Town of Collingwood Judicial Inquiry

AFFIDAVIT OF JOHN ROCKX

1, John Rockx, of the City of Burlington in the Province of i  tario, MAKE OATH AND SAY:

| have knowledge of the matters contained in this affidavit. Where my knowledge is based upon
information and belief, | have identified the source of the information and belief and in all cases |
verily believe it to be true.

| am a Partner in the Deal Advisory practice at KPMG. | am a Chartered Professional Accountant and
a Chartered Business Valuator. | have significant experience in the Ontario electricity distribution
sector. A copy of my CV is attached as Exhibit “A”.

Co r's rof | aVe  tior an : s

Collus Power retained KPMG to prepare a valuation and options analysis pursuant to an engagement
letter dated February 24, 2011. A copy of the engagement letter is attached as Exhibit “B”.

As part of this engagement, | was responsible for preparing the valuation analysis. Specifically, |
prepared a calculation of the fair market value of the shares of Collus Power as at December 31, 2010.
I was not asked to value the holding company or the affiliates of Collus Power. | was not involved in
developing the strategic options analysis.

Pursuant to KPMG’s engagement letter dated February 24, 2011, the valuation was prepared to assist
Collus Power and its shareholder, the Town, in the evaluation of strategic options for Collus Power. |
took internal instructions from John Herhalt as the lead partner of KPMG pursuant to the engagement
letter. in preparing the valuation, | dealt directly with Ed Houghton and Tim Fryer, and also attended
at a meeting that included Dean Muncaster. | did not meet with representatives of the Town during
the valuation assignment, or provide any direct advice to the Town.

| prepared a draft calculation of value report, which calculated the fair market value of all the shares
of Collus Power as at December 31, 2010. The draft valuation report was dated May 20, 2011. A copy
of the draft report is attached as Exhibit “C”. Paragraph 2 of the draft valuation states that KPMG
understood that the valuation of the shares of Collus Power was required to assist the Town, as the
indirect municipal shareholder, in conducting a review of its strategic options for Collus Power.

A “calculation of value” is not as detailed as other types of valuations, however, | believed the draft
report gave a fair sense of the potential value of Collus Power for the purpose of assisting Collus Power
and the Town in assessing their strategic options. | prepared the calculation of value of Collus Power
in draft for discussion purposes. At the time, | had no knowledge of any plans of the Town to sell all
or a portion of the Town’s ownership interest in Collus Power pursuant to an RFP process or
otherwise. In an auction-based sale process, the value of a company would ultimately be determined
by what the market was willing to pay.
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Paragraph 148 of the Foundation Document shows changes that | proposed to Jonathan Erling
ror g’ ) " of KPMG's engagement letter with Collus Power. | believed that Mr. Erling’s
statement that KPMG's valuation could be subject to significant uncertainty due to a lack of recent
transactions in the LDC sector was fair. However, | considered that this type of comment may be more
appropriate for inclusion in KPMG’s valuation report or a presentation of our valuation findings rather
than the engagement letter.

| prepared the valuation from the perspective of Collus Power and its shareholder, the Town. | did not
consider in detail other in-kind services that Collus Power and Collus Solutions provided to the Town,
other than noting that they could be significant in an email to Jonathan Erling dated May 24, 2011, a
copy of which is attached as Exhibit “D".

i reviewed Tim Fryer’'s comments on the draft valuation, which he sent to Mr. Erling on or about June
14, 2011. A copy of Mr. Fryer’s comments is attached as Exhibit “E”. | recall that his comments were
not signific  to the ov Il valuation. | did have a telephone call with Mr. Fryer on July 8, 2011 to
address his comments and some additional transfer tax questions.

I never issued a final valuation report and do not recall anyone from Collus Power or the Town
requesting a final valuation. KPMG was waiting for a copy of the final December 31, 2010 audited
financial statements of Collus Power in order to finalize the report. KPMG would also have requested
a signed representation letter from management to complete the valuation.

Collus Power’s Retainer of KPMG Regarding the RFP

In November, 2011, lohn Herhalt asked me to get involved with the sale of a 50% share interest in
Collus Power pursuant to the RFP that had been issued on October 4, 2011. Mr. Herhalt was leaving
on a lengthy business trip and was not going to be able to assist with certain parts of the RFP process.

My role in the RFP process was to summarize the financial responses to the RFP delivered on
November 16, 2011, advise the Strategic Partnership Task Team (the “STT”) on financial matters,
speak with management at Collus Power and communicate with bidders, as may be necessary, to
clarify their financial bids. 1 understood that Collus Power and the Town, as vendor, were KPMG's
clients during the RFP process.

I was not involved in developing the RFP or the scoring criteria. | do not know the origins of the 50%-
50% ownership structure and did not consider such a structure in doing the valuation of Collus Power
earlier in 2011. | am not aware of any other Ontario municipalities that have sold a 50% ownership
stake in their LDC.

In my experience, the financial component for the sale of a majority share interest in a business is
typically at least 50% of the evaluation criteria. | assumed that the weighting of 30% financial and 70%
to other non-financial factors for Collus Power in the RFP was due to strategic partner compatibility
being more important to the Town and Collus Power who issued the RFP than the net financial
proceeds from a 50% share sale.

On November 21, 2011, | provided my initial thoughts on the qualitative portion of the four bids to
John Herhalt and Jonathan Erling. These comments are attached as Exhibit “F”. As part of this process,
| made some general comments regarding all the proponents’ bids, including the following:
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a. Collus Power’s preference to engage in a 50%-50% strategic partnership, as opposed
to a “~0% sale, would make it more difficult to harmonize distribution rates and, in
turn, could limit the achievement of cost efficiencies in some areas. | do not recall if
this consideration was discussed with the STT.

b. Collus Power might not have enough equity to pursue further acquisitions, as it would
be recapitalizing to the 60%-40% debt-to-equity ratio permitted by the OEB. This
meant that if Collus Power or the Town wanted to participate in further LDC
acquisitions, it would need to either finance any acquisitions through different
sources or reliance on its new partner or partners. | do not recall if this consideration
was discussed with the STT.

c. | characterized all of the bidders as potential “creeping takeover parties” in that
ideally they would have preferred to own 100% of Collus Power and might seek to do
so in the future. | understood that the STT wanted a long-term strategic partner and
believed this would need to be addressed. | understood that this would be done
through legal counsel in negotiating the potential future transaction including an

s ent.

1 did not attend at a meeting of the STT on November 23, 2011 at which the qualitative components
of the four bids were discussed by the STT.

Review of Financial Offers

| was provided with the financial components of the four bids on November 23, 2011. | then prepared
a comparative analysis of the four bids that focused on the net cash proceeds to the Town.

I made certain adjustments to the financial bids to approximate an “apples to apples” comparison. |
also made certain assumptions based upon the terms of the financial bids which included various
provisions for purchase price adjustments, closing conditions and assumptions which, for
presentation purposes and analysis, | characterized as financial conditions precedent.

| completed my initial analysis on Friday, November 25, 2011. Prior to completing my first analysis, |
had not spoken with the representatives of the four bidders. My initial analysis was based solely on
my review of the four financial bids, namely, Horizon’s financial bid (Exhibit “G”), Hydro One’s
financial bid (Exhibit “H”), PowerStream’s financial bid (Exhibit “I”) and Veridian’s financial bid
(Exhibit “J”). A copy of my initial analysis is attached as Exhibit “K"”.

On Sunday, November 27, 2011, | contacted Rick Stevens of Hydro One to clarify parts of Hydro One’s
financial bid (Exhibit “H”). A copy of my email is attached as Exhibit “L, M (attachment)”. | also
contacted John Glicksman of PowerStream on Sunday, November 27, 2011 to clarify parts of
PowerStream’s financial bid.

Scoring Meeting of the STT and December 1 Meeting

| attended a bid scoring meeting of the STT on the afternoon of Monday, November 28, 2011. My
recollection is that Mr. Houghton and Mr. Muncaster ran the meeting. | provided an explanation of
the four financial offers to the STT and indicated that Hydro One had the highest financial bid and
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PowerStream had the second highest financial bid. | presented my initial comparative analysis to the
STT.

Atthe meeting, | also indicated that further clarification of the financial bids was required, particularly
for the amount of liabilities that were assumed to impact on the purchase price. These were the items
highlighted in yellow in the comparative analysis.

I recall that Pam Hogg or Ed Houghton collected the proposal scores and there was a brief
presentation setting out the results. Neither | nor anyone else om KPMG was responsible for
collecting the STT’s members’ scores. Based on the scoring of proposals, the STT decided to continue
to have discussions with PowerStream, who had the highest score overall, and to continue to clarify
the financial bid from Hydro One, who had the highest financial bid.

On November 29, 2011, the day after the STT scored the financial components of the four bids, Rick
¢ 2ns of Hydro O pon 1tomy nail of November 27, 2011. A copy of Mr. Stevens’ email is
attached as Exhibit “N”. As noted in paragraph 2 of Mr. Stevens’ email he noted that:

“The proposal is based on a variety of factors and assumptions including, but not limited
to, estimates for rate base and assets and liabilities (including regulatory assets and
liabilities) on closing, etc. based on the review of due diligence materials received to date
by Hydro One and its advisors, including Collus Power's 2010 Financial Statements.
Changes in any of these variables, assumptions or estimates may impact the proposed
price positively or negatively.”

Mr. Stevens’ email did not address all the matters | raised with him. | further adjusted Hydro One’s
bid as best I could based on the additional information | wided, however, | cor  1ed to make
assumptions as a result of Hydro One not providing the clarity | was looking for. A copy of my further
analysis, which | completed on November 30, 2011, is attached as Exhibit “O”. | provided my further
analysis to Ed Houghton and Dean Muncaster via email on November 30, 2011. A copy of that email
is attached as Exhibit “P”.

After completing my further analysis, | attended a meeting with Collus Power’s and PowerStream’s
representatives during the morning of Thursday, December 1, 2011. A number of items were
discussed, including whether PowerStream would increase its offer for 50% of the shares of Collus
Power. As | recall, either Mr. Houghton or Mr. Muncaster asked if PowerStream could increase its
share price offer by $700,000 to $8.0 million, which Brian Bentz committed to doing. | reported to Mr.
Herhalt later that day regarding this meeting. A copy of my email to Mr. Herhalt is attached as Exhibit
“q.

| recall discussions at this meeting regarding PowerStream’s request for the inclusion of a shotgun
clause or other mechanism in an eventual share purchase agreement or shareholders’ agreement
between the Town, Collus Power and PowerStream. | do not recall the details of these discussions,
but I recall that the matter would need to be negotiated between the lawyers for Collus Power, the
Town and PowerStream. Prior to attending the meeting, | raised with John Herhalt that the shotgun
clause would be a matter for discussion. A copy of this email discussion is attached as Exhibit “R”.

Around 1:30 p.m. on December 1, 2011, following the meeting between Collus Power’s and
PowerStream’s representatives, | had a call with Rick Stevens at Hydro One with a view to obtaining
further clarity regarding Hydro One’s financial offer. After some initial discussions, Mr. Stevens
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advised that Hydro One would be prepared to further clarify the details of their bid if Collus Power
signed an exclusivity agreement, which would have meant that Collus Power would need to end its
discussions with other bidders. Mr. Stevens did advise me that Hydro One would be willing to review
my preliminary calculation of their offer. | reported to Mr. Houghton regarding my discussion with
Mr. Stevens and sought instructions to send my one-page summary of Hydro One’s financial bid to
Mr. Stevens. A copy of my email to Mr. Houghton reporting on my discussion with Mr. Stevens and
seeking instructions is attached as Exhibit “S”.

As noted in the email thread, Mr. Houghton advised me that he would speak with Mr. Muncaster but
that his first reaction was to “leave as is for now”. | never received further instructions from Mr.
Houghton or Mr. Muncaster to communicate further with Hydro One. As a consequence, | did not
provide my one-page summary of Hydro One’s financial offer to Mr. Stevens. A copy of this email
thread is attached as Exhibit “S”.

Later in the day on December 1, 2011, | updated the financial comparison of the four proponent’s bids
to reflect the $700,000 increase in PowerStream’s revised offer and sent the updated comparison to
Mr. Houghton. Prior to sending the financial comparison to Mr. Houghton, | noted in an email to Mr.
Houghton that PowerStream’s enhanced financial offer was “near the top of the range”. This
statement was a reference to the fact that PowerStream’s revised offer brought it closer to Hydro
One’s bid, which was still the highest financial offer and had been ranked and scored as such on
November 28, 2011 at the meeting of the STT. A copy of this email is attached as Exhibit “T”.

In the financial comparison itself, | noted that Hydro One’s offer was still approximately $1.0 million
more than PowerStream’s revised offer. A copy of this updated analysis is attached as Exhibit “U”.

On December 2, 2011, | attended a joint meeting of the STT and the Collus Board. | made a brief
presentation of the updated comparison of the four financial offers, including comments that Hydro
One had the best financial offer and that certain assumptions still needed to be clarified. At this
meeting, the STT and Collus Board made a recommendation to select PowerStream as the preferred
proponent to proceed with, and to recommend PowerStream as the selected proponent to Town
Council.

Calculation of the Recapitalization Dividend

In the updated financial analysis attached as Exhibit “U”, PowerStream’s proposed pre-closing
dividend was reduced to $5.3 million. In the previous financial analysis, attached as Exhibit “0”, the
recapitalization dividend was shown as being $5.5 million. This reduction was made as a result of
further review and clarification of PowerStream’s dividend calculation methodology with John
Glicksman.

After the closing of the Collus-PowerStream transaction, Collus Power paid out approximately $4.6
million in dividends that went to the Town. I recall being disappointed with this amount given that the
recapitalization dividend was at one point calculated to be as high as $5.3 million. | believe that the
final dividend amount was lower than initially expected given certain changing circumstances,
including:

a. The initial recapitalization dividend calculation was based on December 31, 2010
financial statements and balance sheets, whereas the final calculation was based on
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KPMG LLP Telephone (418) 777-8500
Cay Mdelvide Centre, Suite 4600 Fax (416) 777-8818
333 2zy Street Inlernet www.kpma.ca
Teronio O MBH 235

Ed Houghton

Chief Executive Officer
Collus Power
Collingwood, ON
February 24th, 2011

Dear Mr. Houghton:

KPMG is pleased to submit this proposal to Collus Power (“Collus” or “Client”) to help you and
your s ol t of ¢ lingwood, evaluate the  tegic options for ownership of your
utility. This letter describes the objective of our engagement, the nature of the services that we will
provide, and our professional arrangements.

Backgroun

The Ontario electricity sector underwent a significant period of change and reform in the early part
of the last decade. During this period of change, the Town of Collingwood made a strategic
decision to retain ownership of its electric distribution utility and to look for opportunities to grow
the business through acquisitions anc ew business ventures. With the passage of time, the Town
may now like to reconsider its ownership options and to assess the changes that have occurred in
the market since its last business review. A new study will help the Town assess whether any
changes in strategic direction or ownership structure would now be appropriate. You have asked
KPMG to assist you in this review.

Scope of Work

To support deliberations by Collus and its shareholder, KPMG will provide an objective
assessment of the ownership options open to the Town and of their likely financial and business
implications.

During our work we will undertake the following tasks:

We will meet with senior management at Collus to review the current business and financial
plans of the utility. During this meeting, we will explore the current financial and operating

status of the utility and identify any issues that may impact on the utility’s value to the Town
either in a sale transaction or as a stand-alone entity.

We will prepare an analysis of the potential sale value of Collus. This will not be a formal
valuation but rather an indicative view of the potenti value of the utility in a sale transaction
based on the multiples that have been observed in the marketplace for similar transactions, as
well as a review of management’s multi  ar projections for Collus.* : valuation analysis can
be used to assess the financial merits of the various ownership options (i.e.; sell, retain, merger)
for the utility.
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Definition of Fair Market Value

For the purpose of the Valuation, fair market value is defined based on the standard
definition used in Canada, pursuant to which fair me et value is defined as “the highest
price available in an open and unrestricted market between informed, prudent parties
acting at arm's length and under no compulsion to act, expressed in terms of cash.

Fair Market Value versus Price

The determination of “fair market value” in a notional market must be differentiated from
the concept of “price”. There may be many different “prices” for a particular business,
asset, and/or liability due to such factors as: differing negotiating strengths, the
perception of the parties as to the future pros :ts of the business, costs savings or
other benefits peculiar to a particular purchaser, and the purchase consideration being
other than cash, as well as other factors. As a result, the price at which a sale of the
business might take place may be higher or lower than the notional fair market value
ir .

The calculations and comments expressed within this report represent our calculation of
the ‘en bloc’ fair market value of the Shares of Collus Power. Our valuation approach is
based on an assessment of the operations of Collus Power, the assets and liabilities
considered to be reasonable for its business operations, and other relevant factors. These
factors include external industry and economic conditions which influence risks
associated with the business, and internal corporate factors which affect the future
profitability of the business,

Special purchasers are parties who, for a particular reason (e.g., economies of scale)
might pay a premium to purchase the shares of a company. Unless a business is
exposed for sale in the open market, it is often speculative as to whether any purchaser
exists who would specifically benefit from the acquisition or whether such a purchaser
would be willing to pay for this benefit. Accordingly, unless synergistic benefits and other
factors can be specifically identified and quantified through actively seeking a prospective
purchaser, we are of the view that a notional fair market value must be based on the
approach described above.

Standards for Valuation Reports: Canadian Institute of Chartered Business
Valuators

Under the standards of the Canadian Institute of Chartered Business Valuators (*CICBV"),
there are three types of valuation reports: (i) comprehensive; (ii) estimate; and, (iii)
calculation. The conclusions reported therein differ by the level of assurance provided
and the extent of analysis, investigation, and corroboration performed by the valuator.
The breadth of work performed by the valuator does not differ for the three types of
reports, only the depth of analysis, investigation, and independent corroboration. The
scope of review will be more comprehensive for a comprehensive valuation report and
progressively less comprehensive for an estimate valuation report and a calculation
valuation report. Our conclusions are based on a scope of work to support a calculation of
value report.

dependence and Objectivity

The members of the KPMG engagement team are independent of Collus Power and its
affiliated companies, and are acting objectively. The KPMG engagement team has no
present or contemplated interest in Collus Power or any affiliates of Collus Power, nor is

Valuation Date: December 31, 2010 Collus Power Com.
Report Date: May 20, 2011 Page 3
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Collus Power is the local licensed electricity distribution company that serves the
businesses and residences within the Town of Collingwood (”Collingwood” or “the
Town") and the neighbouring communities of Thornbury, Stayner and Creemore. Collus
Power was incorporated in 2000 in response to Ontario Government legislation to de-
regulate the electricity industry in Ontario.

The Company acquired the hydro distribution assets of Thornbury, Stayner and Creemore
in July 2001.

Collingwood, Thornbury, Stayner and Creemore had a combined population of
approximately 27,000 full-time residents (plus a large number of seasonal residents) at the
Valuation Date. Collus Power has an exclusive license to distribute electricity within the
municipal boundaries of Collingwood, Thornbury, Stayner and Creemore. Hydro One is
the electricity distributor in most of the rural areas surrounding the service territory of
Collus Power.

The common shares of Collus Power are wholly-owned by Collingwood Utility Services
Corp, a holding company that is a wholly-owned subsidiary of the Town of Collingwood.

As at the Valuation Date, Collus Power had a mix of approximately 15,296 residential,
industrial, commercial and institutional customers. The Company had no large use
customers; however, there were 128 general use customers {i.e. 50kW to 4,999 kW
customers). Growth prospects for Collus Power are quite strong in the near term due to
ongoing residential and commercial development.

Collus Power has made significant investments in the past in order to maintain its
distribution system in a good state of repair. The Company’s fixed asset base can be
described as follows:

Overhead and Underground Cables:

Currently, Collus Power’s electrical system consists of __ kilometers of overhead wires
and __ kilometers of underground wires. Collus Power uses high quality, durable,
weather resistant cable for its distribution network.

Meters:

Collus Power meters meet the requirements of the Electricity and Gas Inspection Act.
Over the last few years, the Company has installed new smart meters at all customer
sites and is ready for the changeover to time-of-use electricity billing.

Land and Buildings:

Collus Power leases its head office premises located at 43 Stewart Road in Collingwood,
Ontario. This __ square foot building houses the Company’s administrative, engineering,
operating and field personnel and rolling stock.

Collus Power owns and operates __ distribt  n stations and __ transformer stations in its
service territory, as well as land for a future transformer station to be built in Creemore.

Equipment:

Collus Power owns various distribution and transformer station equipment as well as
other equipment and vehicles.

Cvarauuun waws. Jecember 31, 2010 Collus Power Corp.

Report Date: May 20, 2011 Page 5
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A. Documents a Infor ol m

108. In arriving at our calculation of the fair market value of the Shares of Collus Power, we
have reviewed and relied upon the following documents and information, amongst others:

= the audited financial statements of Collus Power Corp. for the five years ended
December 31, 2010, as prepared by Gaviller & Company LLP (2010 financial
s ements are still in draft format);

the federal and p‘rovincial income tax returns of Collus Power for the year ended
December 31, 2009;

Copies of the 2011 to 2013 operating and capital budgets of Collus Power as
prepared by Management;

various financial and operatic | information and schedules (e.g. trial balances,
management discussion of 2010 results) relating to the Company as provided by
Management;

= detailsof :C = ¢ + OEB;

= information as contained on the Company's website;

the Conference Board of Canada “Canadian Outlook Winter 2011 -~ Executive
Summary” and The Conference Board of Canada “US Outlook Winter 2011 -
Executive Summary”

= Various industry related economic reports; and,

= |nformation as to the trading multiples of comparable public companies and details of
various transactions involving companies operating in the Ontario electricity
distribution industry.

109. We have not conducted an independent enquiry to verify the accuracy or completeness of
the information listed above. Consequently, we accept no responsibility or liability for any
losses suffered by the Company, its shareholder, the Town of Collingwood or any other
party as a result of our use of, and reliance on, this information.

110. In addition to the foregoing, we have:

generally discussed the history, current status and future prospects of Collus Power
with Mr. Ed Houghton, President and CEO, Mr. Dean Muncaster, Chair of the Board
of Directors, and Tim Fryer, CFO (collectively referred to herein as “Management”);
and,

= visited the Company’s premises located at 43 Stewart Road in Collingwood, Ontario.
B. Management Representation

111. In addition to the foregoing, we have reviewed and relied upon a letter of representation
obtained from Management, wherein Management confirmed certain representations and
warranties they have made to us, including a general representation that:

= Management has reviewed a copy of this report in draft form and has discussed it
fully with us, to their satisfaction;

=  Management is satisfied with our explanation of the valuation concepts and
approaches adopted by us and as set out herein; and,

Management has no information or knowledge of any facts not disclosed in this
report which could reasonably be expected to affect the conclusions noted herein.

Valuation Date: December 31, 2010 Collus Power Corp.
Report Date: May 20, 2011 Page A-1






A. Assumptions

113. In preparing the Valuation, in addition to the assumptions noted elsewhere in this report
and schedules, we have made the following significant assumptions:

= the Company had no contingent liabilities, unusual contractual obligations, warranty
claims, substantial commitments or litigation pending or threatened, other than in the
ordinary course of business, which would materially affect our valuation calculation;

the Company and its shareholder have not received any bona-fide offers to purchase
the shares and/or assets and operations of Collus Power the two years prior to the
Vi sation Date, except as otherwise noted;

* there were no competitive advantages or economies of scale available in the business
or other considerations which would cause a special purchaser to pay a premium to
purchase the assets or shares of Collus Power;

in accordance with Management’s estimates, the fair market values of current assets
and liabilities and capital assets is approximated by their net book values, except as
otherwise noted;

= the operating and capital projections as presented herein are reasonable expectations
of the future operating performance of the Company;

all transactions with related parties (e.g. premises rent, subcontracted labour from
Collus S tions Corp.) were conducted on terms that were reflective of arm'’s length
transactions;

no significant incremental value to Collus Power resides within Collus Solutions Corp.
or Utility Collaborative Services Inc.; and,

» the Company will be able to increase its future after-tax cash flows through future
rate applications filed with the OEB.

B. Restrictions

114. In addition to the restrictions noted within this report, the Valuation is subject to the
following restrictions:

This report is not intended for general circulation or publication nor is it to be
reproduced or used for any purpose other than as outlined earlier without our prior
written permission in each specific instance. We do not assume any responsibility or
liability for losses occasioned to Collus Power, its sh :holder, the Town of
Collingwood and their affiliates, their respective directors and councillors, or to any
other parties as a result of the circulation, publication, reproduction or use of the
Valuation contrary to the provisions of this paragraph.

Nothing contained in this docume is to be construed as a legal interpretation of, or
an opinion, on any contract, document, legal or otherwise; nor is it to be interpreted
as a recommendation to invest or divest.

The Valuation is rendered on the basis of securities markets, economic, financial and
general business conditions prevailing as at the Valuation Date and the condition and
prospects, financial and otherwise, of Collus Power, as they were reflected in
information provided to KPMG. In preparing the Valuation, KPMG made various
assumptions with respect to industry performance, general business and economic

Valuation Date: December 31, cu v Collus Power Corp.
Report Date: May 20, 2011 Page B-1
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conditions and other matters, all of which are beyond the control of KPMG or any
other party;

The Valuation is given as of the date hereof and we disclaim any undertaking or
obligation to advise any person of any change in any fact or matter affecting the
Valuation, which would have been known or expected as of the Valuation Date, but
might come or be brought to our attention after the date hereof. Without limiting the
foregoing, in the event that there is any material change in any fact or matter affecting
the Valuation after the date hereof, we reserve the right (but will be under no
obligation) to change, modify, or withdraw the Valuation. Moreover, we reserve the
right, but will be under no obligation, to complete any additional analyses that might
subsequently be required, following the receipt of additional information;

Our analyst Jst be considered as a whole and that selecting portions of the
analyses or the factors considered by us, without considering all factors and analyses
together, could create a misleading view of the process underlving the estimation of
value. The preparation of a valuation is a co _ ex process lis not n ssarily
susceptible to partial analysis or summary description. Any attempt to do so could
lead to undue emphasis on any particular factor or analysis;

Any ' h ' . d ™ T or t (if any) are exclusively the
responsioiily u1 Iviaiiagennienis. wur anarysis does now vunstitute an opinion on these
issues; and,

The Valuation is also subject to the terms and conditions and related appendices, as
set out in our Engagement Letter.

Valuation Date: C....aber 31, 2010 Collus | wvvor Comp.
Report Date: May 20, 2011 Page B-2
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Schedule 2
Collus Power Corp.
Sumn of Historical and Projected Operating Results
($ 000's)
(Unaudited)
¥or The Year Ending December 31
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 17 2018 2 2020
(Actual)  (Actual)  (Aclual)  (Aclual) (Drall)  (Projected) (Projecied) (Projected) (Projected) (Projected) (Projected) (Projected) (Projected) (Proju.<d) (Projecied)
Revenue
Distribulion reventze s 4,447 4,656 4,518 5,127 5437 5,686 5,828 6,411 ' 7352 7,688 7,982 8,252 8,507 8.755
Othel 1 _ 488 574 539 188 557 375 375 75 sod 391 399 407 115 423 a7
4.935 5230 5,057 5,615 5994 6,061 6,203 86 7,327 7,743 8,087 8,389 8,667 8,030 i
Expenses
Distribution and trans ~~ Hnt 1,521 1,538 1,839 1,903 1,884 2,009 2,183 -- 2,293 2,339 2,386 2,434 2,483 2,533 2,584
Billing and coltecting 592 656 633 821 1,154 1,020 1,064 10 1,32 1,155 1,178 1,202 1,226 e o
Geneml administration 1,106 1,188 1,181 1,191 1,244 998 1,03t 53 1,084 1,106 1,128 1,151 1,474
Depreciation and amortization 820 820 854 1,004 967 1,130 1,180 » 1,320 1.386 1,455 1,524 1.594
030 4202 4,507 4,019 5,249 5247 5,458 2 5,829 5,986 6.1417 6,311 6,477
Inconie from aperating ad vitles (EDIT) 896 1,028 550 696 745 814 745 1,165 1,498 1,757 1,040 2,078 2,190 2,283 2368
Interest expense 22 212 189 179 250 249 74 274 334 314 204 274 254 234 1
T-~~nte hefore taxes 674 816 361 S17 495 3565 471 891 1,164 1,443 1,646 ; 1936 2,049 i
ne taxes 223 260 81 68 % 144 96 150 291 361 a12 o 484 512 538
Net Income (loss) S 451 556 280 449 399 421 375 741 873 1,082 1,234 1,353 1,452 1,537 1,613
Rate of return on average equity 5.08% 5.93% 2.86% 4.42% 3.7%  383% 3.29% 6.20% 6.84% 7.88% 8.26% 8.36%  B25%  B.05% %
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Collus Power Corp.

" nasatDec er 31,2010
Estimate of Fair. ket Value

Comparable -ansactions Approach

- -

(5 000's)

Calculation of Invested Capital
Shareholder’s equity as at December 31, 2010 3 10,782
Long-term debt 4,610
Nel book value of long-term debt plus equity 15,392
Add: Future employee benefits 308
Add: Long-term net regulatory liabilities 1,412
Less: Goodwill Q77
Less: Cash balances (2,923)
Net book value of invested capital $ 13,912

Calculation of Fair Market Value T.ow High Midpoint
Invested capital $ 13,912 13,912 13,912
Multiple of invested ¢ tal 1.25 1.45 1.350
Enterprise value of operations 17,390 20,172 18,781
Add: Cash balances 2,923 2,923 2,923
Less: Future employee benefits @ 50% (154) (154) (154)
Less: Net long term regulatory liabilities (1,412) (1,412) ¢
Total value of debt plus equity b 18,747 21,529 71,138
Total value of debt plus equily, rounded 3 18,700 21,500 20,100
Less: Outstanding debt 4,610 4,610 4,610
Estimated faii  rket value of equity $ 14,090 16,890 15,490
FMYV of shares - rounded $ 14,100 16,900 15,500
Net book value of eq 10,782 10,782 10,782
Premium to net book value $ 3,308 /108 4ne
Premium to net book value 30.68% 56.65% 13.67%
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Schedule 6
Collus Power Corp.
Valuation as at December 31, 2010
Calculation of Adjusted Net Tangible Equity Value

(S 000's)
Net Book
V eAsAt FMV Non-Core Estimated
December 31 Increase Assets and  Fair Market
2010 (Decrease) Liabilities Value RI-so-
ASSE' (Draft)
Current Assets
Cash $ 2,923 - 2,923 1
Other current assets 8,328 8,528 1
11451 - - 11,451
Property, plant and equipment 12,764 12,764 !
Goodwill 277 @70 - 2
Intany - software 278 278 1
Future taxes recoverable 157 157 1
24,927 277) 24,650
L BILITIES AND SHAREHOLDER'S EQUITY
Current Liabilities
Accounts payable and accrued liabilities 7,384 7, 1
Customer deposits, current 431 431 1
Income taxes payable - - 1
Current portion of capital lease 200 200 1
8,015 - 8,015
Employee {uture benefit costs 308 308 1
Long-term net regulatory liabilities 1412 1,412 1
Note payabl ~ Town of Collingwood 1,710 1,710 1
Long-term debt - third party 2,700 2,700 1
14,145 - - 14,145
Sharel ler's Equity 5 10,782 Q717 - 10,505
Add: FMV of non-core assets - -
Adjusted Net Tangible Equity V e -~ December 31, 2010 $ 10,505

Note 1: Fair market value was assumed to equal net book value as at December 31, 2010.
Note 2: Goodwill has no tangible value.
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Schedule 7
Collus Power Corp.
Valuation as at December 31, 2010
¢ mary of Fair Market Value

(3 000's)
Low High Midpoint

¢ cation of FMV

Note payable to the Town of Collingwood $ 1,710 1,710 1,710

Shares 14,100 16,300 15,200

FMYV of Town's interests 15,810 18,010 16,910

Long-term debt - third party 2,900 2,900 2,900

Total enterprise value $ 18,710 20,910 19,810
Calculation of Premium to Net Book Value

Share value $ 14,100 16,300 15,200

Less: Tangible asset backing 10,505 10,505 10,505

Premium to tangible asset backing $ 3,595 5,795 4,695
Other Value Indicators

Multiple of net book value of sharcholder's cquity 1.31 e 1.41

Multiple of net book * e of adjusted sharcholder's equity 1.34 1.55 1.45

Multiple of enterprise value 1.24 1.38 1.31

Enterprise value per customer $ o Tt 1.295

Total customers 15,296
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Sent: Saturday, November 19, 2011 5:02 AM
To: Erling, Jonathan M; Rockx, John
Subject: Re: Collus proposals

I think we will only get pricing information after next week's meeting to discuss the qualitative parts
of the proposal

If you were to rank the proposals in the none price categories noted in the RFP how would you see it as
of now (it sounds Tike it will be tough)?

John

----- original Message -----

From: Erling, Jonathan M

Sent: Friday, November 18, 2011 06:48 PM
To: Herhalt, John M; Rockx, John

Sub” :: RE: Tus prop

John:

I've looked =+ the documents, but there is not much to react to. We don't appear to have the financial
offers, and :re is not much in the way of specific details on anything else. The documents just speak
to how good each of the proponents are.

only the following things have jumped out to me as significant so far:

- PowerStream proposes a 7 member Board, ' :h PowerStream getting 4 members and Collingwood getting
three.

- Veridian notes that it provides HR and business systems from within its Lbc ("vcI"), ard that this may
result in regulatory impediments in terms of VCI providing services to COLLUS. However, also discusses

some potential ways around this.

- Hydro one will move 20 line service jobs into the Town of Collingwood.

- Horizon compares itself to the other bidders, and highlights some metrics that prove have much more
cos fective it is than the others.

If I see anything else, I will let you know but I think I have skimmed through most of it, if not all.
Jonathan

Jonathan Erling, P.Eng.

Managing Director

Global Infrastructure Advisory

KPMG LLP

Bay Adelaide Centre

Suite 4600, 333 Bay Street

Toronto, ON, Canada MSH 2S5

T +1 416 777 3206
F +1 416 777 3515

jerlingé mg.ca

----- original Message----~

From: Herhalt, John M

Sent: irsday, November 17, 2011 12:20 AM
To: Rockx, John; Erling, Jonathan M
subject: collus proposals

Hi guys

I have flipped you scanned copies of the Collus proponent proposals without attachments at this point.

Could you give them a read and send me your comments about them by first thing Monday morning if at all
possible

Thanks
John

sent from my iPad
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Rate Setting

The electricity distribution rates and other regulated charges of the Corporation are determined in a
manner that provides shareholders with a regulated Maximum Allowable Return on Equity (“MARE”")
on the amount of shareholder’s equity supporting the business of electricity distribution, which is also
determined by regulation.

In December 2009, the OEB concluded a Cost of Capital proceeding with the issuance of its final
report thereon. The report principally dealt with the adequacy and determination of the Maximum
Allowable Return on Equity [*MARE”). The Board has acknowledged that it needs to refine and reset
its current formula for determining MARE to:

i) acknowledge and incorporate a utility spread off of Canada long-bonds within the Equity Risk
Premium {“ERP”) to better reflect utility borrowing costs (initially 141.5bps);

ii) to include a 50bps “transaction cost” component within the ERP to reflect estimated transaction
costs related to utility borrowings;

iii reduce MARE volatility from annual changes in the Canada long-bond by reducing the annual
adjustment factor from 0.75 to 0.5; and

iv) reflect a more realistic and “fair” base risk premium for Local Distribution Companies {“LDCs").

The method of transition to the new MARE is through a cost of service review application, further
described below.

Rate Applications

The OEB regulates the electricity distribution rates charged by an LDC, such as Horizon Utilities, using
a combination of annual incentive rate mechanism (“IRM”) adjustments and periodic cost of service
reviews. Both such adjustments and reviews are based on applications made by LDCs to the OEB.
The current ratemaking policy of the OEB requires a cost of service review every four years, which is
followed by three successive years of IRM adjustments.

IRM adjustments to LDC rates are principally formulaic in nature and based on the annual change in
the Gross Domestic Product Inflationary Price Index for Final Domestic Demand (“GDP IP-FDD”) net
of a productivity factor and a “Stretch Factor” determined by the relative efficiency of an electricity
distributor.

The rate adjustment resulting from a cost of service review is normally based on forecast test year
data, including the amount of operating and caj 1l expenses, debt, and shareholder’s equity
required to support an LDC's business. The aggregate amount of debt and equity upon which an LDC
may recover interest charges and MARE is equal fo the “rate base” of an LDC, which is determined as
the aggregate of its fixed assets in support of regulated electricity distribution activities and a working
capital allowt  e. The proportion of debt and equity upon which an LDC may recover interest and
MARE is generally 60% and 40%, respectively.

Rates have historically, and typically, been effective frc ~ May 1st to April 30th.

The last cost of service re ~ w application ["COS Application”} of the Corporation was approved by
the OEB on October 3, 2008, with rate:  ective May 1, 2008. Such approval effectively provided
for 2008 service distribution revenue requirement and rate base of $93,632 and $346,420,
respectively. Such amounts do nc  clude provisior  r the investment of the Corporation in the Smart
Meter Initiative, further elaborated below.

The Corporation had filed IRM applications to adjust its rates effective May 1, 2009 and May 1,
2010. As a result of such filings, the OEB approved electricity distribution rate adjustments for the
Corporation of 1.18% effective May 1, 2009 and 0.18% effective May 1, 2010.
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New LDC license Requirements — Conservation and Demand Management Targets

On November 12, 2010, the OEB amended LDC licenses to include requirements for achieving
certain CDM fargets over a four year period commencing January 1, 2011. The Corporation’s
CDM targets include a demand reduction target of 60.36MW and a consumption reduction target
of 281.42GWh. LDCs must also comply with a new CDM Code of the OEB, which provides LDC
requirements for the development and delivery of CDM Strategy to the OEB for the achievement of
LDC-specific CDM targets, annual accounting and reporting to the OEB, and eligibility criteria for
performance incentive payments. The Corporation has filed its CDM Strategy with the OEB.

Other Matters

The continuing restructuring of Ontario’s electricity industry and other regulatory developments,
including current and possible future consultations between the OEB and interested stakeholders, may
affect future eleciricity distribufion rates and other permitted regulatory recoveries of the Corporation.

T a e

Regulatory Accounting

In its capacily to approve or set rafes, the OEB has the authority to specify regulatory accounting
treatments that may differ from Canadian generally accepted accounting principles for enterprises
operating in a non-rate regulated environment. The OEB has the general power fo include or exclude
costs, revenues, losses or gains in the rates of a specific period, resulting in a change in the timing
of accounting recognition from that which would have applied in an unregulated company. Such "
change in timing involves the application of rate regulated accounting, giving rise fo the recognition ¢
of regulatory assets and liabilifies. The Corporation’s regulatory assets represent certain amounts

receivable from future customers and costs that have been deferred for accounting purposes because ¢
it is probable that they will be recovered in future rates. The Corporation’s regulatory liabilities ¢
represent costs with respect to nondistribution market related charges and variances in recoveries

that are expected to be settled in future periods. ¢

c) Financial instruments

Under CICA Handbook Section 3855, Financial Instruments — Recognition and Measurement and - .
Section 3861, Financial Instruments — Disclosure and Presentation all financial assets are classified
as held-for-trading, held-to-maturity, loans and receivables, or availableforsale and all financial 0

liabilities must be clossified as held-for-trading or other financial liabilities.

All financial instruments are carried on the balance sheet at fair value except for loans and receivables,

held-to-maturity investments, and other liabilifies; which ore measured at amortized cost. . -on
The Corporation has classified its financial instruments as follows: ;
Cash and cash equivalents............cccoeceiiirniiinece e Held-for+rading ¢ iI
Bank indebtedness ..........ccoiiirmirirenn et Held-for-trading

Accounts receivable .........ocoiiiririenin s Loans and receivables

Accounts payable and accruals ... Other liabilities

Accounts payable ar  accruals fo corporations under common control...... Other liabilities

Credit support for service delivery...........cccoeiniininnnnncicnccnenee Other liabilities L

Long-term borrowings ........c.uovviveeeriernc o Other liabilities






Depreciation is calculated on a straightline basis over the estimated service life of fixed assets as follows:

LANd FIGRIS c.ee ettt st et 50 years
BUIINGS 1ttt ettt e e 25-30 years
DistribUON SIAHONS ...eeveeriiereetirieieer ettt cieeeesiebes e seesessn s et ba et et e arteseesnen 30 years
Distribution lines — overhead and underground.........cccoceoiviiiiieinicninecreee e 25 years

Distribution transformers
Distribution meters
Other fixed assets

Work in process is not depreciated and comprises the cost of construction materials, applied labour,
and overheads consumed in capital projects that are not available for productive use at the end of
the fiscal year.

h) Intangible assets and amortization

Intangible assets include intangible software costs, which are stated at cost less accumulated
amortization. The amortization of in  jible software costs is recorded on a straightline basis over
an estimated service life of 3 years.

odwill

Goodwill represents the amount by which the purchase price of an acquired business exceeds the fair
value of the net identifiable assets purchased.

Goodwill is not amortized and is evaluated for impairment on an annual basis, or more frequently if
circumstances require, with any write-down of the carrying value of goodwill being charged against
the results of operations. Goodwill impairment is assessed based on a comparison of the fair value
of the reporting unit to the underlying carrying value of the reporting unit's net assets, including
goodwill.

Credit support for service delivery

Credit support for service delivery represents cash deposits from electricity distribution customers, as
well as construction deposits.

Deposits from electricity distribution customers are applied a¢ st any unpaid portion of individual
customer accounts. Customer deposits in excess of unpaid account balances are refundable to
individual customers upon termination of their electricity distribution service. Customer deposits are
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doc ent contains Pow Stream’s response to Section 3 of CC~ ~ 7JS Power
( 's Request for roposal - Strategic F ‘tnership, and addresses matters direc

1 'd to purchase of shares.

The remaining sections (3.2 - 3.7) of PowerStream’s proposal are submi :d under

separate cover, as required by the RFP.

Contents
A INTRODUCTION

B U CHASE ( SHARES

B.1 PROPOSED PAYMENT ....c.oovvioeeeennen.

B.2 PROPOSED TIMING CONSIDERATIONS; .

B.3 DUE DILIGENCE REQUIREMENTS; ........

B.4 PRE-CLOSING CONDITIONS..................

B.5 REPRESENTATION ON PROPOSED NEW C( LUS POWERSTREAM BOARD 6

B.6 PROPOSED DIVIDEND POLICY ..............
B.7 OTHER - SHAREHOLDERS AGREEMENT

B.8 ONTARIO ENERGY BOARD...................

Cc APPEM 1IX

C.1 OBIECTIVES AND GUIDING PRINCIPLES

MATTERS...cueiieeeiecee e 7
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ONFIDEN]]
Response to COLLUS Power RFP for Strategic Partnership
SECTION 3.1 - PURCHASE OF SHARES
Novem! 16,2011
Page 3

A RODUCTION

Po aStream is pleased to respond to the Request for Proposal document issued by COLLUS
Power Corp (“COLI S Power”) on October 4, 2011.

On September 19, 2011 the PowerStream team made a presentation to the COLLUS Power
Strategic Partnership Task Team. The PowerPoint presentation made at that time is attached as
an appendix to PowerStream’s response to the RFP in Section B.

PowerStream Inc. is the second largest municipally-owned electricity distribution company in
Ontario, serving more than 330,000 customers in nine municipalities located in Simcoe County
and York Region that have a combined population of approximately 1,000,000.

Created on June 1, 2004, following the merger of three York Region-based utilities (Markham
Hydro, Richmond Hill Hydro and Vaughan Hydro), PowerStream Inc. is jointly owned by City
of Vaughan, the >wn of Markham and the City of Barrie. PowerStream’s unprecedented and
unrivaled expansion of its customer base from just over 192,000 in 2004 to 334,472 (as of
O ber 31, 2011) is a result of serving an area of the province that continues to experience
tremendous population growth in combination with the company’s own pursuit of forming
strategic partnerships and relationships with other utilities. PowerStream has successfully
completed the voluntary merger of four utilities and the acquisition of another in less than five
years.

Although for most companies the transitional challenges that usually follow a merger or
acquisition can often impede the achievement of other corporate goals and objectives,
PowerStream through these consolidations has continued to demonstrate its industry leadership
in customer service, innovation and environmental stewardship.

Several major projects completed by PowerStream since its merger with Barrie Hydro
Distribution Inc. on January 1, 2009, such as bringing into service the company’s 11™
transformer station directly connected to the provincial transmission grid and the incorporation
of several smart grid features to its own distribution system, along with some impressive
customer and employee satisfaction figures, are indicative of the company’s ability to
transition, move forward and lead at the same time. This is further evidenced by the number of
awards the company has earned over in recent years including Greater Toronto’s Top
Employers (2012), Electricity Distributors Association’s Performance Excellence Award
(2011) 'nited Way of Great Simcoe County’s Campaign Merit Award (2010), Ontario Energy
Association’s Company of the Year Award (2010), Ministry of the Environment’s Ontario
Envirc nental Leader (2010), Vaughan Chamber of Commerce usiness of the Year (2010),
Electricity Distributors Association’s Environmental Excellence Award (2009) and Smart
Commute mployer of the Year for North Toronto, Vaughan (2009 and 2011).

Al
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CONF ENTIAL

Response to COLLUS Power RFP for Strategic Partnership
SECTION 3.1 —- PURCHASE OF SHARES

November 16, 2011

Page 4

PowerStream’s commitment to the environment and sustainable growth has been demonstrated
in several areas @ on a nu er of occasions. The cc any has built two work |  ion
buildings that have been certified by the Canada Green Building Council as LEED®
(Leadership in Energy and Environmental Design) Gold. No other company in Simcoe County
or York Region, and no other electricity distribution utility in Ontario, operates out of multiple
LEED® gold certified facilities. Further to this, PowerStream has an active solar PV generation
business and is an industry leader in the delivery of conservation and demand management
programs to its customers.

PowerStream believes that COLLUS Power and PowerStream share the same values which are
critical to making the proposed Strategic Partnership successful. : fact, CC LUS Power’s
inspirational and forward-thinking value statement that the organization values “the
entrepreneurial spirit to responsibly and decisively challenge the conventional” aligns well
with PowerStream’s vision statement of being “a socially responsible company, committed to
the environment and sustainable growth, leading the way into the future with boldness,
innovation, and industry best in class performance.” Moreover, COLLUS Power’s stated
values of “trust, responsibility, sustainability, people, partnerships & collaboration and
continuous improvement” are similar in intent and spirit to PowerStream’s values of “respect,
teamwork, performance, accountability and init  ive.”

PowerStream is proposing a structure which will satisfy the objectives of both COLLUS Power
and the Town of Collingwood and create a partnership which will continue to operate in the
best interests of the customer, employees and Shareholders in all the service territories
currently served by both entities. This structure recognizes the importance of municipal
ownership, growth and community involvement, principles that are held in high regard by both
organizations and the customers they serve. The model, articulated to the COLLUS Power
Strategic Partnership Task Team by Brian Bentz, President & CEO of PowerStream on
September 19, 2011, is transferable for future regional growtt  ith other communities and we
believe that this will provide a model for further consolidation.

The structure envisaged by COLLUS Power and wholly supported by PowerStream includes:

e A proposal to purchase 50% of the equity in COLLUS Power and provide an additional
cash payment by facilitating the recapitalization of COLLUS Power

e A proposal to provide strategic and specialized resources to COLLUS Power while
continuing to effectively engage the COLLUS Power and affiliate employees

e A proposal to support growing the COLLUS Power business both organically and
through acquisition or merger

e A proposal to provide a continued and substantial presence in the communities that
COLLUS Power serves

ALEOQOI
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Response to COLLUS Power RFP for Strategic Partnership
SECTION 3.1 - PURCHASE OF SHARES
Nc¢ :mber 16, 2011
Page 7

Such Policy is based on the philosophy that the purpose of the dividend policy is to provide the
Shareholders 1 a steady income stream from continuing operations ‘ile pro ~ “ng
COLLUS PowerStream with an appropriate capital structure and working capital level in order
to operate as a viable business. The Dividend Policy philosophy would be consistent with the
objectives and guiding principles of COLLUS PowerStream.

It is proposed that Dividend amounts would be determined as follows:

s COLLUS PowerStream shall pay a minimum of 50% of annual net income, as
dividends, with consideration given to the following:
- Cash position at the beginning of the year;
- Working capital requirements for the current year; and,
- Net capital expenditures required for the current yet.

Based on the forecasted net income for COLLUS PowerStream, and assuming that COLLUS
PowerStream earns the regulated rate of return, we anticipate that the net income in 2013 could
be in e range of $800,000 to $1,000,000. As per the proposed Dividend Policy, COLLUS
PowerStream would therefore pay a dividend of approximately $400,000 to $500,000.

B.7 Other - warehc lers Agreement Matters

PowerStream’s Proposal is conditional upon the Parties agreeing upon their respective
Liquidity Rights to be incorporated in the new Shareholder Agreement. As contemplated in
the RFP, the new Shareholder Agreement would provide for certain buy/sell arrangements.

Such arrangements would include:

Any transfer or pledge of shares in COLLUS PowerStream would be prohibited without the
wr :n consent of the other Shareholder, provided that the Shareholders Agreement shall
include liquidity provisions to be negotiated, such as:

1. In the event that either Shareholder receives a bona fide offer which it desires to
accept from an arm's length third party to acquire all of the Shares owned by such
Shareholder for cash (an "Offer"), the other Shareholder shall be entitled to a right of
first refusal to acquire such Shares at the same price and on the same terms and
conditions as set out in the Offer, failing which the Shareholder receiving such Offer
shall be entitled to sell its Shares to the third party which made the Offer subject to that
third party agreeing to be bound by the Shareholders Agreement;

Al
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Response to COLLUS Power REP for Strategic Partnership
SECTION 3.1 — PURCHASE OF SHARES

November 16, 2011

Page 8

2. At any time after 2 years from the date of closing, either Shareholder may by written
notice to the other institute a buy - sell mechanism by specifying a price per Share and
requi 1g at the recipient Shareholder in its discretion elect eit” o (i) purct
the Shares of the initiating Shareholder, or alternatively (ii) sell  of the Shares of the
recipient Shareholder, in each case at the price per Share specified in the initiating
notice;

3. At any time after 2 years from the date of closing, Collingwood tility Services Corp,
as the owner of 50% of the outstanding Shares of COLLUS PowerStream, shall be
entitled to Put those shares to PowerStream Inc and require that the tter acquire such
Shares a price equal to their fair market value determined by the same valuation
approach as was utilized in the purchase by PowerStream Inc. of its initial 50%
sharehol 1gin CC LUS PowerStream.

B.8 Ontario ..tergy Board

It is our understanding based on Section 86(2) of the OEB Act which deals with ‘Acquisition
of Share Control’ that, as a result of COLLUS Power Corp and the >wn of Collingwood
selling 20% or more of their equity in COLLUS Power, a MAADS (“Mergers, Acquisitions,
A algamation and Divestitures”) application to the OEB will be required. This application
will follow a process similar to that for a rate application with a newspaper notice,
interrogatories from intervenors, written submissions and a written or oral hearing.

MAADs applications are ev: ited based on a “no harms test”, meaning that the OEB must
determine that CC LUS Power and PowerStream customers will be no worse off as a result of
the transaction. Although this may appear simple, the application, the subsequent additional
evidence and the Decision are very important strategic information. OEB staff and intervenors
will refer back to these documents for years to come.

PowerStream staff has extensive experience in the MAADs process, most recently with the
Barrie-PowerStream merger. This application was approved by the OEB at the end of an oral
hearing in December 2008.

PowerStream staff will support COLLUS Power staff in the MAADs application by providing
strategic advice and assisting with the compilation of evidence, interrogatory responses,
submissions, witness training and he ng preparation, as necessary.

ALE
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C APPENDIX

C.1 Objectives and Guidi  Principles

PowerStream proposes that the new Shareholder Agreement would set out the Guiding
Principles of the Corporation, which would include the following:

For Profit Co »oration — COLLUS PowerStream will continue to be a for profit
corporation committed to optimize its rate of return and Shareholder value. Subject to
OEB approv  the maximum rate of return sought by COLLUS PowerStream from
time to time will be achieved as soon as practical

C: ital Structure - COLLUS PowerStream will maintain a capital structure consistent
with the OEB capital structure mandated by the OEB (currently 60/40 debt to equity).

ividend olicy — COLLUS PowerStream will plan to pay dividen to its
Shareholders approximating 50% of the net income on an annual basis with due
consideration given to the cash position at the beginning of the year, working capital
requirements and net capit expenditure requirements.

Growth — COLLUS PowerStream will be committed to pursuing significant growth
opportunities on a prudent and profitable basis giving due consideration to the
geographic footprint, size and location of LDCs in Ontario.

n loyees — CC LUS PowerStream will treat all employees in a fair and equitable
manner. The Corporation will develop with its employees a share commitment
towards high customer service, improved productivity and workplace safety. The
Corporation will ensure that all staff understand the Corporation’s business plan and
have the skills they require to fulfill their part in achieving those goals.

C tomers — The customers of the Corporation are the operational priority of the
Corporation. COLLUS PowerStream will provide a reliable, effective and efficient
electricity distribution system.

Community and st: eholders — COLLUS PowerStream will play a significant role in
the local communities in which it operates. COL! TS PowerStream will act as a good
corporate citizen and a facilitator of economic development in the communities it
services.
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COLLUS Power Corp Offer

Veridian acknowledges that it is the intent of the Town to call its demand note payable by
COLLUS in the amount of $1,710,170. Veridian supports and would require as a condition of
this proposal that the note payable to the . uwn be refinanced with third party debt. The Town
would therefore receive the following proceeds as part of this proposed transaction:

Sale of 50% of COLLUS Shares to Veridian $ 6,500,000

g T Te " alization lividend 2,000,000
Repayment of COLLUS Promissory Note 1,710,170
Total Proceeds from Transaction $10,210.170

3.1.8 Actions required to satisfy the Ontario E :rgy oard’s Merger, Acquisitions,
Am: amations and Divestiture (MAI ) provisions.

Under section 86(2) (a) of the Act, an application is required for leave for a person to acquire
voting securities that will exceed 20% of a distributor or transmitter. Veridian would make
application to the Ontario Energy Board for such leave upon concluding a Share Purchase
Agreement between Veridian and the Town. Veridian is familiar with the MAAD application
process and has successfully completed the process for each acquisition and merger transaction it
has been involved in. Veridian would provide all necessary documentation related to Veridian in
support of the application. Documentation and information would be required from COLLUS to
complete the application.

Veridian Corporation ) o -
Section 3.1- Purchase of Shares Page 8
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terms of engagement as the case may be and is not intended to be relied upon by any otl  person.
KPMG disclaims any responsil ity or liability for any reliance that any person other th

the client may place on this advice. If you are not the intended recipient, any disclosure,

copying, distribution or any actic taken or omitted to be taken in reliance on it,

is prohibited and may be unlawful.
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KPMG
Debt

Hydro One
PowerStream
Horizon
Veridian

14.1
171
15.81

Cash
15,548
13,410
11,210
10,210

Strictly Private and Confidential

16.3
171
18.01

Shares

4,277
4,277
5,402
5,402

DRAFT - November 25, 2011
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16.91

19,825
17,687
16,612
15,612
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Any tax advice herein is based on the facts provided to us and ¢ current tax law including judicial and

administrative interpretation. Tax law is subject to continual change, at times on a retroactive
basis and may result in incremental taxes, interest or penalties. Should the facts provided to us
be incorrect or incomplete or should the law or its interpretation change, our advice may be
inappropriate. We are not responsible for updating our advice for changes in law or
interpretation after the date hereof. The advice or other information provided herein is
confidential and may be privileged and is for the sole use of KPMG’s client. The advice is based
on the specific facts and circumstances and the scope of ¥ VIG’s engagement and associated
terms of engagement as the case may be and is not intended to be relied upon by any other person.
KPMG disclaims any ponsibility or liability for any reliance that any person other than

the ent may place on this advice. If you are not the intended recipient, any disclosure,
copying, distribution or any action taken or omitted to be taken in reliance on it,

is prohibi | and may be unlawful.
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