MW [®] MW [®] MW [®] MW
‘Note: Subject to Schedule. -
A%, TCE to defermine. - -
Seasonal Contract -, - .
Capacities so long 2s th
CCis SO0 MW.. ..
_ 0O MW 0MW oOMW 0 MW
Contract Ramp Rate - 378 353 30 352
) B MW/minute MW/minute MW/minuie MW/minute
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Aleksandar Kojic

-From: - Safouh Soufi [safouh@smsenergy—engmeenng com]
Sent: March 25, 2011 9:11 PM _ _ ‘
To: . : Michae! Killeavy-
Ce: Deborah Langelaan
Subject: RE: TransCanada Potential Project Negot:atlons Capltal Cost Estimate Rev 5 February 17,
’ 2011

You are most welcome.

Have a great weekend,
Safouh

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: March 25, 2011 8:16 PM
To: Safouh Scufi

Cc: Deborah Langelaan _
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Safouh,

Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.

Michael

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

----Original Message-----

From: Safouh Soufi {mailio:safouh@smsenergy-engineering.com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot"; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

Thanks Elliot.
Q1 = Season 1 and likewise for other Q's. Q1 = Dec - Feb.

The offfset is in the figures and so we are good that way. I am available by email throughout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.



Thanks,

Safouh

From: Smith, Elliot {mailto;ESmith@osler.com]

Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Mlchael Kllleavy@powerauthorlty on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca, Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about thaf.

Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Safouh



From:: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2011 3:30 PM ‘

To: 'safouh@smsenergy-engineering.com'’; Deborah. Langelaan@powerauthority.on.ca'; Michael, Kllleavy@powerauthonty on.ca'
Sub_] ect: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah. Langelaan@powerauthonty on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael Killeavy(@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh

Fromf Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM




To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene. meehan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Pprivileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates,

TCE decreased the following costs:

1.  Reduced Fuel gas connection charges to $0 (decrease of ~§62 MM)
2. Reduced Electrical comection charges by ~$34 MM
3.  Reduced Insurance & Misc. by ~§1 MM

4,  Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca

<blocked::mailto:jdeborah langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto:john mikkelsen@transcanada.com]
Sent; March 24, 2011 5:00 PM

To: Deborah Langelaan
Ce: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,
2011.#157;.

Best Regards,



John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M5F 211

Tel: 416.869.2102

Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du prnt courriel est privil??confidentiel et
soumis Pes droits d'auteur. 1I est interdit de l'utiliser ou
de le divulguer sans autorisation.
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Aleksandar Kojic

From: JoAnne Butler

Sent: March 25, 2011 10:19 PM

To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan

Subject: Re: TCE Matter - Response to TCE Letter of 10 March 2011 to the OPA ..

Ok...just had a quick read through...sounds like a great team effort...I will look at it more
closely on Sunday but probably wait to talk to y'all on Monday....

JcB

----- Original Message -----

From: Michael Killeavy

Sent: Friday, March 25, 2011 ©9:15 PM
To: JoAnne Butler; Susan Kennedy

Cc: Deborah Langelaan

Subject: TCE Matter - Response to TCE Letter of 18 March 2011 to the OPA ....

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

Attached is the proposed response back to TCE and the model used to calculate the NRR. The
salient points are:

1. We have responded to each of TCE's purported value prop051t10ns as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down
from $540 million to $375 million.

3. The resulting NRR is $12,887/MW-month. NERA has independently developed a model that is
somewhat different from ours and has confirmed the figure. This is encouraging: two
different models and the variation in calculated NRR is ~$108/MW-month (<1%). We have done
an "all equity" analysis with a cost of equity at 7.5%, which is at about the middle of the
calculated costs of equity. We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $10,530/MW-month, keeping all other
parameters the same. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the 0GS is set at $50 million. NERA has some good arguments for’
using a value in this neighbourhood, so we used this to solve for the NRR. We recognize that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $200 million and still be defensible, but that puts the NRR up
around $15,984/MW-month, holding all other parameters the same.

5. The alleged 0GS Sunk Costs are included in the NRR.

6. MWe still haven't seen the LTSA so we estimated our own tigures for 0&M. Deb has worked
out some reasonable figures for GD&M, too.

7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
(also attached). We thought that it was best to disclose this to TCE once we had gauged
their reaction to the main proposal. Accordingly, it isn't part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the

1



low NRR. We thought that- if they did grudging accept the counter-proposal, why bother
offering up target costing the CAPEX? 1In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models” with TCE afterward.

8. Although it isn't part of the letter, we thought that you might tell TCE when you call
that we are prepared to give TCE the full residual value for K-W peaking plant, i.e., we will
not build in a “"clawback" mechanism in the substantive contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high OGS residual value to boost up the 0GS $50 million
financial value. I think there is value in holding this back for. the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR.

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert. Safouh will come in case there
are questions about the technical specifications in Schedule A. I did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyone came together this week to develop and finalize this
response back to TCE.

I'11 be monitoring my BlackBerry over the weekend if you should have any questions.

Michael

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

Ontario Power Authority

128 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-5208-9788 (cell)
Michael.killeavy@powerauthority.on.ca




Aleksandar Kojic

From: N Michael Kllleavy

Sent: ' March 25, 2011 ‘10 20 PM |

To: - - . o JoAnne Butler o

Subject: - Re: TCE Matter Response fo TCE Letter of 10 March 2011 to the OPA
Ok.

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

12@ Adelaide St. West, Suite 1609
Toronto, Ontario, MS5H 1T1 ’
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Original Message -----

From: JoAnne Butler

Sent: Friday, March 25, 2011 16:18 PM
To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan
Subject: Re: TCE Matter - Response to TCE Letter of 19 March 2811 to the OPA ..

Ok...just had a quick read through...sounds like a great team effort...I will look at it more
closely on Sunday but probably wait to talk to y'all on Monday....

Jcs

----- Original Message ----~-

From: Michael Killeavy

Sent: Friday, March 25, 2811 89:15 PM
To: JoAnne Butler; Susan Kennedy

Cc: Deborah Langelaan
Subject: TCE Matter - Response to TCE Letter of 18 March 2011 to the OPA ....

#%% PRTVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

Attached is the proposed response back fo TCE and the model used to calculate the NRR. The
salient points are:

1. We have responded to each of TCE's purported value propoéitions as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down
from $548 million to $375 million.

3. The resulting NRR is $12,887/MW-month. NERA has independently developed a model that is

somewhat different from ours and has confirmed the figure. This is encouraging: two

different models-and the variation in calculated NRR is ~$10@/MW-month (<1%). We have done

an "all equity"” analysis with a cost of equity at 7.5%, which is at about the middle of the
1



calculated costs of equity. We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $10,530/MW-month, keeping all other
parameters the same.. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the 0GS is set at $50 million. NERA has some good arguments for
using a value in this neighbourhood, so we used this to solve for the NRR. We recognize that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $200 million and still be defensible, but that puts the NRR up
around .$15,984/Mi-month, holding all other parameters the same.

5. The alleged 0GS Sunk Costs are included in the NRR. -

6. We still haven't seen the LTSA so we estimated our own figures for 0&4. Deb has worked
out some reasonable figures for GD&M, too.

7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
{(also attached). We thought that it was best fo disclose this to TCE once we had gauged
their reaction to the main proposal. Accordingly, it isn't part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the
low NRR. We thought that if they did grudging accept the counter-proposal, why bother
offering up target costing the CAPEX? 1In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models" with TCE afterward.

8. Although it isn't part of the letter, we thought that you might tell TCE when you call
that we are prepared to give TCE the full residual value for K-W peaking plant, i.e., we will
not build in a "clawback" mechanism in the substantive.contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high OGS residual value to boost up the 0GS $50 million
financial value. I think there is value in holding this back for the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR.

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert. Safouh will come in case there
are questions about the technical specifications in Schedule A. I did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyene came together this week to develop and finalize this
response back to TCE,

I'11 be monitoring my BlackBerry over the weekend if you should have any questions.

Michael

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

120 Adelaide St. West, Suite 1608
Toronto, Ontario, M5H 1Tl
416-969-6288 (office)

416-969-6871 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca




Aleksanda,r Kojic

From: Safouh Soufi [safouh@smsenergy-engineering.com]

Sent: March 26, 2011 2:49 PM

To: Michael Killeavy~

Cc: Deborah Langelaan

Subject: ;Q& ;I'ransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
Hello Micheal:

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere ¢lse.

Thanks,
Safouh

From: "Michael Killeavy" <Michael Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.com>

Cc: Deborah Langelaan<Deborah.Langelaan(@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Safouh,

Thank you very much for all your help over the past few days in helping us finalize ﬂw response back to TCE.

Michael

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

-----QOriginal Message----~ _

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot'; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.

Q1 = Season 1 and likewise for other Q's. Q1 =Dec - Feb.



The offset is in the figures and so we are good that way. I am available by email thronghout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25,2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@poweraunthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safonh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliof; Deborah.Langelaan(@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,



Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 FM

To: 'safouh@smsenergy-engineering.com'’; 'Deborah. Langelaan@powerauthority.on.ca'’; 'Michael Kllleavy@powerauthorlty on. ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh(@smsenergy-engineering com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; Michael Killeavy'
<Michael Killeavy{@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh



From: Deborzh Langelaan [mailto:Deborah.Langelaan(@powerauthority.on.ca]
Sent: March 23, 2011 11:04 AM
To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com

Ce: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1.  Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2. Reduced Electrical connection charges by ~834 MM
3.  Reduced Insurance & Misc. by ~§1 MM

4. Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |

Suite 1600 - 120 Adelaide St. W. | Toronto, ON MSH 1T1 |

T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca
<blocked::mailto:|deborah.langelaan@poweranthority.on.ca> |

From: John Mikkelsen [mailto:john_mikkelsen/@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 Febrvary 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157:, Rev.5 dated "Feb 17,
2011.#157;.



Best Regards,

John Mikkelsen, P.Eng.
Director, Eastern-Canada, Power Development
TransCanada
Royal Bank Plaza
200 Bay Street
24th Floor, South Tower
Toronto, Ontario M5J 2J1
Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
digelosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr7nt courriel est privil??confidentiel et
soumis 7es droits d'auteur. Il est interdit de l'utiliser ou
de le divulguer sans autorisation.

o o 3 ok ok o o ok o o s o ok ok b 3k ok ok ok 3 3 o ok o ke e o o ok o A o sk ke ok sk ook e e ok ok ok o o 3k ok ok ke o e ok ok ok ok o o ok ok ol ok o alok soR ok



Aleksandar Kojic

From: Michael Killeavy

Sent: March 26, 2011 5:44 PM

To: 'safouh@smsenergy-engineering.com'

Cc: Deboerah Langelaan

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

What's up? We were planning to meet prior to the TCE meeting.

Michael Killeavy, LL.B., MBA, P.Eng.

~ Director, Contract Management
Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 171
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael .killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.comj
Sent: Saturday, March 26, 2011 02:48 PM
To: Michael Killeavy

Cc: Deborah Langelaan
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Micheal;

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere else.

Thanks,
Safouh

From: "Michael Killeavy" <Michael Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.com>

Ce: Deborah Langelaan<Deborah. Langelaan@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Safouh,

Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.
Michael

Michael Kilieavy, LL.B., MBA, P.Eng.

Director, Contract Management
Ontario Power Authority



120 Adelaide St. West, Suite 1600
Toronto, Ontario, MSH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca

-—--Original Message-----

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot'; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.

Q1 = Season 1 and likewise for other Q's. Q1 =Dec - Feb.

The offset is in the figures and so we are good that way. I am available by email throughout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25,2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@poweraunthority.on.ca; Michael. Kﬂleavy@powerauthonty on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safouh(@smsenergy-engineering.comi]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011




Hello Elliot:

The figures are per- minute and the comma should be replaced with period ".". Son:y about that,
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah. Langelaan@powerauthority.on.ca’; 'Michael Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25,2011 03:18 PM
To: Deborah Langelaan' <Deborzh.Langelaan@powerauthority.on.ca>; Smith, Elliot; '"Michael Killeavy'

<Michael Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elljot:

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW



Q2: 35,800 MW
Q3: 33,000 MW

Q4:35,200 MW

;These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may se¢ one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25,2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.cory; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com’
Cec: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***¥Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 {decrease of ~$62 MM)
2.  Reduced Electrical connection charges by ~$34 MM

3.  Reduced Insurance & Misc, by ~§1 MM

4.  Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |



Suite 1600 - 120 Adelaide St. W. | Toronto, ON MSH 17T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca

<blocked::mailto:|deborah.langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto:john mikkelsen@iranscanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Farther to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,

2011.#157,.

Best Regards,

John Mikkeisen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada
Royal Bank Plaza
200 Bay Street
24th Floor, South Tower
Toronto, Ontario M5J 2J1
Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.



Le contenu du pr?nt courriel est privil? ?confidentiel et
soumis ?es droits d'auteur. Il est interdit de I'utiliser on
de le divulguer sans autorisation.
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Aleksandar Kojic

From: Michael Killeavy

Sent: March 26, 2011 5:45 PM

To: Deborah Langelaan ' ' :

Subject: Fw: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

This is strange? Any idea what this is about?

Michael Kiilleavy, 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 (celi)
Michael.killeavy@powerauthority.cn.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Saturday, March 26, 2011 02:48 PM
To: Michael Killeavy

Cc: Deborah Langelaan
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Micheal:

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere else.

Thanks,
Safouh

From: "Michael Killeavy" <Michael Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.comr>

Ce: Deborah Langelaan<Deborah.Langelaan@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Safouh,

Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.
Michael

Michael Killeavy, LL.B., MBA, P.Eng.

Director, Contract Management
Ontario Power Authority



120 Adeclaide St. West, Suite 1600
Toronto, Ontario, MSH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safpuh@smsenergy-enginesring.com]

Sent: Fri 25-Mar-11 6:04 PM

To;: 'Smith, Elliot; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.
Q1 = Season 1 and likewise for other Q's. QI =Dec - Feb.

The offset is in the figures and so we are good that way. 1am available by email throughout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith(@osler.com]
Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy{@powerautherity.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safoub(@smsenergy-engineering.com
Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011



Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about that.
Here are the figures as they should appear in the Contract

QI: 37.8 MW/minute

Q2: 35,8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2011 3:30 PM
To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca’; Michael Killeavy@powerauthority.on.ca'

Subject; Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM
To: Deborah Langelaan' <Deborah.Langelaan@powerawithority.on.ca>; Smith, Elliot; 'Michael Killeavy'

<Michael Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW



Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM
To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meshan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1.  Reduced Fuel gas connection charges to $0 (decrease of ~§62 MM)
2. Reduced Electrical connection charges by ~§34 MM

3.  Reduced Insurance & Misc. by ~§1 MM

4.  Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |



Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca
<blocked::mailto:|deborah.langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto:john mikkelsen(@transcanada.com)]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin-

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,

2011.#157,.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M5J 2J1

Tel: 416.869.2102

Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this messdge in error, please notify the sender

immediately and delete the original message. Thank you.

ek s e 38 s ok o 3K ok e skofe ok s ok ok ok o ok ok ok ok sk ok ok o ok o Sk o ok ok ok oo 3 s sk e e o s sk ok sk o ok sk ok ok o sk sk ok o ke sk sk ok skokok ek

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.



Le contenu du print courriel est privil??confidentiel et
sourmnis ?es droits d'anteur. I1 est interdit de I'utiliser on
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Aleksandar Kojic

From: o Safouh Soufi {safouh@smsenergy engmeermg com]

Sent: - - March 27, 2011 3:12 AM

To: o Michael Killeavy '

Ce: : - Deborah Langelaan; 'Safouh Soufi'

Subject: };OE1 1TransCanada Potential Project Negotiations - Capltal Cost Est[mate Rev 5 February 17
Hello Michael;

Just got back home and my Blackberry’s battery went flat and so didn't see your email earlier. |

1 was thinking about OGS sunk cost and the additional $1,014 in NRR it has.triggered. This morning | crunched the. -
figures from your model in ours and started to question if the NRR should be increased to cover OGS sunk cost. | am of
the opinion that it shouldn’t be for as long as the target OGS NPV is $50M (2009). Here is my rational:

| used $375M CAPEX, same O&M as in your model, 500 MW, 20% and set NRR to $11,873 (2014). At 7.50% DR | found
the NPV of the Potential Project is in the order of $131M (2011) and ROE (unlv.) at 11.66% net after tax (our model
includes IDC which provides additional tax refief). At 5.25% DR the NPV would go up to $247M (2011) and of course
ROE stays the same. The above results are for a 25-year contract.

For a 20-year contract, the NPV is $92M (2011) at 7.5% DR and $182M (2011} at 5.25% DR. The ROE is estimated at
10.9% net after tax.

As you can see in all of the above cases ROE is higher than the 9% TCE requires from Ontario power projects. So the
project makes business sense from their vantage. Also, in all of the above cases the Potential Project NPV is higher than
the sum of OGS NPV and OGS sunk cost and consequently OPA is not required to pay TCE a higher NRR to
compensate the later for OGS sunk cost. According to our model TCE would have been compensated for all costs in the
first 20 years of the OPA contract for the Potential Project.

Another issue that | would like to discuss and this can wait unti! Monday is the sensitivity of the OPA model. Simplicity is
wonderful but has a price. As we can see a $37M increase in CAPEX (one way of looking at it) triggers over $1,000 in
higher NRR. Contrast this with TCE model where 30M increase in CAPEX requires $377 in additional NRR. This is
particularly of concern when it comes to OPA giving TCE an NRR Adjusting Factor at this point. This is something |
addressed in my comments on the draft proposal to TCE which Elliot Smith circulated on Friday afternoon. If TCE during
the negotiation process with the OPA were able to rationalise a higher CAPEX {> $375M); higher OGS NPV; higher O&M
* costs or a combination of the above; it shouldn't take lofs of efforts to get to their proposed NRR of $16,200. This is an

itemn that we should discuss.

Good night,
Safouh

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: March 26, 2011 4:44 PM
To: safouh@smsenergy-engineering.com

Cc: Deborah Langelaan
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

What's up? We were planning to meet prior to the TCE meeting.
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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Saturday, March 26, 2011 02:48 PM

To: Michael Killeavy

Cc: Deborah Langelaan

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Micheal:

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere else.

Thanks,
Safouh

From: "Michael Killeavy" <Michael Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.com>

Cc: Deborah Langelaan<Deborah.Langelaan@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Safouh,
Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.
Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, MSH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

-----Original Message-----

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot'; Deborah Langelaan; Michael Killeavy
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.



Q1 = Season 1 and likewise for other Q's. Q1 = Dec - Feb.

The offset is in the figures and so we are good that way. I am available by email throughout the weekend. In case if you need to call :
me, please feel free to do so at anytime on my cell 416-788-0436,

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot

From: Safouh Soufi [mailto:safouh(@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah Langelaan@powerauthority.on.ca; Michael. Kﬂleavy@powerauthority on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute



Q4: 35.2 MW/minute

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25,2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael Killeavy@powerauthority.on.ca’
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

Thanks Safouh. Can you clarify the ﬁnits of measurement for me?

Elliot

From: Safouh Soufl [mailto:safouh@smsenergy-engineering.comj

Sent: Friday, March 25, 2011 03;18 PM

To: "Deborah Langelaan' <Deborzh.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Helio Eliot:

The ramp rate figures for the Facility (two units) will be as follows:
Q1:37,300 MW

Q2: 35,800 MW

Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.



Thanks,

Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.caj

Sent: March 25, 2011 11:04 AM

To: esrmth@osler com; rsebastiano@osler.com; Mlchael Killeavy; Safouh Soufi; gene.mechan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,2011

***Privileged and Confidentja]***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates,

TCE decreased the following costs:

1.  Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2.  Reduced Electrical connection charges by ~$34 MM
3.  Reduced Insurance & Misc. by ~§1 MM

4. Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan(@powerauthority.on.ca

<blocked::mailto:|deborah.langelaan@powerauthority.on.ca> |

From: John Mikkelsen [mailto;john_mikkelsen(@transcanada.com

Sent; March 24, 2011 5:00 PM

To: Deborah Langelaan

Cec: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,



Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,
2011 #157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M5J 211

Tel: 416.869.2102

Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr?nt courriel est privil??confidentiel et
soumis ?es droits d'auteur. Il est interdit de l'utiliser ou
de le divulguer sans autorisation,
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Aleksandar Kojic

 From: - Michael Killeavy -~

Sent: . March 27, 2011 6:56 AM

To: . 'safouh@smsenergy-engineering.com'’

Cc: ) Deborah Langelaan

Subject: Re; TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Yes. | actually have a new model that takes sunk costs into account differently. § will distribute this later today. | have to
run to catch an airplane. :

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Sunday, March 27, 2011 03:11 AM

To: Michael Killeavy
Cc: Deborah Langelaan; 'Safouh Soufi’ <safouh@smsenergy-engineering.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Michael:

Just got back home and my Blackberry's battery went flat and so didn’t see your email earlier.

| was thinking about OGS sunk cost and the additional $1,014 in NRR it has triggered. This morning | crunched the
figures from your model in ours and started to question if the NRR should be increased to cover OGS sunk cost. | am of
the opinion that it shouldn’t be for as long as the target OGS NPV is $50M (2009). Here is my rational:

| used $375M CAPEX, same O&M as in your model, 500 MW, 20% and set NRR to $11,873 (2014). At 7.50% DR [ found
the NPV of the Potential Project is in the order of $131M (2011) and ROE (unlv.) at 11.66% net after tax (our model
includes IDC which provides additional {ax relief). At 5.25% DR the NPV would go up to $247M (2011) and of course
ROE stays the same. The above results are for a 25-year contract.

For a 20-year confract, the NPV is $92M (2011) at 7.5% DR and $182M (2011) at 5.25% DR. The ROE is estimated at
10.9% net after tax.

As you can see in ali of the above cases ROE is higher than the 9% TCE requires from Ontario power projects. So the
project makes business sense from their vantage. Also, in all of the above cases the Potential Project NPV is higher than
the sum of OGS NPV and OGS sunk cost and consequently OPA is not required to pay TCE a higher NRR fo
compensate the later for OGS sunk cost. According to our model TCE would have been compensated for all costs in the

first 20 years of the OPA contract for the Potential Project.

Another issue that | would like to discuss and this can wait uniit Monday is the sensitivity of the OPA model. Simplicity is
wonderful but has a price. As we can see a $37M increase in CAPEX (one way of looking at it} triggers over $1,000 in

1



higher NRR. Contrast this with TCE model where 30M increase in CAPEX requires $377 in additional NRR. This is
particularly of concern when it comes to OPA giving TCE an NRR Adjusting Factor at this point. This is something |
addressed in my comments on the draft proposal to TCE which Elliot Smith circulated on Friday afternoon. If TCE during
the negotiation process with the OPA were able fo rationalise a higher CAPEX (> $376M); higher OGS NPV; higher O&M
costs or a combination of the above; it shouldn't {ake lots of efforts to get to their proposed NRR of $16,900. Thisis an
item that we should discuss. .

Good night,
Safouh

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca)

Sent: March 26, 2011 4:44 PM

To: safouh@smsenergy-engineering.com

Cc: Deborah Langelaan

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

What's up? We were planning to meet prior to the TCE meeting.

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Saturday, March 26, 2011 02:48 PM

To: Michael Killeavy

Cc: Deborah Langelaan

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Micheal:

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere else.

Thanks,
Safouh

From: "Michael Killeavy" <Michael Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.com>

Ce: Deborah Langelaan<Deborah.Langelaan@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011



Safouh,

Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.
Michael k

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Manhagement

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5SH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

---—Original Message-----

From: Safouh Soufl [mailto:safouh@smsenergy-engineering.com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot; Deborah Langelaan; Michael Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.

Q1 = Season 1 and likewise for other Q's. Q1 =Dec - Feb.

The offset is in the figures and so we are good that way. I am available by email throughout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith@psler.com]

Sent: March 25, 2011 5:46 PM

To: Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters.

Elliot



From: Safouh Soufi [mailto:safonh@smsenergy-engineering.com

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Mlchael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Safouh

From: Smith, Elliot [mailto:ESmith(@osler.com]
Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah. Langelaan@powerauthority.on.ca'; 'Michael Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:183 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@ypowerauthority.on.ca>; Smith, Elliot; Michael Killeavy'
<Michael Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Cap1ta1 Cost Estimate Rev 5 February 17, 2011

Hello ENjot:



The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh

From: Deborah Langelaan [mailto:Deborah. I angelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM )
To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

**¥Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cainbridge. Although TCE has reduced its CAPEX by
~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

1. © Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)

2. Reduced Electrical connection charges by ~$34 MM

3.  Reduced Insurance & Misc. by ~$1 MM



4.  Reduced Project Uncertainties by ~$20 MM

Peb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON MS5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca

<blocked::mailto:|deborah.langelaan@powerauthority.on.ca> |

From; John Mikkelsen [mailto:john_mikkelsen(@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,
2011.4157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royat Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M5J 2J1

Tel: 416.869.2102

Fax:416.869.2056

Celi:416.559.1664

This electronic message and any attached documents are intended only for the named addressee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you
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This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr7nt courriel est privil??confidentiel et
soumis ?es droits d'anteur. II est interdit de I'utiliser ou
de le divulgner sans autorisation.
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Aleksandar Kojic

From: Deborah Langelaan

Sent: _ March 27, 2011 8:01 AM

To: Michael Killeavy '

Subject: Re: TransCanada Potential Project Negotlatlons Capital Cost Estimate Rev 5 February 17,
2011

No idea.

From: Michael Killeavy .
Sent: Saturday, March 26, 2011 05:44 PM

To: Deborah Langelaan
Subject: Fw: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

This is strange? Any idea what this is about?

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Saturday, March 26, 2011 02:48 PM

To: Michael Killeavy
Cc: Deborah Langelaan
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Micheal:

Would you be available to meet for one hour over the weekend before the offer is made to TCE. I can meet you
ANY time that is convenient for you at our office or anywhere else.

Thanks,
Safouh

From: "Michael Killeavy" <Michael.Killeavy@powerauthority.on.ca>

Date: Fri, 25 Mar 2011 20:15:35 -0400

To: Safouh Soufi<safouh@smsenergy-engineering.com>

Cc: Deborah Langelaan<Deborah.Langelaan@poweranthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011



Safouh,

Thank you very much for all your help over the past few days in helping us finalize the response back to TCE.

Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5SH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
MichaeLkilleavy@powerauthority.on.ca

-----Original Message-----

From: Safouh Soufi [mailto:safouh@smsenergy-engineering com]

Sent: Fri 25-Mar-11 6:04 PM

To: 'Smith, Elliot'; Deborah Langelaan; Michae] Killeavy

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Elliot.
Q1 = Season 1 and likewise for other Q's. Q1 = Dec - Feb.

The offset is in the figures and so we are good that way. I am available by email thronghout the weekend. In case if you need to call
me, please feel free to do so at anytime on my cell 416-788-0456.

Thanks,

Safouh

From: Smith, Elliot [majlto:ESmith@osler.com]
Sent; March 25, 2011 5:46 PM

To: Safouh Soufi, Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh, this makes more sense. My last question is when you refer to Q1-Q4, are you referring to Season 1 - Season 4, or
actual calendar quarters? As I'm sure you're aware, the Seasons in the CES contract are offset from calendar quarters. .

Elliot



From: Safouh Soufi [mailtosafouh@smsenergy-engineering.com
Sent: Friday, March 25, 2011 5:19 PM. :
To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael. Kﬂleavy@powerauthonty on.ca
Subject: RE: TransCanada Potential Project Négotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period ".". Sorry about that,
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,

Safouh

From: Smith, Elliot {mailto:ESmith@osler.com

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; Deborah.Langelaan@powerauthority.on.ca’; Michael Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Pro_]ect Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailio:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'

<Michael. Killeavy@poweranthority.on.ca>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Hello Elliqt:



The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW

Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE, of course. TCE may see one
of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,

Safouh

From: Deborah Langelaan [mailto:Deborah.] angelaan@poweranthority.on.ca)
Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy, Safouh Soufi; gene.meehan(@nera.com
Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

***Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge. Although TCE has reduced its CAPEX by
. ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:
1.  Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)

2.  Reduced Electrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~$1 MM



4.  Reduced Project Uncertainties by ~$20 MM

Deb

Deborah Langeiaan | Manager, Natural Gas Projects{OPA |

Suite 1600 - 120 Adelaide St. W. | Toronto, ON MSH'1T1 |

T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca
<blocked::mailto:[deborah.langelaan@powerauthority.on.ca> |

- From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]
Sent: March 24, 2011 5:00 PM
To: Deborah Langelaan
Cc: Geoff Murray; Terry Bennett; John Cashin
Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached capital cost estimate
TransCanada Capita! Cost Estimate titled "Capital Cost Estimate Boxwood Generation Station.#157;, Rev.5 dated "Feb 17,

2011.#157,.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower

Toronto, Ontario M3J 271

Tel: 416.869.2102

Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named addréssee(s). This communication from
TransCanada may contain information that is privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.
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This e-mail message is privileged, confidential and subject to-
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du print courriel est privil??confidentiel et
sournis 7es droits d'auteur. 11 est interdit de I'utiliser ou
de le divulguer sans autorisation.
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Aleksandar Kojic

-From: Michael Killeavy -
Senf: March 27, 2011 2:59 PM
To: Smith, Efliot; Susan Kennedy; Sebastiano, Rocco
Ce: Deborah Langelaan; JoAnne Butler; safouh@smsenergy-engineering.com;
gene.meehan@nera.com; andrew.pizzi@nera.com
Subject: TCE Matter - OPA Counter-Proposal - Revision to Incorporation of OGS Sunk Costs info NRR
Attachments: OPA Counter-Proposal NRR Model 26 Mar 2011 COUNTER-PROPOSAL v5.xs
Importance: ) High

#** PRIVILEGED & CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

I reviewed how I had incorporated the OGS Sunk Costs into the NRR and I am proposing an
alternative approach. I had incorporated them into the OGS NPV and then solved for NRR,
which means TCE earns a return on these sunk costs. As an alternative, I am proposing that
these sunk costs be amortized over the term of the agreement at TCE's after-tax cost of
borrowing (average yield-to-maturity of its long-term debt) and then allocating the amortized
amount over the MW of contract capacity on a monthly basis as a sunk cost adder to the NRR.
In doing so, TCE only is compensated for the cost of borrowing to fund The adder is $486/MW-
month and this results in a total NRR of $12,278/MW-month. The equation to convert Adjusted

CAPEX into NRR is now:

- NRR = 1.93200E-85 * Adjusted CAPEX + 5833.277778

I would be interested in comments from anyone on this approach. It changes the NRR by about
$600 per MW-month (from $12,887/MW-month to $12,278/MW-month) , which is significant if the
analysis is correct. I am proposing to use the after-tax cost of borrowing to amortize the
sunk costs over the term because TCE can deduct the interest payments and gain a tax shield

effect.

Thank you,
Michael

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

Ontario Power Authority

128 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




OGS Sunk Cost Analysis

» OGS Sunk Costs

TCE Borrowing Cost

. After-tax Cost of Borrowing -
Contract Term’

Amortization of OGS Sunk Costs

NRR Sunk Cost Adder

$37,000,000

5.68% Based on Average YTM of LT Debt
4.26% T
25 years
$2,433,974 [year

$406 allocation per MW-month



Aleksandar Koijic

From: : - JoAnne Butler

Sent: ] - March 27, 2011 8:34 PM -
To: Michael Killeavy; Susan Kennedy
Cc: Deborah Langelaan

Subject: _ _ RE: TCE Matter - Response to TCE Letter of 10 March 2011 to the OPA ..

I have gone over this again and would like to review it with you before I talk to TCE. I know
that we have a meeting booked for 9:30 AM but I will be at the Ministry. Could we re-
schedule this until 16:88 AM and I will try to hurry back. After our meeting, I plan to call
Terry Bennett at TCE wlth a heads up. and then we can take 1t From there

JcB

————— Original Message-----

From: Michael Killeavy

Sent: Fri 25/83/20811 9:15 PM

To: JoAnne Butler; Susan Kennedy

Cc: Deborah Langelaan
Subject: TCE Matter - Response to TCE Letter of 10 March 2611 to the OPA ....

*#% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *¥*

Attached is the proposed response back to TCE and the model used to calculate the NRR. The
salient points are:

1. We have responded to each of TCE's purported value propositions as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down
from $540 million to $375 million.

3. The resulting NRR is $12,887/MW-month. NERA has independently developed a model that is
somewhat different from ours and has confirmed the figure. This is encouraging: two
different models and the variation in calculated NRR is ~$1@@/MW-month (<1%). We have done
an "all equity" analysis with a cost of equity at 7.5%, which is at about the middle of the
calculated costs of equity. We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $10,538/MAd-month, keeping all other
parameters the same. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the 0GS is set at $5@ million. NERA has some good arguments for
using a value in this neighbourhood, so we used this to solve for the NRR. We recognize that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $200 million and still be defensible, but that puts the NRR up
around $15,984/MiW-month, holding all other parameters the same.

5. The alleged 0GS Sunk Costs are included in the NRR.

6. We still haven't seen the LTSA so we estimated our own figures for 0&M. Deb has worked
out some reasonable figures for GD&M, too.



7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
(also attached). We thought that it was best to disclose this to TCE once we had gauged
their reaction to the main proposal. Accordingly, it isn’t part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the
low NRR. We thought that if they did grudging accept the counter-proposal, why bother
offering up target costing the CAPEX? 1In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models™ with TCE afterward.

8. Although it isn't part of the letter, we thought that you might tell TCE when you call
that we are prepared to give. TCE the full residual value for K-W peaking plant, i.e., we will
not build in a “clawback” mechanism in the substantive contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high 0GS residual value to boost up the 0GS $58 million
financial value. I think there is value in holding this back for the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR.

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert, Safouh will come in case there
are questions about the technical specifications in Schedule A. I did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyone came together this week to develop and finalize this
response back to TCE.

I'1l be monitoring my BlackBerry over the weekend if you should have any questions.

Michael

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

120 Adelailde St. West, Suite 16@6
Toronto, Ontario, MS5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)
Michael.killeavyfpowerauthority.on.ca




Aleksandar Kojic

From: : Michael Killeavy -
" Sent: March 27, 2011 8:40 PM
"To: . ‘ - JoArnne Butler; Susan Kennedy
Cc: Deborah Langelaan - ‘
Subject: Re: TCE Matter - Response o TCE Letter of 10 March 2011 to the OPA

Sure. I think we can shuffle our schedules.

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6871 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Original Message -----

From: JoAnne Butler

Sent: Sunday, March 27, 2011 ©8:34 PM
To: Michael Killeavy; Susan Kennedy

Cc: Deberah Langelaan
Subject: RE: TCE Matter - Response to TCE Letter of 1@ March 2011 to the OPA ....

I have gone over this again and would like to review it with you before I talk to TCE. I know
that we have a meeting booked for 9:30 AM but I will be at the Ministry. Could we re-
schedule this until 18:88 AM and I will try to hurry back. After our meeting, I plan to call
Terry Bennett at TCE with a heads up and then we can ftake it from there.

JjcB

————— Original Message-----

From: Michael Killeavy

Sent:; Fri 25/63/2811 9:15 PM

To: JoAnne Butler; Susan Kennedy

Cc: Deborah Langelazan
Subject: TCE Matter - Response to TCE Letter of 18 March 2011 to the OPA ....

*%% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *¥#

Attached is the proposed response back to TCE and the model used to calculate the NRR. The
salient points are:

1, We have responded to each of TCE's purported value propositions as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down
from $548 million to $375 million.



3. The resulting NRR is $12,887/MwW-month. NERA has independently developed a model that is
somewhat different from ours and has confirmed the figure. This is encouraging: two
different models and the variation in calculated NRR is ~$1@@/MW-month (<1%). We have done
an "all equity” analysis with a cost of equity at 7.5%, which is at about the middle of the
calculated costs of equity. _ We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $1@,530/MW-month, keeping all other
parameters the same. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the OGS is set at $50 million. NERA has some good arguments for
using a value in this neighbourhood, so we used this to solve for the NRR. We recognize. that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $200 million and still be defensible, but that’ puts the NRR up
around $15,984/MW-month, holding all other parameters the same.

5. The alleged OGS Sunk Costs are included in the NRR.

6. We still haven't seen the LTSA so we estimated our own figures for 0&8M. Deb has worked
out some reasonable figures for GD&M, too.

7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
(also attached). We thought that it was best to disclose this to TCE once we had gauged
their reaction to the main proposal. Accordingly, it isn't part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the
low NRR. We thought that if they did grudging accept the counter-proposal, why bother
offering up target costing the CAPEX? In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models" with TCE afterward.

8. Although it isn't part of the letter, we thought that you might tell TCE when you call
that we are prepared to give TCE the full residual value for K-W peaking plant, i.e., we will
not build in a "clawback™ mechanism in the substantive contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high 0GS residual value to boost up the OGS $56 million
financial value. I think there is value in holding this back for the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR.

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert. Safouh will come in case there
are questions about the technical specifications in Schedule A. I did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyone came together this week to develop and finalize this
response back to TCE.

I'll be monitoring my BlackBerry over the weekend if you should have any questions,

Michael

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

120 Adelaide St. West, Suite 1680
Toronto, Ontarie, MSH 1T1
416-969-6288 (office)

416-969-6871 (fax)



416-5208-9788 (cell)
Michael.killeavy@powerauthority.on.ca



Aleksandar Kojic

From:- Michael Killeavy

Sent: ' March 27, 2011 8:40 PM
To: Yvonne Cuellar; Manuela Moeilenkamp
Subject: Fw; TCE Matter - Response to TCE Letter of 1 0 March 2011 to the OPA

Please see below.

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

126 Adelaide S5t. West, Suite 1606
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

----- Criginal Message -----

From: JoAnne Butler

Sent: Sunday, March 27, 2011 88:34 PM
To: Michael Killeavy; Susan Kennedy

Cc: Deborah Langelaan
Subject: RE: TCE Matter - Response to TCE Letter of 10 March 2011 to the OPA ....

I have gone over this again and would like to review it with you before I talk to TCE. I know
that we have a meeting booked for 9:30 AM but I will be at the Ministry. Could we re-
schedule this until 10:00 AM and I will try to hurry back. After our meeting, I plan to call
Terry Bennett at TCE with a heads up and then we can take it from there.

JcB

————— Ooriginal Message-----

From: Michael Killeavy

Sent: Fri 25/03/2011 9:15 PM

To: JoAnne Butler; Susan Kennedy

Cc: Deborah Langelaan
Subject: TCE Matter - Response to TCE Letter of 10 March 2011 to the OPA ..

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

Attached is the proposed response back to TCE and the model used to calculate the NRR. The
salient points are:

1. We have responded to each of TCE's purported value propositions as we discussed and
agreed.

2. We spent a great deal of time reviewing the CAPEX and we believe that the CAPEX ought to
be pegged at $375 million. We used the TCE CAPEX spend profile and just pro-rated it down
from $540® million to $375 million.



3. The resulting NRR is $12,887/MW-month. NERA has independently developed a model that is
somewhat different from ours and has confirmed the figure. This is encouraging: twe
different models and the variation in calculated NRR is ~$10@/MW-month (<1%). We have done
an "all equity" analysis with a cost of equity at 7.5%, which is at about the middle of the
calculated costs of equity. We are ignoring the 5.25% that TCE purports is its unlevered
cost of equity since it is far too low. NERA has confirmed. that 7.5% is a reasonable cost of
equity to use. If we used TCE's 5.25% the NRR would be $10,530/MW-month, keeping all other
parameters the same. We used as many of TCE's other modelling parameters as we could.

4. The financial value of the 0GS is set at $56 million. NERA has some good arguments for
using a value in this neighbourhood, so we used this to solve for the NRR. We recognize that
we may need to raise this, but I think we can push back on claims for a higher value. NERA
thinks it might go as high as $200 million and still be defensible, but that puts the NRR up
around $15,984/MW-month, holding all other parameters the same.

5. The alleged 0GS Sunk Costs are included in the NRR.

6. We still haven't seen the LTSA so we estimated our own figures for O&M Deb has worked
out some reasonable figures for GD&M, too.

7. We have developed a framework for target costing the CAPEX and then adjusting the NRR
(also attached). We thought that it was best to disclose this to TCE once we had gauged
their reaction to the main proposal. Accordingly, it isn't part of the proposed response
back, but can be given to TCE at the afternoon or Tuesday meeting if they are dismayed at the
low NRR. We thought that if they did grudging accept the counter-proposal, why bother -
offering up target costing the CAPEX? 1In any event, it is developed and ready to go if we
need it. We also developed a formula for converting the final target cost adjusted CAPEX
into NRR to avoid getting into a "battle of the financial models" with TCE afterward.

8. Although it isn't part of the letter, we thought that you might tell TCE when you call
that we are prepared to give TCE the full residual value for K-W peaking plant, i.e., we will
not build in a "clawback" mechanism in the substantive contract with TCE to re-capture any
residual value for the plant - it's theirs to keep. Their reaction to this may help us
counter their arguments for a high OGS residual value to boost up the 0GS $56 million
financial value. I think there is value in holding this back for the time being and using our
judgment on when it's best to propose target costing the CAPEX and adjusting the NRR.

NERA won't be at the meeting with TCE as we want to preserve NERA's independence in the event
we need to go to litigation and rely on Gene as an expert. Safouh will come in case there
are questions about the technical specifications in Schedule A. I did the modelling, so I
can answer the modelling questions. So we think we've got all the bases covered.

I am very pleased with how everyone came together this week to develop and finalize this
response back to TCE.

I1'11l be monitoring my BlackBerry over the weekend if you should have any guestions.

Michael

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

128 Adelaide St. West, Suite 1600
Toronto, Ontaric, M5H 1T1
416-969-6288 (office)

416-969-6071 (fax)



416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca



Aleksandar Kojic

From: . = ' Safouh Souﬂ [safouh@smsenergy~engmeermg com]

Sent: - ~ - March 27, 2011 11:32 PM |

To: Michael Kllleavy, 'Smith, Elliot’; Susan Kenredy; 'Sebastlano Rocco

Ce: Deborah Langelaan; JoAnne Butler; gene.meehan@nera.com; andrew.pizzi@nera.com

Subject: RE: TCE Matter - OPA Counter-Proposal - Revision to Incorporation of OGS Sunk Costs info.
NRR .....

Hello Michael:

Few comments for your consideration:

1. The model is using a 4-year schedule to build K-W with COD in July 2015, TCE is using 3.5-year schedule with COD
in January 2015. | believe TCE schedule is conservative enough and if used in the model, the PV of CSP payment will go
up by over $20M. That is a significant amount in OPA’s favour, so to speak.

2. | believe the proforma schedule should start in July 2011 and 20113 is used as basis. August 2009 starting point, used
by TCE, is not appropriate in my opinion. Terry Bennett indicated in his last email to JoAnne that TCE is looking into the
appropriateness of August 2009. Of course, for July 2011 to work we would escalate OGS NPV to 2011$. My
understanding is that the OPA is incurring interest charges on OGS sunk costs and so they are inherently in 2011%. If the
schedule is started in July 2011 and COD is made in January 2014 (achievable assuming no major objection fo the
project) the NPV of the Potential Project will be significantly improved. This is something we should keep in mind if TCE
asks for COD in Jan 2015 but actually achieved it in Jan 2014. The OPA would have left lots of money at the table unless
we have a provision in the contract to adjust NRR to (20148). This should take away any economic interest TCE may
have in strefching COD for the purpose of the contract with OPA.

3. The model escalates 100% of GD&M charges. "Since GD&M forms part of NRR then only the NRRIF portion of such
expense should be indexed. At20% NRRIF, the PV of GD&M will go down by about $10M. This is another significant
charge that works in OPA’s favour.

4. Our modef shows that when IDC is included in the modeliing, as TCE will undoubtedly do in its model, it provides a tax
relief such that the NPV of the Potential Project is boosted by about $10M at 6.50% interest rate.

5. | reviewed the adder and noticed that the cash flows are all based on $11,873 NRR. In other words are not reflective
of the revised NRR ($12,278 w/t OGS sunk cost adder). If they were we would see the incremental NRR (12,278-
11,873=%405) being subject to indexing at NRRIF. Unless | misunderstood something this suggests that the sunk costs
would earn an additional premium over and above YTM (I have to think this litile further in the morning).

Thanks,
Safouh

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.cal

Sent: March 27, 2011 1:59 PM

To: Smith, Elliot; Susan Kennedy; Sebastiano, Rocco

Cc: Deborah Langelaan; JoAnne Butler; safouh@smsenergy-engineering.com; gene.meehan@nera.com;

" andrew.pizzi@nera.com
Subject: TCE Matter - OPA Counter-Proposal - Revision to Incorporation of OGS Sunk Costs into NRR ...,

Importance: High

*+* PRIVILEGED & CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

I reviewed how I had incorporated the OGS Sunk Costs into the NRR and I am proposing an alternative approach. I had incorporated
them into the OGS NPV and then solved for NRR, which means TCE earns a returmn on these sunk costs. As an alternative, I am
proposing that these sunk costs be amortized over the term of the agreement at TCE's after-tax cost of borrowing (average yield-to-
maturity of its long-term debt} and then allocating the amortized amount over the MW of contract capacity on a monthly basis as a
sunk cost adder to the NRR. In doing so, TCE only is compensated for the cost of borrowing to fund The adder is $406/MW-month
and this results in a total NRR of $12,278/MW-month. The equation to convert Adjusted CAPEX into NRR is now:



NRR = 1.93200E-05 * Adjusted CAPEX + 5033.277778

I would be interested in comments from anyone on this approach. It changes the NRR by about $600 per MW-month (from
$12,887/MW-month to $12,278/MW-month) , which is significant if the analysis is correct. I am proposing to use the after-tax cost
of borrowing to amortize the sunk costs over the term because TCE can deduct the interest payments and gain a tax shield effect.

Thank you,
Michael

Michael Killeavy, LL.B., MBA, P.Eng.
Director, Contract Management '
Ontario Power Authority _
120 Adelaide 8t. West, Suite 1600
Toronto, Ontario, M5SH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca



Aleksan-dar'Kojic

From: - . ' Michael Kliteavy : o

Sent: - . ‘ * March 28; 2011 4:36 AM - Co

To: : safouh@smsenergy—engtneermg com' ‘ESmsth@osler com'; Susan Kennedy,
‘RSebastiano@osler.com'

Ce: Deborah Langelaan; JoAnne Butler; ‘gene.meehan@nera.com"; 'andrew. pizzi@nera.com'

Subject: Re: TCE Matter - OPA Counter-Propasal - Revisicn fo Incorporation of OGS Sunk Costs into

NRR ...

The sunk cost is just an adder to the NRR to cover the time-value cost. | didn't factor it into the NPV calculation - that's
what I'd done criginally.

| kept the CAPEX spend profile the sameé as TCE. There'i} be less to argue about.

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-369-6288 (office)

416-969-6071 {fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Sunday, March 27, 2011 11:31 PM

To: Michael Killeavy; 'Smith, Elliot’ <ESmith@osler.com:>>; Susan Kennedy; 'Sebastiano, Rocco'
<RSebastiano@osler.com>

Cc: Deborah Langelaan; JoAnne Butler; gene.meehan@nera.com <gene.meehan@nera.com>; andrew.pizzi@nera.com

<andrew.pizzi@nera.com>
Subject: RE: TCE Matter - OPA Counter-Propoesal - Revision to Incorporation of GGS Sunk Costs into NRR .....

Hello Michael:
Few comments for your consideration:

1. The model is using a 4-year schedule to build K-W with COD in July 2015. TCE is using 3.5-year schedule with COD
in January 2015. | believe TCE schedule is conservative enough and if used in the model, the PV of CSP payment will go
up by over $20M. That is a significant amount in OPA's favour, so to speak.

2. | believe the proforma schedule should start in July.2011 and 20115 is used as basis. August 2009 starting point, used
by TCE, is not appropriate in my opinion. Terry Bennett indicated in his last email to JoAnne that TCE is looking into the
appropriateness of August 2009. Of course, for July 2011 to work we would escalate OGS NPV to 20118. My
understanding is that the OPA is incurring interest charges on OGS sunk costs and so they are inherently in 201183, If the
schedule is started in July 2011 and COD is made in January 2014 (achievable assuming no major objection to the
project) the NPV of the Potential Project will be significantly improved. This is something we should keep in mind if TCE
asks for COD in Jan 2015 but actually achieved it in Jan 2014. The OPA would have left lots of money at the table unless
we have a provision in the contract to adjust NRR to (2014$). This should take away any economic interest TCE may
have in stretching COD for the purpose of the contract with OPA.

3. The model escalates 100% of GD&M charges. Since GD&M forms part of NRR then only the NRRIF portion of such
expense should be indexed. At 20% NRRIF, the PV of GD&M will go down by about $10M. ThIS is another significant

charge that works in OPA's favour.



4. Our mode! shows that when IDC is included in the modelling, as TCE will undoubtedly do in its model, it provides a tax
relief such that the NPV of the Potential Project is boosted by about $10M at 6.50% interest rate.

5. | reviewed the adder and noticed that the cash flows are all based on $11,873 NRR. In other words are not reflective
of the revised NRR ($12,278 wit OGS sunk cost adder). If they were we would see the incremental NRR (12,278-
11,873=$405) being subject to indexing at NRRIF. Unless { misunderstood something this suggests that the sunk costs
would earn an additional premium over and above YTM (I have to think this little further in the morning).

Thanks,
Safouh

From: Michael Killeavy [mailto:Michael. Kllleavy@powerauthorlty on.ca]

Sent: March 27, 2011 1:59 PM

To: Smith, Elliof; Susan Kennedy; Sebastiano, Rocco

Cc: Deborah Langelaan; JoAnne Butler; safouh@smsenergy-engineering.com; gene.meehan@nera.com;
andrew.pizzi@nera.com

Subject: TCE Matter - OPA Counter-Proposal - Revision to Incorporation of OGS Sunk Costs into NRR .....
Importance: High

#x% PRIVILEGED & CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *++*

Ireviewed how I had incorporated the OGS Sunk Costs into the NRR and I am proposing an alternative approach. Ihad incorporated
them into the OGS NPV and then solved for NRR, which means TCE eams a return on these sunk costs. As an altemative, ] am
proposing that these sunk costs be amortized over the term of the agreement at TCE's afier-tax cost of borrowing (average yield-to-
maturity of its long-term debt) and then allocating the amortized amount over the MW of contract capacity on a monthly basis as a
sunk cost adder to the NRR. In doing so, TCE only is compensated for the cost of borrowing to fund The adder is $406/MW-month
and this results in a total NRR of $12,278/MW-month. The equation to convert Adjusted CAPEX into NRR is now:

NRR = 1.93200E-05 * Adjusted CAPEX + 5033.277778

I would be interested in comments from anyone on this approach. It changes the NRR by about $600 per MW-month (from
$12,887/MW-month to $12,278/MW-month} , which is significant if the analysis is correct. 1 am proposing to use the after-tax cost
of borrowing to amortize the sunk costs over the term because TCE can deduct the interest payments and gain a tax shield effect.

Thank you,
Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontario, MSH 1T1
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca
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From: - . : P;zzm Andrew [Andrew. Plzzx@NERA com]

Sent: ' - Marchi 28, 2011 11:11AM ‘

Toi ‘ Michael Kllleavy : o ' ‘ ' ,

Subject: RE: TCE Matter - OPA Counter—Proposal Rewsed Flnanclal Proposal to Include OGS Sunk
s " Costs in NRR ..

Michael,

| ran these through the model and came out w1th approximately the same numbers. I'll take a ook at your more recent
changes now.

Andrew

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Friday, March 25, 2011 1:47 PM

To: Smith, Elliot; Susan Kennedy '

Cc: Meehan, Gene; Deborah Langelaan; Safouh Soufi; Pizzi, Andrew

Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

Importance: High

¥%% DRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION ***

It was decided earlier today that cannot pay for the alleged 0GS sunk costs separately.
These costs need to be included into the NRR. I modelled this by adding the alleged 0GS Sunk
Costs ($37 M) to the OGS NPV Target ($56M} and then solved for NRR for the aggregate amount.

The NRR increases to $12,887/MW-month.
The intercept of the NRR adjustment equation (b) is , however, corrected to:
NRR = 1.93142E-05 * Adjusted CAPEX + 5644.131657

Basically, the new NRR-Adj. CAPEX line is shifted upwards to reflect the increase. Andrew,
could you please run the change through your NERA model to confirm the NRR and please also
check the m and b parameters for the fitted line.

Thanks,
Michael

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)



This e-mail and any attachments may be confidential or legally privileged. If you received this
message in error or are not the intended recipient, you should destroy the e-mail message and any
attachments or copies, and you are prohibited from retaining, distributing, disclosing or using any
information contained herein. Please inform us of the erroneous delivery by return e-mail. Thank
you for your cooperation.
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From: Michael Kil]eavy

Sent: March 28, 2011 11: 20 AM

Tor 'Andrew. Pizzi@NERA.com’ : . S

Subject: Re: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk
Costs in NRR ... ,

Thx

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: Pizzi, Andrew [mailto:Andrew.Pizzi@NERA.com]
Sent: Monday, March 28, 2011 11:10 AM

To: Michael Killeavy
Subject: RE: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

Michael,

| ran these through the model and came out with approximately the same numbers. |'ll take a look at your more recent
changes now.

Andrew

From: Michaei Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Friday, March 25, 2011 1:47 PM

To: Smith, Ellict; Susan Kennedy

Cc: Meehan, Gene; Deborah Langelaan; Safouh Souf“ Pizzi, Andrew

Subject: TCE Matter - OPA Counter-Proposal - Revised Financial Proposal to Include OGS Sunk Costs in NRR ...

Importance: High

#%% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION *#**
It was decided earlier today that cannot pay for the alleged OGS sunk costs separately.

These costs need to be included inte the NRR. I modelled this by adding the alleged 0GS Sunk
Costs ($37 M) to the OGS NPV Target ($56M) and then solved. for NRR for the aggregate amount.

The NRR increases to $12,887/MW-month.
The intercept of the NRR adjustment equation (b) is , however, corrected to:

NRR = 1.93142E-85 * Adjusted CAPEX + 5644.131697



Basically, the new NRR-Adj. CAPEX line is shifted upwards to reflect the increase. Andrew,
could you please run the change through your NERA model to confirm the NRR and please also
check the m and b parameters for the fitted line.

Thanks,
Michael

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-969-6238

416-520-9788 (CELL)

416-967-1947 (FAX}

This e-mail and any attachments may be confidential or legally privileged. If you received this
message in error or are not the intended recipient, you should destroy the e-mail message and any
attachments or copies, and you are prohibited from retaining, distributing, disclosing or using any
information contained herein. Please inform us of the erroneous delivery by return e-mail. Thank
you for your ccoperation.
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From: - Smith, Elliot {ESmitﬁ@osler.com]-- '

‘Sent: . March 28, 2011 1:46 PM

To: Safouh Soufi; Deborah Langelaan; Michael Killeavy

Cc: Sebastiano, Roéco

Subject: _ RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
; 2011 -

Attachments: #20297127v7_LEGAL_1_ - Drait Response to A. Pourbaix Letter with Project Proposal.doc;

blackline.pdf

Please find attached a revised draft of the respon'se letter to A. Pourbaix, along with a blackline to Friday
afternoon’s draft.

Elliot

From: Smith, Elliot
Sent: Friday, March 25, 2011 6:00 PM
To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a blackline.

Please note that this draft presumes that the quarterly ramp rates set out below correspond to the
Seasons used in the CES contract. If this is not the case, further revision may be required.

Elliot
[

Elliot Smith
Associate

416.862,6435 DIRECT
416.862.66668 FACSIMILE
esmith@osler.com

Qsler, Hoskin & Harcourt LLP
Box 80, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

=

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca; Michael. Kllleavy@powerauthonty on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capltal Cost Estimate Rev 5 February 17,

2011

Hello Elliot:



The figures are per minute and the comma should be replaced with period ".". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [maitto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi {mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael Killeavy'
<Michael Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 -

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:
Q1. 37,800 MW

Q2: 35,800 MW

Q3: 33,000 MW

Q4: 35,200 Mw

These rates do not required adjustment for ambient conditions and are subject to negotiation with TCE,
of course. TCE may see one of these rates in particular as being little aggressive but that is OK for now.

Let me know if you have any guestions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi; gene.meehan@nera.com
Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

***Brivileged and Confidential***



Please find attached TCE’s rewsed caprtal cost estlmate for a peaklng plant in Cambndge Although
TCE has reduced ifs CAPEX by ~$118 MM we're still miles apart with our estimates.

" TCE decreased the following costs.

Reduced Fuel gas connectlon charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM -

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

PN

Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronte, ON M5H IT1 |
T: 416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com}]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find attached
capital cost estimate TransCanada Capital Cost Estimate titled "Capital Cost Estimate Boxwood
Generation Station...#157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is privileged,
confidential or otherwise protected from disclosure and it must not be disclosed, copied,

3



forwarded or distributed without authorization. If you have received this message in error, please
notify the sender immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du prisnt courriel est privil® ¥ confidentiel et

soumis Ges droits d'auteur. H est inferdit de Fufiliser ou
de le divulguer sans autorisation.
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DRAFT: MARCH 28, 2011, 2:30 PM

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE

Dear Mz, Pourbaix:

Southwest GTA Clean Energy Supply Contract (the “Contract”) between TranSCanada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement.

The Government of Outario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project™). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

' We would propose to enter into a contract with TCE for TCE to construct, own, operate and

maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract”) would be based on the final
form of contract (the “NYR Contract™) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in Schedule “B” to this letter. In consideration of the uncertainties in the Replacement
Project, we would include a mechanism in the Replacement Contract to adjust the NRR upon
commercial operation on the basis set out in Schedule “C” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part I or Part II.1 of the Environmental Assessment Act
or is the subject of (i) an order under section 3.1 or a declaration under section 3.2 of that
Act, or (if) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the

LEGAL,_1:20297127.7
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_2.

OPA. would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a delay that was greater
than two years and the OPA paid TCE a termination amount equal to $50,000,000 plus
the total amount of the verified, non-recoverable sunk costs (net of any residual value)
associated with the development of the Qakville Generating Station, provided however
that such total amount shall not exceed $37,000,000. TCE would be solely responsible for
all other permits and approvals required for the Replacement Project, subject to the
standard Force Majeure provisions set out in the NYR Contract.

Oakville Sunk Costs. The NRR sect out in Schedule “B” to this letter includes an amount
equal to $37,000,000 on account of TCE’s sunk costs associated with the development of
the QOakville Generating Station. To the extent that the total of the verified, non-
recoverable sunk costs (net of any residual value) associated with the development of the
Oakville Generating Station is less than $37,000,000, the NRR shall be reduced by
[0.000 019 314 2] multiplied by the amount by which such costs are less than
$37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the
Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (i)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”. [NTD:
To discuss peossible interrelationship between Interconnection Costs and scope of
contracted GD&M services.]

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the

" OPA would be willing to consider accepting a higher NRRIF, so long as there was a

corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the term and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In

LEGAL_1:20207127.7
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-3-

addition, there would be a requirement as part of a Capacity Check Test to confirm that
the Replacement Project is capable of achieving the Confract Ramp Rate set out in
Schedule “B” to this letter, ‘ '

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to
Exhibit J but would be willing to discuss any concerns TCE may have in this regard.

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP

LEGAL,_1:20297127.7
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SCHEDULE “A” - TECHNICAL REQUIREMENTS

L Replacement Projeet

The Replacement Project shall:
- (@) be ﬁ dispatchable facility designed for maximum operational flexibility;
(b)  beasimple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and
(d) comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published

by the IESO.

I1. Contract Capacity

- The Replacement Project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
() have a Season 3 Contract Capacity of not less than 480 MW; and
(d)  have a Confract Capacity of not more than 550 MW in any Season.

III. FElectrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]™ transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. _ Operation Following a N-2 Contingency (1.0ad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria. This obligation would replace the provision for Islanding
Capability set out in Section 1.11 of the NYR Contract.

LEGAL_1:20297127.7
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V. Operational Flexibilities

The Replacement Project must be stch that the two combustion turbines combined are capable of
ramping at a rate equal to or greater than the Contract Ramp Rate. The Contract Ramp Rate will
be subject to verification as part of the Capacity Check Test.

(a)

®)

(©)

@

LEGAL_I:20297127.7

" VI. Emissions Requirements.

The emissions from the Replaéement Project shall meet or exceed the following
criteria: '

i) Nitrogen Oxides (NOx) int a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantiaily based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(i)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O, in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

TCE will provide evidence to support the stated emission levels of NOx and CO
in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposéd as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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VII. Fuel Supply

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE
cannot by-pass Union Gas Limited.

VIII. Project Major Equipment.

The Replacement Project will be designed utilizing (2) M501GAC Fast Start gas-fired
combustion turbine generators to be supplied by MPS Canada, Inc. (the “Generators™), with
evaporative cooling and emission reduction equipment. Each Generator shall be nominally rated--
at [®] MW (measured at the Generator’s output terminals) new and clean, at ISO conditions.

LEGAL _1:20297127.7
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SCHEDULE “B” — FINANCIAL PARAMETERS
; $ 12,887 / MW-month
120%
1500 MW
[®] MW
700 MMBTU/start-up
$30,000/start-up
$0.89 / MWh
$0.50 / MWh
Season 1 Season 2 Season 3 Season 4
10.42 10.55 10.66 10.58
MMBTU/MWh | MMBTU/MWh. | MMBTU/MWh | MMBTU/MWh
(HHV) (HHV) (HHV) (HHV)
[®] MW [@] MW (@] MW [@] MW
oMW 0 MW 0 MW 0 MW
-ééntrziétﬁ-Ramn' Raie 37.8 35.8 33.0 352
b ] MW/minute MW/minute MW/minute MW/minute
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SCHEDULE “C” — ADJUSTMENT METHODOLOGY

1. The Net Revenue Requirement set out in Schedule “B* is based on a target capital cost
for the design and construction of the Replacement Project of $375,000,000 (the “Target
Capex™). So long as the actual cost to design and build the Replacement Project (the

- “Actual Capex”) is within 3% higher or lower than the Target Capex, there shall be no

adjustment in the NRR. If the Actual Capex is more than 3% higher or lower than the
Target Capex, the NRR shall be adjusted on the following basis. For greater certainty,
none of the other parameters set out in Schedule “B” is subject to adjustment.

(b)

©

(d)

(€)

LEGAL_1:20207127.7

() The OPA’s share of any difference between the Target Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target Capex) % 0.50, provided that the
OPA Share shall not exceed $37,500,000

(i)  The adjusted NRR shall be equal to the NRR set out in Schedule “B”, plus
the OPA Share multiplied by [®]. For greater certainty, if the OPA Share
is a negative number, the adjusted NRR shall be less than the NRR set out
in Schedule “B”. [NTD: The adjustment value may need to correspond
to the adjustment value being used for Qakville Sunk Costs.]

The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation, “Interconnection Costs”, as
set out above, (ii) any costs incurred by TCE that were not reasonably required to
be incurred in order for TCE to fulfill its obligations under the Replacement
Contract or that were not incurred in accordance with “Good Engineering and
Operating Practices™ (as such term is defined in the Contract), or (iii) any costs
not substantiated to the reasonable satisfaction of the OPA.

The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) US$144,900,000
Main Turbine Additional Scope (excluding change orders) US$36,295,000
Hedge Costs $[®]

The determination of the Actual Capex shall be done through an “open book”
process, such that all costs incurred by TCE in designing and building the
Replacement Project shall be transparent to the OPA and fully auditable. Any
dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.

All dollar amounts referenced in this letter are in Canadian dollars, unless
otherwise specified.



Draft & Privileged

DRAFT: MARCH 25;-264428. 2011, 2:30 PM

PRIVILEGED CONFI])ENTIAL AND WITHOUT PREJUDICE
Deaer Pourbalx |

Southwest GTA Clean Energy Supply Contract (the “Contract”) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authorlty (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to. Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter fo you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an alternative proposal which we believe meets
this requirement.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project that
could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project™). We have set out in Schedule “A” to this letter
a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract™) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be as

set out in Schedule “B” to this letter. In consideration of the uncertainties in the Replacement

Project, we would include a mechanism in the Replacement Contract to adjust the NRR upon
commercial operation on the basis set out in Schedule “C” to this lefter,

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for the
Planning Act approvals have been satisfied, the approvals are issued in a timely manner, or
if they are not issued in a timely manner, that so long as the Replacement Project has been
approved under Part Il or Part 1.1 of the Environmental Assessment Act or is the subject of
(i) an order under section 3.1 or a declaration under section 3.2 of that Act, or (ii) an
exempting regulation made under that Act, such Planning Act approvals do not impede the
development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would be
entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by way of
a corresponding increase in the Net Revenue Requirement (NRR). In addition, the OPA
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would not have the right to terminate the Replacement Contract for such event of Force
Majeure, unless the event of Force Majeure resulted in a delay that was greater than two
years and the OPA paid TCE a termination amount equal to $50,000,000 plus the total
amount of the verified, non-recoverable sunk costs determined—in—aceerdance—with

paragraph—2—below(net of any residual value) associated with the development of the

- Qakville Generating Station, provided however that such total ef-the-sunk-eostsamount

shall not exceed $37,000,000. TCE would be solely responsible for all other permits and
approvals required for the Replacement Project, subject to the standard Force Majeure
provisions set out in the NYR Contract.

Oakville Sunk Cosfs. The NRR set out in Schedule “B” to this letter includes an amount
equal to $37.000.000 on account of TCE’s sunk costs associated with the development of
the Oakville Generating Station. To the extent that the total of the verified, non-recoverable
sunk costs (net of any residual value) associated with the development of the Oakville
Generating Station is less than $37,000,000, the NRR shall be reduced by _[0.000 019 314
2] multiplied by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all cut-of-pocket
costs incurred by TCE for the electrical and natura) gas interconnection of the Replacement
Project would be reimbursed by the OPA. Such costs would be reimbursed on terms that
are substantially the same as the terms set out in Section 1 of Exhibit S of the Accelerated
Clean Energy Supply Contract between the OPA and Portland Energy Centre L.P. with the
necessary conforming changes being made, provided that (i) there shall be no “Budgeted
Costs” included in the NRR on account of such costs, (i) references to the “Simple Cycle
Operation Date” shall be replaced with references to the “Commercial Operation Date”,
and (iii) there shall be no “Excess H1 Amount”. : To _discuss_possible

interrelationship between Interconnection_Costs and scope of contracted GD&M

servi

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the ferm and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
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addltlon there would be a requlrement as part of a Capacity Check Test fo conﬁrm that the
Replacement Project is capable of achieving the Contract Ranip Rate set out in Schedule
“B” to this letter.

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to.
- the NYR Contract, we do not believe that the potential for single hour imputéd production-
intervals would be detrimental to. TCE. We are not proposing any change to Exhibit J but
would be willing to discuss any concerns TCE may have in this regard.

If this proposal is acceptable to you, we will prepare the necessary documentation for your review.
For greater certainty, althougli this proposal is made in good faith, it remains subject to internal
OPA approvals and does not constitite an offer capable of acceptance.

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP

LEGAL, ):26825H27.620297127




Draft & Privileged

SCHEDULE “A” — TECHNICAL REQUIREMENTS

| Replacement Project

The Replacement Project shall:
(a)  be a dispatchable facility designed fof maximum operational flexibility;
(b)  be a simple cycle configuration generating facility;
(¢)  utilize natural gas supplied by pipeline as the fuel; and
(@ comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published by

the IESO.

II. Contract Capacity

The Replacement Project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultancously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  beable to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(c) have a Sedson 3 Contract Capacity of not less than 480 MW; and
(d)  have a Contract Capacity of not more than 550 MW in any Season.

I, KElectrical Connection |

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]® transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

V. Operation Following a N-2 Contingency (L.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and

Transmission Assessment Criteria, This obligation would replace the provision for Islanding
Capability set out in_Section 1.11 of the NYR Contract.
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V. Ogeratmnal Flexibilities-
-L—Ramﬁ——R&te—-Requemeﬂt—The Replacement Project must be such that eachthe two

combustion trbine-isturbines combined are capable of ramping at a rate equal to or greater than
the Contract Ramp Rate. The Contract Ramp Rate will be subject to verification as part of the
Capacity Check Test. o o

2-VI1. Emissions Requirements.

(a) The emissions from the Replacement Prolect shall meet or exceed the followmg
criteria:- - - ‘ -

) Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O3 in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(iiy  Carbon Monoxide (CO} in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O, in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

(b) TCE will provide evidence to support the stated emission levels of NOx and CO in
the form of a signed certificate by an authorized representative of any of: (1) the
original equipment manufacturer of the Replacement Project’s turbines, (2) the
supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

(©) The Replacement Contract will require that the emission limits for NOx and CO be
(i) incorporated into the Replacement Project’s Environmental Review Report or
its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

(d)  The emission limits for NOx and CO stated in the Replacement Contract will form
the basis of an ongoing operating requirement. For greater certainty, the OPA is
not requiring TCE to adopt any specific facility design or utilize any particular
control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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3-VIL. Fuel Supply-

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE
cannot by-pass Union Gas Limited.

4-VIil. Proiect Major Equipment.

The Replacement Project will be designed utilizing (2) M501GAC Fast Start gas-fired combustion
turbine generators to be supplied by MPS Canada, Inc. (the “Generators™), with evaporative
cooling and emission reduction equipment. Each Generator shall be nominally rated at [@] MW
(measured at the Generator’s output terminals) new and clean, at ISO conditions.
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SCHEDULE “B” - FINANCIAL PARAMETERS

$ 12,887/ MW-month

20%

500 MW
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[®] MW
700 MMBTU/start-up
$30,000/start-up
$0.89 / MWh
q) $0.50 / MWh
q) Season 1 Season 2 Season 3 Season 4
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SCHEDULE “C” - ADJUSTMENT METHODOLOGY.

The Net Revenue Requirement set out in Schedule “B” is based on a farget capital cost for

Draft & Privileged

the desien and construction of the Replacement Project of $375.000.000 (the “Target
Capex™. So long as the actual cost to design and build the Replacement Project (the
“Actual Capex’™) is within 3% hicher or lower than the Target Capex, there shall be no

adjustment in the NRR. If the Actual Capex is more than 3% higher or lower than the

Taroet Capex, the shall be adjusted on the following basis. For greatet certainty, none

of the other parameters set out in Schedule “B” is subjéct to adjustment,

)] The OPA’s share of any difference between the Tarcet Capex and the
Actual Capex shall be determined as follows:

OPA Share = (Actual Capex — Target. Capex) x 0.50, provided that the
OPA Share shall not exceed $37,500,000

(i) The adiusted NRR shall be equal to the NRR set out in Schedule “B”, plus
the OPA Share multiplied by [®]. For greater certainty. if the OPA Share is
a negative number, the adiusted NRR shall be less than the NRR set out in
Schedule “B”. [INTD: The adjustment value may need to correspond to
the adjustment value being used for Qakville Sunk Costs.]

(b) The determination of the Actual Capex shall not include: (i) any costs being
reimbursed by the OPA, including, without limitation. “Interconnection Costs™, as

~ set out above, (ii) any costs incurred by TCE that were not reasonably required to
be_incurred in order for TCE to fulfill its obligations under the Replacement
Contract or that were not incurred in accordance with “Good Engineering and

Operating Practices” (as such term is defined in the Contract). or {{ii) anv costs not
substantiated to the reasonable satisfaction of the OPA.

{c) The following costs shail be considered fixed components of the Target Capex not
subiject to change in determining the Actual Capex:

Lost |  Fized Price
Main Turbine Original Costs (excluding change orders) 1US$144.900.000
Main Turbine Additional Scope (excluding change orders) US$36.295.000

Hedge Costs el

(d) The determination of the Actual Capex shall be done through an “open book™

process, such that all costs incurred by TCE in designing and building the
Replacement Project shall be transparent to the OPA and fully auditable. Anv

dispute relating to the determination of the Actual Capex shall be resolved in
accordance with the dispute resolution provisions of the Replacement Contract.

(e) All dollar amounts_referenced in this letter are in Canadian dollars. unless

otherwise specified.




PISITALIJ 2 WBId

LEGAL 1:202071277



Aleksandar Kojic

From: ' Smith, Elliot [ESmith@osler.com]

Sent: - March 28, 2011 4:41 PM

To:. : Smith, Elllot Safouh Souf; Deborah Langelaan; Michael Kllieavy

Cc:' Sebastiano, Rocco . '

" Subject: RE: TransCanada Poten‘ual Pro;ect Negohahons Capltal Cost Estlmate Rev 5 February 17
, 2011 -

Attachments: ,#20297127v8 LEGAL 1 - Draft Response fo A. Pourbalx Letter W|th Pro;ect Proposal. doc,

Blackline.pdf - ,
All,

Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM
To: 'Safouh Soufi’; 'Deborah. Langelaan@powerauthority on.ca'; 'Michael.Killeavy@powerauthority.on.ca'

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotlatlons Capital Cost Estimate Rev 5 February 17, 2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline to
Friday afternoon’s draft.

Elliot

From: Smith, Elliot
Sent: Friday, March 25, 2011 6:00 PM
To: 'Safouh Soufi’; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a

blackline. Please note that this draft presumes that the quarterly ramp rates set out below
correspond to the Seasons used in the CES contract. If this is not the case, further revision may

be required.

Elliot
[=l

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8



From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hetlo Elliot:

The figures are per minute and the comma should be replaced with period “.”. Sorry aboutf that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Eliiot [mailto:ESmith@osler.com]

Sepnt: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michael.Killeavy@powerauthority.on.ca’

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan® <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; ‘Michael
Killeavy' <Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1; 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW



These rates do not required adjustment for ambient conditions and are subject to negotiation with ~
TCE, of course. TCE may see one of these rates in particular as belng little aggresswe but that

is OK for now. _

Letme know if you have'any q‘uréstions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011
***Privileged and Confidential**

Please find attached TCE’s revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following cbsts:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

PN

Deb

Deborah Langelaan | Manager, Natural Gas Projects |OPA |
Suite 1600 - 120 Adelaide St. W. | Torante, ON MS5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerautharity.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

Dear Deborzsh,

Further to the receipt of your designation letter of March 21, 2011 received foday, please find
attached capital cost estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate
Boxwood Generation Station...#157;, Rev.5 dated "Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development



TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2H1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is
privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received
this message in error, please notify the sender immediately and delete the original
message. Thank you.

This e-mail message is privileged, confidential and subject to
capyright. Any unauthorized use or disclosure is prohibited.

Le content du pri&nt courriel est privilR Bconfidentie] et

soumis Des droits d'auteur, 1l est interdit de 'utifiser ou
de le divulguer sans autorisation.
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DRAFT: MARCH 28, 2011, 4:30 PM

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE

Dear Mr. Pourbaix:

Southwest GTA Clean Energy Supply Contract (the “Contréct”) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011, As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like fo suggest an alternative proposal which we believe meets
this requirernent.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project”). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract™) would be based on the final
form of contract (the “NYR Contract™) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in- Schedule “B” to this lefter. In consideration of the uncertainties in the Replacement
Project, we would include a mechanism in the Replacement Contract to adjust the NRR upon
commercial operation on the basis set out in Schedule “C” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Confract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Aet to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part II or Part IL1 of the Environmental Assessment Act
or is the subject of (i) an order under section 3.1 or a declaration under section 3.2 of that
Act, or (ii) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the
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OPA would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a delay that was greater
than two years and the OPA paid TCE a termination amount equal to (i) the total amount
of the verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Oakville Generating Station, provided however that such total
amount shall not exceed $37,000,000 plus (ii) fifty percent of the total amount of the
verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Replacement Project. TCE would be solely responsible for all other
permits and approvals required for the Replacement Project, subject to the standard Force
Majeure provisions set out in the NYR Contract.

Qakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
equal to $37,000,000 on account of TCE’s sunk costs associated with the development of
the Oakville Generating Station. To the extent that the total of the verified, non-
recoverable sunk costs (net of any residual value) associated with the development of the
Oakville Generating Station is less than $37,000,000, the NRR shall be reduced by
0.000 012 681 3 multiplied by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-df-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the

Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed

on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Contract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”.

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the term and not an
option. .

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity,.the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be a requirement as part of a Capacity Check Test to confirm that
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the Replacement Project is capable of achieving the Contract Ramp Rate set out in
Schedule “B” to this letter. -

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour imputed
production intervals would be detrimental to TCE. We are not proposing any change to
Exhibit J but would be willing to discuss any concerns TCE may have in this regard.

5. Commercial Operation Date. The NRR set out in Schedule “B” is based on the

assumption that Commercial Operation occurs on July 1, 2015. If Commercial Operation

~ were to occur before that date, the NRR would be adjusted downwards to account for the

value of having the payments under the Replacement Contract start earlier than if
Commercial Operation had occurred on July 1, 2015,

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler
c. Colin Andersen, Ontario Power Authority

Michael Killeavy, Ontario Power Authority:
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP
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SCHEDULE “A” —- TECHNICAL REQUIREMENTS

I. Replacement Project

The Replacement Project shall:
(@ be ardispatchable facility designed for maximum operational flexibility;
(b) be a simple cycle configuration generating facility;
(c) utilize natural gas supplied by pipeline as the fuel; and

(d) comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published
by the IESO.

11. Contract Capacity

The Replacement Project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(¢)  have a Season 3 Contract Capacity of not less than 480 MW; and
(d) have a Contract Capacity of not more than 550 MW in any Season.

Il. Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 KV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [@]" transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. Operation Following a N-2 Contingency (Load Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria. This obligation would replace the provision for Islanding
Capability set out in Section 1.11 of the NYR Contract.
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V. Operational Flexihilities

The Replacement Project must be such that the two combustion turbines combined are capable of
ramping at a rate equal to or greater than the Contract Ramp Rate. The Confract Ramp Rate will
be subject to verification as part of the Capacity Check Test.

YL Emissions Requirements.

(a)

(b)

(c)

- (d)

LEGAL_1:20297121.8

The emissions from the Replacement Project shall meet or exceed the following
criteria: -

(@) Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(i)  Carbon Monoxide (CO) in a concentration not exceeding 1¢ ppmv (based
upon Reference Conditions and 15% O in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement

 Methodology. :

TCE will provide evidence to support the stated emission levels of NOx and CO
in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or utilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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VIL. _ Fuel Supply

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE -
cannot by-pass Union Gas Limited.

VII. Project Major Equipment,

The Replacement Project will be designed utilizing (2) MS501GAC Fast Start gas-fired
combustion turbine generators to be supplied by MPS Canada, Inc. (the “Generators™), with
evaporative cooling and emission reduction equipment, Fach Generator shall be nominally rated
at [@} MW (measured at the Generator’s output terminals) new and clean, at ISO conditions.

LEGAL_1:20297127.8



SCHEDULE “B” — FINANCIAL PARAMETERS

Draft & Privileged

$ 12,500 / MW-month
120%
| 500 MW ' ' ’
[®] MW
700 MMBTU/start-up
$30,000/start-up
$0.89 / MWh
$06.50 / MWh
Season 1 Season 2 Season 3 Season 4
10,42 10.55 10.66 10.58
MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV) (HHV) (HBV) (HHV)
[T MW [®@] MW [@] MW [@] MW
0 MW 0 MW 0MW 0 MW
37.8 35.8 33.0 35.2
MW/minute MW/minute MW/minute MW/minute
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SCHEDULE “C” - ADJUSTMENT METHODOLOGY

The Net Revenue Requirement set out in Schedule “B” is based on a target capital cost
for the design and construction of the Replacement Project of $375,000,000 (the “Target
Capex™). So long as the actual cost to design and build the Replacement Project (the

“Actual Capex”) is within $25,000,000 higher or lower than the Target Capex, there shall

be no adjustment in the NRR. For greater certainty, none of the parameters in Schedule
B” other than the NRR shall be subject to adjustment pursuant to this Schedule “C”.

(a) If the Actual Capex is more than $25,000,000 greater than the Target Capéx, the
OPA’s share of any difference between the Target Capex and the Actual Capex
shall be determined as follows:

OPA Share = (Actual Capex — Target Capex — $25,000,000) x 0.50, provided
that the OPA Share shall not exceed $25,000,000

(b)  If the Actual Capex is less than $25,000,000 less than the Target Capex, the
OPA’s share of any difference between the Target Capex and the Actual Capex
shall be determined as follows:

OPA Share = (Actual Capex — Target Capex + $25,000,000) x 0.50

(c) The adjusted NRR shall be equal to the NRR set out in Schedule “B”, plus the
OPA Share multiplied by 0.000 012 681 3. For greater certainty, if the OPA
Share is a negative number, the adjusted NRR shall be less than the NRR set out
in Schedule “B”.

The determination of the Actual Capex shall not include: (i) any costs being reimbursed
by the OPA, including, without limitation, “Interconnection Costs”, as set out above, (if)
any costs incurred by TCE that were not reasonably required to be incurred in order for
TCE to fulfill its obligations under the Replacement Contract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is defined in
the Contract), or (iii} any costs not substantiated to the reasonable satisfaction of the
OPA.

The following costs shall be considered fixed componenis of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) USD$[144,900,000]
Main Turbine Additional Scope (excluding change orders) - USD$[36,295,000]
Costs of Hedging USD to CAD CAD$[13,500,000]

The determination of the Actual Capex shall be done through an “open book” process,
such that all costs incurred by TCE in designing and building the Replacement Project
shall be fransparent to the OPA and fully auditable. Any dispute relating to the
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determination of the Actual Capex shall be resolved in accordance with the dispute
resolution provisions of the Replacement Contract.

5. All dollar amounts referenced in this letter are in Canadian dollars, unless otherwise
specified.
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DRAFT: MARCH 28,2011, 24:30 PM

 PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE

Dear Mr. Pourbam

Southwest GTA Clean Energy Supply Contract (the “Contract”) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authorlty (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained-in -
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like to suggest an altemative proposal which we believe meets
this requirement.

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project that
could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project”). We have set out in Schedule “A” to this letter
a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract”) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be as
set out in Schedule “B” to this letter. In consideration of the uncertainties in the Replacement
Project, we would include a mechanism in the Replacement Contract to adjust the NRR upon
commercial operation on the basis set out in Schedule “C” to this letter.

The following sets out the changes to the NYR Contract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for the
Planning Act approvals have been satisfied, the approvals are issued in a timely manner, or
if they are not issued in a timely manner, that so long as the Replacement Project has been
approved under Part II or Part IL.1 of the Environmental Assessment Act or is the subject of
(i) an order under section 3.1 or a declaration under section 3.2 of that Act, or (ii) an
exempting regulation made under that Act, such Planning Act approvals do not impede the
development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would be
entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by way of
a corresponding increase in the Net Revenue Requirement (NRR). In addition, the OPA
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would not have the right to terminate the Replacement Contract for such event of Force
Majeure, unless the event of Force Majeure resulted in a delay that was greater than two
years and the OPA paid TCE a termination amount equal to $56,000;000-plus(i) the total
amount of the verified, non-recoverable sunk costs (net of any residual value) associated
with the development of the Oakville Generating Station, provided however that such total

amount shall not exceed $37:000;080-37.000.000 plus (ii} fifty percent of the total amount
of the verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Replacement Project. TCE would be solely responsible for all other

permits and approvals required for the Replacement Project, subject to the standard Force
Majeure provisions set out in the NYR Contract.

Oakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
equal to $37,000,000 on account of TCE’s sunk costs associated with the development of
the Oakville Generating Station. To the extent that the total of the verified, non-recoverable
sunk costs (net of any residual value) associated with the development of the Oakville
Generating Station is less than $37,000,000, the NRR shall be reduced by -§0.000 619314
21012 681 3 multiplied by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the Replacement
Project would be reimbursed by the OPA. Such costs would be reimbursed on terms that
are substantially the same as the terms set out in Section 1 of Exhibit S of the Accelerated
Clean Energy Supply Contract between the OPA and Portland Energy Centre L.P. with the
necessary conforming changes being made, provided that (i) there shall be no “Budgeted
Costs” included in the NRR on account of such costs, (ii) references to the “Simple Cycle
Operation Date” shall be replaced with references to the “Commercial Operation Date”,

and (111) there shall be no “Excess Hl Amount” —NID+—TFo—diseuss—possible

Gas Delivery and Management Services Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certamty, this would be the definitive length of the term and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Secasonal Contract Capacity, a
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Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be arequirement as part of a Capacity Check Test to confirm that the
Replacement Project is capable of achieving the Contract Ramp Rate set out in Schedule
“B” to this letter.

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to

the NYR Contract, we do not believe that the potential for single hour imputed production
intervals would be detrimental to TCE. We are not proposing any change to Exhibit J but
would be willing to discuss any concerns TCE may have in this regard.

9, Commercial Operation Date. The NRR set out_in Schedule “B” is based on the

assumption that Commercial Operation occurs on July 1, 2015..-If Commercial Operation
were to occur before that date, the NRR would be adjusted downwards fo account for the
value of having the payments under the Replacement Contract start earlier than if
Commercial Operation had occurred on July 1. 2015, ‘

If this proposal is acceptable to you, we will prepare the necessary documentation for your review.
For greater certainty, although this proposal is made in good faith, it remains subject to internal
OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler

C. Colin Andersen, Ontario Power Authority
Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP
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SCHEDULE “A” — TECHNICAL REQUIREMENTS

L Replacement Project

The Replacement Project shall:
| (a)  beadispatchable fa;:ilify desigﬁed for maximum operational flexibility;
(b) be a simpie cycle configuration generating facility;
{©) utilize natural gas supplied by pipeline as the fuel; and
(d)  comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria® document published by

the IESO.

II. Contract Capacity

The Replacement Project will be a single generating facility and will:

(a2)  be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able to provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(©) have a Season 3 Contract Capacity of not less than 480 MW; and
(d)  have a Contract Capacity of not more than 550 MW in any Season.

Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection pomt located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]™" transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV, Operation Following a2 N-2 Contingency (L.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria. This obligation would replace the provision for Islanding
Capability set out in Section 1.11 of the NYR Contract.
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V. Operational Flexibilities

The Replacement Project must be such that the two combustion turbines combined are capable of
ramping at arate equal to or greater than the Contract Ramp Rate. The Contract Ramp Rate will be
subject to verification as part of the Capacity Check Test.

VI, Emissions Requirements.

(@  The emissions from the Replacement Project shall meet or exceed the following
criteria:

@ Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O, in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(ii)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

(b)  TCE will provide evidence to support the stated emission levels of NOx and CO in
the form of a signed certificate by an authorized representative of any of: (1) the
original equipment manufacturer of the Replacement Project’s turbines, (2) the
supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

(c) The Replacement Contract will require that the emission limits for NOx and CO be
(i) incorporated into the Replacement Project’s Environmental Review Report or
its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

(d)  The emission limits for NOx and CO stated in the Replacement Contract will form
the basis of an ongoing operating requirement. For greater certainty, the OPA is
not requiring TCE to adopt any specific facility design or utilize any particular
control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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VII.  Fuel Supply

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE
cannot by-pass Union Gas Limited.

VIII. Proiect Major Equipment,

The Replacement Project will be designed utitizing (2) M501GAC Fast Start gas-fired combustion
turbine generators to be supplied by MPS Canada, Inc. (the “Generators”), with evaporative
cooling and emission reduction equipment. Each Generator shall be nominally rated at [@] MW
(measured at the Generator’s output terminals) new and clean, at ISO conditions.
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SCHEDULE “B” — FINANCIAL PARAMETERS

$ 12,88712.500 / MW-month
20 %
500 MW
[®] MW
700 MMBTU/start-up
$30,000/start-up
$0.89 / MWh
$0.50 / MWh
Season 1 Season 2 Season 3 Season 4
10.42 10.55 10.66 10.58
MMBTUMWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV) HHV) (HHY) (HHV)
[®@] MW [®] MW [®] MW [@] MW
0MW - 0MW oMW oMW
“Contract Rainp Rat 37.8 358 33.0 35.2
MW/minute MW/minute MW/minute MW/minute
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SCHEDULE “C” — ADJUSTMENT METHODOLOGY

The Net Revenue Requirement set out in Schedule “B” is based on a target capital cost for
the design and construction of the Replacement Project of $375,000,000 (the “Target
Capex™). So long as the actual cost to design and build the Replacement Project (the
“Actual Capex™) is within 3%$25.000,000 higher or lower than the Target Capex, there -

shall be 1o adjustment in the NRR *%ﬁ%ﬁﬂiﬂ—@&pﬁHﬁ—mﬁ*ﬁ—ﬂ%%—*%%—h—rghﬁ%@FlﬁW

certamty, none of the ethe—r—parameters set—ea-t—m Schedule iBLtsB” other than the NRR
shal] be subject to adjustment_pursuant to this Schedule “C”.

(a) -The*If the Actual Capex is more than *$25,000,000 greater than the Target
Capex. the OPA’s share of any difference between the Target Capex and the Actual

Capex shall be determined as follows:

*‘}P% Shal’e —= E A_e{"ial { :ﬂpe%’ | aroet { ;3135?'**) kY2 “5(;’ ?i‘e’i'iQEé %hﬁ% %he { ;Pq
Shate—shai%&e‘;—e*eeed%*%%%@;@@@c

*OQPA Share = (Actual Capex — Target Capex* — $25;0002000*1 % 0.50. provided
that the OPA Share shall not exceed $*25.000.000 '

(b) If the Actual Capex is less than $25.000.000 iess than the Target Capex. the OPA’s
share of any difference between the Target Capex and the Actual Capex shall be
determined as follows:

OTPA Share = (Actual Capex — Target Capex + $25.000.000) x 0.50

{€)  GirThe adjusted NRR shall be equal to the NRR set out in Schedule “B”, plus the
OPA Share multiplied by {#3:0.000 012 681 3. For greater certainty, if the OPA
Share is a negative number the adjusted NRR shall be less than the NRR set out in
Schedule “B”. PNTFD: adiu pt-valy : d

{6} The determination of the Actual Capex shall not include: (i) any costs being reimbursed
by the OPA, including, without limitation, “Interconnection Costs”, as set out above, (ii)
any costs incurred by TCE that were not reasonably required to be incurred in order for
TCE to fulfill its obligations under the Replacement Contract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is defined in
the Contract), or (iii) any costs not substantiated to the reasonable satisfaction of the OPA.

£e)-The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) USUSD$]144,900,0
00]
Main Turbine Additional Scope (excluding change orders) BSUSD$[36,295,00
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Cost ‘ o Fixed Price
Main Turbine Original Costs (excluding change orders)' USUSD$[144 ,900,0
00}
0]
HedgeCosts_of Hedging USD to CAD CAD$[#13.500.800
]

[~

£y The determination of the Actual Capex shall be done through an “open book” process,
such that al] costs incurred by TCE in designing and building the Replacement Project shall
be transparent to the OPA and fully auditable. Any dispute relating to the determination of
the Actual Capex shall be resolved in accordance with the dispute resolution provisions of
the Replacement Contract.

Jf

¢)-All dollar amounts referenced in this letter are in Canadian dollars, unless otherwise
specified.
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Aleksandar Kojic

From: Deborah Langelaan -

Sent: March 28, 2011 5:06 PM

To: - 'John Mikkelsen" : ,

Cc: o JoAnne Butler; Michael! Killeavy; Susan Kennedy; 'Rocco Sebastiano
{rsebastiano@osler.com)'; 'Elliot Smith (esmith@osler.com)’

Subject: OPA Draft Response to A. Pourbaix Letter dated March 10, 2011

Attachments: #20297127v8_LEGAL_1_ - Draft Response to A. Pourbaix Letter with Project Proposal.doc

Importance: High

***Privileged, Confidential and Without Prejudice***

" John;

Please find enclosed the OPA’s draft response to Alex Pourbaix’s letter to Colin Andersen dated March 10, 2011. We
look forward {o discussing it with you during fomorrow’s meeting.

Kind Regards,
Deb

Deborah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947] deborah.langelaan@powerauthority.on.ca |
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DRAFT: MARCH 28, 2011, 4:30 PM

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Dear Mr. Pourbaix:

Southwest GTA Clean Energy Supply Contract (the “Confract”) between TransCanada
Energy Ltd. (“TCE”) and the Ontario Power Authority (“OPA”) dated October 9, 2009

We are writing to you in response to your letter to Colin Andersen, dated March 10, 2011. As
stated in Colin’s October 7, 2010 letter to you, we wish to work with you to identify projects and
the extent to which such projects may compensate TCE for termination of the Contract while
appropriately protecting the interests of ratepayers. We have reviewed the proposal contained in
the draft implementation agreement and schedules TCE provided to us, and find that it does not
meet this requirement. We would like fo suggest an alternative proposal which we believe meets
this requirement. ‘

The Government of Ontario’s Long-Term Energy Plan has identified a need for a peaking natural
gas-fired plant in the Kitchener-Waterloo-Cambridge area. We believe such a plant is a project
that could compensate TCE for the termination of the Contract and at the same time protect the
interests of ratepayers (the “Replacement Project™). We have set out in Schedule “A” to this
letter a technical description of the requirements of the Replacement Project.

We would propose to enter into a contract with TCE for TCE to construct, own, operate and
maintain the Replacement Project as compensation for the termination of the Contract. The
contract for the Replacement Project (the “Replacement Contract”) would be based on the final
form of contract (the “NYR Contract”) included as part of the Northern York Region Peaking
Generation Request for Proposals, subject to the changes set out below and otherwise as
necessitated by Schedule “A”. The financial parameters of the Replacement Contract would be
as set out in Schedule “B” to this letter. In consideration of the uncertainties in the Replacement
Project, we would include a mechanism in the Replacement Contract to adjust the NRR upon
commercial operation on the basis set out in Schedule “C” to this letter.

The following sets out the changes to the NYR Confract that would be applicable to the
Replacement Contract:

1. Permits and Approvals. With respect to the approvals required pursuant to the Planning
Act to construct the Replacement Project, the OPA would work with TCE, the host
municipality and the Province of Ontario to ensure that once all of the requirements for
the Planning Act approvals have been satisfied, the approvals are issued in a timely
manner, or if they are not issued in a timely manner, that so long as the Replacement
Project has been approved under Part II or Part I1.1 of the Environmental Assessment Act
or is the subject of (1) an order under section 3.1 or a declaration under section 3.2 of that
Act, or (ii) an exempting regulation made under that Act, such Planning Act approvals do
not impede the development of the Replacement Project.

If this did not occur and the delay in the issuance of such Planning Act approvals caused
TCE not to achieve Commercial Operation by the Milestone Date for Commercial
Operation, such delay would be considered an event of Force Majeure, and TCE would
be entitled to recover its reasonable, out-of-pocket costs resulting from such delay, by
way of a corresponding increase in the Net Revenue Requirement (NRR). In addition, the
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OPA would not have the right to terminate the Replacement Contract for such event of
Force Majeure, unless the event of Force Majeure resulted in a'delay that was greater
than two years and the OPA paid TCE a termination amount equal to (i) the total amount
of the verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Oakville Generating Station, provided however that such tfotal
amount shall not exceed $37,000,000 plus (ii) fifty percent of the total amount of the
verified, non-recoverable sunk costs (net of any residual value) associated with the
development of the Replacement Project. TCE would be solely responsible for al} other
permits and approvals required for the Replacement Project, subject to the standard Force
Majeure provisions set out in the NYR Contract.

Oakville Sunk Costs. The NRR set out in Schedule “B” to this letter includes an amount
equal to $37,000,000 on account of TCE’s sunk costs associated with the development of
the Oakville Generating Station. To the extent that the total of the verified, non-
recoverable sunk costs (net of any residual value) associated with the development of the
Qakville Generating Station is less than $37,000,000, the NRR shall be reduced by
0.000 012 681 3 muitiplied by the amount by which such costs are less than $37,000,000.

Interconnection Costs. The Replacement Contract would provide that all out-of-pocket
costs incurred by TCE for the electrical and natural gas interconnection of the
Replacement Project would be reimbursed by the OPA. Such costs would be reimbursed
on terms that are substantially the same as the terms set out in Section 1 of Exhibit S of
the Accelerated Clean Energy Supply Confract between the OPA and Portland Energy
Centre L.P. with the necessary conforming changes being made, provided that (i) there
shall be no “Budgeted Costs” included in the NRR on account of such costs, (ii)
references to the “Simple Cycle Operation Date” shall be replaced with references to the
“Commercial Operation Date”, and (iii) there shall be no “Excess H1 Amount”.

Gas Delivery and Management Sexrvices Costs. Unlike the NYR Contract, the NRR for
the Replacement Contract would take into account all gas delivery and management
services costs, and TCE would be responsible for managing natural gas delivery and
management services, consistent with the approach taken in the Contract.

Net Revenue Requirement Indexing Factor (NRRIF). As set out in Schedule “B”, the
NRRIF would be equal to 20%. In the course of finalizing the Replacement Contract, the
OPA would be willing to consider accepting a higher NRRIF, so long as there was a
corresponding reduction in the NRR.

Term of Replacement Contract. The term of the Replacement Contract would be 25
years. For greater certainty, this would be the definitive length of the term and not an
option.

Capacity Check Test. The Capacity Check Test provisions of the Replacement Contract
would be modified so that as long as the demonstrated capacity was not less than 90% of
the applicable Seasonal Contract Capacity, the failure to achieve the required Seasonal
Contract Capacity would not be an event of default. If the demonstrated capacity was
greater than 90% but less than 100% of the applicable Seasonal Contract Capacity, a
Capacity Reduction Factor would apply in accordance with the provisions of Exhibit J. In
addition, there would be a requirement as part of a Capacity Check Test to confirm that
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the Replacement Project is capable of achieving the Contract Ramp Rate set out in
Schedule “B” to this letter.

8. Potential One Hour Runs. Because of the absence of the “NINRR” term in Exhibit J to
the NYR Contract, we do not believe that the potential for single hour. imputed
production intervals would be detrimental to TCE. We are not proposing any change to

" Exhibit J but would be willing to discuss any concerns TCE may have in this regard.

9.  Commercial Operation Date. The NRR set out in Schedule “B” is based on the
assumption that Commercial Operation occurs on July 1, 2015, If Commercial Operation
were to occur before that date, the NRR would be adjusted downwards to account for the
value of having the payments under the Replacement Contract start earlier than if
Commercial Operation had occurred on July 1, 2015.

If this proposal is acceptable to you, we will prepare the necessary documentation for your
review. For greater certainty, although this proposal is made in good faith, it remains subject to
internal OPA approvals and does not constitute an offer capable of acceptance.

Yours very truly,

JoAnne Butler

C. Colin Andersen, Ontario Power Authority
Michael Killeavy, Ontario Power Authority
Rocco Sebastiano, Osler, Hoskin & Harcourt LLP

LEGAL_1:20287]27.8



Draft & Privileged

SCHEDULE “A” - TECHNICAL REQUIREMENTS

L. Replacement Project

The Replacement Project shall:
(a) | be a dispatchable facility designed for maximum operational flexibility;
(b)  be a simple cycle configuration generating facility;
(c)  utilize natural gas supplied by pipeline as the fuel; and
(d) comply with Section 6 (Generation Connection Criteria), as specified in the
‘Ontario Resources and Transmission Assessment Criteria’ document published

by the IESO.

11 Contract Capacity

The Replacement Project will be a single generating facility and will:

(a) be able to provide a minimum of 250 MW at 35 °C under both N-1 System
Conditions and N-1 Generating Facility Conditions simultaneously. For further
clarity, the Replacement Project must be designed to supply either transmission
circuit M20D or M21D at all times. Each unit must be able to supply either
transmission circuit at all times;

(b)  be able fo provide a minimum of 500 MW at 35 °C under N-2 System Conditions;
(©) have a Season 3 Contract Capacity of not less than 480 MW; and

(d)  have a Contract Capacity of not more than 550 MW in any Season.

=

Electrical Connection

The Replacement Project will be connected directly to the IESO-Controlled Grid via new double
circuit 230 kV transmission lines. Notwithstanding the foregoing, the Replacement Project may
also connect to a Local Distribution System for the purpose of providing Islanding Capability.

The Replacement Project will have a connection point located with a direct connection to the
Hydro One circuits M20D and M21D between the [®]™ transmission tower (Tower #®) leaving
the Preston TS connecting to the Galt TS. [Note: This assumes the Replacement Project is
located at the Boxwood site.]

IV. . Operation Following a2 N-2 Contingency (I.oad Restoration)

If a disruption occurs that leads to N-2 system conditions, TCE shall be required to use
Commercially Reasonable Efforts (as such term is defined in the Contract) to assist the IESO, as
directed by the IESO, in restoring load in accordance with Section 7 of the Ontario Resource and
Transmission Assessment Criteria. This obligation would replace the provision for Islanding
Capability set out in Section 1.11 of the NYR Contract.
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V. Operational Flexibilities

The Replacement Project must be such that the two combustion turbines combined are capable of
ramping at a rate equal to or greater than the Contract Ramp Rate. The Contract Ramp Rate will -
be subject to verification as part of the Capacity Check Test.

V1. Emissions Requirements.

(a)

(b)

(©)

(d)

LEGAL_[:20297127.8

The emissions from the Replacement Project shall meet or exceed the following
criteria:

(i)  Nitrogen Oxides (NOx) in a concentration not exceeding 15 ppmv (based
upon Reference Conditions (as such term is defined in the Contract) and
15% O3 in the exhaust gases on a dry volume basis) as measured using an
emissions measurement methodology substantially based on Exhibit W to
the Contract (the “Emissions Measurement Methodology™); and

(ii)  Carbon Monoxide (CO) in a concentration not exceeding 10 ppmv (based
upon Reference Conditions and 15% O3 in the exhaust gases on a dry
volume basis) as measured using the Emissions Measurement
Methodology.

TCE will provide evidence to support the stated emission levels of NOx and CO
in the form of a signed certificate by an authorized representative of any of: (1)
the original equipment manufacturer of the Replacement Project’s turbines, (2)
the supplier or manufacturer of any post combustion emission control equipment
utilized by the Replacement Project, or (3) the engineering company responsible
for the design of the Replacement Project, which certificate must state that the
Replacement Project, as designed, will operate within these stated limits for NOx
and CO.

The Replacement Contract will require that the emission limits for NOx and CO
be (i) incorporated into the Replacement Project’s Environmental Review Report
or its completed environmental assessment, and (ii) reflected in the Replacement
Project’s application to the Ministry of the Environment for a Certificate of
Approval (Air) Operating Permit, together with a specific request in such
application that such limits be imposed as conditions of such Certificate of
Approval.

The emission limits for NOx and CO stated in the Replacement Contract will
form the basis of an ongoing operating requirement. For greater certainty, the
OPA is not requiring TCE to adopt any specific facility design or ufilize any
particular control equipment with respect to air emissions, provided, however, the
Replacement Project must comply with the NOx and CO limits set out above,
including, without limitation, at the time of attaining Commercial Operation and
during any Capacity Check Test.
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VIL. __ Fuel Supply

The Replacement Project will obtain gas distribution services from Union Gas Limited, and TCE
cannot by-pass Union Gas Limited.

VIII. Project Major Equipment.

The Replacement Project will be designed utilizing (2) M501GAC Fast Start gas-fired
combustion turbine generators to be supplied by MPS Canada, Inc. (the “Generators™), with
evaporative cooling and emission reduction equipment. Each Generator shall be nominally rated
at [@] MW (measured at the Generator’s output terminals) new and clean, at ISO conditions.
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SCHEDULE “B” — FINANCIAL PARAMETERS

$ 12,500 / MW-month

20 %

500 MW

[®] MW

| 700 MMBTU/start-up

$30,000/start-up

$0.89 / MWh

| $0.50 / MWh

Season 1 Season 2 Season 3 Season 4
10.42 10.55 10.66 10.58
MMBTU/MWh | MMBTU/MWh | MMBTU/MWh | MMBTU/MWh
(HHV) (HHV) (HEV) (HHV)

[.] MW [®] MW [@] MW [®@T MW
0 MW T OMW 0 MW 0 MW
37.8 35.8 33.0 35.2
MW/minute MW/minute MW/minute MW/minute
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SCHEDULE “C” - ADJUSTMENT METHODOLOGY

The Net Revenue Requirement set out in Schedule “B” is based on a target capital cost
for the design and construction of the Replacement Project of $375,000,000 (the “Target
Capex™). So long as the actual cost to design and build the Replacement Project (the
“Actual Capex”) is within $25,000,000 higher or lower than the Target Capex, there shall
be no adjustment in the NRR. For greater certainty, none of the parameters in Schedule
B” other than the NRR shall be subject to adjustment pursuant to this Schedule “C”.

(a) If the Actual Capex is more than $25,000,000 greater than the Target Capex, the
OPA’s share of any difference between the Target Capex and the Actual Capex
shall be determined as follows:

OPA Share = (Actual Capex — Target Capex — $25,000,000) x 0.50, provided
that the OPA Share shall not exceed $25,000,000

(b)  If the Actual Capex is less than $25,000,000 less than the Target Capex, the
OPA’s share of any difference between the Target Capex and the Actual Capex
shall be determined as follows:

OPA Share = (Actual Capex — Target Capex + $25,000,000) x 0.50

(c) The adjusted NRR shall be equal to the NRR set out in Schedule “B”, plus the
OPA Share multiplied by 0.000 012 681 3. For greater certainty, if the OPA
Share is a negative number, the adjusted NRR shall be less than the NRR set out
in Schedule “B”.

The determination of the Actual Capex shall not include: (i} any costs being reimbursed
by the OPA, including, without limitation, “Interconnection Costs”, as set out above, (ii)
any costs incurred by TCE that were not reasonably required to be incurred in order for
TCE to fulfill its obligations under the Replacement Contract or that were not incurred in
accordance with “Good Engineering and Operating Practices” (as such term is defined in
the Contract), or (iii) any costs not substantiated to the reasonable satisfaction of the
OPA.

The following costs shall be considered fixed components of the Target Capex not
subject to change in determining the Actual Capex:

Cost Fixed Price
Main Turbine Original Costs (excluding change orders) USD$[144,900,000]
Main Turbine Additional Scope (excluding change orders) USD$[36,295,000]
Costs of Hedging USD to CAD CAD$[13,500,000]

The determination of the Actual Capex shall be done through an “open book™ process,
such that all costs incurred by TCE in designing and building the Replacement Project
shall be transparent to the OPA and fully auditable. Any dispute relating to the
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determination of the Actual Capex shall be resolved in accordance with the dispute
resolution provisions of the Replacement Contract.

5. All dollar amounts referenced in this letter are in Canadian dollars, unless otherwise
specified.
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From: . - : Safouh Souf [safouh@smsenergy-engmeermg com]

Sent: March 28, 2011 5:56 PM

To: ‘Smith, Elllot' Deborah Langelaan Michael Killeavy

Cc: . 'Sebastiano, Rocco'

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estitnate Rev 5 February 17,
' ' 2011

Elliott;

You are very quick, have just one comment:

1. Schedule C, Section 3: | think we should state that the Fixed Costs listed in the table are still subject to validation
by OPA. For example; TCE has not submitted any info on FE hedge and what if they don’t have it then the Fixed
Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If | understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 28, 2011 4:41 PM
To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM
To: 'Safouh Soufi'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael.Killeavy@powerauthority.on.ca'

Cc: Sehastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline to
Friday afternoon’s draft.

Elliot

From: Smith, Elliot
Sent: Friday, March 25, 2011 6:00 PM
To: 'Safouh Soufi’; Deborah.Langelaan@powerauthority.on.ca; Michael . Killeavy@powerauthortty.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a

blackline. Please note that this draft presumes that the quarterly ramp rates set out below
1



correspond to the Seasons used in the CES contract. If this is not the case, further revision may
be required.

Elliot

=l

Elliot Smith

Associaie

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP

Box 50, 1

First Canadian Place

Toronto, Ontario, Canada M5X 1B8

B

From: Safouh Soufi [mailto: safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period “.”. Sorry about that.
Here are the figures as they should appear in the Contract

Q1; 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca';
'Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17,2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot



From: Safouh Soufi [mailto:safouh@smsenergy-erigineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah. Langelaan@powerauthonty on. ca> Smlth Elliot; 'Mlchael
K(Iieavy <Michael. Kllleavy@powerauthonty on.ca>

Sub]ect RE TransCanada Potentlal PrOJect Negot|at|ons Capltal Cost Estlmate Rev 5 February

t17, 2011

Hello Eliot
The ramp rate figures for the Facility (two units) will be as follows: =~

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with
TCE, of course. TCE may see cone of these raies in particular as being little aggressive but that

is OK for now.
Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailta:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmlth@osler com; rsebastlano@osler com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17,2011

***Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we’re still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~31 MM

Reduced Project Uncertainties by ~$20 MM

HON =

Deb

Dehorah Langelaan | Manager, Natural Gas Projects|OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]
Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

3



Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find
attached capital cost estimate TransCanada Capital Cost Estimate titied “Capital Cost Estimate
Boxwood Generation Station.. #157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is
privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received
this message in error, please notify the sender immediately and delete the original
message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr&nt courriel est privi® Econfidentiel ot

soumis Ges droits d'auteur, || est interdit de {'utiliser ou
de le divulguer sans autorisation.
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From: ' _ ' M ichaéi KIﬁeévy ‘

Sent: o .March 28, 2011 5:58 PM. : S ”

-To: . safouh@smsenergy—englneermg com' 'ESmlth@osler com'; Deborah Langelaan S

Cc: ‘ 'RSebastiano@osler.com'

Subject: : Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

It's already gone. Too late.

Michael Kllleavy, 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: Safouh Soufi [maiito:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Elliot’ <ESmith@osler.com>; Deborah Langelaan; Michael Kllleavy

Cc: 'Sebastiano, Rocco' <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott:
You are very quick, have just one comment:

1. Schedule C, Section 3; | think we should state that the Fixed Costs listed in the table are still subject to validation
by OPA. For example; TCE has not submitted any info on FE hedge and what if they don’t have if then the Fixed
Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If 1 understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=3$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osier.com]

Sent! March 28, 2011 4:41 PM
To: Smith, Eliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Eliot



From: Smith, Elliot

Sent: Monday, March 28, 2011 1:46 PM

To: 'Safouh Soufi’; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael . Killeavy@powerauthority.on.ca’
Cc: Sebastiano, Rocco ' '

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline to
Friday afternoon’s draft.

Elliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 '

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along with a
blackline. Please note that this draft presumes that the quarterly ramp rates set out below
correspond to the Seasons used in the CES contract. If this is not the case, further revision may
be required.

Elliot
|

Elfiot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

B

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hello Elliot:
The figures are per minute and the comma should be replaced with period ".”. Sorry about that.

Here are the figures as they should appear in the Contract
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Q1: 37.8 MW/minute’
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4 35. 2 MW/mlnute _

-Thanks .
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah. Lange!aan@powerauthonty on.ca';
'Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan’ <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael
Killeavy' <Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential PrOJect Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units} will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with
TCE, of course. TCE may see one of these rates in particular as being little aggressive but that
is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From; Deborah Langelaan [mailto: Deborah.Langelaan@powerauthority.on.ca]
Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera,com

Cc: Susan Kennedy
Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

***Privileged and Confidential***



Please find attached TCE’s revised capital cost estimate for a peaking piant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

el L

Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416,967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find
attached capital cost estimate TransCanada Capital Cost Estimate titled “Capital Cost Estimate
Boxwood Generation Station... #157;, Rev.5 dated "Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Taronto, Ontario M5J 21

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is
privileged, confidential or otherwise protected from disclosure and it must not be
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disclosed, copied, forwarded or distributed without authorization. If you have received
this message in error, please notify the sender immediately arid delete the original
message. Thank you. :

This e-mail message is privileged, confidential and subject io
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr&nt courrel est privitB: Econfidentie! et

soumis Ces droits d'auteur, Il est interdit de l'utiliser ou
de le divulguer sans autorisation.







Aleksandar Kojic

From: Safouh Soufi [safouh@smsenergy-engineering.com]

Sent: March 28, 2011 6:00 PM 7 _ :

To: Michael Killeavy; ESmith@osler.com; Deborah Langelaan’

Cc: RSebastiano@osler.com

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Like | said, Elliott is very quick. 1 just got to my office aiter our meeting.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: March 28, 2011 5:58 PM :
To: safouh@smsenergy-engineering.com; ESmith@osler.com; Deborah Langelaan

Cc: RSebastiano@osler.com
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

It's already gone. Too late.

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 171
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Elliot' <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: 'Sebastiano, Rocco' <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott;
You are very quick, have just one comment:

1. Schedule C, Section 3: | think we should stafe that the Fixed Costs listed in the table are still subject fo validation
by OPA. For example; TCE has not submitted any info on FE hedge and what if they don't have it then the Fixed
Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If | understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 28, 2011 4:41 PM
To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
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Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

- From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM
To: "Safouh Soufi'; ‘Deborah.Langelaan@powerauthority.on.ca'; 'Michael. Kllleavy@powerauthorlty on.ca'

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline to
Friday afternoon’s draft.

Elliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca
Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

All,

Further to today’s discussion, please find aftached a revised draft letter to TCE along with a
blackline. Please note that this draft presumes that the quarterly ramp rates set out below
correspond to the Seasons used in the CES contract. If this is not the case, further revision may
be required.

Elliot
[x]

Eilliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

[

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 5:19 PM
To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
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Michael. Killeavy@powerauthority.on.ca
Subject: RE TransCanada Potential Pr0]ect Negotxatlons Capltal Cost Estimate Rev 5 Februaty

17, 2011

Hello Eihot

The fngures are per mlnute and the comma should be rep]aced wrth perlod “". Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MWiminute:

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute -

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 25, 2011 3:30 PM
To: 'safouh@smsenergy-engineering.com'’; 'Deborah.Langelaan@powerauthority.on.ca’;

'Michael.Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Thanks Safouh. Can you clérify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan’ <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael
Killeavy' <Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

Hello Elliot:

The ramp rate figures for the Facility. {two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with
TCE, of course. TCE may see one of these rates in particular as being little aggressive but that
is OK for now.

Let me know if you have any questions.

Thanks,
Safouh




From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy.

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17,2011 :

***Privileged and Confidential*™*

" Please find attached TCE's revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following cosis:

1. Reduced Fuel gas connection charges to $0 (decrease of ~562 MM)
2. Reduced Electrical connection charges by ~$34 MM
3. Reduced Insurance & Misc. by ~31 MM
4. Reduced Project Uncertainties by ~$20 MM
Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W, | Toronto, ON M5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please find
attached capital cost estimate TransCanada Capital Cost Estimate titied “Capital Cost Estimate
Boxwood Generation Station...#157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102

Fax:416.869.2056



Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This comimunication from TransCanada may contain information that is
privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received
. this message in error, please notify the sender immediately and delete the original
message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du priant courriel est privi@Bconfidentiel et

soumis Jes droits d'auteur. [ est interdit de Futiliser ou
de le divulguér sans autorisation.




Aleksandar Koijic

From: Michael Killeavy

Sent: March 28, 2011 6:02 PM

To: < safouh@smsenergy engmeerlng com’; 'ESmlth@os!er cormn'; Deborah Langelaan

Ce: 'RSebastiano@osler.com'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

No worries. Thanks for coming in for the meeting,

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:59 PM

To: Michael Killeavy; ESmith@osler.com <ESmith@asler.com>; Deborah Lange!aan

Cc: RSebastiano@osler.com <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Like | said, Elliott is very quick. | just got to my office after our meeting.

From: Michael Killeavy [mailto:Michael.Killeavy@ powerauthority.on.ca]
Sent: March 28, 2011 5:58 PM
To: safouh@smsenergy-engineering.com; ESmith@osler.com; Deborah Langelaan

Cc: RSebastiano@osler.com
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

It's already gone. Too late.

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Ellict' <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: 'Sebastiano, Rocco’ <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott:
You are very quick, have just one comment:
1. Schedule C, Section 3: | think we should state that the Fixed Costs listed in the table are still subject to validation
by OPA. For example; TCE has not submitted any info on FE hedge and what if they don’t have it then the Fixed
Cost principle allows it to stay in irrespective of whether or not such cost is valid.
If | understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=512,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 28, 2011 4:41 PM
To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca; Michael Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot

Sent: Monday, March 28, 2011 1:46 PM

To: 'Safouh Soufi'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael.Killeavy@powerauthority.on.ca'
Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline to
Friday afternoon’s draft.

Elliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca; Michael.Killeavy@powerauthority.on.ca
Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along with a
blackline. Please note that this draft presumes that the quarterly ramp rates set out below
correspond to the Seasons used in the CES contract. If this is not the case, further revision may
be required.
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Elliot

K

Eiliot Smith

Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP

Box 50, 1

First Canadian Place

Toronto, Ontario, Canada MS5X 1B8

&

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 5:19 PM
To: Smith, Elliot; Deborah,Langelaan@powerauthority.on.ca;

Michael.Killeavy@powerauthority.on.ca
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period *.”. Sorry about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute

Q2: 35.8 MW/minute

Q3: 33.0 MW/minute

Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto: ESmith@osler.com]
Sent: March 25, 2011 3:30 PM
To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca';

'Michael.Killeavy@powerauthority.on.ca'
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Dehorah.Langelaan@powerauthority.on.ca>; Smith, Elliot; 'Michael
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Killeavy' <Michael.Killeavy@ powerauthority.on.ca>
Subject: RE: TransCanada Potentia! Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1; 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to negotiation with
TCE, of course. TCE may see one of these rates in particular as being little aggressive but that
is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto: Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February
17, 2011

**Privileged and Confidential***

Please find aftached TCE’s revised capital cost estimate for a peaking plant in Cambridge.
Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

e

Deb

Deborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide 5t. W. | Toronto, ON M5H 1T1 |
T:416.968.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin '

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Dear Deborah,



Further to the receipt of your designation letter of March 21, 2011 received today, please find
attached capital cost estimate TransCanada Capital Cost Estimate titled "Capital Cost Estimate
Boxwood Generation Station...#157;, Rev.5 dated "Feb 17, 2011... #157;,

Best Regards, 7

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 21

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the named
addressee(s). This communication from TransCanada may contain information that is
privileged, confidential or otherwise protected from disclosure and it must not be
disclosed, copied, forwarded or distributed without authorization. If you have received
this message in error, please notify the sender immediately and delete the original
message. Thank you.

This e-mail message is privileged, confidential and subject to
capyright. Any unauthorized use or disclosure is prohibited.

Le contenu du pr&nt courriel est privil: Beanfidentia et

soumnis Ces droits d'auteur. Il est interdit de 'utiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic'

From: ‘Smith, Eliiot [ESmith@osler.com]

Sent: March 28, 2011 6:08 PM

To: Michael Killeavy; safouh@smsenergy-engineering. com Deborah Langelaan

Cc: Sebastiano, Rocco ' :

Subject: ' RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011

Don’t worry ~ we caught that one too! In the latest draft (i.e. the one sent to 'TCE) the costs in Schedule “C”
have been square bracketed to signal to them that they remain subject to validation. :

Elliot

From: Michael Killeavy [mallto:Michael Killeavy@powerauthority.on.ca]
Sent: Monday, March 28, 2011 6:02 PM
To: safouh@smsenergy-engineering.com; Smith, Elliot; Deborah Langelaan

Cc: Sebastiano, Rocco
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

No worries. Thanks for coming in for the meeting.

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Monday, March 28, 2011 05:59 PM
To: Michael Killeavy; ESmith@osler.com <ESmith@osler.com>; Deborah Langelaan

Cc: RSebastiano@osler.com <RSebastiano@osler.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Like | said, Elliott is very quick. | just got to my office after our meeting.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: March 28, 2011 5:58 PM
To: safouh@smsenergy-engineering.com; ESmith@osler.com; Deborah Langelaan

Cc: RSebastiano@osler.com
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

it's already gone. Toa late.



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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Elliot' <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: "Sebastiano, Rocco’ <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott:
You are very quick, have just one comment:
1. Schedule C, Section 3: | think we should state that the Fixed Costs listed in the table are still subject to
validation by OPA. For example; TCE has not submitted any info on FE hedge and what if they don't
have it then the Fixed Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If | understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=%$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 28, 2011 4:41 PM

To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot

Sent: Monday, March 28, 2011 1:46 PM

To: 'Safouh Soufi'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael Killeavy@powerauthority.on,ca'
Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline
to Friday afternoon’s draft.

Elliot



From: Smlth Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Soufi’; Deborah. Langelaan@powerauthortty on.ca;

Michael. Kl[leavy@powerauthor:ty onca

Cc¢: Sebastiano, Rocco' '

Subject: RE: TransCanada Potential Pro;ect Negotiations - Capltal Cost Estimate Rev 5 February

17, 2011

All,
Further to today’s discussion, please find attached a revised draft letter to TCE along

with a blackline. Please note that this draft presumes that the quarterly ramp rates set out
below correspond to the Seasons used in the CES contract. If this is not the case, further
revision may be required.

Elliot

Eiliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place

" Toronto, Ontario, Canada M5X 188

B

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotfations - Capital Cost Estimate Rev 5
February 17, 2011

Hello Elliot:

The figures are per minute and the comma should be replaced with period .. Sorry
about that,

Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh




From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michael.Killeavy@powerauthority.on.ca’

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering. com]
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Deborah.Langelaan@powerautherity.on.ca>; Smith, Elliok;
'‘Michael Killeavy' <Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potential Pro_]ect Negotiations - Capital Cost Estirmate Rev 5
February 17, 2011

Hello Elliot;
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to
negotiation with TCE, of course. TCE may see one of these rates in particular as being
_ little aggressive but that is OK for now.

Let me know if you have any guestions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

***Privileged and Confidential***

Please find attached TCE’s revised capital cost estimate for a peaking plant in
Cambridge. Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart
with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~$1 MM

Reduced Project Uncertainties by ~$20 MM

Pl



Deb

‘Deborah Langelaan | Manager, Natural Gas Projects |OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM -

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please
find attached capital cost estimate TransCanada Capital Cost Estimate titled “Capital
Cost Estimate Boxwood Generation Station...#157;, Rev.5 dated "Feb 17, 2011...#157..

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development

TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the
named addressee(s). This communication from TransCanada may contain
information that is privileged, confidential or otherwise protected from disclosure
and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject fo
copytight. Any unauthorized use or disclosure is prohibited.

Le conienu du print courriel est privii@Econfidentiel et

5



soumis Oes droits d'auteur. || est interdit de l'uiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic : . -

From: Safouh Soufi [safouh@smsenergy—englneermg com]

Sent: March 28; 2011 6:12 PM :

To: - 'Smith, E]Ilot' Michael K:lleavy, Deborah Langelaan

Ce: : : ‘Sebastlano Rocco' . ' '

Subject: ' RE‘I 1TrarzsCanada Potential PrOJect Negotlatlons Capltal Cost Estimate Rev 5 February 17.
: 20

Must say | am impressed. Can you please circulate the final version.

Safouh

From: Smith, Eiliot [mailto:ESmith@osler.com]
Sent: March 28, 2011 6:06 PM
To: Michael Killeavy; safouh@smsenergy-englneenng com; Deborah Langelaan

Cc: Sebastiano, Roceo
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Don’t worry — we caught that one too! In the latest draft (i.e. the one sent to TCE) the costs in Schedule “C”
have been square bracketed to signal to them that they remain subject to validation.

Elliot

From: Michael Killeavy [mailto:Michael. Killeavy@powerauthority.on.ca])
Sent: Monday, March 28, 2011 6:02 PM
To: safouh@smsenergy-engineering.com; Smith, Ellict; Deborah Langelaan

Cc: Sebastiano, Rocco
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

No worries. Thanks for coming in for the meeting.

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T4
416-969-6288 (office)

416-969-6071 (fax)

416-520-9738 (cell}
Michael.killeavy @ powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smseneargy-engineering.com]

Sent: Monday, March 28, 2011 05:59 PM
To: Michael Killeavy; ESmith@osler.com <ESmith@osler.com>; Deborah Langelaan

Cc: RSehastiano@osler.com <RSebastiano@osler.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Like | said, Elliott is very quick. | just got to my office after our meeting.

1



From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: March 28, 2011 5:58 PM '
To: safouh@smsenergy-engineering.com; ESmith@osler.com; Deborah Langelaan

Cc: RSehastiano@osler.com
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

It's already gone. Too late.

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

120 Adelaide St. West, Suijte 1600
Toronto, Ontario, M5H 1T1
416-969-6288 {office}

416-969-5071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Elliot' <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: 'Sebastiano, Rocco’ <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elfiott:
You are very quick, have just one comment;
1. Schedule C, Section 3: 1 think we should state that the Fixed Costs listed in the table are stili subject to
validation by OPA. For example; TCE has not submitted any info on FE hedge and what if they don't
have it then the Fixed Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If 1 understood Schedule C correctly then OPA maximum NRR will be $12,500+$317.07=%$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 28, 2011 4:41 PM

To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot



- From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM '
To: 'Safouh Soufi'; 'Deborah, Langelaan@powerauthonty on. ca'; 'Michael Killeavy@powerauthority.on.ca'

Cc: Sebastlano, Rocco

2011

Subject: RE: TransCanada Potential Project Negotlatlons Capttal Cost Estlmate Rev 5 February 17,

Please find attachéd_ a revised draft of the response letter to A, Pourbaix, along with a blackline
to Friday afternoon’s draft.

Elliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6,00 PM

To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along
with a blackline. Please note that this draft presumes that the quarterly ramp rates set out
below correspond to the Seasons used in the CES contract. If this is not the case, further

revision may be required.

Elliot
[

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

]

From: Safouh Soufi [maifto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011 ‘

Hello Elliot:



The figures are per minute and the comma should be replaced with period “.”. Sorry
aboui that.

Here are the figures as they should appear in the Confract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MWiminute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com’; ‘Deborah.Langelaan@powerauthority.on.ca’;
‘Michael.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot;
'Michael Killeavy' <Michael.Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations -~ Capital Cost Estimate Rev 5
February 17, 2011

Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to
negotiation with TCE, of course. TCE may see one of these rates in particular as being
little aggressive but that is OK for now.

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca].
Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy



Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

***inleged and Conﬂdentla[***

Piease flnd attached TCE's revrsed capltal cost estlmate fora peakmg plant in
Cambridge.: Although TCE has reduced lts CAPEX by ~$1 18 MM we're still miles apart

W[th our estlmates
TCE decreased the followmg costs

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2. Reduced Electrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~$1 MM

4, Reduced Project Uncertainties by ~320 MM

Deb

Deborah Langelaan | Manager, Natural Gas Projects | OPA |
Suite 1600 - 120 Adelaide St. W. | Toronto, ON M5H 1T1 |

T:416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

- Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received {oday, please
find attached capital cost estimate TransCanada Capital Cost Estimate titled “Capital
Cost Estimate Boxwood Generation Station...#157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkeisen, P.Eng.
Director, Eastern Canada, Power Development
TransCanada

Roval Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2J1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664



This electronic message and any attached documents are intended only for the
named addressee(s). This communication from TransCanada may contain
information that is privileged, confidential or otherwise protected from disclosure
and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disciosure is prohibited.

Le contenu du pr&nt courriel est privilB2 Econfidentiel et

soumis Jes droits d'auteur. I est interdit de l'utiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Michael Killeavy

Sent: March 28, 2011 7:16 PM

To: = safouh@smsenergy—engmeermg com'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,
2011 .

We should talk about GD&M costs tomorrow. I'm a bit confused,

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

120 Adelaide $t. 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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 06:12 PM

To: 'Smith, Elliot’ <ESmith@osler.com>; Michael Killeavy; Deborah Langelaan

Cc: 'Sebastiano, Rocco' <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capltal Cost Estimate Rev 5 February 17, 2011

Must say | am impressed. Can you please circulate the final version.

Safouh

From: Smith, Eiliot {mailto: ESmith@osler.com]
Sent: March 28, 2011 6:06 PM
To: Michael Killeavy; safouh@smsenergy-engineering.com; Deborah Langelaan

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Don’t worry — we caught that one too! In the latest draft (i.e. the one sent to TCE) the costs in Schedule “C”
have been square bracketed to signal to them that they remain subject to validation,

Elliot

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca)
Sent: Monday, March 28, 2011 6:02 PM .
To: safouh@smsenergy-engineering.com; Smith, Elliot; Deborah Langelaan

Cc: Sebastiano, Rocco
Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

No worries. Thanks for coming in for the meeting,



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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:59 PM

To: Michael Killeavy; ESmith@osler.com <ESmith@osler.com>; Deborah Langelaan

Cc: RSebastiano@osler.com <RSebastiano@osler.corm>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Like | said, Elliott is very quick. | just got to my office after our meeting.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.cal

Sent: March 28, 2011 5:58 PM

To: safouh@smsenergy-engineering.com; ESmith@osier.com; Deborah Langelaan

Cc: RSebastianc@osler.com

Subject: Re: TransCanada Potential Project Negotiations - Capitat Cost Estimate Rev 5 February 17, 2011

It's already gone. Too late.

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:56 PM

To: 'Smith, Elliot’ <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: 'Sebastiano, Rocco' <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott:

You are very quick, have just one comment;



1. Schedule C, Section 3: I think we should state that the Fixed Costs listed in the table are still subject to
validation by OPA. For example; TCE has not submitted any info on FE hedge and what if they don’t
have it then the Fixed Cost principle allows it to stay in |rrespect|ve of whether or not such cost is valid.

lf | understood Schedule C correctly then OPA maximum NRR wr!l be $12 500+$317 07—$12 817.

Thanks
Safouh

From: Smlth Elliot {mailto: ESmlth@osler com]
Sent: March 28, 2011 4:41 PM :

To: Smith, Elliot; Safouh Soufi; Deborah. Langelaan@powerauthonty on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential PrOJect Negotlatlons Caplta[ Cost Estlmate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM
To: 'Safouh Soufi'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael.Killeavy@powerauthority.on.ca'

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline’
to Friday afternoon’s draft.

Eliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Soufi'; Deborah.Langelaan@powerauthority.on.ca;

Michael Killeavy@powerautharity.on.ca

Cc: Sebastiano, Rocco

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along
with a blackline. Please note that this draft presumes that the quarterly ramp rates set out
below correspond to the Seasons used in the CES contract. If this is not the case, further

revision may be required.

Eliiot
E3|

Elfiot Smith
Associate

416.862.6435 DIRECT



416.862.6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontaric, Canada M5X 1B8

From: Safouh Soufi [mailto:safouh @smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerautharity.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

Hello Elliot;

The figures are per minute and the comma should be replaced with period ".". Sorry
about that.

Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 M\W/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

"From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michael.Kitieavy@powerauthority,on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Eliot

From: Safouh Soufi [maiito:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 03:18 PM

To: 'Deborah Langelaan' <Deborah.lL.angelaan@powerauthority.on.ca>; Smith, Elliot;
"Michael Killeavy' <Michael. Killeavy@powerauthority.on.ca>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Hello Elliot:

The ramp rate figures for the Facility (two units) will be as follows:



Q1: 37,800 MW
Q2: 35,800 MW
Q3: 33,000 MW -
Q4: 35,200 MW

These rates do not required adjustment for amblent conditions and are subject to
negotiation with TCE, of course. TCE may see one of these rates in particular as- belng
little aggressive but that is OK for now. :

Let me know if you have any questions:

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler.com; Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5

February 17, 2011

**Privileged and Confidential™>

Please find attached TCE’s revised capital cost estimate for a peaking plant in
Cambridge. Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart
with our estimates.

TCE decreased the following costs:

1. Reduced Fuel gas connection charges to $0 (decrease of ~$62 MM)
2, Reduced Electrical connection charges by ~$34 MM

3. Reduced Insurance & Misc. by ~§1 MM

4. Reduced Project Uncertainties by ~$20 MM

Deb
Deborah Langelaan | Manager, Natural Gas-Projects]OPA !

Suite 1600 - 120 Adelaide 5t. W. | Toronto, ON M5H 1T1 |
T:416.969.6052 | F: 416.967.1947| deborzh.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Dear Deborah,
Further to the receipt of your designation letter of March 21, 2011 received foday, please

find aftached capital cost estimate TransCanada Capital Cost Estitmate titled “Capital
Cost Estimate Boxwood Generation Station... #157;, Rev.5 dated "Feb 17, 2011...#157..

Besf Regards,



John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2.1

Tel: 416,869.2102
Fax:416,869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the
named addressee(s). This communication from TransCanada may contain
information that is privileged, confidential or otherwise protected from disclosure
and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject io
copyright. Any unauthorized use or disciosure is prohibited.

Le contenu du priant courrie! est privilf ®confidentie! et

soumnis Ces droits d'auteur. 1| est interdit de l'utiliser ou
de le divulguer sans autorisation.




Aleksandar Koijic

‘ From: Safouh Soufl [safouh@smsenergy—engmeerlng com]
Sent: March 28, 2011 7:19 PM . _ _
To: ' Michael Killeavy ' o ‘ ' '
Suhject: RE: TransCanada Potential Project Negotlat{ons Capltal Cost Estimate Rev 5 February 17,
2011
- No problem!

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: March 28, 2011 7:16 PM

To: safouh@smsenergy-engineering.com
Subject: Re: TransCanada Potential Project Negotiations - Capltal Cost Estimate Rav 5 February 17, 2011

We should talk about GD&M costs tomorrow. I'm a bit confused.

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

120 Adelaide 5t. 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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 06:12 PM

To: 'Smith, Elliot' <ESmith@osler.com:>>; Michael Killeavy; Deborah Langelaan

Cc: 'Sebastiano, Rocco' <RSebastianc@osler.com:>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Must say | am impressed. Can you please circulate the final version.

Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]
Sent: March 28, 2011 6:06 PM
To: Michael Killeavy; safouh@smsenergy-engineering.com; Deborah Langelaan

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Don’t worry — we caught that one too! In the latest draft (i.e. the one sent to TCE) the costs in Schedule “C”
have been square bracketed to signal to them that they remain subject to validation.

Elliot



From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Monday, March 28, 2011 6:02 PM

To: safouh@smsenergy-engineering.com; Smith, Elliot; Deborah Langelaan

Cc: Sebastiano, Rocco

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

No worries. Thanks for coming in for the meeting.

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: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Monday, March 28, 2011 05:59 PM

To: Michael Killeavy; ESmith@osler.com <ESmith@osler.com>; Deborah Langelaan

Cc: RSebastiano@osler.com <RSebastiano@osler.com>

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Like | said, Elliott is very quick. | just got to my office after our meeting.

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: March 28, 2011 5:58 PM

To: safouh@smsenergy-engineering.com; ESmith@osler.com; Deborah Langelaan

Cc: RSebastianc@osler.com

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

It's already gone. Too late.

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 171
416-969-6288 {office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael killeavy@powerauthority.on.ca

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Monday, March 28, 2011 05:56 PM



To: 'Smith, Eliiot" <ESmith@osler.com>; Deborah Langelaan; Michael Killeavy

Cc: 'Sebastiano, Rocco' <RSebastiano@osler.com>
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

Elliott:
You are very quick, havé just one comment:
1. Schedule C, Section 3: | think we shouid state that the Fixed Costs listed in the table are st subject to

validation by OPA. For example; TCE has not submitted any info on FE hedge and what if they don’t
have it then the Fixed Cost principle allows it to stay in irrespective of whether or not such cost is valid.

If | understood Schedule C correctly then OFA maximum NRR will be $12,500+$317.07=%$12,817.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 28, 2011 4:41 PM

To: Smith, Elliot; Safouh Soufi; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February 17, 2011

All,
Please find attached a further revised draft of the letter, to reflect this afternoon’s discussion.

Elliot

From: Smith, Elliot
Sent: Monday, March 28, 2011 1:46 PM
To: 'Safouh Soufi'; 'Deborah.Langelaan@powerauthority.on.ca'; 'Michael.Killeavy@powerauthority.on.ca'

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Praject Negotiations - Capital Cost Estimate Rev 5 February 17,

2011

Please find attached a revised draft of the response letter to A. Pourbaix, along with a blackline
to Friday afternoon’s draft.

Elliot

From: Smith, Elliot

Sent: Friday, March 25, 2011 6:00 PM

To: 'Safouh Souff’; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Cc: Sebastiano, Rocco
Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5 February

17, 2011

All,

Further to today’s discussion, please find attached a revised draft letter to TCE along
with a blackline. Please note that this draft presumes that the quarterly ramp rates set out
below correspond to the Seasons used in the CES contract. If this is not the case, further

revision may be required.

e, T e i i R




Elliot

Elliot Smith

Associate

446.862.6435 DIRECT
416.862.6666 FACSIMILE
esmith@osler.com :

Oster, Hoskin & Haréourt LLP

Box 50, 1

First Canadian Place

Toronto, Ontario, Canada M5X 1B8

B

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]

Sent: Friday, March 25, 2011 5:19 PM

To: Smith, Elliot; Deborah.Langelaan@powerauthority.on.ca;
Michael.Killeavy@powerauthority.on.ca

Subject: RE: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Hello Etliot:

. The figures are per minute and the comima should be replaced with period “.”. Sorry

about that.
Here are the figures as they should appear in the Contract

Q1: 37.8 MW/minute
Q2: 35.8 MW/minute
Q3: 33.0 MW/minute
Q4: 35.2 MW/minute

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 25, 2011 3:30 PM

To: 'safouh@smsenergy-engineering.com'; 'Deborah.Langelaan@powerauthority.on.ca’;
'Michae!.Killeavy@powerauthority.on.ca'

Subject: Re: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

Thanks Safouh. Can you clarify the units of measurement for me?

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: Friday, March 25, 2011 03:18 PM
To: 'Deborah Langelaan' <Deborah.Langelaan@powerauthority.on.ca>; Smith, Elliot;
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'Michael Killeavy' <Michael.Killeavy@powerauthority.on.ca>
Subject: RE: TransCanada Potentlal Project Negotiations - Capital Cost Estimate Rev 5
February 17 2011

" Hello Elliot:
The ramp rate figures for the Facility (two units) will be as follows:

Q1: 37,800 MW
Q2: 35,800 MW

. QS: 33’000 MW e e e e o [, e,
Q4: 35,200 MW

These rates do not required adjustment for ambient conditions and are subject to
negotiation with TCE, of course. TCE may see one of these rates in partlcular as being
little aggressive but that is OK for now. .

Let me know if you have any questions.

Thanks,
Safouh

From: Deborah Langelaan [mailto:Deborah.Langelaan@powerauthority.on.ca]

Sent: March 25, 2011 11:04 AM

To: esmith@osler.com; rsebastiano@osler, com, Michael Killeavy; Safouh Soufi;
gene.meehan@nera.com

Cc: Susan Kennedy

Subject: FW: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011

“*Privileged and Confidential***

Please find attached TCE's revised capital cost estimate for a peaking plant in
Cambridge. Although TCE has reduced its CAPEX by ~$118 MM we're still miles apart
- with our estimates.

TCE decreased the following costs:

Reduced Fuel gas connection charges to 30 (decrease of ~$62 MM)
Reduced Electrical connection charges by ~$34 MM

Reduced Insurance & Misc. by ~§1 MM

Reduced Project Uncertainties by ~$20 MM

N

Deb

Deborah Langelaan | Manager, Natural Gas Projects| OPA |
Suite 1600 - 120 Adelaide St. W, | Toronto, ON M5H 1T1 |

T:416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: John Mikkelsen [mailto:john_mikkelsen@transcanada.com]

Sent: March 24, 2011 5:00 PM

To: Deborah Langelaan

Cc: Geoff Murray; Terry Bennett; John Cashin

Subject: TransCanada Potential Project Negotiations - Capital Cost Estimate Rev 5
February 17, 2011



Dear Deborah,

Further to the receipt of your designation letter of March 21, 2011 received today, please
find attached capital cost estitnate TransCanada Capital Cost Estimate titled “"Capital
Cost Estimate Boxwood Generation Station...#157;, Rev.5 dated “Feb 17, 2011...#157;.

Best Regards,

John Mikkelsen, P.Eng.

Director, Eastern Canada, Power Development
TransCanada

Royal Bank Plaza

200 Bay Street

24th Floor, South Tower
Toronto, Ontario M5J 2.1

Tel: 416.869.2102
Fax:416.869.2056

Cell:416.559.1664

This electronic message and any attached documents are intended only for the
named addressee(s). This communication from TransCanada may contain
information that is privileged, confidential or otherwise protected from disclosure
and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender
immediately and delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

e contenu du print courriel est privilB&confidentiel et

soumis Ges droits d'auteur, il est inferdit de I'ufiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Mzchael Kliieavy : -

Sent: March 28; 2011 7:52 PM

To: safouh@smsenergy~eng|neermg com'
Subject: Fw: Meeting Tomorrow

Here are TCE's questions.

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

120 Adeiaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-5288 (office)

416-969-6071 (fax)

416-520-9788 (cell)

Michael.killeavy @ powerauthority.on.ca

From: Geoff Murray [mailto:geoff murray@transcanada.com}

Sent: Monday, March 28, 2011 06:23 PM

To: JoAnne Butler; Deborah Langelaan; Michael Kllleavy

Cc: Brandon Anderson <brandon_anderson@transcanada.com>; Terry Bennett <terry bennett@transcanada.com>:
John Mikkelsen <john mikkelsen@transcanada.com>

Subject: Meeting Tomorrow

JoAnne:

We are in receipt of the OPA’s proposal and haven't fuily digested it; however as per your communication with Terry and
in an effort to ensure we understand the OPA’s counter-offer here is a list of the things we would like to understand
coming out of tomorrow's meeting:

e« The proposed mechanism for recovery of the OGS Sunk Costs and OBL Costs

s The proposed mechanism for true-up of actual vs estimated Capital Costs
The OPA’s capital cost estimate in the same format as the previously provided TransCanada capital cost
estimates

e The OPA's proposal on permitting risk

« The OPA’s estimate of the difference between actual net revenue generated during operations and the imputed
net revenue “deemed” under the contract

+ The OPA's estimate of Contract Capacity by season

e The OPA’s estimated GD&M costs, the associated services and volumes

On several fronts this will probably consist of walking us through your proposal. We look forward to meeting with you and
your team tomorrow.

Geoff

This electronic message and any attached documents are intended only for the named addressee(s). This
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communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without authorization.
If you have received this message in error, please notify the sender immediately and delete the original
message. Thank you.



Aleksandar Kojic

From: -

Smith, Elllot [ESmlth@osler com]
Sent: March 28,2011 7:57 PM.
. To: - JoAnne Butler Deborah Langelaan Mlchael Kllieavy
“Cell Sebastiano, Rocco -
Subject: RE: Meeting Tomorrow

Good evening all:
If these are all of their quesuons tlns may be a short meeting tomorrow. I have inset below what I understand

our position to be on their various inquiries.

Elliot

Elliot Smith

Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com
Osler, Hoskin & Harcourt LLP

Box 50, 1

First Canadian Place

Toronto, Ontario, Canada M5X 1B8

From: Geoff Murray [mailtg:geoff murray@transcanada.com]
Sent; Monday, March 28, 2011 06:23 PM

To: JoAnne Butler; Deborah Langelaan; Michael Killeavy

Cc: Brandon Anderson <brandon_anderson@transcanada.com>; Terry Bennett
<terry_bennett@transcanada.com>; John Mikkelsen <john mikkelsen@transcanada.com>
Subject: Meeting Tomorrow

JoAnne:

" We are in receipt of the OPA’s proposal and haven't fully digested it; however as per your communication with

Terry and in an effort to ensure we understand the OPA’s counter-offer here is a list of the things we would like to
understand coming out of tomorrow’s meeting:

s The proposed mechanism for recovery of the OGS Sunk Costs and OBL Costs
This is set out in paragraphs 2 and 3 of the letter, respectively.

s The proposed mechanism for true-up of actual vs estimated Capital Costs
This is set out in Schedule “C” to the letter.

e The OPA’s capital cost estimate in the same format as the previously provided TransCanada capital cost

estimates
I don’t believe we are intending to provide this. Our estimate should have no bearing on the

acceptability of this proposal to them.

e The OPA’s proposal on permitting risk



This is set out in paragraph 1 of the letter.

¢ The OPA’s estimate of the difference between actual net revenue generated during operations and the
imputed net revenue "deemed” under the contract

We have assumed no mismatch for the purposes of determmmg the NPV of the contract. Any
additional revenue they can generate is to their account.

s The OPA’s estimate of Contract Capacity by season
We have asked TCE to specify this, subject to Schedule “A” technical requzrements and an
AACC of 500 MW. _

+ The OPA’s estimated GD&M costs, the assoclated services and volumes
I don’t believe we are intending to provide this. Our estlmate should have no bearing on the
acceptability of this proposal to them.

On several fronts this will probably consist of walking us through your proposal. We look forward to meeting with
you and your team tomorrow.

Geoff

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis & des droits d'auteur. Il est interdit de Mutiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Michael Killeaw

Sent: March 28, 2011 8:02 PM ‘

To: 'ESmith@osler.com'; JoAnne Butler; Deborah Langelaan -
Cc: 'RSebastiano@osler.com’

Subject: Re: Meeting Tomorrow

!

This is very helpful. Thank you for preparing this for us - you saved me some work tonight!

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)

416-369-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

From: Smith, Elliot [mailto: ESmith@osler.com]

Sent: Monday, March 28, 2011 07:56 PM

To: JoAnne Butler; Deborah Langelaan; Michael Killeavy
Cc: Sebastiano, Rocco <RSebastiano@osler.com>
Subject: RE: Meeting Tomorrow

Good evening all:
If these are all of their questmns this may be a short meeting tomorrow. I have inset below what 1 understand

our position to be on their various inquiries.

Elliot
3]

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

From: Geoff Murray [mailto:gecff murray@transcanada.com]
Sent: Monday, March 28, 2011 06:23 PM




To: JoAnne Butler; Deborah Langelaan; Michael Killeavy
Cc: Brandon Anderson <brandon_anderson@transcanada.com>; Terry Bennett

<terry bennett@iranscanada.com:>; John Mikkelsen <john mikkelsen@transcanada,com:>

Subject: Meeting Tomorrow

JoAnne:

We are in receipt of the OPA’s proposal and haven't fully digested it; however as per your communication with
Terry and in an effort to ensure we understand the OPA’s counter-offer here is a list of the things we would like to
understand coming out of tomorrow's meeting:

¢« The proposed mechanism for recovery of the OGS Sunk Costs and OBL Costs
This is set out in paragraphs 2 and 3 of the letter, respectively.

* The proposed mechanism for true-up of actual vs estimated Capital Costs
This is set out in Schedule “C” to the letter. '

« The OPA’s capital cost estimate in the same format as the previously provided TransCanada capital cost
estimates :
I don’t believe we are intending to provide this. Our estimate should have no bearing on the
acceptability of this proposal to them.

» The OPA's propesal on permitting risk
This is set out in paragraph 1 of the letter.

+ The OPA’s estimate of the difference between actual net revenue generated during operations and the
imputed net revenue “deemed” under the contract

We have assumed no mismatch for the purposes of determining the NPV of the contract. Any
additional revenue they can generate is to their account.

¢ The OPA’s estimate of Contract Capacity by season
We have asked TCE to specify this, subject to Schedule “A” technical requirements and an
AACC of 500 MW.

» The OPA’s estimated GD&M costs, the associated services and volumes
I don’t believe we are intending to provide this. Our estimate should have no bearing on the
acceptability of this proposal to them.

On several fronts this will probably consist of walking us through your proposal. We look forward to meeting with
you and your feam tomorrow.

Geoff

This electronic message and any attached documents are intended only for the named addressee(s). This
communication from TransCanada may contain information that is privileged, confidential or otherwise
protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have recejved this message in error, please notify the sender immediately and
delete the original message. Thank you.




This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et
soumis & des droits d'auteur. Il est interdit de ['ufiliser ou
de le divulguer sans autorisation. :







Aleksandar Kojic

From: Michael Killeavy

Sent: March 29, 2011 9:50 AM

To: safouh@smsenergy-engmeermg com’
Subject: FW: Meeting Tomorrow

FYi

Michael Kilieavy, LL.B., MBA, P.Eng.

Director, Contract Management : - S L
Ontario Power Authority

120 Adelaide Street West, Suite 1600

Toronto, Ontario

MB5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

From: Smith, Elliot [mailto:ESmith@gsler.com]

Sent: March 28, 2011 7:57 PM

To: JoAnne Butler; Deborah Langelaan; Michael Killeavy
Cc: Sebastiano, Rocco

Subject: RE: Meeting Tomortow

Good evening all:
If these are all of their questions, this may be a short meeting tomorrow. I have inset below what I understand

our position to be on their various inquiries.

Elliot
K

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE

esnith@@osler.com

Osler, Hoskin & Harcourt LLP
Box 50, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

X

From: Geoff Murray [mailto:geoff murray@transcanada.com]
Sent: Monday, March 28, 2011 06:23 PM
To: JoAnne Butler; Deborah Langelaan; Michael Killeavy

i



Cc: Brandon Anderson <brandon anderson@iranscanada.com>; Terry Bennett
<terry bennett@transcanada.com:; John Mikkelsen <john mikkelsen@transcanada.com>
Subject: Meeting Tomorrow

JoAnne:

We are in receipt of the OPA's proposal and haven't fully digested it; however as per your communication with
Terry and in an effort to ensure we understand the OPA’s counter-offer here is a list of the things we wouid fike to
understand coming out of tomarrow’s meeting:

* The proposed mechanism for recovery of the OGS Sunk Costs and OBL Costs
This is set out in paragraphs 2 and 3 of the letter, respectively.

* The proposed mechanism for true-up of actual vs estimated Capital Costs
This is set out in Schedule “C” to the letter.

e The OPA’s capital cost estimate in the same format as the previously provided TransCanada capital cost
estimates ’ '

I don’t believe we ave intending to provide this. Our estimate should have no bearing on the
acceptability of this proposal to them.

s The OPA’s proposal on permitting risk
This is set out in paragraph 1 of the letter.

* The OPA’s estimate of the difference between actual net revenue generated during operations and the
imputed net revenue “deemed” under the contract

We have assumed no mismaich for the purposes of determining the NPV of the contract. Any
additional revenue they can generate is to their account.

e The OPA’s estimate of Contract Capacity by season
We have asked TCE to specify this, subject to Schedule “A” technical requirements and an
AACC of 500 MW,

+ The OPA’s estimated GD&M costs, the associated services and volumes
I don’t believe we are infending to provide this. Our estimate should have no bearing on the
acceptability of this proposal to them.

On several fronts this will probably consist of walking us through your proposal. We look forward to meeting with
you and your feam tomorrow.

Geoff

This electronic message and any attached documents are intended only for the named addressee(s). This

- communication from TransCanada may contain information that is privileged, confidential or otherwise

protected from disclosure and it must not be disclosed, copied, forwarded or distributed without
authorization. If you have received this message in error, please notify the sender immediately and
delete the original message. Thank you.




This e-mail message is privileged, cenfidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiet et
soumis & des droits d'auteur. 1l est interdit de l'uiiliser ou
de le divulguer sans auforisafion.







Aleksandar Kojic

From: : Safouh Soufi [safouh@smsenergy-engineering.com]
Sent: March 29, 2011 9:35 PM

To: 'Smith, Elliot’; Susarn Kennedy

Cc: Michael Killeavy; Deborah Langelaan; JoAnne Butler
Subject: NRR Comparison - Confidential

Attachments: - " NRR-Comparison-OPA-Presentation-OPA_Mar_29.xls

**+* PRIVILIGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Susan and Elliot:

Earlier today Micheal Killeavy has asked me to send the attached file to the OPA through you. If you have any questions
please feel free to contact me at any time.

JoAnne: the attached is more up-to-date than the one you have and have moved 20-year charts next to each other for
easier comparison.

Thanks,
Safouh







SWGTA NYR[20- TCE-Offer [20
) [20-Year] Year] Year]
1. Plant NRR (2015%) 17,417 10,090 15,096
2. Fixed GD&M-Portion - (2015%) 0 2,327 1,804
3. CAPEX-Adder {2015%) 0 0
4, Connection-Adder {20158y 0 o] 1,190

Under the deck (Time Value of Money TVM)

| OPA-Counter
[25-Year]
10,698
1,804

1,180

2015 2015

317)-

Confirm with OPA that NYR GD&M fotal is $2,327

2012 2013 2014 2015 A4

SWGTA - - 17,277 17,346 17,417 140
NYR 8,998 10,028 10,058 10,080 92
812 814 817 819 7

Notes:

1. Index adjustment is as per OPA contract
2. Assumed Connection Adder of 80M for offers/counter offers

3. Assumed Fixed GDEM of $10.82M, flow-thru charge, for offersfcounter offers

4. Corrected NRR and Connection-Adder from 25-Year to 20-Year equivalent

COD Year. 2013 2012
NRR (COD$) 17,277 9,998 -
Index 20% 15% -
NRR Index Adjustment (2015%) 140 92 -
GD&M (COD$) -
— . GD&M Index Adjustment __(2015%) _ _ _-__
N
g 13,750 -
)
o~ 12,500 -‘
(1
iy 11,250 A
=
=~ 10,000 -
8,750 -
7,500 +
8,250
5,000 - :
SWGTA [20-Year] NYR [20-Year]

TCE-Offer [20-Year]

OPA-Counter [20-Year Eqv.]  OPA-Counter [25-Year]







. Aleksandar Kojic .

“From: ' Smith, Elliot [ESmith@_cisIer;cofn]

Sent: March 30, 2011 1:08 PM

To: Safouh Soufi, Susan Kennedy _

Cc: Michael Killeavy, Deborah Langelaan; JoAnne Butler
Subject: RE: NRR Comparison - Confidential

Safouh,

Does the “TCE Offer — 20 Year” column take into account the NRRIF being at 50% instéad of 20%? In terms
of “normalizing” NRRs so they are on the same basis, it would probably make sense to add this back in. This
must be worth something in the order of $1200/MW-month.

Elliot .

From: Safouh Soufi {mailto:safouh@smsenergy-engineering.com]
Sent: Tuesday, March 29, 2011 9:35 PM

To: Smith, Ellict; 'Susan Kennady'
Cc: 'Michael Killeavy'; 'Deborah Langelaan'; ‘JoAnne Butler'

Subject: NRR Comparison - Confidential
*¥% PRIVILIGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Susan and Elliot:

Earlier today Michea! Killeavy has asked me to send the attached file to the OPA through you. If you have any
guestions please feel free to contact me at any time.

JoAnne: the attached is more up-to-date than the one you have and have moved 20-year charts next to each
other for easier comparison.

Thanks,
Safouh

This e-mail message is privileged, confidential and subject fo
copyright. Any unauthorized use or disciosure is prohibited.

Le contenu du présent courriel est priviiégié, confidentiel et
soumis 4 des droits d'auteur. ! est interdit de I‘'utiliser ou
de le divulguer sans auforisation.







Aleksandar Kojic

From S “ o 'Safouh Souf’ [safouh@smsenergy engmeermg com]

- Sent: . March 30, 2011 1:36 PM'
To: 'Smith, Elliot'; Susan Kennedy '
Cc: Mlchael Killeavy; Deborah Langelaan; JoAnne Butler
Subject: RE: NRR Companson Confidential
Elliot: i

The chart is based on 2015 NRR which is (assumed by OPA & TCE to be) the first year of operation for Cambridge.
Therefore, NRRIF doesn’'t come into play.

However, if we were comparing NPV's or anticipated out-oi-market costs for the projects in question then NRRIF will
weight in and | expect it to have a significant impact on the results. Of course, the results, WILL NOT be expressed in
NRR terms but in $/MW. Also, it is important to keep in mind that SWGTA can no longer be used in that comparison due
1o the fact that it has a lower heat rate and higher capacity factor. But we will put it in the chart with a gualifier.

[ have asked Orlando Lameda to do what we call the “Ratepayer View" of the projects which is the out-of-market cost
based on OPA evaluation model. We will add the results as a separate graph to the spreadsheet | circulated yesterday. |
would expect SWGTA and NYR to come below $1Miilion/MW. The others will be much higher.

Thanks,
Safouh

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: March 30, 2011 1:08 PM

To: Safouh Soufi; 'Susan Kennedy'

Cc: 'Michael Killeavy'; 'Deborah Langelaan'; "JoAnne Butler'
Subject: RE: NRR Comparisen - Confidential

Safouh,
Does the “TCE Offer — 20 Year” column take into account the NRRIF being at 50% instead of 20%7? In terms

of “normalizing” NRRs so they are on the same basis, it would probably make sense to add this back in. This
must be worth something in the order of $1200/MW-month.

Elliot

From: Safouh Soufi [mailto:safouh@smsenergy-engineering c0m1
Sent: Tuesday, March 29, 2011 9:35 PM

To: Smith, Elliot; 'Susan Kennedy'

Cc: ‘Michael Killeavy'; 'Deborah Langelaan'; 'JoAnne Butler'
Subject: NRR Comparison - Confidential

*** PRIVILIGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION *#*

Susan and Elliot:

Earlier today Micheal Killeavy has asked me to send the aftached file to the OPA through you. if you have any
guestions please feel free to contact me at any time.

JoAnne: the attached is more up-to-date than the one you have and have moved 20-year charts next to each
other for easier comparison.

Tharnks,




Safouh

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, canfidentiel et
soumis & des droits d'auteur. I} est interdit de Futiliser ou
de le divulguer sans autorisation.




Aleksandar Kojic

From: Deborah Langelaan

Sent: : March 31, 2011 12:09 PM

To: ' Michae! Killeavy

Subject: FW: TCE audit

Atfachments; TOR - Special Audit TCE - Final draft.doc
Michzel;

Do you have any comments?
Deb
Deborah Langelaan | Manager, Natural Gas Projects[OPA |

Suite 1600 - 120 Adelaide St. W. | Toronio, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947] deborah.langelaan@powerauthority.on.ca |

From: Bonny Wong

Sent: March 31, 2011 11:55 AM
To: Deborah Langelaan
Subject: TCE audit

Hi Deborzah,

| attach the final draft of TOR for your review. The Ministry of Finance have already updated our comments provided,
including the timing of completion date in section E. [ have rephrased some languages in terms of the deiay receipts of

information from TCE.
Please let me know if | can finalize the TOR today.
In the meantime, | would appreciate if you could follow up with TCE.

Thanks and regards,
Bonny Wong, CA} Manager, Accounting| Business Strategies and Solutions
ONTARIO POWER AUTHORITY

Direct Phone: (416) 969-6403| Main Phone: (416) 967-7474) Fax: (¢16) 967-1947

Email: bonny.wong@powerauthority.on.ca
Address: Suite 1600, 120 Adelaide Street West, Toronto, Ontario M3H 1T1

Website: www.poweranuthority. on.cq

2 Please consider your environments] responsibility before printing this email,
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My Ontario Internal Audit Division
> . Ontario Power Authority

. Ont arlo A, ' Special Audit of Sunk Costs Payable to Transcanadél Energy Ltd.
o C oo o T March, 2011
. . - PRIVILEGED & CONFIDENTIAL - HIGH SENSITIVITY

[A] Background:

In October 2009, the OPA signed a contract with TransCanada Ene’réy.Ltd;:_,(TC'E) to
design, build and operate a 900 megawait gas-fired geherating station in Oakville over a

20-year term. ' ///%{

The contract was cancelled at the direction of the Minist/ry/ﬁ/// ergy of Ontario during
October 2010 and the OPA has agreed to reimburse TCE forits sunk costs associated with

the development of the Oakville Generating Station. ) //%/%/ ¢

)
7
As of February 28, 2011, TCE has provided the %wnh 2 binders th ,,:};»;/;t,/;tgude supporting

documentation for the development and implémentation costs incurreg’/f,//;\s part of the
project. The total amount being claimed by :JEE as sunk costs is approxm/‘étely $37M as

\

of February 28, 2011. These costs include %}/ast cos,t-s// ich will conti/ﬁ//ﬁ”fé fo accrue

i 7 Y
overtime., %/”//”%/77///

/ 7 %

These amounts have not been aud‘i{’{/é/é’,’j@;date and ha ,,cfa’/’?'.ot been validated as true “sunk
» oy . W, 0/_(?//4«/”_‘ G

costs” by the OPA. A verification "gudit’hds, been requésted to be completed by the

Finance Revenue Audit Service Team (E)RAS'I%?‘E Minist0f Finance.

_

: 7
oY,

[B] Engagement Objectives; Criteria and:
Engagement Obje%g ) /// ’%
The audit objectives a:%) p%/ /f;g,/g,%/%na € // ent with assurance that:
The.costs sub@;te Dy TC'E*‘tb,gﬁfgi/:;f:%ald by the OPA meet the definition of “sunk

0
% A, 4 . . .
% %g/ﬁésfoestamg’ﬁ;‘éd for the terms of this review) and are eligible for recovery

p .
/////by TCE. %////7,// %

4/ s The amountsiglaimed 3y, T CE were incurred in relation to the contracted Oakville
'%Generating Statign. //,;/f’/;a
¢ o 7, : )
) f{% eligible su%g costs submitted for recovery by TCE include adequate

sug@/grting docu/ /féntation to verify the accuracy and existence of amounts
i .

claimed.
Definition of “sunk ¢o&t”’ A cost that is incurred but not recoverable (in whole ot in part).

Not Recoverable, for the purpose of this review, refers to the inability of TCE to recover any
or all of the costs incurred in any present or future undertaking.
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Ontario Internal Audit Division

P\,_ . Ontario Power Authority
} Special Audit of Sunk Costs Payable to TransCanada Energy Ltd.
V) Ontano March, 2011

PRIVILEGED & CONFIDENTIAL - HIGH SENSITIVITY

Criteria

The submitted costs:
1. Meet the definition of “sunk cost”; _
2. Were incurred in relation to the planned Oakville Generating Station;
3. Were reasonable in amount; and
4. Were paid by TCE.

Scope y
The scope of this review includes: /,% 4}"’;{/%

. 4
s Review of the binders and supporting docuﬁ/entatron/supplred by TCE for

recovery of sunk costs. y ,,:///:/{4} %
e Review of any applicable do/gu//;r/r,t”entat:on (e.g. n’é;ggtlatlon terms,

correspondence, agreements, ev1den9e of payment etc.) surro dmg the terms
of the costs being claimed by TCE 0 pbeckground 47, f,,f/,ﬂ,
/
s Scope of sample testing (including sam/%l,e s)l/ze)?to be discussed and confirmed
e

with management prior to sample testlng«//g’;/x///

e Limitations of a review based on documentatlon alone:

We are reliant on the mte”é}itﬁ?’ Zand, accuracy%ﬁ the information provided. |t is
S i

assumed that documented cos sg/were acfually incurred and related

documentation is accurate /

For exam
assume: /
o That the/[re;fé{/({ ﬁ’y’lb}(,ees actl 44
o That those emp!oyees;have thé’§ ated job tltles
o That- { 9,3e employees,worked on,the project for stated number of hours and
/%%f
for the 1mpI|ed rate;

nd.. ,;/!
. D i
o That TCE faid tHE<{ s 4 unt i for the work.

Eithitations in’ the c’f/a\ta

y ’{The d'é’té’fé/’prowded?’}nay in turn I|m|t some planned audit procedures. For
7~ example, TGE's empfoyment charge rates are based on the midpoint salary for
"-f%, ., the position, rather thamthe specific compensation of the individual assigned to
/Z«the project. Thrs/,/ls doné to preserve the conﬁdentlalrty of individual salaries.
Cdnsequently, the/ amount quoted as a cost incurred is not necessarily the

nt that was/,actually paid and cannot be traced to the actual payment

interest during construction is out of scope of this review.
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Ontario Internal Audit Division

'\1 : Ontario Power Authority
} Spemal Audit of Sunk Costs Payable to TransCanada Energy Ltd.
V Ontario | i g oo, 2011

PRIVILEGED & CONFIDENTIAL HIGH SENS!TIVITY

[C] Engagement Approach Methodology & Engagement Reportmg

Our engagement approach w;ll lnc[ude the followmg ‘ a

» . Obtain summary and detailed spréadsheets (|n swtable Excel format) from TCE via
the OPA contact: These spreadsheets will mclude updated costs as at
approximately end of March 2011. Subsequent char ges by TCE to these
spreadsheets will be tracked and reconciled by OPA.

e Aggregate the spreadsheet data into categories (st ({ /as labour-costs, invoices,
employee expenses). //// "r;’/’/f//%

» For each category, select a sample for reVie zand req 9§t the corresponding
documents (i.e., invoices, receipts, evadenc /f payment) fro //TCE via the OPA
contact. Risk and sensmvaty will be consndered in se[ectlng”{he samples. For
example, while employee expenses cop s{tute a very small por{ % of the total
amount that TCE is claiming, these expenses ar of/a/very sensitive n/ature and the

sampling will be adjusted accordingly. ,,,,//,/;,f /

Some audit procedures may require assnstanceﬁ OPA Management.
+ Review the sample data and,/}/g;e /}ny fmdlngsf’g‘%dlscussmn with and folfow—up by
OPA Management. 7, //j;// W
), _
b o W
7
[D] Key Stakeholders & Client %

” - W

« Michael Kllleavy;l/rector Contract Manage,ment Electricity Resources
« Deborah Lange]aan Manage I\Tatural Gas/;/ErOJects Electricity Resources
Bonny Wong, M

y ’///// ”””/}ff//////// A g
// /
//// ”/f,///;ﬁ/ . ,%,;// liverables

Analys;%of the TCE prowded prea/dsheets of the summary and detailed data would begin
upon thej ,r/ecemt by FRAST /from OPA. As a category sample is selected for review, the
selection wﬂf pe dlscussed w//th the OPA contact along with a request for the corresponding
category samp1e documentat:on (i.e., invoices, receipts, evidence of payments) that the
OPA contact W|[I/convey /TCE The prioritization will also be discussed with OPA.
- ,//7 / Y

In the interest of expedrency, all of the category sample 'documentation requests will be
conveyed before undertaking the review of the received sample documentation for a given
category. As well, FRAST will review a category sample after all of the requested sample
documentation has been received for the particular category. Category sample review may
trigger further requests for information/data.
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Ontario Internal Audit Division

‘\] Ontario Power Authority
} Special Audit of Sunk Costs Payable {o TransCanada Energy Ltd.
¢/~ Ontario March, 2011

PRIVILEGED & CONFIDENTIAL - HIGH SENSITIVITY

At present fieldwork for the audit is expected to commence the first week of April, provided
the required information is received from TCE. The field work time will depend on how
quickly TCE and the. OPA staff respond to our issues raised and our documentation
requests. Information, requests could include receipt of original documentation, where
needed. For examples a request of delays—te—date—m—reeapt—e#—soft copies of the
" information pertaining to the two hardcopy binders was—Fequested;on March 21, 2011 and
has still not been received from TCE_in full. Provided this de ay’ffis not typ|cal as a best
case scenario the fieldwork may be completed by the end g /A

Throughout the audit, FRAST will communicate with QPA / taff arﬁ? management to provide

updates on a regular basis. Upon conclusion of tl}/’//engagement,’fl;;RAST will prepare a
draft report outlining our findings for discussion wnth,;,OPA managementfat an exit meeting.

A final report will be issued one week after /recewlng comments from OPA management

Specific items that the report will include: ’% . ;g
? 4 £ 4

=
1. Audit Objectives ’/ Ny
2. Audit Approach //;,/4//

i
3. Audit results based on the audlt’s Objectives an A/ roach.
u f/;///?,/; f%/pp a
S, :

The draft and final reports wﬂj//,f ‘b Susan Kennedy, Director
H .,/r:u
Corporate/Commercial Law Group. L

x// 7 e
/,/ﬁa%f/, :

[F]
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Aleksandar Kojic

From: Deborah Langelaan
Sent: March 31, 2011 1:41 PM
To: . Bonny Wong

Cc: Michael Killeavy
Subject: : RE: TCE audit

Bonny;

Michae! and | have no further comments.

With respect to the OPA’s information requests, TCE has advised me that they are working on the balance of the
requests but their main priority right now is working on a response to a proposal the OPA provided to them on Monday.
Based on this | think it is overly optimistic to have Ted start working on the Audit next Monday. | will keep you posted.

Deb
Deborah Langelaan | Manager, Natural Gas Projects |OPA |

Suite 1600 - 120 Adelaide St. W. | Toronto, ON MS5H 171 |
T: 416.969.6052 | F: 416.967.1947 | deborah.langelaan@powerauthority.on.ca |

From: Bonny Wong

Sent: March 31, 2011 11:55 AM
To: Deborah Langelaan
Subject: TCE audit

Hi Deborah,

| attach the final draft of TOR for your review. The Ministry of Finance have already updated our comments provided,
including the timing of completion date in section E. | have rephrased some languages in terms of the delay receipts of

information from TCE.
Please let me know if | can finalize the TOR today.

In the meantime, | would appreciate if you could follow up with TCE.

Thanks and regards,
Bonny Wong, CA| Manager, Accounting| Business Strategies and Solutions
ONTARIO POWER AUTHORITY

Direct Phone: (416) 969-6403] Main Phone: (416) 967-7474| Fax: (416} 967-1947
Email: bonny.wong@powerauihority.on.ca

Address: Sufte 1600, 120 Adeloide Street West, Toronto, Oniario M5SH I1T1
Website: wwww.powereuthority.on.ca

52 Please considet your environmental responsibility before printing this email.






Aleksandar Kojic

From: Bonny Wong

Sent: March 31, 2011 5:11 PM _

To: Michael K:[Ieavy, Deborah Langelaan; Susan Kennedy
Ce: Terry Gabriele

Subject: Fw: Final TOR

Attachments: FINAL Terms of Reference _2011_OPA Special Audit of Sunk Costs Payable to TransCanada
- Energy Ltd Mar 31.doc

Hi Michael, Deborah, Susan,

! attach the terms of reference for the special audit of sunk costs payable to TCE for your information. Please [et me
know if you have any questions on this subject matter.

Regards,
Bonny Wong

From: King, Richard (FIN) [mailto:Richard.King@ontario.ca]
Sent: Thursday, March 31, 2011 04:46 PM

To: Bonny Wong

Cc: Speevak, Ted (FIN) <Ted.Speevak@ontario.ca>
Subject: Final TOR

Bonny Attached is the final TOR for the Special Audit of Sunk Costs Payable to TransCanada Energy Ltd. Could you
please circutate to all the required individuals.

Let me know if you need me to send a hardcopy.

Thanks

Richard

Richard King, CGA

Manager, Risk & Assurance Services (A)
Finance & Revenue Audit Service Team
Ontario Internal Audit Division

Ministry of Finance

Tel: 416-325-8488

Fax: 416-325-5096

richard.king@ontario.ca

This Message, including any attachments, is infended only for the use of the individual(s) fo which if is addressed and may contain information that
is privileged/confidential. If you are not the intended recipient or have received this message in error please nofify me immediately by reply e-mait
and permanently delete this message including any aftachments, without forwarding/reading it or making a copy.

Thank You
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(\y _ Ontario Internal Audit Division
} Ontario Power Authority

I/r Onta rlo - Special Audit of Sunk Costs Payable to TransCanada Energy Ltd.

: . March, 2011
PRIVILEGED & CONFIDENTIAL HIGH SENSITIVITY

[A] Background:

In October 2009, the OPA signed a contract with TransCanada En'eirgy Ltd. (TCE) to
design, build and operate a 900 megawatt gas-fired generating station in Oakville over a
20-year term.

The contract was cancelled at the direction of the Ministry of Energy of Ontario during
October 2010 and the OPA has agreed to reimburse TCE for its sunk costs associated with
the development of the Oakville Generating Station.

As of February 28, 2011, TCE has provided the OPA with 2 binders that include supporting
documentation for the development and implementation costs incurred as part of the
project. The total amount being claimed by TCE as sunk costs is approximately $37M as
of February 28, 2011. These costs include interest costs, which will continue to accrue

overtime.

These amounts have not been audited to date and have not been validated as true “sunk
costs” by the OPA. A verification audit has been requested to be completed by the
Finance Revenue Audit Service Team (FRAST) of the Ministry of Finance.

[Bl Engagement Objectives, Criteria and Scope

Engagement Objective
The audit objectives are to provide OPA management with assurance that:

e The costs submitted by TCE to be paid by the OPA meet the definition of “sunk
costs” (as established for the terms of this review) and are eligible for recovery
by TCE.

¢ The amounts claimed by TCE were incurred in relation to the contracted Oakville
Generating Station.

e The eligible sunk costs submitted for recovery by TCE include adequate
supporting documentation to verify the accuracy and existence of amounts
claimed.

Definition of “sunk cost’: A cost that is incurred but not recoverable (in whole or in part).
Not Recoverable, for the purpose of this review, refers to the inability of TCE to recover any
or all of the costs incurred in any present or future undertaking.
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Ontario Internal Audit Division
Ontario Power Authority
Special Audit of Sunk Costs Payable to TransCanada Energy Ltd.

ﬁr Ontario

PRIVILEGED & CONFIDENTIAL - HIGH SENSITIVITY

Criteria

The submitted costs:
1. Meet the definition of “sunk cost™;
2. Were incurred in relation to the planned Oakville Generating Station;
3. Were reasonable in amount; and
4. Were paid by TCE.

Scope

The scope of this review includes:

Review of the binders and supporting documentation supplied by TCE for

recovery of sunk costs.

Review of any applicable documentation (e.g. negofiation terms,

correspondence, agreements, evidence of payment, etc.) surrounding the terms

of the costs being claimed by TCE for background.

Scope of sample testlng (including sample size) to be discussed and confirmed

with management prior to sampie testing.

Limitations of a review based on documentation alone:

We are reliant on the integrity and accuracy of the information provided. it is

assumed that documented costs were actually incurred and related

documentation is accurate. For example, in reviewing the labour costs, we

assume:

o That the listed employees actual exist;

o That those employees have the stated job titles;

o That those employees worked on the project for stated number of hours and
for the implied rate; and

o That TCE paid the stated amount for the work.

Limitations in the data

The data provided may in turn limit some planned audlt procedures. For

example, TCE’s employment charge rates are based on the midpoint salary for

the position, rather than the specific compensation of the individual assigned to

the project. This is done to preserve the confidentiality of individual salaries.

Consequently, the amount quoted as a cost incurred is not necessarily the

amount that was actually paid and cannot be traced to the actual payment

amount.

interest during construction is out of scope of this review.
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Ontario Internal Audit Division
Ontario Power Authority
Special Audit of Sunk Costs Payable to TransCanada Energy Lid.

}f’ Ontano - " March, 2011

PRIVILEGED & CONFIDENTIAL HIGH SENSITIVITY

- [C]' Engagement Approach Methodology & Engagement Reportmg

Our engagement approach WIII fnclude the fo[lowmg :

‘e« Obtain summary and detailed spreadsheets (in suitable Excel format) from TCE via
the OPA contact. Thesé spreadsheets will include updated costs as at
approximately end of March 2011. Subsequent changes by TCE to these
spreadsheets will be tracked and reconciled by OPA.

o Aggregate the spreadsheet data into categories (such as labour costs, invoices,
employee expenses).

e For each category, select a sample for review and request the corresponding
documents (i.e., invoices, receipts, evidence of payment) from TCE via the OPA
contact. Risk and sensitivity will be considered in selecting the samples. For
example, while employee expenses constitute a very small portion of the total
amount that TCE is claiming, these expenses are of a very sensitive nature and the
sampling wiil be adjusted accordingly.

Some audit procedures may require assistance from OPA Management.
Review the sample data and note any findings for discussion with and follow-up by
OPA Management.

[P] Key Stakeholders & Client Contacts

» Michael Killeavy, Director, Contract Management, Electricity Resources
« Deborah Langelaan, Manager, Natural Gas Projects, Electricity Resources
« Bonny Wong, Manager, Accounting

[E] Engagement Timing & Deliverables

Analysis of the TCE provided spreadsheets of the summary and detailed data would begin
upon the receipt by FRAST from OPA. As a category sample is selected for review, the
selection will be discussed with the OPA contact along with a request for the corresponding
category sample documentation (i.e., invoices, receipts, evidence of payments) that the
OPA contact will convey to TCE. The prioritization will also be discussed with OPA.

In the interest of expediency, all of the category sample documentation requests will be
conveyed before undertaking the review of the received sample documentation for a given
category. As well, FRAST will review a category sample after all of the requested sample
documentation has been received for the particular category. Category sample review may
trigger further requests for information/data.
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Ontario Internal Audit Division
Ontario Power Authority
Special Audit of Sunk Costs Payable fo TransCanada Energy Ltd

Kr Ontario |

PRIVILEGED & CONFIDENTIAL — HIGH SENSITIVITY -

At present fieldwork for the audit is expected to commence the first week of April, provided
the required information is received from TCE. The field work time will depend on how
quickly TCE and the OPA staff respond to our issues raised and our documentation
requests. Information requests could include receipt of original documentation, where
needed. For example, a request of soft copies of the information pertaining to the two
hardcopy binders on March 21, 2011 has still not been received from TCE in.full. Provided
this delay is not typical, as a best case scenario the fieldwork may be completed by the end
of April.

Throughout the audit, FRAST will communicate with OPA staff and management to provide
updates on a regular basis. Upon conclusion of the engagement, FRAST will prepare a
draft report outlining our findings for discussion with OPA management at an exit meeting.
A final report will be issued one week after receiving comments from OPA management.
Specific items that the report will include:

1. Audit Objectives

.2. Audit Approach

3. Audit results based on the audit's Objectives and Approach.

The draft and final reports will be issued to Susan Kennedy, Director
Corporate/Commercial Law Group.

[F] Engagement Team

¢ Richard King — Senior Audit Manager
» Ted Speevak — Consultant
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Aleksandar Konc

From o . Smith, Elliot [ESmlth@osler com]

Senf: . _ ‘ Aprii 1,20114:07PM

To: ‘ Michael Killeavy; Sebastiano, Rocco

Subject: Re: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix
: : - of TCE..

Michael,

| got your voice message but I'm now in another meetmg Il take a look at the proposed email below and get back to
you with comments later this afternoon.

Elliot

From: Michael Killeavy [mailto:Michael Killeavy@powerauthority.on.ca]

Sent: Friday, April 01, 2011 03:49 PM

To: Susan Kennedy <Susan.Kennedy@powerauthority.on.ca>; Sebastiano, Rocco; Smith, Elliot
Cc: Deborah Langelaan <Deborah.Langelaan@powerauthority.on.ca>; JoAnne Butler

<joanne.butler@powerauthority.on.ca>
Subject: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ....

#** PRIVILEGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Cofin and Alex Pourbaix spoke on the telephone this 'morning. Colin has asked me to prepare a follow-up email
addressing several points that Alex raised during the telephone call. My proposed email is below:

CONFIDENTIAL & WITHOUT PREIUDICE

Alex,

Thank you for taking the time to speak with me this morning. | wish to reiterate that the OPA proposal was made in
good faith and we are sorry to learn from you that it is unacceptable to TCE. During the conversation you raised a
number of matters to which | would like to respond directly.

We have conducted our own analysis of the CAPEX for the peaking plant and we believe that the estimate that you are
proposing is rather high. Your team has not been completely transparent with us about how you arrived at your CAPEX
build up so we have undertaken some independent costing and referred to independent experts for their advice. Al of
these sources indicate to us that the CAPEX for a peaking plant like the one we are discussing ought to be around
$750,000/MW, excluding gas and electrical interconnection costs. In order to bridge the divide between your team and
our team we proposed a target costing mechanism, which would provide for the adjustment of the NRR up or down
based on the actual CAPEX upon achieving Commercial Operation. We think that this is a reasonable way forward and
provide both TCE and the OPA with an incentive to control CAPEX.

With regard to the 500 MW contract capacity, | think it is important to point out that this is an average annual contract
capacity. At a meeting held on 25 January 2011 where your team presented your CAPEX estimate to our team, TCE
indicated a 540 MW IS0 rating for the combustion turbines. We thought a 500 MW Contract Capacity on average was
achievable. TCE is free to nominate seasonal capacities for the combustion turbines, and we would expect that the
summer season contract capacity would be lower than the contract capacity in the winter season. There is an |[ESO
requirement for 500 MW of capacity at 35 degree Celsius, and we recognize that this isn’t likely achievable. We're
happy to contact the IESO to see if this can be relaxed.




You also raised an issue with the computation of the net present value (“NPV@E) of cash flows to TCE. We did this
computation on an after-tax basis, and we did our modelling on the basis of an all-equity investment and only
considered the cash flows generated by the proposed facility during the 25 year contract term. We took this approach
because we did not want to impose a capital structure on you for the investment in the facility, any addition of debt o
the capital structure will only serve to increase the NPV as your cost of capital decreases with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV analysis. This is actually -
consistent with the treatment of the OGS plant and its NRR. We maintain that the value of the plant at the end of the
contract term is speculative. The residual value of the OGS was not built into the NRR for the OGS. We see no reason
whatsoever why we should crysiallize this speculative value by building it into a certain cash flow stream from the NRR
for the K-W plant. Our position is that, as with the OGS, the residual value of the K-W peaking facility is to TCE account.
TCE can make of it what it wishes and value it as it wishes. We think that a plant with peaking capability affords the
system with a great deal of flexibility, which will have real value in the future.

It is hard for us to tand on a NPV for the K-W plant without knowing how TCE values the residual value and what capital
structure TCE proposes to use for the K-W plant, consequently our team stayed silent on any specific NPV for the K-W
plant.

| believe that there is continued value in our two teams continuing to discuss the differences we have in the hope that
we might successfully bridge the gaps and come to a settlement and wind up the OGS contract.

Colin

| appreciate your comments on ths proposed response back.
Michael

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario

MG5H 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)

This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du prsent courriel est privilgi, confidentiel et
soumis des droits d'auteur. 11 est interdit de ['utiliser ou
de ke divuiguer sans autorisation.




Aleksandar Kojic

From: o Smith, Eliiot [ESmith@osler.com}

Sent: - April 1, 2011 5:04 PM

To: .~ ) _Mlchael Kllleavy

Subject: ’ Re: TCE Matter - Proposed Email Message Fol]ow—up to Telephone Call thh Alex Pourbaix
of TCE ..

Michael, | just spoke with Deb. We won't hother providing a mark-up this afternoon, but instead will wait until after our
strategy call on Monday.

Elliot

From: Smith, Elliot

Sent: Friday, April 01, 2011 04:07 PM

To: 'Michael.Killeavy@powerauthority.on.ca' <Michael.Killeavy@powerauthority.on.ca>; Sebastiano, Rocco
Subject: Re: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ....

Michael,
| got your voice message but I'm now in another meeting. I'll take a lock at the proposed email below and get back to

you with comments later this afternoon.

Elliot

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]

Sent: Friday, April 01, 2011 03:49 PM

To: Susan Kennedy <Susan.Kennedy@powerauthority.on.ca>; Sebastiano, Rocco; Smith, Elliot
Cc: Deborah Langelaan <Deborah.Langelaan@powerauthority.on.ca>; JoAnne Butler

<joanne.butler@powerauthority.on.ca>
Subject: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ...

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

Colin and Alex Pourbaix spoke on the telephone this morning. Colin has asked me to prepare a follow-up email
addressing several points that Alex raised during the telephone call. My proposed email is below:

I E R R R ES R SRR RSN RRRRRERRRENSENFRRRERRRRSRERARERERERRRESERERRREERRERSRERRERNERRERRRERDEI

CONFIDENTIAL & WITHOUT PREJUDICE

Alex,

Thank you for taking the time to speak with me this morning. ! wish to reiterate that the OPA proposal was made in
good faith and we are sorry to learn from you that it is unacceptable to TCE. During the conversation you raised a
number of matters to which | would like to respond directly.

We have conducted our own analysis of the CAPEX for the peaking plant and we believe that the estimate that you are
proposing is rather high. Your team has not been completely transparent with us about how you arrived at your CAPEX
build up so we have undertaken some independent costing and referred to independent experts for their advice. All of
these sources indicate to us that the CAPEX for a peaking plant like the one we are discussing ought to be around
$750,000/MW, excluding gas and electrical interconnection costs. In order to bridge the divide between your team and
our team we proposed a target costing mechanism, which would provide for the adjustment of the NRR up or down

i



based on the actual CAPEX upon achieving Commercial Operation. We think that this is a reasonable way forward and
provide both TCE and the OPA with an incentive to control CAPEX.

With regard to the 500 MW contract capacity, | think it is important to point out that this is an average annual contract
capacity. At a meeting held on 25 January 2011 where your team presented your CAPEX estimate to our team, TCE
indicated a 540 MW ISO rating for the combustion turbines. We thought a 500 MW Contract Capacity on average was
achievable. TCE is free to nominate seasonal capacities for the combustion turbines, and we would expect that the
summer season contract capacity would be lower than the contract capacity in the winter season. There is an IESO
requirement for 500 MW of capacity at 35 degree Celsius, and we recognize that this isn't likely achievable. We're
happy to contact the IESO to see if this can be relaxed.

You also raised an issue with the computation of the net present value (“NPVE&) of cash flows to TCE. We did this
computation on an after-tax basis, and we did our modelling on the basis of an all-equity investment and only
considered the cash flows generated by the proposed facility during the 25 year contract term. We took this approach
because we did not want to impose a capital structure on you for the investment in the facility, any addition of debt to
the capital structure will only serve to increase the NPV as your cost of capital decreases with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV analysis. This is actually
consistent with the treatment of the OGS plant and its NRR. We maintain that the value of the plant at the end of the
contract term is speculative. The residual value of the OGS was not built into the NRR for the OGS. We see no reason
whatsoever why we should crystallize this speculative value by building it into a certain cash flow stream from the NRR
for the K-W plant. Our position is that, as with the OGS, the residual value of the K-W peaking facility is to TCE account.
TCE can make of it what it wishes and value it as it wishes. We think that a plant with peaking capability affords the
system with a great deal of flexibility, which will have real value in the future.

it is hard for us to land on a NPV for the K-W plant without knowing how TCE values the residual value and what capital
structure TCE proposes to use for the K-W plant, consequently our team stayed silent an any specific NPV for the K-w
plant.

" | believe that there is continued value in our two teams continuing to discuss the differences we have in the hope that
we might successfully bridge the gaps and come to a settlement and wind up the OGS contract.

Colin

| appreciate your comments on ths proposed response back.
Michael

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)




This e-mail message is privileged, confidential and subject to
copyright. Any unauthorized use or disclosure is prohibited.

Le contenu du prsent courriel est privilgi, confidentiel et
soumis des droits d'auteur. i est interdit da Futiliser ou
de le divulgter sans autcrisation.







Aleksandar Kojic

From: ' JoAnne Boﬂer

Sent: April 2, 2011 8:51 AM.

To: . " Michael Killeavy '

Subject: Re: TCE Matter Proposed Email Message Follow-up to Telephone CaII With Alex Pourbaix
' of TCE

Sure, send it on...and then take the rest of the weekend offlll ~~
Hasta [unes...

B

From: Michael Killeavy

Sent: Saturday, April 02, 2011 08:21 AM

To: JoAnne Butler .

Subject: Re: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ...,

I'm not sure. If they are insisting on a $500M CAPEX [ don't think we've much more to discuss. Our 20-y equivalent NRR
is ~$15,000/MW-mo. We can't go much over this without express authorization to do so.

1 did the presentation Friday - do you want to look it over this weekend?

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 171
416-969-6288 (office)

416-965-6071 (fax)

416-520-9788 (cell)

Michael killeavy @powerauthority.on.ca

From: JoAnne Butler
Sent: Saturday, April 02, 2011 07:37 AM

To: Michael Killeavy
Subject: Re: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ....

Looks good to mel Let's see what the lawyers say...
So if's not over??

JCB

From: Michael Killeavy
Sent: Friday, April 01, 2011 03:49 PM




To: Susan Kennedy; Sebastiano, Rocco <RSebastiano@osler.com>; Smith, Elliot <ESmith@osler.com>

Cc: Deborah Langelaan; JoAnne Butler
Subject: TCE Matter - Proposed Email Message Follow-up to Telephone Call With Alex Pourbaix of TCE ....

*#% pRIVILEGED AND CONFIDENTIAL — PREPARED IN CONTEMPLATION OF LITIGATION ***

Colin and Alex Pourbaix spoke on the telephone this morning. Colin has asked me to prepare a follow-up emai
addressing several points that Alex raised during the telephone call. My proposed email is below:

CONFIDENTIAL & WITHOUT PREJUDICE

Alex,

Thank you for taking the time to speak with me this morning. 1 wish to reiterate that the OPA proposal was made in
good faith and we are sorry to learn from you that it is unacceptable to TCE. During the conversation you raised a
number of matters to which [ would like to respond directly.

We have conducted our own analysis of the CAPEX for the peaking piant and we believe that the estimate that you ara
proposing is rather high. Your team has not been completely transparent with us about how you arrived at your CAPEX
build up so we have undertaken some independent costing and referred to independent experts for their advice. All of
these sources indicate to us that the CAPEX for a peaking plant like the one we are discussing ought to be around
$750,000/MW, excluding gas and electrical interconnection costs. in order to bridge the divide between your team and
our team we proposed a target costing mechanism, which would provide for the adjustment of the NRR up or down
based on the actual CAPEX upon achieving Commercial Operation. We think that this is a reasonable way forward and
provide both TCE and the OPA with an incentive to control CAPEX.

With regard to the 500 MW contract capacity, | think it is important to point out that this is an average annual contract
capacity. Ata meeting held on 25 January 2011 where your team presented your CAPEX estimate to our team, TCE
indicated a 540 MW ISO rating for the combustion turbines. We thought a 500 MW Contract Capacity on average was
achievable. TCE is free to nominate seasonal capacities for the combustion turbines, and we would expect that the
summer season contract capacity would be lower than the contract capacity in the winter season. There is an IESO
requirement for 500 MW of capacity at 35 degree Celsius, and we recognize that this isn’t likely achievable. We're
happy to contact the [ESO to see if this can be relaxed.

You also raised an issue with the computation of the net present value (“NPV”) of cash flows to TCE. We did this
computation on an after-tax basis, and we did our modelling on the basis of an all-equity investment and only -
considered the cash flows generated by the proposed facility during the 25 year contract term. We took this approach
because we did not want to impose a capital structure on you for the investment in the facility, any addition of debt to
the capital structure will only serve to increase the NPV as your cost of capital decreases with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV analysis. This is actually
consistent with the treatment of the OGS plant and its NRR. We maintain that the value of the plant at the end of the
contract term is speculative. The residual value of the OGS was not built into the NRR for the OGS. We see no reason
whatsoever why we should crystallize this speculative value by building it into a certain cash flow stream from the NRR
for the K-W plant. Our position is that, as with the OGS, the residual value of the K-W peaking facility is to TCE account.
TCE can make of it what it wishes and value it as it wishes. We think that a plant with peaking capability affords the
system with a great deal of flexibility, which will have real value in the future.

It is hard for us to land on a NPV for the K-W plant without knowing how TCE values the residual value and what capital
structure TCE proposes to use for the K-W plant, consequently our team stayed silent on any specific NPV for the K-w
plant.



| believe that thete is continued value in our two teams continuing to discuss the differences we have in the hope that
we might successfully bridge the gaps and come to a settlement and wind up the OGS contract. :

Colin

| appreciate your comments on ths proposed response back.
Michael

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)






Aleksandar Kojic

From: Michael Killeavy

Sent: April 2, 2011 12:44 PM

To: JoAnne Builer; Susan Kennedy

Cc: Deborah Langelaan

Subject: RE: TCE Matter - Proposed 6 April 2011 BOD Presentation .
Attachments: 0GS_BOD_CM_20110406 v2.ppt

Importance: High

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

Attached is the proposed presentation. - Deb's still reviewing it. I have sent a copy to Len
Griffiths at BJ but he's not yet responded to my email,

I have asked John Zych for time on 6 April, to which he was amenable. T also explained that
the presentation would be late, but we'd try to get it to them in advance.

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

Ontario Power Authority

12@ Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1
416-969-6288 (office)

416-969-6871 (fax)

416-520-9788 (cell)
Michael,killeavy@powerauthoritv.on.ca







Winding Up of the Oakville
Generating Station (OGS) Contract

Board of Directors — For Information

April 6, 2011

Privileged and Confidential ~ Prepared in Contemplation of Litigation



Summary
-

* OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

 The salient features are:

S T i

Net Revenue Requirement (NRR) of $12,500/MW-month;
25-year contract term; |
500 MW Contract Capacity;

- Payment for $37M in OGS Sunk Costs over the term -

Separate payment for gas/electrical interconnections;
Assistance on mitigating Planning Act approvals risk;

Privileged and Confidential - Prepared in Contemplation of Litigation ON \ARIO 7



Net Revenue Requirement

» The OPA proposed NRR is based on a targeted capital cost
expenditure (CAPEX) of $400 million and reasonable projected
operating expenditures (OPEX). This CAPEX is based on an
independent review by our technical expert as well as published =
information on other similar generation facilities.

. TCE has a much higher proposed CAPEX of $540 million. TCE
could not satisfactorily explain why its CAPEX was so high. - .

« TCE’s $540 million CAPEX estimate translated into an NRR of
$16,900/MW-month. This is slightly below the OGS NRR of
%17,2E7X7/MW-month, which was roughly a $1 billion projected

APEX. | |

« The OPA believes that the TCE NRR is far too high for a plant that is
much smaller in size, even when factoring in the anticipated
financial value of the OGS

3 Privileged and Gonfidential — Prepared in Contemplation of Litigation ONTARIO i
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Net Revenue Requirement - Target COStihg

* In order to mitigate the CAPEX risk we proposed to TCE that we
target cost the CAPEX, where the OPA and TCE would share
equally on any CAPEX increases above or decreases below the
target CAPEX (gain share/pain share). The final NRR would then be
adjusted upwards or downwards depending on final shares based
on the actual CAPEX.

« A farget cost mechanism with gain share/pain share provides both
TCE and the OPA with an incentive to bring the project in below the
target CAPEX.

« The target costing approach is commonly used in the energy and
infrastructure industries to provide an incentive to both sides to
minimize CAPEX. We understand that TCE has used target costing
itself and is consequently familiar with the concept.

4 Privileged and Confidential — Prepared in Contemplation of Litigation ONTARIO
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Net Revenue Requirement

NRR Comparison

l BPlant NRR B Fixed GD&M-Portion B Connection-Adder J
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5 Privileged and Confidential ~ Prepared in Contemplation of Litigation ON l ARIO; -

POWER AUTHORITY




Annual Payments Based on NRR

[NTD: Insert slide showing annual $ payments based on
NRR and state assumptions]

6 Privileged and Confidential — Prepared in Contemplation of Litigation ONTARIO
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Contract Term

« OPA contracts typically have 20-year terms.

* Alonger term allows for CAPEX to be recovered over a
longer period of time, which reduces the NRR.

. TCE had asked for a 30 year term. This would seta
precedent for gas-fired generation contracts for the OPA.

. Privileged and Confidential - Prepared in Gontemplation of Litigation ONT ‘ ARIO
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Contract Term

 The OPA proposed a 25-year term.

* In analyzing the TCE numbers it looked tous as if TCE
were actually using a 20-year time horizon for recovering
its costs.

« Portlands Energy Centre has an option for an additional
five years on the 20-year term to make the contract have
a 25-year term.

o Privileged and Confidential - Prepared in Contemplation of Litigation ONTARIQ
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Contract Capacity

 The Long- term Energy Plan ("LTEP”) indicates the need
for a peaking generation facility in the Kitchener-
Waterloo-Cambridge area.

. PSP has indicated that at least 450 MW of summer
peaking capacity is required.

« The OPA proposed an average 500 MW of Contract
Capacity to provide additional system flexibility in the
summer months and to reduce the NRR on per MW
basis.

9 Privileged and Confidential - Prepared in Contemplation of Litigation ON _ EARIO ;
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Contract Capacity

« The 500 MW we proposed is an average annual
Contract Capacity.

. The nameplate capacity the GT units TCE proposes to
use is 540 MW. | .

« We have given TCE the flexibility to nominate seasonal
Contract Capacities for the purposes of imputing
revenue and performing capacity check tests.

10 Privileged and Confidential - Prepared in Contemplation of Litigation ON l AR'O y
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OGS Sunk Costs

+ TCE has claimed $37 million in OGS Sunk Cdsts.._ *

* The OPA has the Ministry of Finance auditing these
costs. |

« We proposed to include the amount of OGS Sunk Costs
in the NRR provided the costs were reasonable and
substantiated.

ONTARIO /
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Interconnection Costs

» The OPA proposed to pay for the gas and electrical
interconnection costs on a cost-recovery basis.

* This is done on some other OPA contracts.

* Paying on a cost-recovery basis, i.e., a pass-through
cost to the OPA is cheapest for the ratepayer since there
IS no opportunity to charge an additional risk premium on
top of the actual cost.

* The interconnection costs are estimated at about $100
million
ONTARIO /.

POWER AUTHORITY (_#




Approvals and Permitting Risk Mitigation SR

« TCE had proposed to the OPA that it be protected from |
all permitting and approvals risk. o

« This basically puts the OPA in the developer role a role
in which we are not comfortable. |

« As a compromise, we proposed to approach the - o
government to have it provide a Planning Act approvals
exemption, similar to what had been done for the York
Energy centre project. T




Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigatidn Strategies -

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, efc.

Ministry of Municipal Affairs and
Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of he Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a
developer, but regulation can be passed
to influence the factors used. [NTD: How
else to mitigate?]

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act. _ ‘ :

Environmental Protection Act
Certificates of Approval

Ministry of the Environment

Exempting regulation under s. 175.1(a)
of the Act and/or a regulation to issue a
C of A under s. 175.1(f) of the Act

POWER AUTHORITY




Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Ontario Water Resources Act Approvals

Ministry of the Environment

Exempting regulation.

Ontario Energy Board Act Approvals,
e.g., leave to construct for a gas line or an
electricity transmission line

Ontario Energy Board

Exempting regulation under s. 127(1)(f) of
the Act can exempt a party from-any
provisions of the Act. '

Property Rights

There is no express statutory authoerity to
expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for expropriation for a
government-related agency. A regulation
under s. 20(d) of that same Act would be
required to make the OPA a government-
related agency

Municipal Act
Municipal By-Laws e.g., PM2.5 enacted
pursuant to s. 10 an s. 11 of the Act.

Ministry of Municipal Affairs and
Housing/Ministry of the
Environment

Section 451.1(1) allows for a regulation to
impose limits on municipal powers, however,
the regulation is deemed to be revoked after
18 months. Legislation might-be required fo
permanently override a municipal by-law.

ONTARIO
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TCE Response to OPA Counter-Proposal

« TCE has indicated that it does not accept the OPA
counter-proposai.

« TCE believes that the financial offering by the OPA is too
low and that there isn’t sufficient compensation for it to
recover its CAPEX and the anticipated financial value of
the OGS contract.

ONTARIO
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Aleksandar Kojic

From: . Michael Killeavy

Sent: April 2, 2011 12:50 PM

To: griffithsli@bennettjones.com

Cc: Susan Kennedy; Deborah Langelaan

Subject: TCE Matter - BOD Presentation for 6 April 2011 ...
Attachments: OGS_BOD_CM_20110406 v2.ppt

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

Len,

Attached is a presentation that we have prepared to inform our Board of the ongoing
discussions with TransCanada Energy about the cancellation of the Oakville GS. Towards the
end of the presentation I have a few tables that set out the permitting and approvals prisks.
Could you please review the presentation with a view to advising on whether the tables
capture and explain how to mitigate the various risks? I will make my self available Monday

to discuss this with you if you wish.

Thank you,
Michael

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

128 Adelaide St. West, Suite 160
Toronto, Ontario, M5H 1Tl
416-969-6288 (office)

416-969-6071 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca
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Winding Up of the Oakuville
Generating Station (OGS) Contract

Board of Directors — For Information

April 6, 2011

Privileged and Confidential — Prepared in Contemplation of Litigation_



Summary
X

« OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

 The salient features are:

O ON =

Net Revenue Requirement (NRR) of $12,500/MW-month;
25-year contract term;

500 MW Contract Capacity;

Payment for $37M in OGS Sunk Costs over the term
Separate payment for gas/electrical mterconnectlons,
Assistance on mitigating Planning Act approvals risk;

Privileged and Confidential - Prepared in Contemplation of Litigation ON ARI°
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Net Revenue Requirement

 The OPA proposed NRR is based on a targeted capital cost
expenditure (CAPEX) of $400 million and reasonable projected
operating expenditures (OPEX). This CAPEX is based on an
independent review by our technical expert as well as published -
information on other similar generation facilities.

 TCE has a much higher proposed CAPEX of $540 million. TCE
could not satisfactorily explain why its CAPEX was so high. .

. TCE’s $540 million CAPEX estimate translated into an NRR of
$16,900/MW-month. This is slightly below the OGS NRR of
gﬂ,%&?/MW-month, which was roughly a $1 billion projected -
CAPEX.

« The OPA believes that the TCE NRR is far too high for a plant that is
much smaller in size, even when factoring in the anticipated |
financial value of the OGS

3 Privileged and Confidential - Prepared in Contemplation of Litigation oNT AR.
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Net Revenue Requirement - Target Costing

» |In order to mitigate the CAPEX risk we proposed to TCE that we
target cost the CAPEX, where the OPA and TCE would share
equally on any CAPEX increases above or decreases below the
target CAPEX (gain share/pain share). The final NRR would then be
adjusted upwards or downwards depending on final shares based
on the actual CAPEX.

A target cost mechanism with gain share/pain share provides both
TCE and the OPA with an incentive to bring the project in below the
target CAPEX.

« The target costing approach is commonly used in the energy and
infrastructure industries to provide an incentive to both sides to
minimize CAPEX. We understand that TCE has used target costing
itself and is consequently familiar with the concept.

4 Privileged and Confidential - Prepared in Contempiation of Litigation ON l ARIO




Net Revenue Requirement

NRR Comparison
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Annual Payments Based on NRR

[NTD: Insert slide showing annual $ payments based on
NRR and state assumptions]

6 Privileged and Confidential — Prepared in Contemplation of Litigation ON IARIO ‘
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Cohtract Term

« QOPA contracts typically have 20-year terms.

* A longer term allows for CAPEX to be recovered c?')ver'_z:é'
longer period of time, which reduces the NRR.

« TCE had asked for a 30 year term. This would set a
precedent for gas-fired generation contracts for the OPA

Privileged and Confidential - Prepared in Contemplation of Litigation ON l Rl. .
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Contract Term

 The OPA proposed a 25-year term.

+ In analyzing the TCE numbers it looked to us as if TCE
were actually using a 20-year time horizon for recovering
Its costs.

« Portlands Energy Centre has an option for an additional
five years on the 20-year term to make the contract have
a 25-yearterm.

8 ‘ Privileged and Confidential - Prepared in Contemplation of Litigation ON ‘ ‘ARIO
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Contract Capacity

» The Long-term Energy Plan (“LL.TEP”) indicates the need

for a peaking generation facility in the Kitchener-
- Waterloo-Cambridge area.

« PSP has indicated that at least 450 MW of summer
peaking capacity is required.

 The OPA proposed an average 500 MW of Contract
Capacity to provide additional system flexibility in the
summer months and to reduce the NRR on per MW
basis.

9 Privileged and Confidential - Prepared in Contemplation of Litigation ‘ONTARI ’
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Contract Capacity

* The 500 MW we proposed is an average annual
Contract Capacity.

* The nameplate capacity the GT units TCE proposes to
gl use is 540 MW.

« We have given TCE the flexibility to nominate seaSonaI_
Contract Capacities for the purposes of imputing
revenue and performing capacity check tests.
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OGS Sunk Costs

. TCE has claimed $37 million in OGS Sunk Costs.

. The OPA has the Ministry of Finance auditing these
costs.

« We proposed to include the amount of OGS Sunk Costs
in the NRR provided the costs were reasonable and
substantiated. |
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Interconnection Costs

« The OPA proposed to pay for the gas and electrical
interconnection costs on a cost-recovery basis.

 This is done on some other OPA contracts.

« Paying on a cost-recovery basis, i.e., a pass-through
cost to the OPA is cheapest for the ratepayer since there
IS no opportunity fo charge an additional risk premium on
top of the actual cost.

. The interconnection costs are estimated at about $100
million |
ONTARIO
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Approvals and Permitting Risk Mitigation o

 TCE had proposed to the OPA that it be protected from
all permitting and approvals risk.

» This basically puts the OPA in the developer. roIe a role
in which we are not comfortable.

« As a compromise, we proposed to approach the o
government to have it provide a Planning Act approvals
exemption, similar to what had been done for the York
Energy centre project.

ONTARI.
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-L.aw
Amendment, etc.

Ministry of Municipal Affairs and
Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of he Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power fo exempt a
developer, but regulation can be passed
to influence the factors used. [NTD: How
else to mitigate?]

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act.

Environmental Protection Act
Certificates of Approval |

Ministry of the Environment

Exempting regulation under s. 175.1(a)
of the Act and/or a regulation to issue a
C of Aunder s. 175.1(f) of the Act

ONTARIO/
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigatiori Strategies

Ontario Water Resources Act Approvals

Ministry of the Environment

Exempting regulation.

Ontario Energy Board Act Approvals,
e.g., leave to construct for a gas line or an
electricity transmission line

Ontario Energy Board

Exempting regulation under s. ‘127(1)(f) of
the Act can exempt a party from any :
provisions of the Act. :

Property Rights

There is no express statutory authonty to
expropriate land for a generation facmty
Section 8(4) of the Ministry. of Government
Services Act provides for expropriation for a
government-related agency. A regulation
under s. 20(d) of that same Act would be
required to make the OPA a government-
related agency

Municipal Act _
Municipal By-Laws e.g., PM2.5 enacted
pursuant to s. 10 an s. 11 of the Act.

Ministry of Municipal Affairs and
Housing/Ministry of the
Environment

Section 451.1(1) allows for a regulation to
impose limits on municipal powers, however,
the regulation is deemed to be revoked after
18 months. Legislation might be required.to-
permanently override a municipal by-law,” -

ONTARIO
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TCE Response to OPA Counter-Proposal

« TCE has indicated that it does not accept the OPA
counter-proposal.

« TCE believes that the financial offering by the OPA is too
low and that there isn’t sufficient compensation for it {o
recover its CAPEX and the anticipated financial value of
the OGS contract.

ONTARIO
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Next Steps

 TBD
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Aleksandar Kojic

From: Michael Killeavy

Sent: April 3, 2011 8:21 PM

To: ‘GriffithsL.@bennettjones.com'

Subject: Re: TCE Matter - BOD Presentation for 6 April 2011 ...

Great! Thanks.

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: Leonard Griffiths [mailto:Griffiths| @bennettiones.com]
Sent; Sunday, April 03, 2011 08:13 PM

To: Michael Killeavy
Subject: Re: TCE Matter - BOD Presentation for 6 April 2011 ...

Sorry, just back in range- will open tomorrow and contact you. Len
This message is sent from my blackberry, and thus may contain inadvertent typos. Len Griffiths

From: Michae! Killeavy [maitto:Michael.Killeavy@powerauthority.on.ca]

Sent: Saturday, April 02, 2011 10:50 AM

To: Leonard Griffiths

Cc: Susan Kennedy <Susan.Kennedy@powerauthority.on.ca>; Deborah Langelaan

<Deborah.Langelaan@powerauthority.on.ca>
Subject: TCE Matter - BOD Presentation for 6 April 2011 ...

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

Len,

Attached is a presentation that we have prepared to inform our Board of the ongoing discussions with TransCanada Energy about the
cancellation of the Qakville GS. Towards the end of the presentation I have a few tables that set out the permitting and approvalis
risks. Could you please review the presentation with a view to advising on whether the tables capture and explain how to mitigate the
various risks? I will make my self available Monday to discuss this with you if you wish,

Thank you,
Michael

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 1T1

IR
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416-969-6288 (office)
416-969-6071 (fax)
416-520-9788 (cell) ,

Michael killeavy(@powerauthority.on.ca

The contents of this message may contain confidential and/or privileged
subject matter. If this message has been received in error, please contact
the sender and delete all copies. Like other forms of communication,
e-mail communications may be vulnerable to interception by unauthorized
parties. If you do not wish us to communicate with you by e-mail, please
notify us at your earliest convenience. In the absence of such

notification, your consent is assumed. Should you choose to allow us to
communicate by e-mail, we will not take any additional security measures
(such as encryption) unless specifically requested.



Aleksandar Kojic

From: : Smith, Elliot [ESmith@osler.com]

Sent: -April 4, 2011 3:13 PM

To: Michael Killegvy

Cc: Deborah Langelaan; Sebastiano, Rocco

Subject: " RE: TCE Matter - Email Response to Alex Pourbaix ...

I do have comments. I'm going to do a mark-up right now and will get it back to you later
this afternoon.

----- Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
- Sent: Monday, April @4, 2011 2:46 PM ’

To: Smith, Elliot

Cc: Deborah Langelaan

Subject: TCE Matter -~ Email Response to Alex Pourbaix ...

*** privileged and Confidential - Prepared in Contemplation of Litigation **¥
Colin wants to send the email. Can you suggest any edits?

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
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis a des droits d'auteur.
Il est interdit de 1'utiliser ou de le divulguer sans autecrisation.
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- Aleksandar Kojic

From: Smith, Elliot [ESmith@osler.com]

Sent: - - = Apr:l4 2011 4:20 PM )

To: Michael Killeavy. |

Cec:: ; Debaorah Lange!aan Sebasﬂano Rocco

Subject: RE: TCE Matter - Email Response to Alex Pourbaix ..

Attachments: #20380047v2_LEGAL_1_ - Draft email to A. Pourbaix (Osler Draft).doc; blackline.pdf
Michael,

Further to your request, please find attached a blackline showing our proposed revisions. If
you have any questions about any of the changes, please let us know.

Elliot

Elliot Smith
Associate

416.862.6435 DIRECT
416,862 .6666 FACSIMILE
esmith@osler.com

Osler, Hoskin & Harcourt LLP
Box 58, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1B8

osler.com

————— Original Message-----

From: Michael Killeavy [mailto:Michael. Kllleavv@powerauthorltv on.ca]
Sent: Monday, April @4, 2011 2:46 PM

To: Smith, Elliot

Cc: Deborah Langelaan

Subject: TCE Matter - Email Response to Alex Pourbaix ...

**¥% ppivileged and Confidential - Prepared in Contemplation of Litigation ***

Colin wants to send the email. Can you suggest any edits?

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

120 Adelaide St. West, Suite 1600
Toronto, Ontaric, MSH 1T1
416-969-6288 (office)

416-969-6871 (Fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis a des droits d'auteur.
I1 est interdit de 1l'utiliser ou de le divulguer sans autorisation.
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PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Alex,

Thank you for taking the time to speak with me last Friday. I wish to reiterate that the OPA
proposal was made in good faith and we are sorry to learn from you that it is unacceptable to
TCE. During the conversation you raised a number of matters to which I would like to respond
directly.

With regard to the 500 MW contract capacity, I think it is important to point out that this is an
anmual average contract capacity. At a meeting held on 25 January 2011 where your team
presented your CAPEX estimate to our team, TCE indicated a 540 MW ISO rating for the
combustion turbines. We thought a 500 MW annual average contract capacity was achievable.
We invited TCE to nominate seasonal capacities for the combustion turbines, and we would
expect that the summer season confract capacity would be lower than the contract capacity in the
winter season. There is an IESO requirement for 500 MW of capacity at 35 degrees Celsius, and
we recognize that this may not be achievable using the current furbines. We are happy to contact
the IESO to understand how much flexibility there is on this requirement.

You also raised an issue with the computation of the net present value (NPV) of cash flows to
TCE. We did this computation on an after-tax basis, and we did our modelling on the basis of an
all-equity investment and only considered the cash flows generated by the proposed facility
during the 25 year contract term. We took this approach because we did not want to impose or
assume a capital structure on TCE for the investment in the facility. Any addition of debt to the
capital structure will only serve to increase the NPV as we would expect the cost of capital to

decrease with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV
analysis. We worked with our advisors to determine the appropriate NPV of the OGS contract,
taking into account the applicable risks and appropriate discount rates and built this into the NRR
in our proposal. As with OGS, the residual value of the K-W peaking facility would be to TCE’s
account. We think that a plant with peaking capability affords the system with a great deal of
flexibility, which will continue to have real value in the future.

It is impossible for us to specify TCE’s NPV for the K-W plant without knowing how TCE
values the residual value and what capital structure TCE proposes to use for the K-W plant,
consequently our team stayed silent on any specific NPV for the K-W plant.

I believe that there is continued value in our two teams continuing to discuss the differences we
have in the hope that we might successfully bridge the gaps and resolve the issues between us.

Sincerely,

Colin

LEGAL _1:20380047.2







PRIVILEGED. CONFIDENTIAL AND WITHOUT PREJUDICE,
Alex, | |

Thank you for taking the time to speak with me %HB%H@M I wish to reiferaté tﬁat the
OPA proposal was made in good faith and we are sorry to learn from you that it is unacceptable to
TCE. During the conversation you raised a number of matters to which I would like to respond
directly.

With regard to the 500 MW contract capacity, I think it is important to point out that this is an
annual average anrgal-contract capacity. At a meeting held on 25 January 2011 where your team
presented your CAPEX estimate to our team, TCE indicated a 540 MW ISO rating for the
combustion turbines. We thought a 500 MW Centract-Capaeity—onannual average contract
capacity_was achievable. We invited TCE—is—ee to nominate seasonal capacities for the
combustion turbines, and we would expect that the summer season contract capacity would be
Jower than the contract capacity in the winter season. There is an IESO requirement for 500 MW
of capacity at 35 degrees Celsius, and we recognize that this isp’*tlikelymay not be achievable
using the current turbines. We’re_are happy to contact the IESO to see—ifthis—ecan—be

relaxedunderstand how much flexibility there is on this reguirement.

You also raised an issue with the computation of the net present value (“NPV?=) of cash flows to
TCE. We did this computation on an after-tax basis, and we did our modelling on the basis of an
all-equity investment and only considered the cash flows generated by the proposed facility during
the 25 year contract term. We took this approach because we did not want to impose or assume a
capital structure on yeu]CE for the investment in the facility;. aAny addition of debt to the capital
structure will only serve to increase the NPV as yourwe would expect the cost of capital
deecreasesto decrease with increasing leverage.

You raised a concern about the resxdual value of the OGS not being accounted for in the NPV
analy31s : % h-the-treatmen he At an DT Vo

*®
. 2%

NRR—feHhe—K—R&Lp}aﬂ{—Qaﬁpe%M—ehat—as%h—ﬂ&eWe Worked W]th our advxsors to determme
the appropriate NPV of the OGS contract, takmg into account the applicable risks and appropriate

'dlscgunt rates and built this into the NRR in our proposal. As with OGS, the residual value of the
K-W peaking facility iswould be to TCE.s account. FEE-ean-make-ofit-what-it-wishes-end-value
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it-asit-wishes—We think that a plant with peaking capability affords the system with a great deal of
flexibility, which will continue to have real value in the future.

It is hardimpossible for us to and-enaspecify TCE’s NPV for the K-W plant without knowing how
TCE values the residual value and what capital structure TCE proposes to use for the K-W plant,
consequently our team stayed silent on any specific NPV for the K-W plant.

I believe that there is continued value in our two teams continuing to discuss the differences we

have in the hope that we might successfully bridge the gaps and come-to-a-settlement-and-wind-up
the-OGS-contractresolve the issues between us.

Sincerely,

Colin
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Aleksandar Kojic

From: Michael Killeavy

Sent: April 4, 2011 4:28 PM

To: -Colin Andersen; Brett Baker :

Cc: JoAnne Butler; Deborah Langelaan; Ronak Mozayyan; Kristin Jenkins
Subject: TCE Matter - Proposed Email Response to Alex Pourbaix ....
Attachments: Draft email to A Pourbaix 4 Apr 2011.doc

Importance: - High

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

Attached is the email which has counsel’s comments included. |took a stab at a last paragraph to allow TCE to respond
back with something.

Michael

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)






PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE
Alex,

Thank you for taking the time to speak with me last Friday. I wish to reiterate that the OPA
proposal was made in good faith and we are sorry to learn from you that it is unacceptable to
TCE. During the conversation you raised a number of matters to which I would like to respond
directly.

With regard to the 500 MW contract capacity, I think it is important to point out that this is an
- annual average contract capacity. At a meeting held on 25 Januvary 2011 where your team
presented your CAPEX estimate to our team, TCE indicated a 540 MW ISO rating for the
combustion turbines. We thought a 500 MW annual average contract capacity was achievable.
We invited TCE to nominate seasonal capacities for the combustion turbines, and we would
expect that the summer season contract capacity wounld be lower than the contract capacity in the
winter season. There is an IESO requirement for 500 MW of capacity at 35 degrees Celsius, and
we recognize that this may not be achievable using the current turbines. We are happy to contact
the IESO to understand how much flexibility there is on this requirement.

You also raised an issue with the computation of the net present value (NPV) of cash flows to
TCE. We did this computation on an after-tax basis, and we did our modelling on the basis of an
all-equity investment and only considered the cash flows generated by the proposed facility
during the 25 year contract term. We took this approach because we did not want to impose or
assume a capital structure on TCE for the investment in the facility, Any addition of debt to the
capital structure will only serve to increase the NPV as we would expect the cost of capital to
decrease with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV
analysis. We worked with our advisors to determine the appropriate NPV of the OGS contract,
takmg into account the applicable risks and appropriate discount rates and built this into the NRR
in our proposal. As with OGS, the residual value of the K-W peaking facility would be to TCE’s
account. We think that a plant with peaking capability affords the system with a great deal of
flexibility, which will continue to have real value in the future.

It is impossible for us to specify TCE’s NPV for the K-W plant without knowing how TCE
values the residual value and what capital structure TCE proposes to use for the K-W plant,
consequently our team stayed silent on any specific NPV for the K-W plant.

I believe that there is continued value in our two teams continuing to discuss the differences we
have in the hope that we might successfully bridge the gaps and resolve the issues between us.
To this end, it might be helpful if your team could tell us the aspects of our proposal that are
giving you the most trouble.

Sincerely,

Colin

LEGAL,_1:20380047.2






Aleksandar Kojic

From: Michael Killeavy

Sent: April 4, 2011 4:53 PM

To: ‘ESmlth@osier com'

Ce: Deborah Langelaan; 'RSebastlano@osler com"
Subject: Re: TCE Matter - Emai! Response to Alex Pourbaix ...

Thanks. I've forwarded the revised draft to Colin.

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

120 Adelaide St. West, Suite l6@8
Toronto, Ontario, MS5H 1T1 '
416-969-5288 (office)

416-969-6671 (fax)

416-520-9788 (cell)
Michael.killeavy@powerauthority.on.ca

————— Original Message -----

From: Smith, Elliot [mailto:ESmith@osler.com]

Sent: Monday, April 84, 2011 84:19 PM

To: Michael Killeavy

Cc: Deborah Langelaan; Sebastiano, Rocco <RSebastianoflosler. com>
Subject: RE: TCE Matter - Email Response to Alex Pourbaix ...

Michael,
Further to your request, please find attached a blackline showing our proposed revisions. If

you have any questions about any of the changes, please let us know.
Elliot

Elliot Smith
Associate

416.862.6435 DIRECT
416.862.6666 FACSIMILE
esmithf@osler.com

Osler, Hoskin & Harcourt LLP
Box 5@, 1 First Canadian Place
Toronto, Ontario, Canada M5X 1BS8

osler.com

————— Original Message-----

From: Michael Killeavy [mailto:Michael.Killeavy@powerauthority.on.ca]
Sent: Monday, April 84, 2011 2:46 PM

To: Smith, Elliot

Cc: Deborah Langelaan




Subject: TCE Matter - Email Response to Alex Pourbaix ...

*** prjvileged and Confidential - Prepared in Contemplation of Litigation ***

Colin wants to send the email. Can you suggest any edits?

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

120 Adelaide St. West, Suite 1600
Toronto, Ontario, M5H 171
416-969-6288 (office)

416-969-6071 (fax)

416-528-9788 (cell)

Michael . killeavy@powerauthority.on.ca
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This e-mail message is privileged, confidential and subject to copyright. Any unauthorized
use or disclosure is prohibited.

Le contenu du présent courriel est privilégié, confidentiel et soumis 3 des droits d'auteur.
Il est interdit de 1l'utiliser ou de le divulguer sans autorisation.
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Aleksandar Kojic

From: . . ) Colin Andersen .

Sent: April 4, 2011 6:51 PM : o _ o
To: = ' JoAnne Butler; Michael Killeavy; Deborah Langelaan
Cc: " Brett Baker

Subject: as sent

Minor fweaks to first and last para

Colin Andersen
Chief Executive Officer

Ontario Power Authority

120 Adelaide Street West, Suite 1600
Toronto, Cnfario M5&H 1T1

T. 416 969 6399

F. 416 969 63380
colin.andersen@powerauthority.on.ca
www.powerauthority.on.ca

Please consider your environmental responsibility before printing this email

From: Coiin Andersen
Sent: Monday, April 04, 2011 6:50 PM
To: Alex Pourbaix (alex pourbaix@transcanada.com)

Subject:

PRIVILEGED, CONFIDENTIAL AND WITHOUT PREJUDICE

Alex,

Thank you for taking the time to speak with me last Friday. I wish to reiterate that the OPA proposal was made
in good faith and we are sorry to learn from you that it 1s unacceptable to TCE. During the conversation you
raised a number of matters to which I said I would get back to you about today and would like to respond to

directly.

With regard to the 500 MW contract capacity, I think it is important to point out that this is an annual average
coniract capacity. At a meeting held on 25 January 2011 where your team presented your CAPEX estimate to
our team, TCE indicated a 540 MW ISO rating for the combustion turbines. We thought a 500 MW annual
average coniract capacity was achievable. We invited TCE to nominate seasonal capacities for the combustion
turbines, and we would expect that the summer season contract capacity would be lower than the contract
capacity in the winter season. There is an IESO requirement for 500 MW of capacity at 35 degrees Celsius,
and we recognize that this may not be achievable using the current turbines. We are happy to contact the IESO
to understand how much flexibility there is on this requirement.

You also raised an issue with the computation of the net present value (NPV) of cash flows to TCE. We did
this computation on an after-tax basis, and we did our modelling on the basis of an all-equity investment and
only considered the cash flows generated by the proposed facility during the 25 year contract term. We took
this approach because we did not want to impose or assume a capital structure on TCE for the investment in the
facility. Any addition of debt to the capital structure will only serve to increase the NPV as we would expect the
cost of capital to decrease with increasing leverage.

You raised a concern about the residual value of the OGS not being accounted for in the NPV analysis. We

worked with our advisors to determine the appropriate NPV of the OGS confract, taking into account the

applicable risks and appropriate discount rates and built this into the NRR in our proposal. As with OGS, the
i o R



residual value of the K-W peaking facility would be to TCE’s account. We think that a plant with peaking
capability affords the system with a great deal of flexibility, which will continue to have real value in the future.

It is impossible for us to specify TCE’s NPV for the K-W plant without knowing how TCE values the residual
value and what capital structure TCE proposes to use for the K-W plant, consequently our team stayed silent on
any specific NPV for the K-W plant.

I believe that there is continued value in our two teams continuing to discuss the differences we have in the
hope that we might successfully bridge the gaps and resolve the issues between us. To this end, it might be
helpful if your team could tell us the aspects of our proposal that are giving you the most trouble. |

Happy to chat further,

Colin

Colin Andersen
Chief Executive Officer

Ontario Power Authority

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

T. 416 569 6399

F. 416 969 6380
colin.andersen@powerauthority.on.ca
www.powerauthority.on.ca

Please consider your environmental responsibility before printing this email



Aleksandar Kojic

From: Michael Killeavy
Sent: April 5, 2011 1:08 PM
To: Manuela Moellenkamp

Attachments: 0GS_BOD_CM_20110406 v4.ppt

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario
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Winding Up of the Oakville
Generating Station (OGS) Contract

Board of Directors — For Information

April 6, 2011
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Summary

- OPA has made a counter-proposal to the TCE proposal
- of 10 March 2011.

* Colin and Alex Pourbaix of TCE spoke on the telephone
on 1 April. TCE rejected the OPA counter-proposal.

» Colin sent Alex a follow up email asking for TCE to
specifically describe the issues it has with the OPA
counter-proposal.

« We will wait for specific feedback from TCE.
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OPA Counter-Proposal

TCE Proposal OPA Co -Proposal e
p unter-Proposal Comments

NRR . 16,900 MW/Month 12,500 MW/Month NRR covers capital costs, financing worklng capltal returns fixed

Net Revenue Requirement monthly payment over life of contract. Energy. pa|d on a demand
dispatch basis, this plant-will operate under 10% of the time. -

0, i :
Financing Assumptions Unknown ASS.U med 7 5% Cost of Equity, all TCE can finance/leverage how they rush order to :ncrease NPV
‘ equity project.

of project. -

Contract Term 20 Years 25 Years Portland Energy Centre has option for additlonal fwe years on
the 20-year term. -
LTEP indicates need for peaking genera-tiénfin:_‘lt'\"_W:CG; need at

Contract Capacity 450 MW 500 MW least 450 MW of summer peaking capacity, average-of 500 MW
provides additional system flexibility and reduces NRR on per
MW basis; )

Sunk Cost Treatment Cut cheque for $37mm Amortize over 25 years — no returns | $37mm currently being audited by Ministry of Finance for
substantiation and reasonableness. '

. . Precadent — Portlands Energy Centre. Pald on a cost recovery

Gas/Electrical Interconnections | We Pay We Pay - precedent set at Portlands basis, i.e. no opportunity to charge-an additional risk premium on

top of active costs. TCE estimate is $100mm, £ 20%. .
. it 540 400mm Our CAPEX based on independent review by aur Technical

Capital Expenditures mm m Expert and published information on other. similar generation,
facitities; had proposed & target cost on any CAPEX increase.

Operational Expenditures No Visibility Reasonable

TCE has given us limited insights into their operating expenseé.

Other

Assistance/Protection from mitigating
Planning Act approvals risk

We could approach Government to
provide Planning Act approvals
examption.

Precedent - NYR Peaker.

Privileged and Confidential -
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Net Revenue Requirement

20,000
18,750
17,500
16,250
15,000

%13,750

ls

S 12,500

EE 11,250

Z 10,000

8,750
7,500
6,250
5,000

NRR Comparison

M Plant NRR

@B Fixed GD&M-Portion

# Connection-Adder

“*PRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION** '

SWGTA [20-Year] NYR [20-Year] TCE-Offer [20-Year]

OPA-Counter [20-Year OPA-Counter [25-Year]
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Annual Payments Based on NRR

INTD: Insert slide showing annual $ payments based on
NRR and state assumptions]
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, etc.

Ministry of Municipal Affairs and
Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of he Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a
developer, but regulation can be passed
to influence the factors used. [NTD: How
else to mitigate?]

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act.

Environmental Protection Act

Ministry of the Environment

Exempting regulation under s. 175.1(a)

Certificates of Approval of the Act and/or a regulation to issue a
C of Aunder s. 175.1(f) of the Act
6 Privileged and Confidential - Prepared in Contemplation of Litigation ‘ONTARIO




Approvals and Permitting Risk Mitigation

Risk Description Owner ' Mitigation Strategies

Ontario Water Resources Act Approvals | Ministry of the Environment Exempting regulation.

Ontario Energy Board Act Approvals, Ontario Energy Board Exempting regulation under s. 127(1)(f) of
e.d., leave to construct for a gas line or an the Act can exempt a party from any
electricity transmission line provisions of the Act. '
Property Rights There is no express statutory authority to

expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for expropriation for a
government-related agency. Aregulation
under s. 20(d) of that same Act would -be
required to make the OPA a government-
related agency :

Municipal Act Ministry of Municipal Affairs and | Section 451.1(1) allows for a regulation to
Municipal By-Laws e.g., PM2.5 enacted Housing/Ministry of the impose limits on municipal powers, however,
pursuantto s. 10 an s. 11 of the Act. Environment the regulation is deemed to be revoked after

18 months. Legislation might be required to
permanently override a municipal by-law.
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From: . Michael Killeavy

Sent: April 5, 2011 1:10 PM _

To: . Deborah Langelaan; Ronak Mozayyan

Subject: TCE Matter - OPA Financial Model ...

Attachments: OPA Counter-Proposal NRR Model 1 Apr 2011 COUNTER-PROPQOSAL v7.xls

Attached is version 7 of the model — provided for index and non-index GD&M services. This was the mode| used to
prepare the counter-proposal financial offering.

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario

M5H 1T1

416-569-6288

416-520-9788 (CELL)

416-967-1947 (FAX)






Baseline NRR Calculation

CAPEX Spend: 7 $400,500,000 | Yearty % Spend
2008 418 Ei
2010 $26 5%
011 00 7%
oz 109 20%
203 $225 2%
04 72 13K 100%
$53% milfion
Capltal Cost Allowance:
CCARate
CapEx ta Class 1 EES %
CapEx to Class 17 e &%
Capixie Class 48 2% 5%
100%
Inffation Factor {IFy) 2%
NAR Index Factor - {NRRIF) 0%
Statutory Tax Rate
Flant Capacity {aacc)
Equate ANR to INR => £SP is anly revenue
Total Plzn Revenues = CSP = NRAY*AACC
Tatzl Plant Revenue = [(PNNRB] *{NRRIF}{Ify])] *AACCH{[PNNRD) "{1-NRRIF)] "AALE
PNNRE = Project NAR . . - -
Fixed DEM 45,500,000 (200 %)
GOEM $10,000,000 (2014 5)
Caleulate EBITOA
EBITEA = Plant Revenues - Operating Casts [$29 milian/year)
Galculate CCA by allocating CAFEX Lo appropriate poois
Determine tax payakle = [EBITDA - CCA)"[statutery tax rats)
Total cash flows = EBITRA - Taxes - CapEx
First cash flow is sugust 1, 2009
Ali others ara July I, 20000
Lise XNPY
TCE Cost of Capital 7.50%
D1-Aug-0% 01-Jul-10 Di-Juk1l
% CAPEX Aliacation to year K 5% Y.
Yearly CAPEX Spend $13,113,295 $13,061,74% $66,923,730
Bock Value of Capital $13,113,295 $A2,175.042 559,058,832
Non-Indexed KRR
Indexad NRR
Tatal NRR
REVENUES = (5P
GPEX
GR&M - Non-Indexed
GO&M- Indexed at 20%
EBIMRA
Depreciation (Capital Cost Allowance)
Taxes Payable
Tozal Cash Flow (513,113,205)  [$19,061,747} (66,923,730}
NRR
OGS Sunk Cost Adder
Total NAR {with DGS Sunk Cost}
Target OGS NPV + Sunk Costs
XNPY for K-W Peaking Plant
XNPV in 2012 plus spend
Target IRR.

XIRR

Oi-Jul-i2
20%
580,519,132
$179,618,023

[§80.525,152}

GoalSesk NRR
far Targer OGS

03-ful-13

aT%
$166,979,018
$346,597,441

{5166,979,418)

0z-Jub-14
13%
$53,402,553
$400,000,000

853,402,558}

1

0I-IukiS

$362,580,000
$9.671
$2,.418
$12,089
572,531,206

56,153 853
$8,658,457
52164850
55,513,081
$17,420,000
9,523,270

$45.989,811

2

D1Jublé

$345,257,282
s0671
$2,466
s12137
$T2821422

56,317,771
$6,658.457
$2,208,162
$55.636,031
$33.322718
$5.578.328

$50,057,703

3

02-Jul-17

$31BRIESTE
$9,671
$2,515
512,186
§73,117,348

56,444,127
58,659,457
$2252,325
55,761,440
530,420,203
$6,335.283

548,426,158

4

01-Jul18

$251.066,272
$9,671
2,566
$12,237
§73,4:5.195

56,573,003
58,659,457
$2,397.371
$55,809,358
522,770,700
$7.029,664

$48,859,633

’ 01-fut-19

$265,714,400
53,671
52.647
$12,238
$73.727.079

56,700,469
$8,555,457
$2.343.319
$56,019,853
525,351,872
$7,565,990

$48,352,543

1

atJul20

$242,570,676
$9.672
52,669
$12,340
574,041,119

56,83R,559
$8,659,457
$2,350.185
456,152,918
§23,143,724
8,252,298

$47.900,620

?

0l-huk21

$221,442,770
se671
52,23
$12.354
$74,361,441

$6,575,330
$8,659,457
52,437,989
£56,288,665
$21,127,906
$8,250,190

$47,498,475

0-Jul-22

$202,255,205
$9.571
sz
$12.48
$r4,688169

$114,538
$8.558.457
$2,486,708
$56,427127
$19,187.665
$9,284 865

47,142,261

9

a1-ut-23

$1B9,547,395
§9.671
$2,893
$12.504
$75,621,452

$7257138
$0,652,457
$2536,484
556,568,358
517.607,710
§9.720,152

S46.BIR195

10

01-jul-24

$163.473,317
58,671
$2,889
$12,560
$75361,360

$7.400,276
$8.655,457
$2592.213
$56.712.413
$16,074,078
510,159,584

$06,552. 830

i1

01-Jul-25

$153,799,251
59,671
s2,547
512,518
75,708,085

$7.550321
58,655,457
2,638,958
556,859,350
$14.674.026
510546331

$46,213.019

12

01-Jul-26

$140,403373
59,671
$3.006
$12.677
£76,061,747

$7,701,328
8,659,457
52,691,737
557.009.225
$13.395.918
$10,903,327

546,105,893

13

03-ul-27

$128,174,239
S3.671
43,066
§12,737
376,422,481

$7.855354
$8.659.457
52745571
$57.162,098
512,228,134
511,233,241

545,928,857

14

Di-fuk28

$117,010,263
5,671
$3,128
512,758
$76,790,430

$8012,461
58,559,457
$2800,483
§57.318.029
511163976
$11,538513

$45,773,516

15

03-Jul-2%

$105,816,653
$5,671
$3,150
512,851
$77,165,738

$8372,711
8,659,457
52,856,452
$57,472,078
510,191,594
$11,821371

§45,555,707

Qr-hl-30

$57,514,763
$9.672
$3254
512525
$77,548,552

£8,335,165
58,659,457
52,013,822
557,639,308
59,303,506
512,083,850

$45 555457

17

05-Jul-31

$89,021,227
59,671
$3319
$12,930
$77,939,022

8,502,888
$8,559,457
$2,971,895
S5T.RMA.782
$8.403,535
512,327,812

545,476,971

I

Pl-Jul-32

$81,267478
59,671
$3.385
513056
$78327,302

$B.STLIE
$8,550.457
$3,031,333
$57,973.568
$7.753,749
512,554,954

545,418,612

15

al-Jukay

574,185,083
8671
53,453

$13124

378,243,547

$8,846,405
8,659,457
$3,092,359
$58,145.726
$7.078,357
$12.765.832

545,378,894

n

D-luk34

§62,727 212
$55671
$3522

s13.a93

§79,152.018

$9,023,333
$8,658.457
$3,153,793
$58.321,319
5,451,869
512,964,855

545,356,464

21

01-Jul-35

$B1,88172
$8,671
$3593
$13.263
$79,580575

$9,203,300
$8,655,457
$3, 216,874
$58,500.934
§5,899,040
$13,150.351

545,350,093

22

0I-Jul-36

$56,442,938
35,671
53,664
$333s
580,011,685

58,387,876
$8,659,457
$32812
558,683,141
5538524
513324477

$45,358.664

23

01-ul-37

$51,526.758
$9,672
$3,738
$13408
580,451,419

9,575,633
£8,659,457
53,346,836
$58,869,482
$4,916,180
$13.488328

$45.381,164

24
01-lul-38
547,038,777
$8,871
$3.812
$13,483
$80,899,947
9,767,145
$8,653457
$3,413713
$58,058,571
$4,487,581
$13.682,357

545,816,673

Residuat

1
Gl-Jul3s
$42,901,700
59,671
$3.385
$13,550
563,357,445
9,962,489
58,558,457
$3.482,048
559,253,450
54,087,078
513,785,043

545,464,357

$606,291,429






Target Costing Allocation of Actual CAPEX

Target CAPEX =

CAPEX Sharing:

FINAL CAPEX =

Overrun (Underrun) =

OPA Share

TCE Share

Adjusted CAPEX =

Initial NRR

Final NRR

ADJUSTED CAPEX

$337,500,000
$350,000,000
$362,500,000
$375,000,000
$387,500,000
$400,000,000
$412,500,000
$425,000,000
$437,500,000

OPA

TCE

$338
$350
$363
$375
$388
$400
$413
$425
$438

{512,500,000)
~$387,500,000.- Target CAPEX + OPA Share

$400,000,000

Overrun

50%

50%

$375,000,000
($25,000,000)
{$12,500,000)

512,089
- $12,786

m=
b=
FINAL NRR
$11,554
511,795
$12,037
$12,278
$12,860
$13,472
$13,790
$14,099
$14,409

Underrun

50%

50%

3.07093E-05
1021.688889
FITTED LINE

$11,386

$11,770
$12,154
$12,538
$12,922
$13,305
$13,689
$14,073
$14,457

$2,000

S0

5338

5350

—

$363

5375

5388

5400

5413

$425

$438







Bageline NER Caleulation

Adjusted CAPEX Spend: $387,500,600 Yearly % Spend
2009 513 %
2010 326 5%
2021 $00 17%
052 $109 20%
a0 4225 42%
014 i %
$539
Capltal Cost Allawance:
CCARate
CapEx to Clags 1 #/KR %
€apEx ta Class 17 8% M
CapEx to Class 48 ri-r 15%
]
Inftation Factor Ry %
NRR Index Factor (NRRIF} 20%
Statutory Tax Rate B
Plant Capacity {aacc) 500 MW

Equate ANR tq INR => C5P Is only revenue

Total Plan Revanues = {5P = NARy"AACE

Total Plant Revenue = [[PMNRD)* [NRRIF) )] ARCTH{PNNREY[1-NARIF) "AACC
PNNAb = Project NRR -

Amzsume $29 million/year in non-fuel op 45,500,000 {2005 51
Go&M $10,000,000 {2011 %)
Calculate EAITDA

EBITDA = Plant Revenues - Cperating Casts (529 millien/yzar)
Calcufate £CA by allacating CAPEX to appropriate paols

Determine tax payabie = [EBT0A - CCA)*{statutory tax rate}

Total cash flows = EBITDA - Taxes - CapEx

First cash flow s august 3, 2009
All others are July 3, 200X

Use XNPY
TCE Cost of Capital 8.004

0l-Aug08 01-hl-10
% CAPEX Allagatlon to year ELS 5%
Yearly CAPEX Spend $12,703,505 $1B.466.067
Hopk Valve of Capital $12,703,50%8 $31,165,572
Non-Indexed NRR
Indexed NRR
Yotal NRR
REVENUES = CSP
QPEX
GD&M - Non-Indexed
GD&M « Indexed at 0K
EBITDA

Oepregiation [Capital Cost Allowance]

o e e T Y

Taxes Payable

Total Cash Flow ($1,702,505)  {51B.466,067)
Final NRR $12,331

0G5 Sunk Cast Adder | $ans

Final NRR {with OGS Sunk Cost) $12,785

Target OGS NRY +Sunk Casts 450,000,000

XNPV for KW Peaking plant $50.000,000

XNPY in 2012 slus spend

Target {AR £
MRR 557%

01-ul-25

5370,624.375
59,504
$2.476

$12382
£74,263,472

$6.193,853
56,659,457
$2,164.864
557,264,957
$15,375.625
$10,087,313

847,167,624

2

01-Juk16

$338,342,992

48,504
$1.526
$12430
574,580,305

$5312,771
$B,659,457
$2,208,162
$57,284,915
432,281,383
$6278313

$51116532

E]

M-ful-17

$308,873.357

$9,508
£2,576
$12.451
$74,883,380

$6,434,127
$8,659,457
$2,252,3%5
557.527.472
529,269,675
57.016.449

$50,5313.022

01-Jul-18

$2B1.570.451
$5,504
52528
51252
§75.292517

56,573.008
$8,659,457
$2.297,371
$57,562,679
425,902,856
$7,683,353

549,972,726

5

OoL-jul-19

$257,410,825

45,504
52,580
$12585
75,507,837

SE,764,469
$8,655,457
$2343319
557,800,551
424,553,626
$8,310,241

$49,490350

o1-ul-20

$234,950.342

$9.504
42,732
512,838
$75,425,463

$6,430,555
$8,659,957
52,490,185
$57,941,262
$72,420,483
£8,860,195

$49.061.067

01-jul-21

5214522683
59,804
52788

$12,693
§76.157.521

6975330
58,655,457
52,437,589
$58,080,745
$20,467,658
$9,404272

$48,680,474

Ol-tul-22

$145,837,758

$5.904
52,834
$12,745
576,492,141

$7,119,836
$8,659,457
2,986,748
$58,231,098
$18,584,926
$9,886,543

$48,344555

01-ul-23

178,780,285
$9,504
$2.901

$17008
$76533,453

§7,257.133
58,659,457
$2.536,A84
458,360,379
$17,057,969
$10.230,728

545,049,851

10

01-1l-24

$163.208.526
$9,504
$2.559
$12864
§77,181,551

$7402.276
$8.655,457
52587213
58,532,645
$15572,763
$10,740220

$47,792424

11

02-Jul-25

$148,393,063

59,904
53,018
$12,923
§77,535,692

£7,550,321
$B559,457
$2,618,958
458,687,356
514,215,453
$11,118,123

$47,569,833

Odeiul-26

5136015767

58,509
53,079
$12,983
$77,203,805

$7,700,318
58,659,457
$2.683,737
$58,846374
$12977,296
$11,462,263

$47.379,104

13

01-Juk27

$112.168,794

35,904
$3.100
$13.045
$78.268,343

$7.855.35¢8
48,650,457
$2745.571
£59,007,459
$11,845,973
$11,750,247

$ATTI3

14

02-Jul-28

5113353692

$9.304
53203
$13108
$78645,179

58,022,461
$8,659,457
52800403
$59.172,777
$10,815,102
12,029,419

47,083,358

15

01aul-29

$103,420,586

$3.804
$3,267
513,172
$79,029,551

8,172,711
$B,659,457
$2,856,452
$50,340,851
59,873,107
512,366,546

545,973,945

16

03-Jul-300

$94,062,027
S2.90¢
53332
$23237
$79,a21612

$8.336,155
$8,559,457
$2913.622
558,512,567
$9,013,159
$12,624,802

$46,887,565

17

03-Juk-31

$86,232,314
45,909
$3309
$13304
§79.821.513

$8,502,388
$0,659,457
$L571,895
$s9,687273
5228133
$22,864,790

$45312,483

13

Olul-32

$78,727.869
$5.904
$3,457
513372
$80,219,413

8,672,546
$8,659.457
43,031,333
$50,865.677
$T511.484
$13,088,558

545,777,115

i

0L-Jul-33

$70.870,672
$9.504
$3,536
$13.441
$80,645.470

58,846,405
58,655,457
$3,091,959
560,047,645
46,857,197
513.297.613

46,750,036

20

0l-Jul-33

$65,610,736
$9,904
$3,507
513512
$81,069,843

49,023,333
$8,659,457
43,153,739
60,233,260
56,259,935
$13,453,331

$46,739.929

21

01-Jul-25

559,806,041
$5,904
53,679

$13,584

581,502,715

9,203,800
$8,659,457
3,216,874
$60,422,584
$5,714,635
$13,676,572

$45,745,612

]

o1-1ul-36

$54,679,086
$3,904
$3,753
$13,657
81,944,239

9,387,876
88,659,457
$3281,212
$E0,515,504
45216945
413,845,687

$45,755,007

23

a1-4ulk37

§49,916,547
$5.904
53,828

$13,732

582,394,553

$3,575,633
58,650,457
$3,345,836
$60,812,665
$4,762,549
$14,012,529

$46,800,137

24

O1-ul-38

$45,568,816
52,504
53,805
13,809
$82,853,954

£5,767,145
$8,658,457
$3413773
$61,013,578
54,347,751
514,166,462

546,847,118

P

b1-Jul-35

$41,598,772
53,904
$3.983
$13,887
$83322.502

$9,562,489
$8,659,457
$3482.048
$61.218,508
$3,969,04¢
$14,312,365

46,305,142






OGS Sunk Cost Analysis

OGS Sunk Costs

TCE Borrowing Cost
After-tax Cost of Borrowing
Contract Term

Amortization of OGS Sunk Costs

NRR Sunk Cost Adder

$37,000,000

5.68% Based on Average YTM of LT Debt
4.26% '
25 years

$2,433,974 [year

$406 allocation per MW-month

$247







Aleksandar Kojic

From: Michael Killeavy

Sent: April 5, 2011 3:01 PM

To: John Zych :

Cc: | JoAnne Butler; Deborah Langelaan; Ronak Mozayyan; Kristin Jenkins
Subject: BOD Presentation - TCE Matter Status Update ....

Attachments: OGS_BOD_CM_20110408 v5.ppt

John,

Here is the proposed Board presentation for tomorrow.

Michael

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

120 Adelaide Street West, Suite 1600
Toronto, Ontario

 M5H1T1
416-969-6288
416-520-9788 (CELL)
416-967-1947 (FAX)
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Status

 OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

~+ Colin and Alex Pourbaix of TCE spoke on the telephone
on 1 April. TCE rejected the OPA counter-proposal.

+ Colin sent Alex a follow up email asking for TCE to
specifically describe the issues it has with the OPA
counter-proposal.

« We will wait for specific feedback from TCE.

5 Privileged and Confidential — Prepared in Contemplation of Litigation ONT Rlo ~

POWER AUTHORITY {_F




OPA Counter-Proposal

TCE Proposal

OPA Countgr-i"robqsal

- Comments

NRR
Net Revenue Requirement

$16,800/MW-month

$12,500/MW-month

Financing Assumpftions

Unknown

Assumed 7.5% Cost of Equity, all
equity project.

TCE can fmancelleverage how they want to mcrease NPV of -
project. ; :

Confract Term

20 Years

25 Years

Precedent - Portland Energy Centre has optron for addmcmal five
years on the 20-year term. :

Contract Capacity

450 MW

500 MW

i

LTEP indicates need for peaking generatlon in KWCG need at
least 450 MW of summer peaking capacity, average ( f500 MW
provides additional system flexibility and reduces NRR on per MWW
basis.

Sunk Cost Treatment

Lump Sum Payment of $37mm

Amortize over 25 years — no retums

$37mm currently being audited by Ministry of Finance for
substantiation and reasonableness.

Gas/Electrical interconnections

Payment in addition to the NRR

Payment in addition fo the NRR

Precedent — Portlands Energy Centre and NYR Peaking Plant.
Paid on a cost recovery basis, i.e. no opportunity to charge an

additional risk premium on top of active costs. TCE estimate is
$100mm, * 20%.

Capital Expenditures

Our CAPEX based on independent review by our Technical Expert

(CAPEX) $540mm $400mm and published information; on other similar generation facilities; had
proposed a target cost on any CAPEX increase,
- - TCE - . - . d - - . - ! ) - .
Operational Expenditures Little Visibility Reasonable Has given us limited insights into their operating expenses.

(OPEX)

We have used advice from our techntcal consultant on reasonable .
OPEX estimates. ‘ BN e

Assistance/Protection from mitigating

We would approach Government to

Precedent — NYR Peaking Plant regulation enaéted by the

Other Planning Act approvals risk prowde_F'lannlng Act approvals province.
exemption,
3 Privileged and Confidential ~ Prepared in Contemplation of Litigation
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Net Revenue Requirement
N D s
Preliminary NRR Comparison

mPlant NRR ™ Fixed GD&M-Portion 8 Connection-Adder

[y

o

Q

o

(]
1

««pRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION™

2015%
— -— — — —_— —_
N L o o N @
N 9O N o, =
O o & o &
S O o © a8 ©o
L ] 1 1 ul 1

R
-
-
[y}
[4)]
(@]

\

SWGTA [20-Year] NYR [20-Year] TCE-Offer [20-Year] QPA-Counier [20-Year OPA-Cduhter [25-Year]
Eqv.]
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Annual Payments Based on NRR

[NTD: Insert bar chart showing PV of OPA payments
for these plants] |
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, etc.

Ministry of Municipal Affairs and
Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of he Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a
developer, but regulation can be passed
to influence the factors used.

Building Code Act Permits

Ministry of Municipal Affairs and
Housing '

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act.

Environmental Protection Act
Certificates of Approval

Ministry of the Environment

Exempting regulation under s. 175.1(a)
of the Act and/or a regulation to issue a
C of A under s. 175.1(f) of the Act

6 Privileged and Confidential ~ Prepared in Contemplation of Litigation
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Ontario Water Resources Act Approvals

Ministry of the Environment

Exempting regulation.

Ontario Energy Board Act Approvals,
e.g., leave to construct for a gas line or an
electricity transmission line

Ontario Energy Board

Exempting regulation under-s. 127(1)(f) of
the Act can exempt a party from any.
provisions of the Act. ‘

Property Rights

There is no express statutory authority to
expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for expropriation fora
government-related agency. A regulation
under s. 20(d) of that same Act woulld be.
required to make the OPA a government-
retated agency

Municipal Act
Municipal By-Laws e.g., PM2.5 enacted
pursuantto s. 10 an s. 11 of the Act.

US EPA will not regulate PM2.5 until at
least 2013/2014.
regulating in Ontario.

MOE has no intention of _

Ministry of Municipal Affairs and
Housing/Ministry of the
Environment

Section 451.1(1) aliows for a regulation fo
impose limits on municipal powers, however,
the regulation is deemed to be revoked after
18 months. Legislation might be requn'ed to
permanently override a. mummpal by-law

Privileged and Confidential ~
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Possible Outcomes

Response is Parties Settle
TCE Responds __B Acceptable and KWCG
Back to the With/Without -—b Peaking Plant
OPA Negotiation Development

W Begins

OPA
Counter-
Proposal

Parties May

TCE Does Not TCE ' Conti
Respond —P Commences —b SO’RI inue ¢
litigation ettiemen

Discussions

ONTARIO,
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Aleksandar Kojic

From: ‘ B Deborah Lange!aan

Sent:’ April 5, 2011 3:02 PM-
-Toi . Michael Killeavy
Subject: FW: ***Privileged and Confi dentlal***

Attachments: NRR-Comparison-OFPA-Presentation-OPA_Mar_29-Rev1.xis

Deborah Langelaan | Manager, Natural Gas ProjectlePA | Suite 1688 - 120 Adelaide St. W. |

Toronto, ON M5H 1T1 |
T: 416.969.6052 | F: 416.967.1947| deborah. langelaan@power-author'ltv on.ca |

----- Original Message-----

From: Safouh Soufi [mailto:safouh@smsenergy-engineering.com]
Sent: April 5, 2011 3:02 PM

To: Deborah Langelaan

Subject: ***privileged and Confidential***

Hello Deborah:

Please review the attached and let's discuss if you have any questions.

Thanks,
Safouh







1. Evaluated Cost (COD$/MW)}

3. Evaluated Additional Cost (CODS/MW)

TCE Offer Feb

Portlands Qakville 2014

1,417,737 1,108,887 2,294,577
67,830 0 204,906

1,485,567 1,108,887 2,499,483

York

1,431,435
-17,812
1,413,623

OPA Counter
Mar 2011

1,695,030
197,120
1,892,150

1,000,000

Support Payment ($/MW)

800,000

600,000

400,000

200,000

0_

Notes:

Support Payment: OPA Contingency Support Payment expressed in Contract CODS.

NRR - Bsse: Plant NRR as per Exibit B of Contract excluding, if applicable, incremental GD&M and
lumpsum connection costs (gas and/or electriclity) paid by OPA.

NRR - CAPEX Adjustment: Applicable to TCE offer and OPA counter only and accounts for the.OPA
extra CAPEX exposure (potential) resulting from Schedule B of Implemnenation Agreement.

NRR - 20 Year Adjustment: Applicable to OPA counter offer only to adjust NRR from 25-Year to 20-
Year equivalent. Adjustment is based on CAPEX plus CAPEX Adjustment.

NRR - GD&M Adjustment: For York It accounts for the 65% of the GD&M portion paid by OPA. For
Portlands there is an adjustment for GD&M but its value hasn't been significant over thNot applicable
Lumpsum Connection Cost: If applicable, this cost is paid by cheque issued by OPA to proponent on
or around COD. The NRR is not adjusted to account for this cost. This cost is not racoverable from
the IESO market and is treated as an adder to project evaluated cost at COD.

Connection Cost: For Portlands; the actual connection cost {(gas) paid by the OPA was used. For
York there was a small payment to OPA (negative cost) but not shown in the chart. This payment
would effectively, allbelt marginaliy, reduce York's evaluated costand. For TCE offer and OPA
counter, the connection cost (gas and electricity} estimated by TCE was used and is shown in the
chart as the "red" portion.

Evaluated Cost of Portlands and Oakville are based on SWGTA evaluation cost medel. All other
others are based on NYR evaluation cost model,

Partlands Cakville TCE Offer Feb 2011 York OPA Counter Mar 2011
1CE Ofter reb GRA Gounter |

Under the deck calculations Portlands Oakville 2011 York Mar 2011
COD Year 2009 2013 2015 2012 2015
NRR - Base (COD$) $17,500 $17.417 $16,900 $9,998 $12,500
NRR - CAPEX Adjustment (COD$) $0 30 $377 $0 $317
NRR - 20 Year Adjustment {CODS%) $0 50 30 %0 $1,338
NRR - GD&M Adjustrent (COD3%) $0 $0 $0 $2,320 50
NRR - Total $17,500 $17.417 $17,277 $12,318 $14,155
Average Confract Capacity 550 g00 481 393 500
Lumpsum Connection Cost (CODS$) 37,306,338 - 98,560,000 -7,000,000 98,560,000







Aleksandar Kojic

From: Michael Killeavy

Sent: April 5, 2011 3:15 PM

To: John Zych

Cc: JoAnne Butler; Deborah Langelaan; Ronak Mozayyan; Kristin Jenkins
Attachments: OGS_BOD_CM_20110406 v5 R2.ppt

We just got the missing graph and | inserted it. | also corrected a minor typographical error.

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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Status

« OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

« Colin and Alex Pourbaix of TCE spoke on the telephone
on 1 April. TCE rejected the OPA counter-proposal.

« Colin sent Alex a follow up email asking for TCE to
specifically describe the issues |t has with the OPA
counter-proposal.

« We will wait for specific feedback from TCE.

2 Privileged and Confidential - Prepared in Contemplation of Litigation .N _‘E‘-“: Rlo
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OPA Counter-Proposal

TCE Proposal

OPA Counter-Proposal

Comments

NRR
Net Revenue Requirement

$16,900/MW-month

$12,500/MW-month

NRR covers capital costs, financing working capital,- 'rétﬁrns. fixed
monthly payment over life of contract. Energy paid;on a deemed
dispatch basis, this plant will operate less than 10% of the time,

Assumed 7.5% Cost of Equity, all

Financing Assumptions Unknown . ! TCE can finance/leverage how they want to increase NPV of
equity project. . s
project.
Contract Term 20 Years 25 Years Precedent - Portland Energy Centre has option for'ac'lditional five
years on the 20-year term. ;
LTEP indicates need for peaking generation_in KWCG;'need at
Contract Capacity 450 MW 500 MW least 450 MW of summer peaking capacity, average. of 500 MW

provides additional system flexibility and reduces NRR on per MW
basis,

Sunk Cost Treatment

“Lump Sum Payment of $37mm

Amortize over 25 years - no returns

$37mm currently being audited by Ministry of Finance for
substantiation and reasonableness.

Gas/Electrical Interconnections

Payment in addition to the NRR

Payment in addition to the NRR

Precedent - Portlands Energy Centre and NYR Peaking Plant.
Paid on a cost recovery basis, i.e. no opportunity to charge an

additional risk premium on top of active costs. TCE estimate is
$100mm, £ 20%.

Capital Expenditures

Our CAPEX based on independent review by our Technical Expert

400 " . . . . s
{CAPEX) $540mm 3400mm and published information on other similar generation facilities; had
proposed a target cost on any CAPEX increase.
.
Operational Expenditures Little Visibility Reasonable TCE has given us limited insights into their operating expenses.

{OPEX)

We have used advice from our technical consultant on reasonable
OPEX estimates. ‘ o )

Assistance/Protection fram mitigating

We would approach Government to

Pracedent — NYR Peaking Plant regulation enacted by the

I . |
Other Planning Act approvals risk prowde.Planmng At approvals province.

exemption.
3 Privileged and Confidential - Prepared in Contemplation of Litigation
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Net Revenue Requirement

20,000
18,750
17,500
16,250
15,000

B 13,750

.

< 12,500

EE 11,250

Z

< 10,000

8,750
7,500
6,250

5,000

Preliminary NRR Comparison

EPlant NRR ®mFixed GD&M-Portion @ Connection-Adder

~PRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION™*

SWGTA [20-Year] NYR {20-Year] TCE-Offer [20-Year] ~ OPA-Counter [20-Year OPA-Counter [25-Year]

Eqv.]
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Annual Payments Based on NRR

2,800,000
2,600,000
2,400,000
= 2,200,000
=
52,000,000
& 1,800,000
D
£ 1,600,000
b
1,400,000
o
+ 1,200,000
o)
©.1,000,000
5
& 800,000
600,000
400,000
200,000
0

EEvaluated Cost (CODS/MW)

m Connection Cost (COD$/MW)

»+PRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION** .

Porflands - Qakyville TCE Offer Feb 2011
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, etc.

Ministry of Municipal Affairs and
Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of the Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a .
developer, but regulation can be passed
to influence the factors used.

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act.

| Environmental Protection Act

Ministry of the Environment

Exempting regulation under s. 175.1(a)

Certificates of Approval of the Act and/or a regulation to issue a
C of Aunder s. 175.1(f) of the Act
8 Privileged and Confidential — Prepared in Contemplation of Litigation ONTA.RIO .
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~ Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Ontario Water Resources Act Approvals

Ministry of the Environment

Exempting regulation.

Ontario Energy Board Act Approvals,
e.g., leave to construct for a gas line or an
electricity fransmission line

Ontario Energy Board

Exempting regulation under s. 127(1)(f) of
the Act can exempt a party from any
provisions of the Act.

Property Rights

There is no express statutory authority to
expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for expropriation for a
government-related agency. Aregulation
under s. 20(d) of that same Act would be
required to make the OPA a government-
related agency ‘ o

Municipal Act
Municipal By-Laws e.g., PM2.5 enacted
pursuant to s. 10 an s. 11 of the Act.

US EPA will not regulate PM2.5 until at
least 2013/2014. MOE has no intention of
regulating in Ontario.

Ministry of Municipal Affairs and
Housing/Ministry of the
Environment

Section 451.1(1) allows for a regulation to

impose limits on municipal powers, however,
the regulation is deemed to be revoked after
18 months. Legislation might be required to
permanently override a muni,c_ipal:-by-,law.;

Privileged and Confidential ~ Prepared in Contemplation of Litigation




Possible Outcomes

Responseis Parties Settle
TCE Responds I} Acceptable and KWCG
Back to the With/Without ——‘P Peaking Plant

OPA Negotiation Development
W ' Begins
OPA

Counter-
Proposal

TCE Parties May

TCE Does Not Continue
R C
espond ———% ommences b Settiement

Litigation . . :
g DISCI_JSSIOI‘IS

ONTARIO ?

POWER AUTHORITY |_#
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Aleksandar Kojic

From: John Zych

Sent: g Aprit 5, 2011 3:20 PM

To: 'James Hinds'

Cc: Colin Andersen; JoAnne Butler; Michael Killeavy
Subject: BOD Presentation - TCE Matter Status Update
Attachments: OGS_BOD_CM_20110406 v5 R2.ppt

Management feels that it will be useful to brief the Board on this matter this week. There is no opening to do so on
Thursday, but on Wednesday, after the Board stakeholders meeting ends at about 5:00 p.m. we can fit it in. Electricity
Resources has prepared a slide deck on this topic.

Colin asks whether you agree to add this matter to the Board agenda after the Board stakeholders meeting ends at about
5:00 p.m. (about 30 minutes is needed) and whether you have any comments on the slide deck.

The dinner for John Beck commences at 6:00 p.m.

As for sending this material to the Board members, we can send it via e-mail today or hand it out to the Board members
at the beginning of the Board stakeholders meeting tomorrow, which will leave them fime to review it.

Please advise.

John Zych

Corporate Secretary

Ontario Power Authority

Suite 1600

120 Adelaide Street West
Toronto, ON M5H 1T1
416-869-6055

416-967-7474 Main telephone
416-967-1947 OPA Fax
416-416-324-5488 Personal 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 frorn 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.
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Status
e )

2

OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

Colin and Alex Pourbaix of TCE spoke on the telephone
on 1 April. TCE rejected the OPA counter-proposal.

Colin sent Alex a follow up email asking for TCE to
specifically describe the issues it has with the OPA

“counter-proposal.

We will wait for specific feedback from TCE.
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OPA Counter-Proposal

TCE Proposal

OPA Counter-Proposal

Comments

NRR
Net Revenue Requirement

$16,900/MW-month

$12,500/MW-month

NRR covers capital costs, financing workmg capzta returns fixed
monthly payment over life of contract. Energy pald_on a.deemed
dispatch basis, this plant will operate less than 10% of the time.

Financing Assumptions

Unknown

Assumed 7.5% Cost of Equity, all
equity project.

TCE can financefleverage how they want to mcrease NPV of
project. ‘

Contract Term

20 Years

25 Years

Precedent - Portland Energy Centre has option for additional five

Contract Capacity

450 MW

500 MW

years on the 20-year term.

LTEP indicates need for pezking generation in KWC_G;'need at
least 450 MW of summer peaking capacity, avera'ge'i‘p@'SDO Mw
provides additional system flexibility and reduces'NRR on per MW
basis. ' o

Sunk Cost Treatment

Lump Sum Payment of $37mm

Amortize over 25 years — no returns

$37mm currently being audited by Miniétry of Finance for
substantiation and reasonableness,

Gas/Electrical Interconnections

Payment in addition to the NRR

Payment in addition to the NRR

Precedent ~ Portlands Energy Centre and NYR Peaking Plant.
Paid on a cost recovery basis, i.e. no opportunity to charge an
additional risk premium on fop of active costs. TCE estimate is
$100mm, * 20%.,

Capital Expenditures

Our CAPEX based on inde;iaendent review by our Technical Expert

(OPEX)

(CAPEX) $540mm $400mm and published information an other similar generation facilities; had
proposed a target cost on any CAPEX increase.
QOperational Expenditures Little Visibiity Reasonable TCE has given us limited insights into thefr operating expenses.

Ve have used advice from our technicai consultant on reasonable
OPEX esfimates. -

Assistance/Protection from mitigating

We would approach Government to

Precedent — NYR Peaking Plant regulation enacted by the

) ] | :

Other Planning Act approvals risk prowde'Planmng Act approvals province.
exemption.
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Net Revenue Requirement

Preliminary NRR Comparison

mPlant NRR B Fixed GD&M-Portion #@ Connection-Adder

20,000 “~PRIVILIGED AND CONFIDENTIAL - PREPARED IN GONTEMPLATION OF LITIGATION™*

18,750 R B

17,500 - |

16,250 -

15,000 -
fg 13,750 . - ‘ . o o N e . ‘ "
& 12,500
% 11,250 -
Z
~10,000 -

8,750 A

7,500 A

6,250 -

5,000 - — -
SWGTA [20-Year] NYR [20-Year] TCE-Offer [20-Year] QPA-Counter [20-Year OPA-Counter [25-Year]
Eqv.]

4 Privileged and Confidential - Prepared in Contemplation of Litigation ON IARIO g

POWER AUTHORITY |




Annual Payments Based on NRR

. B H R et

M Evaluated Cost (COD$/MW) & Connection Cost (COD$/AMW)

2,800,000 :
**PRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION***- ~

2,400,000 - -
32,200,000
=
€:2,000,000
& 1,800,000
]
£ 1,600,000
&'1,400,000
& ) 1)
+ 1,200,000
o)
Q.1,000,000
S
& 800,000
600,000
400,000
200,000
0 -

[

¢

[

Portlands Oakville TCE Offer Feb 2011 York  OPA Counter Mar2011
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, etc,

Ministry of Municipal Affairs and
Housing

Exempting regulation simiiar to that
which was done for YEC using s.
62.01(1) of the Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a
developer, but regulation can be passed
to influence the factors used.

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part IV of
the Act.

Environmental Protection Act

Ministry of the Environment

Exempting regulation under s. 175.1(a)

Certificates of Approvai of the Act and/or a regulation to issue a
C of Aunder s. 175.1(f) of the Act
6 - Privileged and Confidential - Prepared in Contemplation of Litigation ONTARIO P
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Approvals and Permitting Risk Mitigation

Risk Description

Owner

Mitigation Strafegie_s

Ontario Water Resources Act Approvals

Ministry of the Environment

Exempting regulation.

Onftario Energy Board Act Approvals,
e.g., leave to construct for a gas line or an
electricity transmission line

Ontario Energy Board

Exempting regulation under s. 127(1)(f) of
the Act can exempt a party fromany -~ -
provisions of the Act.

Property Rights

There is no express statutory authority to
expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for exproprlatlon fora
government-related agency.. A; regulation
under s. 20(d) of that same Act would be .
required to make the OPA a government—
refated agency

Municipal Act
Municipal By-Laws e.g., PM2.5 enacted
pursuant to s. 10 an s. 11 of the Act.

US EPA will not regulate PM2.5 until at
least 2013/2014. MOE has no intention of
regulating in Ontario.

Ministry of Municipal Affairs and
Housing/Ministry of the
Environment

Section 451.1(1) allows for a regulation to
impose limits on municipal powers, however,
the regulation is deemed to be revoked after
18 months. Legislation might be reqwred to
permanently override-a. munlc:Ipa[ by-law

Privileged and Confidential -

Prepared in Contemplation of Litigation

POWER AUTHORITY




Possible Outcomes

Response is ' Parties Settle

TCE Responds b Acceptable and KWCG
Back to the With/Without _—b Peaking Plant
OPA Negotiation Development

W Begins

OPA
Counter-
Proposal

Parties May

TCE Does Not TCE Parti
Respond ——p Commences ___b Sonltln_ue .
Litigation ettlemen

Discussions

ONTARIO
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Aleksandar Kojic

From: Leonard Griffiths 'tGriff thsL@bennettiones.com]

Sent: April 5, 2011 4:06 PM

To: - _ Michael Killeavy

Cc:. Leonard Griffiths

Subject: RE: TCE Matter - BOD Presentatlon for 6 Apnl 2011 prlvneged and confldentlal
. Attachments: OPA Permitting Risks and Mltlgatlon DOCX -

As discussed, we have considered the 3 slides related to potential approvals risk and mitigation strategies. Our
questions/suggestions/advice is included in track changes, attached.

We have not involved "pure" municipal counsel for-this, which would be needed to dig deeper into the municipal issues.

We have not addressed First Nations issues, which would arise under any environmental assessment, as well as
pursuant to the governments' consultation obligations that may arise.

Our strong advice is to work as much as possible, as early and often as possible, with key stakeholders to get ahead of
any issues. It is essential to be proactive, and ensure that we can provide politicians and regulators with the support
and evidence they need to prevent any successful challenge to the approvals process, whether at the EA stage or for the
technical approvals (air, waste, water). Pre consultation and consultation will be critical, with municipal officials,
Ontario agencies, First Nations, and local communities. It is inevitable that there will be some opposition regardless of
which site or sites are being considered.

Need to discuss strategy with respect to the EA process- whether to use environmental review, and whether to include
more than one potential site. Or whether to voluntarily conduct an individual EA. Much depends on timing, costs and
level of support/opposition.

Happy to discuss these matters, at your convenience. | have not copied this to others at the OPA, such as Mike Lyle,
Ziyaad Mia, Susan Kennedy and Deborah Langelaan, which | [eave for you. thx. len.

[.en Griffiths

BiBennett T4167777473/F 416 863 1716/ E griffithsl@bennettiones.com
JﬂﬁESuf Suite 3400, 1 First Canadian Place / P.O. Box 130/ Toronto, Ontaric M5X 1A4

From: Michael Killeavy [mailto:Michael Killeavy@powerauthority.on.ca]
Sent: 03 April 2011 8:21 PM

To: Leonard Griffiths
Subject: Re: TCE Matter - BOD Presentation for 6 April 2011 ...

Great! Thanks.

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: Michael! Killeavy [imailto:Michael Killeavy@powerauthority.on.cal

Sent: Saturday, April 02, 2011 10:50 AM

To: Leonard Griffiths

Cc: Susan Kennedy <Susan.Kennedy@powerauthority.on.ca>; Deborah Langelaan

<Deborah.Langelaan@powerauthority.on.ca>
Subject: TCE Matter - BOD Presentation for 6 April 2011 ...

*¥% PRIVILEGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION **¥#

Len,

Attached is a presentation that we have prepared to inform our Board of the ongoing discussions with TransCanada Energy about the
cancellation of the Oakville GS. Towards the end of the presentation I have a few tables that set out the permitting and approvals
risks. Could you please review the presentation with a view to advising on whether the tables capture and explain how to mitigate the
various risks? I will make my self available Monday to discuss this with you if you wish.

Thank you,
Michael

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

Ontario Power Authority

120 Adelaide St. West, Suite 1600
Toronto, Ontaric, MSH 1T1
416-969-6288 (ofiice)

416-969-6071 (fax)

416-520-9788 (cell)

Michael killeavy@powerauthoritv.on.ca

The contents of this message may contain confidential and/or privileged
subject maiter. If this message has been received in error, please contact
the sender and delete all copies. Like other forms of communication,
e-mail communications may be vulnerable to interception by unauthorized
parties. If you do not wish us to communicate with you by e-mail, please
notify us at your earliest convenience. In the absence of such

notification, your consent is assumed. Should you choose to allow us to
communicate by e-mail, we will not take any additional security measures
(such as encryption) uniess specifically requested.

The contents of this message may contain confidential and/or privileged
subject matter. If this message has been received in error, please contact
the sender and delete all copies. Like other forms of communication,
e-mail communications may be vulnerable to interception by unauthorized
parties. If you do not wish us to communicate with you by e-mail, please
notify us at your earliest convenience. In the absence of such

2



notification, your consent is assumed. Should you choose to allow us to
communicate by e-mail, we will not take any additional security measures
(such as encryption) unless specifically requested.






» TCE had proposed to the OPA that it be protected from all permitting'aﬂd approvals rigk.

. iPhas—Aggrovals are uplcally obtained bx the developer, and as such are ggmally part of
the business risk that a developer assumes Formatted: English (U.S.)

.+ Jf the OPA were to take on this risk, it would basmally puts the OPA in the developer = .. - Gl
role, a—Fe}e-lﬂ-w}Heh—we—&Fe—ﬂet—eeﬁﬂfeﬁﬂbI-EWhlch has ramifications. including: - { Formatted: Engush (U 3) ]

» The OPA would assume al] risks related to obtaining aceeptable approvals, and as+--
such would need fo be heavily involved in the approvals process to manage the . ‘ S
risks ___".":-{::ormatted: Engish {u.s) ]

Formatted — j

» in addition to increasing the OPA's costs, this would expose the OPA to all risks
should the project not receive all necessary approvals in an acceptable form = - "W 7o st G U
OTE- on _the business side, this may be necessary and acceptable in order ;’_ { Formatted: Font: Bold ]
to address the OGS sifuation, and to alleviate concerns that TCE may have,_ S RO :
however, if the OPA were to take on this risk, this should result in
decreased project cost, including because there would be decreased costs and
risks for TCE, which would have needed to expend considerably more to st R )
obtain approvals for the OGS, without any guarantee of success], .---{ Formatted: English (U.5.) )]

»  The OPA ordinarily would not conduct an environmental assessment of a proiect,
including because it is not designated as a "public body" under the EA legislation, and a
project would be undertaken by a developer, not the OPA or the Province; in this case,
the OPA would likely need to conduct the EA, including to manage the risk, which would - o .
require the OPA to take a very public developerroleintheprocess -+ { Formatted: English (Canada) ]

» The OPA would need to "enter the arena™ In a manner that is typically undertaken by
developers. which would likely result in the OPA losing its ability (or at least be

perceived to lose its ability) to be an objective overseer of the process and the project;

this could erode public trust, and increase the likelihood that the Minister of the

Environment _could elevate an EA for the project from a screening to an individual EA
INOTE- it may be approprlate to conduct an individual EA, anyway, as discussed in .---{ Formatted; Font: Bold ]

Act approvals exemption, similar to what had been done for the York Energy centre

project.__This has political ramifications, and the risks increase with each required :
regulatory intervention, _...--| Formatted: English (US.} )

« As a compromise, we proposed to approach the government to have it provide a Planning . .-+ Formatted: Font: Ttalic )




Risk Description Owner Mitigation @~ <
Strategies |
[NTD- legislative
only?] _
Planning Act Approvals, e.g., Ministry of Exempting regulation similar to,
Interim Control By-Law, Official Plan | Municipal Affairs | that which was done for YEC
Amendment, Zoning By-Law and Housing using s. 62,01(1) of the

Amendment, etc.

Municipality passes an official plan

Ministry of the
Environment

amendment or by-law, or refuses fo
amend same, which means the

property could not be used for the

project based on_the official plan
and zoning_designation.

Planning Act.

into the weeds- may prefer
to indicate that "In addition,
may result in requirement to
complete an individual EA or
to get an exempting
regulation under the EA Act]
[The exempting regulation
would likely require meeting
one of the conditions in clause
62.01(1) (&) of the Planning
Act: {i) obtaining approval
under Part Il (Individual EA) or
1.1 {Class EA- not applicable)
of the EA Act; in short, the
Screening Process exempts a

project from Part if, which
arquably means that it is not

approved under Part [I; (ii) a

harmonization order under s.

3.1 (not applicable) or a

declaration under s. 3.2

(Cabinet approval required to

declare the legislation does not
apply to a matter); or {iii) an

exempting regulation under the
EAAct

[Minister's Zoning Order?]

NTD- this'ma be too deep .-

Formatted Table

{ Formatted: Font: Bold




Development Charges Act Ministry of There is no power to exempt ;
charges levied Municipal Affairs | developer, but regulationca
and Housing’ be passed to influence the -
[Cambridge by-law 90-09] ' factors used. [NTD: How else - . |
to mitigate? Without seeking "~ | : -
Unreasonable/excessive charges regulation to qualify the
are levied, charges that can be levied- ,
provide reasonable reserve o | -
satisfy development charge] - |
Building Code Act Permits_to Ministry of Exempting regulation can be
Bemglish or Construct Municipal Affairs | enacted under s. 34(19) 198. of { .- -
and Housing the Building Code Act. N

{s. 8 of the Building Code Act)

Municipality (Chief Building Official}

Municipal Chief

[Without seeking exemption:

Building Official

Meet all requirements, and as

refuses to issue a demolition or
building permit.

such, the Act expressly
provides that a permit must be. -
issued unless there will be
contravention of law, provided-
the application is complete and
properly completed by

qualified individuals. If the
municipality refuses to issue a.
permit, application can be
made for mandamus, to have

the court order the municipality

to issue the permit.]

Environmental Assessment Act
Ontario

Environmental Screening Process

Screening EA (or Environmental
Review) is conducted, and is

successfully challenged, which
results in elevation to an Individual
EA. Individual EA is not approved
by the Minister of Environment.

Ministry of the
Environment

Exempting regulation under
Part AV of the EA Act
(exempt person or undertaking
from the EA Act or the
regulations, and impose

conditions).

Without seeking exemption:

Conduct Environmental
Review, and ensure the
relevant previncial agencies
are involved and "on side" to
prevent a challenge.

{Formatted: Font: Bold, Italic

j _



Federal

If require any federal approval, such

Federal

Depariment of
Fisheries and

as permit under the Fisheries Act_(in

Oceans

short, to interfere with fish or fish

habitat), Environmental

Environment

‘voluntary basis. Key issue will:

Consider conducting a :
"focused" Individual EA, on a

be approval of terms of ;
reference. which would need -
to exclude the need to !
consider aliernative sites
(beyond that being proposed) -
and alternative methods.

Very limited ability to make an
exempting reguiation.

Without seeking an exemption,
consider harmenizing

Certificates of Approval — emissions

to atmosphere {air} (s. 8);

potentially waste management (Part

v

Environment

Assessment, Comprensive Study Canada provincial and federal EA
wouldbeneeded | 1 processes, e
Environmental Protection Act Ministry of the Exempting regulation under s.

175.1(a) of the Act and/or a
regulation to issue a C of A
under s. 175.1(f) of the Act

Without seeking an exemption,
complete EA and work with

MOE to ensure no issues for
"technical" approvals.

Ontario Water Resources Act

Approvais-sewage works (s. 53),
potentially water taking (s. 34}

Ministry of the
Environment

Sewage works- exceptions for---

"} draining into municipal sanitary

works or system that is subject
fo the Bullding Code Act.

Potential for Eexempting
regulation,

Ontario Energy Board Act
Approvals, e.g., leave to construct for
a gas line or an electricity
transmission line

Ontario Energy
Board

Exempting regulation under s.
127(1)(f) of the Act can exempt
a party from any provisions of
the Act.

Formatted: Font: 12 pt, Font color:
Black, English (Canada), Kern at 12 pt

{ Formatted Table )




Property Rights

There is no express statuto
authority to expropriate land
for a generation facility. i
Section 8(4) of the Ministry of
Government Services Act  *
provides for expropriation for a-
government-related agency. A
regulation under s. 20(d) of
that same Act would be
required to make the OPA a
government-related agency

Municipal Act _

Municipal By-Laws e.g., PM2.5/PM
10, or other similar by-law that is
considered necessary or desirable
for the public, including a by-law that
addresses the economic, social and
environmential well-being of the
municipality or the health, safety and

well-being of persons, enacted

pursuant to 5. 10 and s. 11 of the Act.

Municipality passes a by-law that
imposes restrictions or conditions
that would delay or prevent the
project from proceeding.

Ministry of
Municipal Affairs
and Housing

Ministry of the
Environment

Ministry of Health

Section 451.1(1) allows fora -
regulation, where it is
necessary or desirable in the
provincial interest, to impose-.
limits on municipal powers;;
however, the regulation is
deemed to be revoked after 18
months, and it cannot be
extended or renewed, or
replaced with a requlation of
similar effect. legislation-A

statutory amendment might be.
required to permanently
override a municipai by-law.

Without seeking legisiative
changes, work with
municipality to get comfort that
such a by-law would notbe
imposed. If it were proposed
or passed, would need to

challenge any by-law that is
intended to delay or stop the

project.







Aleksandar Kojic

From: * Michael Killeavy

Sent: - April 5, 2011 4:13 PM
© Tor - ~ Kiristin Jenkins
Subject: ‘ RE: ' =

Attachments:’ 0GS_BOD_CM_20110406 v5 R2.ppt

-Any betier now?

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)

Fromt: Kristin Jenkins

Sent: Aprii 5, 2011 3:21 PM
To: Michael Killeavy
Subject: RE:

You have two blues and green in the key, no yellow. Is the yellow a gradation of the green?

From: Michael Killeavy
Sent: April 5, 2011 3:15 PM

To: John Zych
Cc: JoAnne Butler; Deborah Langelaan; Ronak Mozayyan; Kristin Jenkins

Subject:

We just got the missing graph and | inserted it. | also corrected a minor typographical error.

Michael Killeavy, LL.B., MiBA, P.Eng.
Director, Centract Management
Ontario Power Authority

120 Adelaide Street West, Suite 1600
Teronto, Ontario

MSH 1T1

416-969-6288

416-520-9788 (CELL)

416-967-1947 (FAX)






Winding Up of the Oakuville
Generating Station (OGS) Contract

Board of Directors — For Information

April 6, 2011

Privileged and Confidential — Prepared in Contemplation of Litigation



Status |
e

2

OPA has made a counter-proposal to the TCE proposal
of 10 March 2011.

Colin and Alex Pourbaix of TCE spoke on the telephone
on 1 April. TCE rejected the OPA counter-proposal.

Colin sent Alex a follow up email asking for TCE to
specifically describe the issues it has with the OPA
counter-proposal.

We will wait for specific feedback from TCE.

Privileged and Confidential — Prepared in Contemplation of Litigation ON ! I 'nlo

POWER AUTHORITY {_/



OPA Counter-Proposal

TCE Proposal

OPA Counter-Proposal

Comments

NRR
Net Revenue Requirement

$16,900/MW-month

$12,500MW-month

NRR covers capital costs, financing working caplta] returns fixed
monthly payment over life of contract. Energy-paid: cm a deemed
dispatch basis, this plant will operate less than 1 0% of the fime.

Financing Assumptions

Unknown

Assumed 7.5% Cost of Equity, all
equity project. :

TCE can finance/leverage how they want to m
project. :

Centract Term

20 Years

25 Years

Precedent - Portiand Energy Centre has option for additional five
years on the 20-year term. ‘ '

Contract Capacity

450 MW

500 MW

LTEPR indicates need far peaking generatioﬁ in KWC'G: “need at
least 450 MW of summer peaking capacity, average: ‘of 500 MW
provides additional system flexibility and reduces NRR oh per MW
hasis.

Sunk Cost Treatment

Lump Sum Payment of $37rmm

Amortize over 25 years — no refurns

$37mm currently being audited by Ministry of Finance for
substantiation and reasonableness.

Gas/Electrical Interconnections

Payment in addition to the NRR

Payment in addifion to the NRR

Precedent ~ Portlands Energy Centre and NYR Peaking Plant.
Paid on a cost recovery basis, i.e. no opportunity to charge an
additional risk premium on fop of active costs. TCE estimateis -
$100mm, + 20%. -

Capital Expenditures

I
Our CAPEX based on independent review by our Technicai Expert

(OPEX)

(CAPEX) $540mm $400mm and published information en other similar generation facilities; had
proposed a target cost on any CAPEX increase. :
Operational Expenditures Little Visibility Reasonable TCE has given us limited insights into their operating expenses.

We have used advice from our technical consullant on reasonable
OPEX estimates. S ;

Assistance/Protection from mitigating

.We would approach Government to

Precedent — NYR Peaking PIant regulation enécted by the .

Other Planning Act approvals risk prowde.PIannmg Act approvals province.
exemption.
3 Privileged and Gonfidential - Prepared in Contemplation of Litigation
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Net Revenue Requirement

Preliminary NRR Comparison
B Plant NRR mFixed GD&M-Portion mConneciion-Adder

20,000

***PRIVILIGED AND CONFIDENTIAL - PREPARED iN CONTEMPLATION OF LITIGATION***

18,750 A

17,500
16,250

15,000

—

&8 13,750

"

o
& 12,500

1

% 11,250

£ 10,000 - B _ _ N .

8,750

7,500 A

6,250

5,000

SWGTA [20-Year] NYR [20-Year] TCE-Offer [20-Year] OPA-Counter [20-Year OPA-Counter [25-Year]
Eqv.]

4 Privileged and Confidential - Prepared in Contemplation of Litigation ON lARIo -
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Annual Payments Based on NRR

W Evaluated Cost (COD$/MW) m Connection Cost (COD$/MW)

2,800,000 : :
*PRIVILIGED AND CONFIDENTIAL - PREPARED IN CONTEMPLATION OF LITIGATION"* -

2,400,000 -~ -
= 2,200,000 -
=
&-2,000,000 -
1,800,000 {
Q

€ 1,600,000 - e e
1,400,000 -
m ) - 1

+ 1,200,000 | -

O

©.1,000,000 -

5

) 800,000 4- - -
600,000 - - - -
400,000 4 -
200,000 - -~

0 _ | . “' D - B

Portlands Oakville TCE Offer Feb 2011 York OPA Counter Mar 2011

5 Privileged and Confidential - Prepared in Contemplation of Litigation ; ONTARI o
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Approvals and Permitting Risk Mitigation

Risk Descriptidn

Owner

Mitigation Strategies

Planning Act Approvals, e.g.,
Interim Control By-Law, Official Plan
Amendment, Zoning By-Law
Amendment, etc.

Ministry of Municipal Affairs and

Housing

Exempting regulation similar to that
which was done for YEC using s.
62.01(1) of the Act.

Development Charges Act charges
levied

Ministry of Municipal Affairs and
Housing

There is no power to exempt a
developer, but regulation can be passed
to influence the factors used.

Building Code Act Permits

Ministry of Municipal Affairs and
Housing

Exempting regulation can be enacted
under s. 34(19) of the Act.

Environmental Assessment Act
Environmental Screening Process

Ministry of the Environment

Exempting regulation under Part [V of
the Act.

Environmental Protection Act

Ministry of the Environment

Exempting regulation under s. 175.1(a)

Certificates of Approval of the Act and/or a regulation to issue a
C of Aunder s. 175.1(f) of the Act
6 Pr.iviteged and Confidential - Prepared in Contemplation of Litigation JONTARIo
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Approvals and Permitting Risk Mitigation

Risk Description - | Owner Mitigation Strategies

Ontario Water Resources Act Approvals | Ministry of the Environment Exempting reguilation.

Ontario Energy Board Act Approvals, Ontario Energy Board Exempting regulation under s. 127(1)(f) of
e.9., leave to construct for a gas line or an the Act can exempt a party from any
electricity tfransmission line - ‘ provisions of the Act.

Property Rights There is no express statutory authority to

expropriate land for a generation facility.
Section 8(4) of the Ministry of Government
Services Act provides for expropnahon fora
government-related agency. A regulatlon
under s. 20(d) of that same Act would be
required to make the OPA a govemment—
related agency

Municipal Act Ministry of Municipal Affairs and | Section 451.1(1) allows for a regulation to

Municipal By-Laws e.g., PM2.5 enacted Housing/Ministry of the impose limits on municipal powers, however,

pursuantto s. 10 an s. 11 of the Act. Environment the regulation is deemed to be revoked after
18 months. Legislation might be required to

US EPA will not regulate PM2.5 until at permanently override a municipal-by-law. -
least 2013/2014. MOE has no intention of v B
regulating in Ontario.

Privileged and Confidential - Prepared in Contemplation of Litigation
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Possible Outcomes

Response is Parties Settle

TCE Responds I% Acceptable and KWCG

Back to the With/Without —@ Peaking Plant

OPA Negotiation Development
W Begins

OPA
Counter-
Proposal

Parties May

TCE Does Not TCE e
Respond -—@ Commences ———_& S.on::lnue t
Litigation ettiemen

Discussions
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Aleksandar Kojic

From: Michael Killeavy

Sent: April 5, 2011 4:31 PM
To: ‘Leonard Griffiths'
Subject: RE: TCE Matter - BOD Presentation for 6 April 2011 - privileged and confidential

~ Thanks Len. | appreciate the quick turnaround.

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: Leonard Griffiths [mailto: GriffithsL@bennettjones.com]

Sent: April 5, 2011 4:06 PM

To: Michael Killeavy

Cc: Leonard Griffiths

Subject: RE: TCE Matter - BOD Presentation for 6 April 2011 - privileged and confidential

As discussed, we have considered the 3 slides related to potential approvals risk and mitigation strategies. Qur
questions/suggestions/advice is included in track changes, attached.

We have not involved "pure” municipal counsel for this, which would be needed to dig deeper into the municipal issues.

We have not addressed First Nations issues, which would arise under any environmental assessment, as well as
pursuant to the governments’ consultation obligations that may arise.

Our strong advice is to work as much as possible, as early and often as possible, with key stakeholders to get ahead of
any issues. It is essential to be proactive, and ensure that we can provide politicians and regulators with the support
and evidence they need to prevent any successful challenge to the approvals process, whether at the EA stage or for the
" technical approvals (air, waste, water}. Pre consultation and consultation will be critical, with municipal officials,
Ontario agencies, First Nations, and local communities. It is inevitable that there will be some opposition regardiess of
which site or sites are being considered.

Need to discuss strategy with respect to the EA process- whether to use environmental review, and whether to include
more than one potential site. Or whether to voluntarily conduct an individual EA. Much depends on timing, costs and

level of support/opposition.

Happy to discuss these matters, at your convenience. | have not copied this to others at the OPA, such as Mike Lyle,
Ziyaad Mia, Susan Kennedy and Deborah Langelaan, which [leave for you. thx. len.

Len Griffiths



