Report to Council

City of NasF
Date: September 12, 2012 Kelowna

File: 1325-10

To: City Manager

From: J. Vos, General Manager, Community Services
Subject: Electrical Utility Restructuring Opportunity

Report Prepared By: D. Edstrom, Acting Director, Real Estate & Building
Services

Recommendation:

THAT Council receives, for information, the Report from the General Manager, Community
Services, dated September 12, 2012 regarding the Alternative Approval Process for Electrical
Utility Restructuring Opportunity with FortisBC Inc.;

AND THAT an alternative approval process opportunity to be open to all electors within the
City of Kelowna be initiated to seek approval of the electors for entry by the City of Kelowna
into the Agreement to sell the City of Kelowna's electrical utility assets to FortisBC Inc., as
part of the Electric Utility Restructuring Opportunity with FortisBC Inc. as outlined in the
report from the General Manager, Community Services dated, September 12, 2012;

AND THAT 4pm, Friday, October 26, 2012 be set as the deadline for receipt of elector
responses in the form attached to the September 12, 2012 report from the General Manager,
Community Services in relation to the City of Kelowna proceeding with the Electric Utility
Restructuring Opportunity with FortisBC Inc.;

AND FURTHER THAT Council direct staff to seek approval of the Inspector of Municipalities, as
required under section 185(1) (b) of the Community Charter, for the acquisition of shares in
Fortis Inc. from such funds as City Council may allocate for that purpose, which may include
funds available out of surplus funds in its electric utility reserve account and the proceeds
anticipated from the proposed sale of Kelowna's electrical utility to Fortis BC Inc.

Purpose:

To approve the Asset Purchase Agreement between the City and FortisBC that, subject to the
approval of the electors, will pave the way for the City to transfer ownership of its electrical
utility assets to FortisBC, and to use the proceeds from the transfer to purchase common
shares in Fortis Inc.
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Kelowna Electrical Utility Restructuring Opportunity:

The Electrical Utility Restructuring Opportunity (the "Opportunity”) is an initiative that will
shift the City from its current role as electrical utility operator to a new role as electrical
utility investor. The key elements of the Opportunity involve the disposition of the City's
electrical utility assets to FortisBC for $55 million, and the subsequent reinvestment of these
funds by the City in Fortis Inc. common shares. An additional element of the Opportunity
involves the creation of a Mutual Benefits Agreement to allow the City and FortisBC to
identify and pursue joint energy projects. The Mutual Benefits Agreement will focus on
projects that promote energy conservation, and that make use of alternative energies.

The Opportunity was developed through a lengthy process that began with the recognition on
the part of the municipality that the City's existing electrical utility business model is not
sustainable. Long-term, annual financial returns to taxpayers under this model are vulnerable
to certain factors, namely:

increases in the wholesale price of electricity that the City must acquire, and
subsequent pressure on the margin between wholesale and retail electricity rates
increases in capital spending on electrical infrastructure

increases in operating and maintenance costs for the utility

A shift in the City's role as utility operator to one of utility investor will allow the City to
avoid the shortcomings of the municipal model. The transfer of the City's electrical assets to
FortisBC, combined with an investment of proceeds in Fortis Inc. shares, should provide
taxpayers with long-term annual returns that meet or exceed the earnings that would be
possible under the City model. It will also ensure that the City's existing electricity customers
are protected from any service changes or adverse impacts on rates. Service for all existing
users will be seamless during and after the transfer of the system to FortisBC. Rates for
residential customers will remain relatively unchanged by the transfer — the City already
matches FortisBC's regulated rates for residential customers. Non-residential customers of
the City will see a modest decrease in their electricity bills.

FortisBC

FortisBC is an experienced owner and operator of energy utilities with close to 162,000,
direct and indirect, electricity customers throughout British Columbia’s southern interior. The
company has a strong presence and track record in Kelowna. Since 2000, FortisBC has worked
closely with the City as its electrical contractor in planning, operating and maintaining the
City's electrical utility assets. The company provides electricity through its own utility to all
parts of the community that are not served by City, and provides natural gas services
throughout the entire municipality. FortisBC's electricity operations for the province are
headquartered in Kelowna.

FortisBC runs its electrical utility through a regulated utility business model. Under this
model, expenditures on system infrastructure, once approved by the British Columbia Utilities
Commission, are treated as investments on which the company earns a regulated rate of
return. This feature of the model supports new capital investment required to meet the needs
of future users. It also helps to make FortisBC ideally suited to take responsibility for the
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City's system — a system that will require in excess of $70 million in new infrastructure
investment in the next 20 years.

Asset Purchase Agreement:

The focus of the Opportunity at this point is the approval of the Asset Purchase Agreement
(Schedule ‘A’} that will facilitate the transfer of the City's electrical assets to FortisBC by
March 28, 2013, in exchange for the $55 million price negotiated by the parties. FortisBC has
approved the Agreement and will be submitting it to the BCUC for approval. Before FortisBC
can proceed, however, the City must give its approval. Approval by the City requires the
approval of Kelowna's municipal electors.

Following all approvals, but prior to March 28 transfer date, the City and FortisBC must
together attend to some specific items that are identified in the Agreement. The key items
relate to land rights that must be transferred, customer billing services, and pole contacts.
The Asset Purchase Agreement contains mechanisms to deal with these issues and the parties
will be working to settle them as quickly as possible. If the conditions around these items are
not met to the parties respective satisfaction, the parties have rights to terminate the
agreement.

Third Party Review:

As part of its due diligence in developing the Opportunity the City commissioned Deloitte &
Touche LLP {“Deloitte”), an independent accounting firm, to review the Asset Purchase
Agreement. The City asked Deloitte, specifically, to provide an opinion as at September 10,
2012 as to the fairness of the purchase price of $55 million, from a financial point of view, to
the existing City electricity customers and the City taxpayers as a whole. In its written report
dated September 10, 2012 to the City (attached as Schedule ‘B’), Deloitte makes the
following concluding statement:

“Based upon and subject to the foregoing, Deloitte is of the opinion that, as at
September 10, 2012, the Purchase Price is fair, from a financial point of view, to the
existing COK electricity customers and COK taxpayers as a whole.”

Investment of Proceeds:

The proceeds received by the City for its utility assets will be invested in order to generate a
long-term return for taxpayers, that is equal to or greater than the return the City could earn
through continued ownership of the utility. Initially, the City had anticipated investing its
proceeds in Fortis Inc. debt (i.e., bonds) — this intention was communicated in the
Memorandum of Understanding that the parties entered into in July 2012. In recent months,
however, City staff and advisors revisited this intention and determined that FortisBC bonds
do not, under current market conditions, represent the preferred option. The City examined
two investment scenarios:

investment of the sale proceeds in Fortis Inc. debt (corporate bonds)
investment of the sale proceeds in Fortis Inc. equity (common shares)



City Manager
September 12, 2012
Page 4 of 11 Pages

Fortis Inc. Debt

The investment of proceeds in Fortis Inc. debt presents four problems. First, under current
market conditions growing demand for utility debt has significantly lowered the investment
returns that are available from corporate bonds. Yields on Fortis Inc.'s long-term bonds,
specifically, have fallen to levels at which they are considerably less attractive than was
initially forecasted by the City. At present levels real returns of approximately 4% could be
expected. At this rate the City would earn the same annual return it gets today from owning
the utility: approximately $2.1 million.

Second, annual payments to bond holders do not change over time (unlike annual dividend
payments to shareholders). The purchase of long-term Fortis Inc. bonds would generate for
taxpayers a stable and secure annual return; but it would also generate an annual return that
would never increase, irrespective of the performance of the company or changing conditions
in financial markets.

Third, the City would not benefit under this scenario from any increase in the value of Fortis
Inc. over the 30 year period. After 30 years the City would receive back the $55 million face
value of the bonds, but would not receive any of the appreciation in the underlying value of
Fortis Inc. over the same period.

Finally, the purchase by the City of Fortis Inc. corporate bonds is not an action that is
specifically contemplated or permitted as a municipal investment under the Community
Charter (the purchase of common shares, by contrast, is permitted with the approval of the
Inspector of Municipalities). Special approval from the Inspector would be required for any
debt purchase. The process to obtain such approval could be quite difficult.

Fortis Inc. Equity

The current annual dividend rate paid on Fortis Inc. common shares is essentially equal to the
interest rate for long-term corporate bonds. This parity is not common in the markets, and
represents an opportunity for the City. An investment by the City in common shares today
would earn the same $2.1 million annual return available under the debt option. Both of
these returns would also match the current earnings generated by the City as owner operator
of its utility.

Under the equity option, however, the City's investment of $55 million would have the
potential to generate returns that increase over time in tandem with increases in Fortis Inc.
share value, and accompanying increases in the growth rate of dividend payments. Consider
the following points:

Since 1995, the company's share value has increased by an average of 12.7% per year.
A conservative increase in future share value of 5% per year would grow the value of
the City's investment to $250 million over 30 years. Higher annual increases in share
value would generate even greater value over the same period.
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Every year for the past 39 years Fortis Inc. has increased its dividend payment to
shareholders (see graph) — the longest consecutive stretch of dividend payment
increases among Canadian companies, Over the past 25 years, the average annual
growth rate in dividends has been 5.7%. A future average annual growth rate of 5%
would double the City's annual return every 14 years, taking it from $2.1 million today
to more than $8 million per year over the 30 year assessment period. A more
conservative annual dividend growth estimate of a 3% would still increase the return
to taxpayers from $2.1 million to $4.5 million per year, over 30 years.

An additional advantage of the share purchase option is the potential for the City to realize
significant capital gains — that is, to benefit not only from increasing annual returns, but also
from an increase in value of the underlying assets. The historical increases in the company's
share value, noted above, provide a good case for assuming that the City's initial investment
of $55 million will grow in value over 30 years.

Finally, it is worth pointing out that an investment in equities would be much more "liquid”
than an investment in debt. The equity option would give the City considerable flexibility to
change course if required, or desired. It should be noted that past performance is no
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guarantee of future results and the City cannot be guaranteed the past results Fortis has
achieved.

Conclusion

The City's analysis suggests that the sale of the assets to FortisBC, coupled with the
investment of proceeds in Fortis Inc. common shares, is the preferred option for City
taxpayers. Using conservative estimates of future dividend growth, the option could generate
annual earnings for taxpayers that would increase from $2.1 million to $4.5 million over 30
years. The option also has the potential to provide taxpayers with capital gains on the City's
initial, $55 million investment.

Elector Approval:

The sale of the City's utility assets to FortisBC requires the approval of Kelowna's electors
(electoral approval is not required for the investment in Fortis Inc. equity). The City intends
to seek approval using the alternative approval process (attached Schedule ‘C’), as outlined
in the Community Charter (section 86). Under this process all registered municipal voters
within the City must be given an opportunity to object to the City's proposed transfer.

Approval of the electors will be obtained if the number of elector responses received by the
end of the alternative approval process is less than 10% of the number of electors within the
City of Kelowna (9, 484).

Staff recommends that Council initiates the alternative approval process. The process will
begin with public notification in local print media. Electors will then be given a thirty day
period — September 26 to October 26 — during which to register their opposition. As
stipulated in the Community Charter, electors who choose to object must make use of an
official petition form issued by the City Clerk. Elector response forms will be available at City
Hall and posted on the City website.

It is important that all citizens and groups within the community have the chance to review
the Agreement, and — more importantly — to learn about the Opportunity and what it would
mean for electricity customers, City taxpayers and the community as a whole. To that end,
the City has developed a variety of information materials, and has planned a number of public
events, to accompany the alternative approval process. The following points identify the
resources and events available:

The City's website (www.kelowna.ca) remains the definitive source of information on
the Opportunity. The site explains the Opportunity in detail and the need for change,
and presents the anticipated benefits to taxpayers, electricity customers and the
community. A calendar identifies the key dates and public events that are planned.
An email and phone number are provided for feedback and questions;

A hard-copy Overview document on the Opportunity is available for pick-up at City
Hall, as are copies of various Fact Sheets on key aspects of the initiative and other
pertinent background information;
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City staff will be contacting key stakeholder groups in the community to offer
presentations on the Opportunity. Groups will include the neighbourhood associations
that represent areas within the City's existing utility service area, the Downtown
Kelowna Association, Chamber of Commerce and Economic Development Commission.
Any group in the City that is not contacted but that wishes to receive more
information need only call the City;

The City will be hosting two Public Open Houses on the Opportunity. The first will
take place on Tuesday, September 25 from 4:00 pm until 6:30 pm; the second will
occur two days later on Thursday, September 27, also from 4:00 pm until 6:30 pm,
The venue for the Open Houses will be advertised closer to the dates. Both events will
feature a self-review of poster boards, a presentation by staff and a Q&A session. The
events will be identical to one another in terms of information provided; the purpose
for having two events is simply to give interested citizens a choice of evening to
attend;

Customers of the City's existing electrical utility will receive a letter in early October
to explain what the Opportunity means to them;

Other Approvals:

The Inspector of Municipalities at the British Columbia Ministry of Community, Sport &
Cultural Development must approve the City's decision to purchase common shares in Fortis
Inc. The City is responsible for obtaining this approval.

The BCUC must approve the inclusion of the utility assets in FortisBC's rate base {i.e., the
pool of assets on which FortisBC's regulated electricity rates are based). If Kelowna's electors
approve the transaction, FortisBC will submit its application to the BCUC in late October,
2012. FortisBC is responsible for obtaining this approval.

Legal/Statutory Authority:

Section 86 Community Charter, alternative approval process

Section 174 Community Charter, establishing the limit on borrowing and other liabilities.
Section 179 Community Charter, long term borrowing.

Legal/Statutory Procedural Requirements:

Pursuant to Section 86 of the Community Charter, Council is required to approve the elector
response form as attached to this report for an alternative approval process and establish the
deadline for receipt of elector responses, which must be at least thirty days after the second
publication of the alternative approval process notice.

Notice requirements for the alternative approval process are set by Section 94 of the
Community Charter. Notices will be posted on the public notice board at City Hall,
advertised in the Capital News Thursday, September 20 and Tuesday, September 25, 21012
and posted on the City’'s website.
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Internal Circulation:

City Clerk

Director, Financial Services

Director, Civic Operations

Director, Communications

Acting General Manager, Corporate Sustainability

Considerations not applicable to this report:
Existing Policy:

Financial/Budgetary Considerations:
Personnel Implications:

External Agency/Public Comments:

Communications Comments:
Alternate Recommendation:

Submitted by:

(40

J. Vos, General Manager, Community Services

Approved for inclusion: R. Mattiussi, City Manager

cc: City Clerk
Director, Financial Services
Director, Civic Operations
Director, Communications
Acting General Manager, Corporate Sustainability
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Schedule ‘A’



Execution Copy

CITY OF KELOWNA

as Vendor

-and -

FORTISBC INC.

as Purchaser

CITY OF KELOWNA ELECTRIC UTILITY

ASSET PURCHASE AGREEMENT
Dated , 2012
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ASSET PURCHASE AGREEMENT

THIS ASSET PURCHASE AGREEMENT made as of the _ day of , 2012,

BETWEEN:

CITY OF KELOWNA, a municipality incorporated under the
laws of the Province of British Columbia, having its offices at
1435 Water Street, Kelowna, British Columbia, V1Y 1J4

(the “Vendor™)

AND:
FORTISBC INC., a company incorporated under the laws of the
Province of British Columbia, having its offices at Suite 100, 1975
Springfield Road, Kelowna, British Columbia, V1Y 7V7
(the “Purchaser™)

WHEREAS;

A, The Vendor is the owner of the COK Assets (as hereinafter defined).

B. The Purchaser wishes to acquire from the Vendor, and the Vendor wishes to sell to the
Purchaser, the COK Assets.

NOW THEREFORE in consideration of the premises and the mutual covenants and agreements
herein contained, each of the Parties covenants and agrees as follows:

ARTICLE 1
INTERPRETATION

1.1 DEFINED TERMS

In addition to those terms used and defined elsewhere in this Agreement (including, without
limitation, in the recitals) and as used in this Agreement, including any schedule hereto, the
following terms have the following meanings:

(a) “Affiliate” in the case of a corporation, has the meaning specified in the Canada
Business Corporations Act and in the case of any other Person, means a Person that
controls or is controlled by such other Person or is under the same or common control as
that Person. A Person shall be deemed to control a Person if such Person possesses,
directly or indirectly, the power to direct or cause the direction of the management and
policies of such Person, whether through the ownership of voting securitics, by contract
or otherwise; and the term “controlled” shall have a similar meaning,
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“Agreement” means this City of Kelowna Electric Utility Asset Purchase Agreement and
all schedules and attachments hereio and instruments in amendment or confirmation of it;
and the expressions “Article” and “Section” followed by a number mean and refer to the
specified Article or Section of this Agreement.

“Allocation” has the meaning specified in Section 2.2(b).

“Applicable Laws” means, at any given time, all applicable federal, state, provincial,
municipal, local and foreign statutes, codes, ordinances, decrees, rules, regulations and
by-laws, and judicial, executive, arbitral, administrative, ministerial, departmental or
regulatory judgments, decrees, decisions, rulings, awards, policies, requirements,
standards, guidelines, permits, licences, authorizations, approvals and orders, and all
applicable common law, in each case having the force of law and in effect at that time,
including without limitation, all Environmental Laws.

“Assumed Contracts” means those Material Contracts identified as Assumed Contracts
on Schedule 1.1(tt).

“Assumed Liabilities” means any and all obligations and liabilities (whether present,
future, absolute or contingent) relating to the ownership, operation or maintenance of the
COK Assets, whether before or after the Closing Date, that arise or become due or
payable after the Closing Date, except for the following:

(i) any obligations and liabilities arising under Material Contracts which are not
Assumed Contracts;

(i)  operating costs relating to the COK Assets payable in the Ordinary Course,
whether arising under the Assumed Contracts, Governmental Authorizations or
otherwise, to the extent relating to the period up to and including the Closing
Date;

(ii1)  Taxes relating to the COK Assets to the extent relating to the period up to and
including the Closing Date;

(iv)  those liabilities and obligations for which the Vendor is responsible pursuant to
Section 7.8(a)(iii)

(v) any obligations or liabilities with respect to employees of the Vendor; and
(vi)  any indebtedness for borrowed money of the Vendor.

“Balance Sheet” has the meaning specified in Section 3.1(j).

“BCUC” means the British Columbia Utilities Commission or any successor entity.

“BCUC Acceptance” means a final order approving the Transaction made by the BCUC
on terms satisfactory to the Purchaser, acting reasonably, that would not, in the opinion of
the Purchaser, do any of the following:
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(i) prohibit or limit the ownership or operation by the Purchaser of any portion of the
COK Assets;

(i) compel the Purchaser to dispose of, hold or treat separate any portion of the COK
Assets, customers or any other business or assets;

(iiiy  prohibit the Purchaser from effectively controlling in any respect the COK Assets
or any other business or operations of the Purchaser; or

(iv) ~ impose any condition or restriction that would be burdensome to, or cause any
material adverse financial effect on, the Purchaser or its operations or business.

“Board Approval” means the due authorization and approval by the Board of Directors
of the Purchaser to enter into and perform its obligations under this Agreement and all the
transactions contemplated hereby.

“Buildings and Fixtures” means all plant, buildings, structures, conduits, support
structures, erections, improvements, appurtenances and fixtures (including fixed
machinery and fixed equipment).

“Business Day” means any day of the year except Saturdays, Sundays and any statutory
holiday in the Province of British Columbia.

“Canadian GAAP” means accounting principles generally accepted in Canada from time
to time, including generally accepted accounting principles as recommended by the
Public Sector Accounting Board of the Canadian Institute of Chartered Accountants,

“Charter” means the Community Charter, S.B.C. 2003 c. 26.
“Closing” means the completion of the Transaction.

“Closing Date” means the tenth (10th) Business Day following satisfaction of the
conditions set out in Sections 6.1(d), 6.1(e), 6.1(h), 6.1(1), 6.1(k), 6.2(c) and 6.2(f), or
such earlier or later date as the Parties may agree in writing.

“Closing Time” means 10:00 a.m. in the City of Vancouver on the Closing Date or such
other time on the Closing Date as the Parties may agree upon as the time at which the
Closing shall take place.

“COK Assets” means, collectively, all property, inventory, assets, equipment, parts, and
undertaking of the Vendor of every nature and kind, real, personal or mixed, and whether
tangible or intangible and wheresoever situate, owned and used by the Vendor in the
operation and maintenance of the City of Kelowna’s electric utility assets (except for
Excluded Assets), including the following:

(i) the Real Propetties;

(i) the Buildings and Fixtures located on, in or under the Real Properties;
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(iii)  the Personal Property;

(iv)  the Intellectual Property Rights;
(v) the Assumed Contracts;

(vi)  the Governmental Authorizations;

(vif)  the Prepaid Expenses, other than to the extent that any of them comprise Excluded
Assets;

(viii) the Electrical ROWs;
(ix)  alicense to use the Catch-All ROWs;

{x) access to or use of those assels used, though not exclusively, in the provision of
electric service to the City of Kelowna pursuant and subject to the Shared Use &
Services Agreement; and

(xi)  those assets listed on Schedule 1.1(r).

“COK GIS Mapping System” means the GIS Mapping System of the City of Kelowna
used for various purposes, and not exclusively in respect of the City of Kelowna’s
electrical utility system.

“Competition Act” means the Competition Act (Canada), as amended from time to time.

“Consents” means all consents from and acts of Governmental Entities required to
complete the Transaction, including the transfer of the Vendor’s interest in Governmental
Authorizations to the Purchaser, and all consents of counterparties to Assumed Coniracts
and other COK Assets to assign such Assumed Contracts and other COK Assets to the
Purchaser or to amend the Material Contracts, in each case as required for the completion
of the Transaction.

“Crown” means Her Majesty in the Right of the Province of British Columbia or Her
Majesty in Right of the Government of Canada.

“Customer Care Agreement” means an agreement with the Vendor or a third party to
provide Customer Care Services.

“Customer Care Services” means, in respect of residential, commercial and industrial
electric service customers served by the City of Kelowna’s electrical utility system:

(i) metered services billing;
(ii)  unmetered services billing;

(iii)  accounts receivable, payment processing and revenue transfer;
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credit and collections;

account management;
customer service;

customer contact, call center;
scheduling and service orders;
application of rates and tariffs;
interfaces; and

management reports,

(y)  “Damages” has the meaning specified in Section 9.1.

(z)  “Electrical Utility Customer Information/Data” means, in respect of residential,
commercial and industrial electric service customers served by the City of Kelowna’s
electrical utility system, all personal information regarding a customer and their account,
including but not limited to their name, address, billing number, account number, credit
information and payment history.

(aa) “Electoral Approval” means the approval of the electors of the City of Kelowna
required pursuant to Section 28(4) of the Charter for the disposition of the COK Assets,
obtained by the alternative approval process described in Section 86 of the Charter.

(bb) “Encumbrance” means whether or not registered or registrable or recorded or
recordable, and regardless of how created or arising, any:

®

(ii)

{iii)

(iv)
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mortgage, charge, pledge, lien, hypothec, assignment by way of security, lease,
conditional sale or title retention agreement (including without limitation any
capital lease), sccurity created under the Bamk Act (Canada) or any other
encumbrance or security interest, howsoever created or arising, whether absolute
or contingent, fixed or floating, legal or equitable, perfected or otherwise, and any
other iterest in property or assets that secures payment or performance of any
obligation;

claim, interest or estate against or in assets or property (whether real, personal,
mixed, tangible or intangible), including, without limitation, easements,
rights-of-way, servitudes or other similar rights in property granted to or reserved
or taken by any Person;

option or other right to acquire, or to acquire any interest in, any assets or
property {whether real, personal, mixed, tangible or intangible); and

any agreements to create, or right capable of becoming, any of the foregoing.



(cc)

(dd)

(ee)

(ff)

(88)
(hh)

(i)

1)

-6-

“Environment” includes the air (including all layers of the atmosphere), land, (including
soil, sediment deposited on land, fill, and lands submerged under water), and water
(including oceans, lakes, reservoirs, rivers, streams, groundwater and surface water).

“Environmental Contaminants” means any substance or material, the storage,
manufacture, disposal, freatment, generation, use, transport, remediation, or release of
which into the Environment is prohibited, regulated, controlled, or licensed by any
Governmental Entity under any Environmental Laws including without limitation, any
contaminant, pollutant, hazardous, corrosive or toxic substance, flammable material,
explosive material, radioactive material, dangerous goods or substance, gas, waste, urea
formaldehyde, mercury, asbestos materials, hydrocarbon contaminant, deleterious
substance, noxious substance, and compounds known as chlorobiphenyls, and hazardous
waste, provided however, for purposes of this definition, water shall be considered an
tnvironmental Contaminant only to the extent that it contains, or is itself a deleterious
substance for purposes of Environmental Laws.

“Environmental Laws” means, at any given time, any and all statutes, laws, regulations,
orders, bylaws, standards, permits, licences, authorizations, approvals, orders and other
lawful requirements of any international, federal, provincial, state, municipal, or other
Governmental Entity, in each case having the force of law and in effect at that time with
respect to (i) the protection of the Environment; (ii} plant species or wildlife (including
without limitation, birds, land-based, and aquatic species) including the health or
preservation thereof; (iii) human health including occupational health and safety; or
(iv) the transportation of dangerous goods.

“Excluded Assets” means the assets and property of the Vendor listed in Schedule 1.1(ff)
and any rights and claims associated therewith.

“Financial Statements” has the meaning specified in Section 3.1(j).

“First Nations” means, for the purposes of this Agreement, any band, band council,
tribal council, aboriginal treaty nation and/or other aboriginal group or aboriginal
governing body, however organized and established by aboriginal people within their
traditional territory in British Columbia, whether or not identified by the Crown as a
band, band council, aboriginal treaty nation and/or other aboriginal group or aboriginal
governing body, with which contact, consultation with, notification of and/or
accommodation of regarding this Agreement and the transactions contemplated hereby is
required in accordance with Applicable Laws.

“Governmental Authorizations” means those permits, licences and other authorizations
from, or with Governmental Entities listed in Schedule 1.1i).

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

“IIST”” means the harmonized services tax levied under the Excise Tax Act (Canada).
“Indemnified Party” has the meaning specified in Section 9.4(a).
“Indemnifying Party” has the meaning specified in Section 9.4(a).

“Intellectual Property Rights” means directly or indirectly, owning, licensing or
otherwise having legally enforceable rights to use, or acquire on reasonable terms and
without material expense, all patents, patent rights, trademarks, trade names, service
marks, copyrights and any applications therefor, technology, know-how, computer
software and applications and tangible or intangible proprietary information or materials,
that are material to and used in the Ordinary Course of the ownership, operation and use
of the COK Assets as presently conducted.

“Interim Period” means the period between the time of execution by the Purchaser of
this Agreement and the Closing,.

“I'TA’ means the Income {ax Act (Canada), as amended from time to time.
Intentionally deleted.

“Master Services Agreement” means the Amended and Restated Master Agreement
made the 1 day of October, 2007, between the City of Kelowna and Fortis Pacific
Holdings Inc.

“Material Adverse Change” means any one or more changes, events or occurrences
which either individually or in the aggregate are material and adverse to the COK Assets,
the value of the COK Assets, or to Purchaser’s ability to operate and use the COK Assets
after the Closing as heretofore operated and used; provided however, that no Material
Adverse Change shall occur solely from the fact that the Purchaser will not have the
benefit afier the Closing of those Material Contracts that are not Assumed Contracts.

“Material Contracts” means those contracts and agreements listed in Schedule 1.1(t).

“Meter Data Files” means, in respect of residential, commercial and industrial electric
service customers served by the City of Kelowna’s electrical utility system, meter
numbers, consumption data of customers, meter location and meter type.

“Municipal Council Approval” means approval of this Agreement by the City of
Kelowna municipal council, by way of adoption of a bylaw or resolution, following the
Electoral Approval process.

“Ordinary Course” means, with respect to an action taken by a Person, that such action
is consistent with the past practices of the Person and is taken in the ordinary course of
the normal day-to-day operations of the Person; provided that, unless otherwise indicated
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in this Agreement, an action will be considered to be in the Ordinary Course of the
Vendor if it is taken pursuant to or as part of the completion of this Transaction.

“Parties” means the Vendor and the Purchaser and any other Person who may become a
party to this Agreement, and a “Party” shall mean any one of them.

“Permitted Encumbranees” means any one or more of the following:

(i} Encumbrances for Taxes, assessments or governmental charges or levies which
are not delinquent;

(i)  Encumbrances for Taxes, assessments or governmental charges or levies, the
validity of which is being contested at the time by the Vendor in good faith by
proper legal proceedings if, in the Purchaser’s reasonable opinion, adequate
provision has been made for their payment;

(iii)  inchoate or statutory Encumbrances of contractors, subcontractors, mechanics,
workers, suppliers, material men, carriers and others in respect of the
construction, maintenance, repair or operation of the COK Assets, provided that
such Encumbrances are related to obligations not due or delinquent, are not
registered against title to any COK Assets and in respect of which adequate
holdbacks are being maintained by the Vendor as required by Applicable Laws;

(iv)  the right reserved to or vested in any Governmental Entity pursuant to the original
grant of title to the real propertics, by any statutory provision of any
Governmental Authorization including rights to terminate any such Governmental
Authorization or to require annual or other payments as a condition of their
continuance; and

(v) Encumbrances listed and described in Schedule 1.1(yy).

“Person” means an individual, legal personal representative, corporation, body corporate,
firm, partnership, trust, trustee, syndicate, joint venture, unincorporated organization,
association or Governmental Entity.

“Personal Property” means, collectively, all personal property of Vendor of every
nature and kind, whether tangible or intangible and wheresoever situate, owned and used
by the Vendor exclusively in the operation and maintenance of the City of Kelowna’s
electric utility assets (except for Excluded Assets), including the Electrical Utility
Customer Information/Data and Meter Data Files and those chattels and items listed in
Schedule 1.1(aaa).

“Prepaid Expenses” means all prepaid expenses of the Vendor incurred in the Ordinary
Course of the ownership, operation and use of the COK Assets, determined in accordance
with Canadian GAAP.
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“Privacy Legislation” means applicable provincial and federal privacy legislation
currently in force, or passed into law during the term of this Agreement and all
regulations made thereunder as may be amended from time to time.

“Proceeding” has the meaning specified in Section 9.4(b).
“Public Statement” has the meaning specified in Section 10.3.
“Purchase Price” has the meaning specified in Section 2.2(a).

“Purchaser’s Consents” means those Consents to be obtained by the Purchaser, as set
out in Schedule 1.1(ggg).

“Purchaser’s Indemnified Persons” has the meaning specified in Section 9.1.

“Real Properties” means the lands and premises owned by the Vendor and listed and
described in Schedule 1.1(1ii).

“Release” means any release, spill, leak, emission, discharge, leach, dumping, migration,
pumping, pouring, emifting, emptying, injecting, spraying, burying, abandoning,
incinerating, seeping, escape, disposal or similar or analogous act contrary to any
Environmental Laws,

“Required Notices” means the notices required to be given to any Person under
Applicable Laws or pursuant to any Material Contract or other obligation to which the
Vendor is a party or by which the Vendor is bound or which is applicable to the COK
Assets in connection with the execution and delivery of this Agreement or the completion
of the Transaction, as set out in Schedule 1.1(kkk).

“Shared Use & Services Agreement” means an agreement;
(i) governing the use of COK Assets that

(A)  are used, though not exclusively, in the provision by the City of Kelowna
of electric service to customers in the City of Kelowna; or

(B) are located on City of Kelowna streets (not registered Real Properties
unless assets are on a statutory right of way street area rather than a
dedicated street); and

(i)  giving the Purchaser a license to use the Catch-All ROWs; and

(itiy  governing the continued provision, by the Purchaser to the Vendor, of various
non-electrical utility services that are currently provided pursuant to the Master
Services Agreement.

{(mmm)*“Tax” and “Taxes” means any or all Canadian federal, provincial, local or foreign (i.c.,

non-Canadian) income, gross receipts, real property gains, goods and services, license,
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payroll, employment, excise, severance, stamp, occupation, premium, windfall profits,
environmental, customs duties, capital stock, franchise, profits, withholding, social
security (or similar), unemployment, disability, real property, personal property, sales,
use, transfer, registration, value added, alternative or add on minimum, or other taxes,
levies, governmental charges or assessments of any kind whatsoever, including, without
limitation, any estimated tax payments, interest, penalties or other additions thereto,
whether or not disputed.

“Third Party Contact Agreements” means agreements or arrangements with third party
telecommunications companies that have assets or facilities contacting or attaching to or
on COK Assets.

“Transaction” means the transaction of purchase and sale provided for and contemplated
in this Agreement at the Purchase Price.

“Transfer Taxes” means all sales taxes, sales and use taxes, value added taxes, goods
and services taxes, property fransfer taxes, harmonized sales taxes and other transfer
taxes and similar charges required to be reported upon or paid to any Governmental
Entity in respect of a transaction for the sale or transfer or provision of property, goods or
services, and all interest and penalties on any of them, whether initially or as a result of
reassessment,

“Unassigned Interests” has the meaning specified in Section 7.5.

“Vendor’s Consents” means those Consents to be obtained by the Vendor, as set out in
Schedule 1.1(rrr).

“Vendor’s Indemnified Persons” has the meaning specified in Section 9.2.

GENDER AND NUMBER

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

1.3

HEADINGS, ETC.

The provision of a table of contents, the division of this Agreement into Articles and Sections
and the insertion of headings are for convenient reference only and are not to affect its
interpretation,

1.4

CURRENCY

All references in this Agreement to doliars, unless otherwise specifically indicated, are expressed
in Canadian currency.
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1.5 CERTAIN PHRASES, ETC.

In this Agreement (i) the words “including” and “includes” mean “including (or includes)
without limitation”, and (ii) the phrase “the aggregate of”, “the total of”, “the sum of”, or a
phrase of similar meaning means “the aggregate (or total or sum), without duplication, of”, and
(iii) in the computation of periods of time from a specified date to a later specified date, unless
otherwise expressly stated, the word “from” means “from and including” and the words “to” and
“until” each mean “to but excluding”.

1.6 KNOWLEDGE

Where any representation or warranty contained in this Agreement is expressly qualified by
reference to the knowledge of the Vendor, it shall be deemed to refer to the actual knowledge of
one or more of those individuals identified on Schedule 1.6 in connection with the Vendor at the
time the representation or warranty is being made after, in each case, having made reasonable
inquiry with respect to the subject matter of such representation or warranty. For purposes of
Section 3.2, Section 3.4 and Section 5.1, the knowledge of the Purchaser shall be deemed to refer
to the actual knowledge of the individuals identified on Schedule 1.6 in connection with the
Purchaser, having made reasonable inquiry with respect to the subject matter of Section 3.2,
Section 3.4 and Section 5.1.

1.7 ACCOUNTING TERMS

Al accounting terms not specifically defined in this Agreement shall be interpreted in
accordance with Canadian GAAP.

1.§  INCORPORATION OF SCHEDULES

The schedules and attachments attached to this Agreement shall, for all purposes of this
Agreement, be incorporated by reference into this Agreement and form an integral part of it.

1.9  CALCULATION OF TIME PERIODS

If the last day of a time period is not a Business Day, the time period shall end on the next
Business Day.

1.10  STATUTORY INSTRUMENTS

Unless otherwise specifically provided in this Agreement, any reference in this Agreement to any
Applicable Laws shall be construed as a reference to such Applicable Laws as amended or
re-enacted from time to time or as a reference {o any successor thereto.
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ARTICLE 2
PURCHASE AND SALE AND PURCHASE PRICE

2.1 PURCHASE AND SALE

Subject to the terms and conditions of this Agreement, the Vendor shall sell to the Purchaser, and
the Purchaser shall purchase from the Vendor, all of the Vendor’s right, title and interest in and
to the COK Assets free and clear of all Encumbrances (other than Permitted Encumbrances), at
the Closing Time on the Closing Date.

22 PURCHASE PRICE

(a) The aggregate purchase price payable by the Purchaser in connection with the
Transaction is the amount of $55 million (the “Purchase Price”) and exclusive of any
applicable Transfer Taxes payable by the Purchaser hereunder.

(b) The allocation of the Purchase Price among the assets comprising the COK Assets (the
“Allocation”) shall be prepared by the Purchaser and, except to the extent otherwise
required by Law, the Parties will file all Tax returns in a manner consistent with the
Allocation and will not make any inconsistent statement or adjustment on any returns or
during the course of any Tax audit.

(c) The Purchaser shall pay the Purchase Price at Closing by certified cheque, bank draft or
wire transfer of immediately available funds to the Vendor’s solicitors to be held and
disbursed by them in accordance with Section 7.4,

2.3 TRANSIFER TAXES

The Purchaser shall pay all Transfer Taxes arising out of or in connection with the purchase of
the COK Assets by the Purchaser, including any interest and penalties thereon resulting from the
non-payment by the Purchaser of such Transfer Taxes, provided that, for greater certainty, the
Purchaser shall not be responsible for or required to pay any capital gains Tax, income Tax or
similar Tax incurred by, assessed upon or otherwise sustained by the Vendor in connection with
the sale of the COK Assets to the Purchaser. Any Transfer Taxes required to be collected and
remitted by the Vendor shall be paid to the Vendor on Closing.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES
OF THE PARTIES

3.1 REPRESENTATIONS AND WARRANTIES OF THE VENDOR

The Vendor represents and warrants to the Purchaser that as of the date hereof (except where
otherwise specified):

(a) Incorporation and Qualification. It is a municipal corporation cxisting under the
Applicable Laws of its jurisdiction, has the corporate power and capacity to own and
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operate its property (including the COK. Assets), carry on its business and enter into and
perform its obligations under this Agreement and all documents, instruments and
agreements required to be delivered by it pursuant to this Agreement,

Due Authorization, Absence of Conflict. The execution, delivery and performance by it
of this Agreement and all documents, instruments and agreements required to be
delivered by it pursvant to this Agreement:

(i) have been duly authorized by all necessary corporate and municipal action on its
part;

(ii)  do not (and would not with the giving of notice, the lapse of time or the
happening of any other event or condition) result in a breach or a violation of or
default under, or conflict with any of the terms or provisions of, or allow any
other Person to exercise any rights under or terminate or cancel, its constating
documents or by-laws or any contracts (including the Material Contracts) or
instruments to which 1t is a party or pursuant to which any of its assets or property
may be affecied (subject in each case to obtaining those Consents set forth on
Schedules 1.1(ggg) and 1.1(rrr), and to the disclosure set out in Schedules 3.1(d),
3.1{e) and 3.1(0)) or any judgment, order, writ, injunction or, to the best of its
knowledge, any decree of any Government Entity having jurisdiction over it;

(iii)  to the knowledge of the Vendor, will not result in a breach or contravention of, or
causc the termination, revocation, suspension or adverse alteration of, any
Governmental Authorization (subject to obtaining those Consents set forth on
Schedules 1.1(ggg) and 1.1(r11));

(iv)  will not result in the violation of any Applicable Laws (subject to obtaining those
Consents set forth on Schedules 1.1(ggg) and 1.1(rrr));

(v) will not give any Person the right to remove any of the COK Assets, or result in
the creation or imposition of any Encumbrance, except for Permitted
Encumbrances, on any of the COK Assets, except such as may be created or
imposed pursuant to this Agreement or any documents, instruments and
agreements required to be delivered pursuant to this Agreement, or result in the
crystallization of any floating charge on the COK Assets; and

(viy  will not result in any fees, duties, Taxes, assessmenis or other amounts becoming
due or payable in the Interim Period or upon Closing to a Governmental Entity
relating to the COK Assets other than Transfer Taxes.

Enforceability. This Agreement and all documents, instruments and agreements required
to be delivered by it pursuant to this Agreement constitute legal, valid and binding
obligations, enforceable against it in accordance with their respective terms, except as
enforcement may be limited by bankruptcy, insolvency and other laws affecting the rights
of creditors generally and except that equitable remedies may be granted only in the
discretion of a court of competent jurisdiction.
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Compliance with Applicable Laws. To the knowledge of the Vendor, except as
disclosed in Schedule 3.1(d), the Vendor has owned, and permitted the operation and use
of the COK Assets in compliance with all Applicable Laws, except for acts of
non-compliance which, in the aggregate, would not constitute a Material Adverse
Change.

Title and Exclusivity to COK Assets. The Vendor is the registered and beneficial owner
of the COK Assets and, except as disclosed in Schedule 3.1(¢), has the exclusive right to
use, possess and occupy the COK Assets, and subject to obtaining the consents set out in
Section 6.2(f) and all those Consents set forth on Schedules 1.1{ggg) and 1.1(rrr) with
respect to the Material Contracts and Governmental Authorizations, the Vendor has good
and marketable title thereto, and the right to dispose thereof, free and clear of all
Encumbrances (except for Permitted Encumbrances).

Governmental Authorizations.

(1) All of the Governmental Authorizations {(except for the Measurement Canada
certification and “Permits” under the Master Services Agreement as set forth in
Schedule 1.1(ii)) are validly issued, are in full force and effect, are in good
standing and are being complied with in all material respects, and no notice of
breach or default or defect in respect of any of their terms has been received by
the Vendor and to the knowledge of the Vendor there are no matters which could
give rise to any such notice. There are no proceedings in progress, pending or, to
the knowledge of the Vendor, threatened in writing which couid result in the
cancellation, revocation, suspension or adverse alteration of any Governmental
Authorization; and

(i}  to the knowledge of the Vendor, the Measurement Canada certification and
“Permits” under the Master Services Agreement, as set forth in Schedule 1.1(ii),
are validly issued, are in full force and effect, are in good standing and are being
complied with in all material respects, and no notice of breach or default or defect
in respect of any of their terms has been received by the Vendor and to the
knowledge of the Vendor there are no matters which could give rise fo any such
notice,

Consents and Notices under Governmental Authorizations. Except as disclosed in
Schedules 1.1(ggg), 1.1(rrr) and 1.1{kkk) no authorization, approval, consent, order or
any other action of, or any registration, declaration, filing or notice with or to, any
Governmental Entity or any other Person is required under or in respect of any such
Governmental Authorizations in order for the Vendor to complete the Transaction,

Material Contracts. Except as disclosed in Schedule 1.1(tt), each Material Contract is
valid, subsisting and in good standing, and the Vendor is not in material default or breach
of any such Material Contract and to the knowledge of the Vendor, no proceeding is
pending or has been threatened in writing to revoke or limit any such Material Contract,
Except as disclosed in Schedule 1.1(it), no event, condition or occurrence exists which,
after notice or lapse of time or both, could constitute a default by the Vendor (or, to the
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knowledge of the Vendor, a default by any other party) under any of the Material
Contracts or which would detrimentally affect the entitlement of the Vendor to the
benefits of such Material Contracts. Except as disclosed in Schedule 1.1(tt) all of the
Material Contracts are enforceable in accordance with their terms against the Vendor and
the other parties thereto and none of the Material Contracts has been amended. The
Material Contracts are all of the contracts and agreements to which the Vendor is a party
that meet any of the following criteria:

0

(i)

(iif)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

any agreement related to the COK Assets entered into by the Vendor
with any Affiliate or non-arms length party;

any agreement related to the COK Assets which involves a cost, expenditure,
obligation or liability of the Vendor of $100,000 or more for each such
agreement;

any agreement (but for certainty, not Governmental Authorizations) that contains
a non-competition, non-solicitation, exclusivity, most favored nation or similar
provision, or which otherwise expressly restricts the ability to operate the COK
Assets or conduct the business related thereto in a specific manner;

any agreement which includes a commitment fo make capital expenditures or to
acquire or construct fixed assets in respect of the COK Assets;

any leases or subleases, either as lessee or sublessee, lessor or sublessor, of
equipment, personal property or intangibles related to the COK Assets;

any agreements of agency, representation or distribution related to the COK
Assets which cannot by their terms be cancelled by the Vendor without payment
or penalty of more than $100,000;

any agreement related to the COK Assets for sale, purchase, or exchange or for
future delivery of capacity and/or encrgy, hedging contract, forward contract,
swap agreement, Tutures coniract, or other derivative agreement or option or any
rate protection agreement or option that could reasonably be expected to impact
the Vendor’s obligations pursuant to this Agreement, or any other Material
Contract;

any agreement related to the COK Assets that has not been enfered into in the
Ordinary Course; and

any agreement related to the COK Assets which is required for the ongoing
operation of the COK Assets in a manner consistent with past practice where the
agreement provides for payment in excess of $100,000.

(i) Consents and Notices under Material Contracts. Except as disclosed in Schedules
I.1(ggg), 1.1(rrr), 1.1(ii), and 1.1(kkk) no authorization, approval, consent, order or any
other action of, or any registration, declaration, filing or notice with or to, any Person is
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required under or in respect of any of the Material Contracts in order for the Vendor to
complete the Transaction,

Financial Statements, Schedule 3.1(j) contains an unaudited consolidated balance sheet
(the “Balance Sheet™), income statement and cash flow statement of the Vendor in
respect of the COK Assets as of December 31, 2011 prepared by City of Kelowna
management in accordance with Canadian GAAP applied on a consistent basis during the
period involved, except as otherwise disclosed therein (the “Financial Statements™). The
Financial Statements (i) are in accordance with the books and records of the Vendor in
respect of the COK Assets, (ii) contain and reflect all necessary adjustments for fair
presentation of the results of operations and the financial condition of the business of the
Vendor in respect of the COK Assets for the periods covered thereby, (iii) contain and
reflect adequate provision or allowance for all reasonably anticipated liabilities, expenses
and losses of the Vendor in respect of the COK Assets, and (iv) fairly present, in all
material respects, the consolidated financial position, results of operations and cash flows
of the Vendor in respect of the COK Assets as of the respective dates thereof and for the
respective periods covered thereby, subject, in the case of unaudited financial statements,
to normal, recurring audit adjustments, none of which are or will be material, individually
or in the aggregate. From December 31, 2011, there has been no change by the Vendor
in its accounting policies, methods, practices or principles that are material to the
Financial Statements, except as described in the notes thereto.

Absence of Certain Changes. Since December 31, 2011, the Vendor has, in respect of
the COK Assets, conducted its business only in the Ordinary Course in a manner
consistent with past practice and there has been no Material Adverse Change with respect
to the COK Assets or any event, occurrence or development which would be reasonably
expected to have a Material Adverse Change with respect to the COK Assets or which
matcrially and adversely affects the ability of the Vendor to consummate the transactions
contemplated hereby or to restrict, hinder, impair or limit the ability of the Vendor to
carry on the business relating to the COK Assets as and where they are now being carried
on or as contemplated to be carried on as disclosed by the Vendor to the Purchaser.

Partnerships or Joint Ventures. The Vendor is not a partner or participant in any
partnership, joint venture or profit sharing arrangement with respect to the COK Assets,

Environmental Matters. Except as disclosed in Schedule 3.1(m), to the Vendor’s
knowledge:

(i) All of the COK Assets are in compliance in all material respects with all
Environmental Laws and no condition exists or event has occurred which, with or
without notice or the passage of time or both, would constitute a violation of or
give rise to liability under any applicable Environmental Laws.

(iiy  There are no Environmental Contaminants located on or in or under the surface of
any Real Properties in material contravention of Applicable Laws, and no Release
of any Environmental Contaminants has occurred on, in or from any Real
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Properties or has resulted from the operation of the COK Assets in material
confravention of Applicable Laws.

(ili)  All Environmental Contaminants used in whole or in part in the operation of the
COK Assets have been disposed of, treated and stored in compliance with all
Environmental Laws in all material respects.

(iv)  The Vendor has provided or made available to the Purchaser true and complete
copies of all environmental audits, evaluations, assessments, studies or tests and
all material correspondence with any Governmental Entity relating to the COK
Assets regarding Environmental Contaminants or any non-compliance with
Environmental Laws of which the Vendor have possession or control.

Environmental Charges. The Vendor has never been charged with or convicted of any
offence for non-compliance with Environmential Laws in connection with the operation
and/or ownership of the COK. Assets and the Vendor has not received any notices of
judgment or commencement of proceedings of any nature related to the COK Assets and,
except as disclosed in Schedule 3.1{m), to the knowledge of the Vendor, there are no
actions or proceedings pending or threatened in writing related to any non-compliance,
by any Person, with Environmental Laws in connection with the ownership or operation
of the COK Assets.

Adverse Proceedings. There are no material actions, suits or proceedings, at law or in
equity, judicial or administrative, by any Person, or any arbitration, prosecution,
compliance directive, or administrative or other proceeding by or before any
Governmental Entity affecting any of the COK Assets, and to the knowledge of the
Vendor there are no such suits or proceedings pending or threatened in writing, or
investigations by or before any Governmental Entity materially affecting any of the COK
Assets, and except as disclosed in Schedule 3.1(0), to the knowledge of the Vendor, there
is no basis for any such suits, proceedings or investigations arising from or related to the
COK Assets.

Disclosure. Except for any documents prepared by consultants or other third parties for
the Vendor in anticipation of a sale of the COK Assets, the Vendor has provided or made
available to the Purchaser all material documents, data and information (written or
unwritten) relating to the condition or operation of, and title to, the COK Assets, the
Excluded Assets and the Material Contracts, known to it or in its possession or control,
that are reasonably expected to be material to the Purchaser, including without limitation
technical reports, operating data, reports and data and the Vendor’s existing agreement
for Customer Care Services (which was provided in redacted form).

No Rights to COK Assets. Except for Permitted Encumbrances, or as disclosed in
Schedule 1.1(tt), there is no agreement, contract, option, commitment or other right in
favour of, or held by, any Person other than the Purchaser to acquire or lease any of the
COK Assets, to possess, attach or make contact with any of the COK Assets or to occupy
any part of the Real Properties.
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Property Taxes on Real Properties. All property, municipal, general and special taxes,
rates, assessments, local improvements charges, frontage taxes, business taxes,
development cost charges, other subdivision charges and costs and other levies which are
chargeable against the Real Properties have been paid in full unless the same are not due
and payable.

Encroachment on Real Properties. To the knowledge of the Vendor (and except as
disclosed in Schedule 3.1(d) or 3.1{(e)):

(i the COK Assets do not infringe upon or contravene the provisions of any
casement, tight of way or encumbrance registered against or otherwise affecting
any of the Real Properties;

(i)  the tangible COK Assets are wholly situated within the boundaries of the Real
Properties and the City of Kelowna; and

(iii)  there are no buildings, fixtures, improvements or facilities on any adjoining lands,
whether public or private, that encroach on any of the Real Properties.

Personal Property. The Personal Property is a true and complete list, in ali material
respects, of the tangible personal property owned or leased by the Vendor and used in
connection with the COK Assets.

Tax Affairs. No circumstances exist in relation to the Tax affairs of the Vendor which
will give rise to an Encumbrance {(whether prospectively or retroactively) on the COK
Assets.

Residence of the Vendor. The Vendor is not a non-resident of Canada within the
meaning of the ITA.

No Seizure. To the knowledge of the Vendor, there is no appropriation, condemnation,
expropriation or seizure of any of the COK Assets that is pending or has been threatened
in writing.

Insurance. The Vendor maintains the general policy of insurance against the Vendor’s
assets, cover notes in respect of which are attached as Schedule 3.1(x), and:

(1) the Vendor is not in default with respect to any of the provisions contained in
such insurance policy, nor has the Vendor failed to give any notice or present any
claim relating to the COK Assets under such insurance policy in a due and timely
fashion, and the Vendor is entitled 1o all rights and benefits thereunder; and

(i no notice of cancellation or non-renewal with respect 1o, nor disallowance of any
claim under such insurance policy has been received by the Vendor, and all
premiums due in connection with such policy have been paid.

Competition Act. Neither the aggregate value of the COK Assets in Canada, nor the
annual gross revenues from sales in or from Canada generated from the COK Assets, as
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calculated in accordance with the Competition Act, exceed the applicable thresholds for
notifiable transactions under Part [X of the Competition Act.

Intellectual Property. Schedule 3.1(z) includes a list of all Intellectual Property Rights.
The Vendor owns or otherwise holds the Intellectual Property Rights free and clear of
anty Encumbrances, except as disclosed in Schedule 3.1(z). The Vendor has adequate
rights to the use of the Intellectual Property Rights or the material covered thereby in
connection with the services or products in respect of which such Intellectual Property
Rights are being used. The Vendor has not received any written notice or claim, nor has it
received any other information, stating that the manufacture, sale, licensing, or use of any
of COK Assets as now manufactured, sold, licensed or used or proposed for manufacture,
sale, licensing or use by the Vendor in the Ordinary Course of the ownership, operation
and use of the COK Assets infringes on any copyright, patent, trademark, service mark or
trade secret of a other Person. The Vendor has not received any written notice or claim,
nor has it received any other information, stating that the use by it of any trademarks,
service marks, trade names, trade secrets, copyrights, patents, technology or know-how
and applications used in the Ordinary Course of the ownership, operation and use of the
COK Assets infringes on any other Person’s trademarks, service marks, trade names,
trade secrets, copyrights, patents, technology or know-how and applications. The Vendor
has not received any written notice or claim, nor has it received any other information,
challenging the ownership by it, or the validity of, any of the Intellectual Property Rights.
All registered patents, trademarks, service marks and copyright held by the Vendor and
used in the Ordinary Course of the ownership, operation and use of the COK Assets are
subsisting. To the knowledge of Vendor, there is no unauthorized use, infringement or
misappropriation of any of the Inteliectual Property Rights by any other Person, including
any employee or former employee of the Vendor, No Intellectual Property Right is
subject to any known outstanding decree, order, judgment, or stipulation restricting in
any manner the licensing thereof by the Vendor.

Electoral Approval. This Agreement has been submitted for Electoral Approval and
Electoral Approval has been received.

Municipal Council Approval. This Agreement has been submitted for Municipal
Council Approval and Municipal Council Approval has been received.

First Nations, There are no impact benefit agreements or memoranda of understanding
or similar agreements with any First Nations that impose current obligations on the
Vendor in respect of the COK Assets, nor is there any obligation to contact, consult with,
notify and/or accommodate any First Nations in connection with this Agreement or the
Transaction.

No Other Representations and Warranties. Except for the representations and
warranties contained in Section 3.1 of this Agreement, as supplemented by the lists
contemplated in Section 4.1, the Vendor makes no express or implied representation or
warranty as to the COK Assets and the Vendor hereby disclaims any such representation
or warranty with respect to the execution and delivery of this Agreement and the
consummation of the Transaction,
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REPRESENTATIONS AND WARRANTIES OF THE PURCHASER

The Purchaser represents and warrants to the Vendor that as of the date hereof:

(a)

(b)

(c)

(d)

Incorporation and Qualification. It is a corporation duly incorporated or amalgamated
and validly existing under the Applicable Laws of its jurisdiction of incorporation or
amalgamation. It has the corporate power and capacity to own and operate its property,
carry on its business and enter into and perform its obligations under this Agreement and
all documents, instruments and agreements required to be delivered by it pursuant to this
Agreement.

Due Authorization, Absence of Conflict. The execution, delivery and performance by it
of this Agreement and all documents, instruments and agreements required to be
delivered by it pursuant to this Agreement:

@) have, except as contemplated in Section 6.1(k), been duly authorized by all
necessary corporate action on its part;

(iiy  do not (and would not with the giving of notice, the lapse of time or the
happening of any other event or condition) result in a breach or a violation of or
default under, or conflict with any of the terms or provisions of, or allow any
other Person to exercise any rights under or terminate or cancel, its constating
documents or by-laws or any contracts (including the Material Contracts to which
it is a party) or instruments to which it is a party or pursuant to which any of its
assets or property may be affected (subject in each case to obtaining those
Consents set forth on Schedules 1.1(ggg) and 1.1(rrr)) or any judgment, order,
writ, injunction or, to the best of its knowledge, any decree of any Government
Entity having jurisdiction over it;

(iiiy  will not result in the violation of any Applicable Laws (subject to obtaining those
Consents set forth on Schedules 1.1(ggg) and 1.1(rrr)) and

(iv)  will not give any Person the right to remove any of the COK Assets, or result in
the creation or imposition of any Encumbrance on any of the COK Assets, except
such as may be created or imposed pursuant to this Agreement or any documents,
instruments and agreements required to be delivered pursuant to this Agreement,
or result in the crystallization of any floating charge on the COK Assets.

Governmental Authorizations. The Purchaser does not know that the Closing of the
Transaction will, in and of itself, result in a breach or contravention of or cause the
termination, revocation, suspension or material adverse alteration of any Governmental
Authorization (subject to obtaining those Consents set forth on Schedules 1.1{ggg),
1. 1{rrr) and 1.1(kkk).

Enforceability. This Agreement and all documents, instruments and agreements required
to be delivered by it pursuant to this Agreement constitute legal, valid and binding
obligations, enforceable against it in accordance with their respective terms, except as
enforcement may be limited by bankruptcy, insolvency and other laws affecting the rights
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of creditors generally and except that equitable remedies may be granted only in the
discretion of a court of competent jurisdiction.

{e) GST/HST Registration. The Purchaser is registered for the purposes of GST/HST under
registration number 10564 5642 RCO001.

3.3 SURVIVAL OF REPRESENTATIONS, WARRANTIES AND COVENANTS

All representations and warranties and covenants made by each of the Parties in this Agreement
or in any certificate delivered pursuant to this Agreement shall survive the Closing for a period
of 24 months, except that (i) all representations and warranties of the Vendor contained in
Sections 3.1(a), 3.1(b)(1), 3.1(b)(v), 3.1{c), 3.1(e), 3.1(q) and 3.1(s) shall survive indefinitely and
(i) all representations and warranties of the Vendor contained in Sections 3.1(r) and 3.1(u) shall
survive until the sixtieth (60™) day following the expiration of the applicable statute of
limitations (including any extension thereof). Each of the Parties acknowledges and confirms
that the other Parties are relying upon the representations and warranties contained in this
Agreement in connection with the completion of the Transaction. After the expiration of the
applicable period referred to in this Section 3.3, no Party shall have any further liability to any
other Party with respect to such representations, warranties and covenants except with respect to
claims properly made in accordance with Article 9 within such time period (subject to Section

9.3(c)).
34 PURCHASER’S ACKNOWLEDGMENTS

The Purchaser hereby represents and warrants to the Vendor that the Purchaser has no
knowledge of any information which renders the representations and warranties provided in this
Agreement untrue and the Purchaser agrees that it will immediately advise the Vendor in writing
if and when it becomes aware prior to the Closing Date that any of the information contained in
representations and warranties of the Vendor herein is untrue and the particulars of the facts
known to the Purchaser which indicates that such representations or warranties contain untrue
statements of fact.

ARTICLE 4
COVENANTS OF THE PARTIES

4.1 CONDUCT PRIOR TO CLOSING

(a) Prior to November 15, 2012, without in any way limiting any other obligations of the
Parties hereunder, the Purchaser and Vendor shall, acting reasonably:

(i) jointly compile a complete list, to the extent possible, of all statutory rights of
way, easements, or other land interests/charges owned by or registered in favour
of the Vendor, that are:

(A)  used solely for the purposes of the City of Kelowna electrical utility and
that constitute COK Assets (the “Electrical ROWSs”);
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(B)  used for the purposes of the City of Kelowna electrical utility and other
purposes of the Vendor (the “Catch-All ROWs”): and

4y such list shall set out the location of the interest/charge to the
extent possible;

(I)  in order to facilitate compilation of such list, the Purchaser shall
provide to the Vendor and review with the Vendor its “one line
drawings” and GIS and other mapping systems; and

(IIy  each of the Parties shall share with the other such electrical utility
records and documents as are in their respective possession and
reasonably necessary to facilitate compilation of such list; and

jointly compile a complete list, to the extent possible, of all tangible COK Assets
located on private property or Vendor property without any right of way, license,
or other agreement in place and governing the same, and:

(A)  such list shall set out the location of the applicable COK Asset, to the
extent possible;

(B)  in order to facilitate compilation of such list, the Purchaser shall provide to
the Vendor and review with the Vendor its “as built drawings” and GIS
and other mapping systems; and

(C)  each of the Partics shall share with the other such electrical utility records
and documents as are in their respective possession and reasonably
necessary to facilitate compilation of such list; and

Jointly compile a complete list of all third party telecommunications assets or

facilities contacting or attaching to or on COK Assets, and such list shall set out
the location of the applicable COK Asset, to the extent possible; and

(b) During the Interim Period, without in any way limiting any other obligations of the
Vendor hereunder, the Vendor shall:

®

(iD)

(iii)
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in all material respects, operate, use and maintain the COK Assets in the Ordinary
Course;

in all material respects, maintain in full force and effect all policies of insurance
or renewals thereof now in effect, with such changes therete as may be reasonable
in the Ordinary Course;

make all reasonable commercial efforts to facilitate the acquisition of rights of
way, licenses or other agreements with any third parties or over private property,
with respect to COK Assets identified pursuant to Section 4.1(a)(ii) hereof,
whether in the name of the Vendor (to be assigned at Closing if constituting
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Electrical ROWs, or licensed at Closing if constituting Catch-All ROWs) or in the
name of the Purchaser;

(iv)  to the extent possible, maintain all Electrical ROWSs and Catch-All ROWs; and

(v)  subject to compliance with Privacy Legislation, the Vendor shall cause the
Electrical Utility Customer Information/Data and Meter Data Files to be provided
to the Purchaser within 20 days of a request for same by the Purchaser.

42  REASONABLE ACCESS

Subject to any Applicable Laws, the Vendor shall permit the Purchaser and its employees,
agents, counsel, accountants or other representatives during the Interim Period, without undue
interference to the ordinary conduct of the businesses of the Vendor, to have reasonable access
on a supervised basis during normal business hours and upon reasonable notice to the COK
Assets for the purposes of completing and confirming reasonable transition planning activities.
The Purchaser and the Vendor will comply with all applicable Privacy Legislation with regards
to the use, protection, disclosure and transfer of the personal information (as such term is defined
in the Privacy Legislation applicable to each Party).

43  FILINGS AND CONSENTS

Each of the Parties hereto, as promptly as practicable afier the execution and delivery of this
Agreement, will to the extent such steps have not already been undertaken (i) make, or cause to
be made, all such filings and submissions under all Applicable Laws (including Required
Notices), as may be required for it to purchase or sell the COK Assets, as applicable, in
accordance with the terms of this Agreement and consummate the Transaction, (i) use all its
commercially reasonable efforts to obtain, or cause to be obtained, and secure all Consents
necessary or advisable to be obtained by it in order to consummate the Transaction as soon as
reasonably practicable, and (iii) use all reasonable efforts to take, or cause to be taken, all other
actions necessary, proper or advisable in order for it to fulfill its obligations under this
Agreement including fulfilling as soon as is practicable any reasonable requests for additional
information. Subject to any Applicable Laws, the Vendor on the one hand, and the Purchaser on
the other hand, will coordinate and co-operate with one another in exchanging such information
and supplying such assistance as may be reasonably requested by each in connection with the
foregoing including, without limitation, providing each other with all notices and information
supplied or filed with any Governmental Entity and all notices and correspondence received
from any Governmental Entity.

44  BCUC ACCEPTANCE

After the execution and delivery of this Agreement the Purchaser shall submit a filing (the
“Filing™) to the BCUC in pursuance of the BCUC Acceptance and shall continue to use all
reasonable commercial efforts to obtain the BCUC Acceptance. The Vendor shall cooperate
with and support the Purchaser’s efforts to obtain the BCUC Acceptance, including making
available to the BCUC such information as is reasonably necessary to support the Filing as
requested by the Purchaser and the Vendor shall not take any action inconsistent with obtaining
the BCUC Acceptance.
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VYENDOR’S CONDUCT POST-CLOSING

Following Closing, the Vendor shall:

(a)

(b)

(©

(d)

4.6

assist the Purchaser in transferring any management functions relating to the COK Assets
to the Purchaser, which shall include, but not be limited to, Customer Care Services, and
for greater certainty the Vendor’s assistance in carrying out the foregoing will be limited
to internal management support and the Vendor will not be required to incur any third
party costs or other costs on behalf of the Purchaser;

take all reasonable steps as may be necessary to assist the Purchaser in assuming and
asserting such management functions after Closing, which assistance may include
executing whatever documents or agreements may be hecessary or convenient to vest atl
such management functions in the Purchaser;

use commercially reasonable best efforts to maintain all Catch-All ROWSs until they are
no longer required by the Purchaser to operate the COK Assets; and

provide 30 days’ written notice to the Purchaser prior to making effective any decision on
the part of the Vendor to surrender, abandon, modify or discharge any Catch-All ROW.

MASTER SERVICES AGREEMENT

Upon the Closing of the Transaction, the Purchaser and the Vendor shall take all such actions,
steps and proceedings as are reasonably within their control to terminate the Master Services
Agreement, provided that:

(a)

(b)

4.7

(2)

(b)

any obligations, indemnities or other provisions expressly indicated in the Master
Services Agreement as surviving the termination or expiry thereof shall survive in
accordance with their terms; and

the Purchaser shall cause the services set forth in the Shared Use & Services Agreement
to continue to be provided to the Vendor, at rates to be agreed upon by the Vendor and
the Purchaser.

DISCRETION NOT FETTERED

The Parties acknowledge and agree that nothing in this Agreement shall be construed so
as to fetter the discretion of the Board of Directors of the Purchaser or to require the
Board of Directors of the Purchaser to act in a particular manner with respect to any of
the subject matters of this Agreement.

The Parties acknowledge and agree that nothing in this Agreement shall be construed so
as to fetter the discretion of the City of Kelowna municipal council, or to require the City
of Kelowna municipal council to act in a particular manner with respect to any of the
subject matters of this Agreement.

1165085_14



-25.

ARTICLE 5
RELIANCE

51 RELIANCE

The Vendor acknowledges and agrees that the Purchaser is entitled to rely on the representations,
warranties, covenants and obligations of the Vendor contained in this Agreement
notwithstanding any information conveyed in any oral communication from the Vendor or its
representatives and that no mformation which is now known or should be known or which may
hereafter become known to the Purchaser or its employees, representatives or agents solely as a
consequence of such oral communication will limit or extinguish the rights of the Purchaser with
respect to any misrepresentation or breach of any representation, warranty, covenant or
obligation of the Vendor. The Purchaser acknowledges and agrees that, notwithstanding
anything else contained herein, the Vendor will not have any liability (for indemnification or
otherwise) for any breach or inaccuracy of any representation or warranty given by the Vendor in
this Agreement to the extent that at the time such representation or warranty was given, the
Purchaser had actnal knowledge (as defined in Section 1.6} of any breach or inaccuracy of such
representation or warranty, unless such actual knowledge was acquired solely as a consequence
of an oral communication with the Vendor or their representatives as referred to above, The
Vendor acknowledges and agrees that the Purchaser will not have any liability (for
indemnification or otherwise) for any breach or inaccuracy of any representation or warranty
given by it in this Agreement to the extent that, at the time such representation or warranty was
given, the Vendor had actual knowledge (as defined in Section 1.6) of any breach or inaccuracy
of such representation or warranty:,

ARTICLE 6
CONDITIONS OF CLOSING

6.1  CONDITIONS FOR THE BENEFIT OF THE PURCHASER

The obligation of the Purchaser to complete the purchase and sale of the COK Asscts as
described herein is subject to the following conditions to be fulfilled or performed, to the
Purchaser’s satisfaction, on or before the date specified, or if no date is specified prior to or
contemporaneous with Closing, which conditions are for the exclusive benefit of the Purchaser
and may be waived, in whole or in part, by the Purchaser in its sole discretion:

(a) No Material Adverse Change. There shall not have been any Material Adverse
Change in the COK Assets, including but not limited to the physical condition thereof, or
with respect to the Material Contracts or Governmental Authorizations.

(b Truth of Representations and Warranties. The representations and warranties
of the Vendor made in this Agreement shall be true and correct as of the date of this
Agreement and as of the Closing (except for such representations and warranties that are
made as of a specific date, which shall speak only as of such date), except where the
failure of such representations and warranties to be true and correct has not had and
would not be reasonably like to have, individually or in the aggregate, a Material Adverse
Change.

1165085 14



©

(d)

(¢)

4y

(g}

(h)

(i)

@

(k)
®

-26-

Performance of Covenants. The Vendor shall have fulfilled or complied with all of its
covenants contained in this Agreement in all material respects, and the Vendor shall have
executed and delivered to the Purchaser a certificate, executed by a senior officer(s) on
behalf of such Party to that effect.

BCUC Acceptance. BCUC Acceptance shall have been issued, and in the 30 days
following the issuance of the BCUC Acceptance, no appeal, review, claim, proceeding,
suit, reconsideration or investigation shall have been initiated or threatened by or before
any Governmental Entity (including the BCUC) or any court of competent jurisdiction in
the Province of British Columbia in respect of the BCUC Acceptance.

Deliveries. The Vendor shall have delivered or cause to be delivered to the Purchaser the
documents specified in Section 7.2,

No Insolvency Proceedings. The Vendor shall have initiated material proceedings with
respect to a compromise or arrangement with its creditors or for its winding up,
liquidation or dissolution. No receiver shall have been appointed in respect of the Vendor
or any of their assets and no execution or distress shall have been levied upon any of their
assets.

No Adverse Proceedings. No directives, orders, judgments or decrees of a Governmental
Entity shall have been withdrawn, varied or granted to any Person (other than the
Purchaser or its Affiliates) to enjoin, restrict or prohibit the Transaction or the right of the
Purchaser to operate and use the COK Assets after Closing on substantially the same
basis as heretofore operated and used (except pursuant to Material Contracts that are not
Assumed Contracts).

Consents. All Consents having been obtained on terms acceptable to the Purchaser acting
reasonably.

Waivers. The Purchaser shall have received waivers from each counterparty to a
Material Contract identified on Schedule 1.1(t) as requiring a waiver, addressed to the
Vendor and the Purchaser, and otherwise in such form and content as the Purchaser may
reasonably require.

Release of Encumbrances. The Vendor shall have obtained the release or discharge of
all Encumbrances over and against the COK Assets, except for Permitted Encumbrances,

Board Approval. Board Approval shall have been given.

First Nations Consultations. No event or circumstance having occurred that gives rise
to reasonable grounds on which to determine that completion of the Transaction would
result in:

(M a duty on the part of either Party to contact, consult with, notify and/or
accommodate any First Nations in connection with this Agreement or the
transactions contemplated hereby; or
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(ii)  adispute between the Vendor or the Purchaser and any First Nations.

CONDITIONS FOR THE BENEFIT OF THE VENDOR

The obligation of the Vendor to complete the purchase and sale of the COK Assets as described
herein is subject to the following conditions to be fulfilled or performed, to the reasonable
satisfaction of the Vendor, on or before the date specified, or if no date is specified prior to or
contemporaneous with the Closing, which conditions are for the exclusive benefit of the Vendor
and may be waived, in whole or in part, by the Vendor in its sole discretion:

(a)

®)

(©)

(d)

(e)

®

0.3

(2)

Truth of Representations and Warranties. The representations and warrantics of the
Purchaser made in this Agreement shall be true and correct as of the date of this
Agreement and as of the Closing (except for such representations and warranties that are
made as of a specific date, which shall speak only as of such date), except where the
failure of such representations and warranties to be true and correct has not had and
would not be reasonably like to have, individually or in the aggregate, a Material Adverse
Change.

Performance of Covenants. The Purchaser shall have fulfilled or complied with all of its
covenants contained in this Agreement in all material respects, and the Purchaser shall
have executed and delivered to the Vendor a certificate, executed by a senior officer(s) on
behalf of such Party to that effect.

Deliveries. The Purchaser shall have delivered or cause to be delivered to the Vendor the
documents specified in Section 7.3,

No Insolvency Proceedings, The Purchaser shall not have initiated material proceedings
with respect to a compromise or arrangement with its creditors or for its winding up,
liquidation or dissolution. No receiver shall have been appointed in respect of the
Purchaser or any of its assets and no execution or distress shall have been levied upon
any of its assets.

No Adverse Proceedings. No directives, orders, judgments or decrees of a Governmental
Entity shall have been withdrawn, varied, or granted to any Person (other than the Vendor
or its Affiliates) to enjoin, restrict or prohibit the Transaction or the right of the Vendor to
operate and use the COK Assets after Closing on substantially the same basis as
heretofore operated and used.

Consents, All Consents having been obtained on terms acceptable to the Vendor acting
reasonably.

ACTIONS TO SATISFY CLOSING CONDITIONS.

The Vendor shall take all such actions, steps and proceedings as are reasonably within its
control as may be necessary to ensure that all of the conditions set forth in Section 6.1 are
fulfilied at or before the time specified in such Section.
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The Purchaser shall take all such actions, steps and proceedings as are reasonably within
its control as may be necessary to ensure that all of the conditions set forth in Section 6.2
are fulfilled at or before the time specified in such Section.

ARTICLE 7
CLOSING

DATE, TIME AND PLACE OF CLOSING

The Closing shall take place at the Vancouver offices of the Purchaser’s legal counsel, at the
Closing Time on the Closing Date or at such other place, on such other date and at such other
time as may be agreed upon in writing between the Vendor and the Purchaser.

7.2

VENDOR’S CLOSING DELIVERIES

On or before the Closing, the Vendor shall deliver or cause to be delivered to the Purchaser the
following documents:

(a)

(b)

(c)
(d)

(e)

0

(2

certified copies of the relevant resolution or bylaw of the municipal council of the City of
Kelowna, as Vendor, authorizing entry into the Agreement by the Vendor and the sale of
the COK Assets;

a certificate of the Vendor executed by a senior officer of the Yendor:

() confirming that the conditions set forth in Sections 6.1(a), 6.1(b) and 6.1(c) have
been satisfied (if not waived); and

(ii)  confirming that Electoral Approval and Municipal Council Approval have been
received,;

all Vendor’s Consents;

if the Purchaser has made the election referred to in Section 7.6(a), the Customer Care
Agreement referred to in Section 7.6(a), executed by the Vendor;

if the Purchaser has made an election under Section 7.6(b) or Section 7.6(c), evidence,
satisfactory to the Purchaser, acting reasonably, that the Vendor has terminated its
agreement with any third party that provides Customer Care Services for the Vendor,
without recourse to the Purchaser;

if the Purchaser has made an election under 7.7(a), duly executed assignment and
assumption agreements for Third Party Contact Agreements with the applicable third
party telecommunications companics;

if the Purchaser has made an election under Section 7.7(b) or Section 7.7(c), evidence,
satisfactory fo the Purchaser, acting reasonably, that the Vendor has terminated its
agreements with any third party telecommunications company that has assets or facilities
contacting or attaching to or on COK Assets and which the Purchaser has not either (A)
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1

taken assignment of such contract(s) in accordance with Section 7.7(a), or (B) entered
into its own contract in accordance with Section 7.7(b), in either case without recourse to
the Purchaser;

all deeds, bills of sale, conveyances, transfers, assignments, instruments and other
documents which are necessary to assign, sell and transfer the COK Assets to the
Purchaser, each effective as of the Closing Time on the Closing Date as contemplated by
this Agreement in such form and content as the Purchaser may reasonably require to give
effect to the Transaction, duly executed by the Vendor, as applicable, including, without
limitation:

(i) assignments of the Electrical ROWs contemplated in Section 4.1(a)(1) and
4. 1(b)(iii); and

(i) licenses to use any Catch-All ROWs identifiecd under Section 4.1(a)(i} and
4. 1(b)(iii);

the Shared Use & Services Agreement;

all other agreements, certificates and other instruments to be delivered or given pursuant
to this Agreement, duly executed by the Vendor thereto;

the Required Notices, whether delivered prior to the Closing or to be delivered following
Closing, duly executed by the Vendor (where required); and

an opinion of counsel to the Vendor regarding this Agreement and the Vendor’s closing
deliveries with respect to capacity, authority, execution, and delivery, in the form settled
by counsel to the Parties, acting reasonably.

PURCHASER’S CLOSING DELIVERIES

On or before the Closing, the Purchaser shall deliver or cause to be delivered to the Vendor the
following documents and payments:

(a)

(b)

(©)
(d)

certified copies of resolutions of the directors of the Purchaser approving the completion
of the Transaction including, without limitation, the purchase of the COK Assets, and the
execution and delivery of this Agreement and all documents, instruments and agreements
required to be delivered by it pursuant to this Agreement;

a certificate of the Purchaser executed by a senior officer of the Purchaser confirming that
the conditions set forth in Sections 6.2(a) and 6.2(b) have been satisfied (if not waived);

all Purchaser’s Consents;

if the Purchaser has made the election referred to in Section 7.6(a), the Customer Care
Agreement referred to in Section 7.6(a), executed by the Purchaser;
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(e) if the Purchaser has made an election under 7.7(a), duly executed assignment and
assumption agreements for Third Party Contact Agreements with the applicable third
party telecommunications companies;

(H all deeds, bills of sale, conveyances, transfers, assignments, instruments and other
documents which are necessary to assign, sell and transfer the COK Assets to the
Purchaser, each effective as of the Closing Time on the Closing Date and for the
Purchaser to assume the Assumed Liabilities as contemplated by this Agreement in such
form and content as the Vendor may reasonably require to give effect to the Transaction,
duly executed by the Purchaser;

(g) the Shared Use & Services Agreement;
(h)  ten days prior to Closing, the Allocation;

(i) all other agreements, certificates and other instruments to be delivered or given pursuant
to this Agreement, duly execuied by the Purchaser;

M the Purchase Price and any Transfer Taxes required to be collected and remitted by the
Vendor in immediately available funds pursuant to and in accordance with this
Agreement; and

(k) an opinion of counsel to the Purchaser regarding this Agreement and the Purchaser’s
closing deliveries with respect to capacity, authority, execution, and delivery, in the form
settled by counsel to the Parties, acting reasonably.

7.4  CLOSING PROCEDURE

On the Closing Date, if all documents and funds have been delivered as provided in Sections 7.2
and 7.3, all documents and funds will be held in escrow with the exception of the transfer(s) of
the Real Properties, which shall be tendered for registration in the appropriate Land Title Office.
Upon acceptance for registration thereof and receipt by Purchaser of a post-filing index search
indicating that in the normal course of Land Title Office routine, title to the COK Assets in the
Real Propertics will be issued in the name of Purchaser subject only fo the Permitted
Encumbrances, the escrow shall terminate and the balance of the Vendor’s closing deliveries
shall be released to the Purchaser and the Purchaser’s closing deliveries shall be released to the
Vendor.

7.5  UN-ASSIGNABLE ASSUMED CONTRACTS AND GOVERNMENTAL
AUTHORIZATIONS

With respect to interests in Assumed Contracts and Governmental Authorizations that form part
of the COK Assets for which Consents are not received on or before Closing (collectively, the
“Unassigned Interests™), then only if the Parties proceed to complete the Transaction
notwithstanding the absence of those Consents, the transfer and assignment of the Unassigned
Interests will not be effective in each case until the applicable Consent has been received, and
such Unassigned Interests will be held by the Vendor following the Closing in trust (to the extent
permitted by Applicable Laws) for the benefit and exclusive use of the Purchaser. The Vendor

1165085_14



=31 -

and Purchaser shall continue to use their commercially reasonable efforts to obtain those
Consents sct forth on Schedules 1.1(ggg) and 1.1(rrr) and until such time as they are received,
the Vendor shall only make use of any Unassigned Interests in accordance with the lawful
directions of the Purchaser that do not conflict with the terms of such Unassigned Interests. The
Purchaser will reimburse the Vendor for all out-of-pocket liabilities, costs and expenses incurred
by the Vendor from and after the Closing Date at the direction of the Purchaser arising out of the
Vendor's performance of their respective obligations under this Section 7.5.

7.0

CUSTOMER CARE AGREEMENT

On or before January 15, 2013, the Purchaser may elect to either:

(a)

(b)
(©

and:

(d)

(c)

enter a Customer Carc Agreemcent with the Vendor prior to Closing for the provision of
the Customer Care Services by the Vendor to the Purchaser until December 31, 2013,
which services are to be provided by the Vendor to the Purchaser at the direct cost of
such services to the Vendor, without markup, and otherwise on terms satisfactory to the
Purchaser and the Vendor, each acting reasonably;

enter a Customer Care Agreement with a third party; or

not enter into an agreement with the Vendor or a third party in respect of Customer Care
Services;

upon the Purchaser making an election under 7.6(a), 7.6(b) or 7.6(c), the Purchaser shall
so notify the Vendor on or before January 15, 2013, and:

upon the Purchaser making an election under 7.6(b), the Vendor shall, within 30 days of
receiving the Purchaser’s election, elect, acting reasonably, to either:

(i) effective on Closing, terminate its agreement with any third party that provides
Customer Care Services for the Vendor, without recourse to the Purchaser, and in
such case the Vendor shall have no obligation to deliver a Customer Care
Agreement or provide or arrange for Customer Care Services for the Purchaser
following Closing; or

(i)  terminate this Agreement without penalty, in which case this Agreement shall be
null and void, and thereafter neither party will have any further obligations to the
other hereunder, except for their obligations in respect of extending the Master
Services Agreement (as contemplated in a separate agreement) which shall
survive,

provided however, that the Vendor shall elect, or absent the Vendor making an election it
will be deemed to elect, under Section 7.6(e)(i) if it is provided with a copy of the
Customer Care Agreement with the third party (subject to the Purchaser’s confidentiality
obligations thereunder) and it is satisfied, acting reasonably, that such agreement
provides for delivery by the third party to the Vendor, on Closing, of a release of all
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obligations and liability of the Vendor under any agreements for Customer Care Services
that the Vendor was, immediately prior to Closing, party to, upon payment by the Vendor
of all outstanding amounts due to the third party upon Closing; and

upon the Purchaser making an election under 7.6(c), the Vendor shall, within 30 days of
receiving the Purchaser’s election, elect, acting reasonably, to either:

(i) effective on Closing, terminate its agreement with any third party that provides
Customer Care Services for the Vendor, without recourse to the Purchaser, and in
such case the Vendor shall have no obligation to deliver a Customer Care
Agreement or provide or arrange for Customer Care Services for the Purchaser
following Closing; or

(ii)  terminate this Agreement without penalty, in which case this Agreement shall be
null and void, and thereafter neither party will have any further obligations to the
other hereunder, except for their obligations in respect of extending the Master
Services Agreement (as contemplated in a separate agreement) which shall
survive,

provided however, that the Vendor shall elect, or absent the Vendor making an election it
will be deemed to elect, under 7.6(f)(i) if it is satisfied, acting reasonably, that the
Purchaser’s election under 7.6(c) does not impose unacceptable risk or liability onto the
Vendor.

THIRD PARTY CONTACT AGREEMENTS

The Purchaser shall be entitled to negotiate directly with all third party telecommunications
companies that have assets or facilities contacting or attaching to or on COK Assets to enter into
Third Party Contact Agreements, and, on or before January 15, 2013, the Purchaser may elect to

either:

(@)

(b)

(©

and:

(d)

take assignment of any or all of the Vendor’s existing agreements with third party
telecommunications companies that have assets or facilities contacting or attaching to or
on COK Assets;

enter into its own Third Party Contact Agreements with any or all third party
telecommunications companies that have assets or facilities contacting or attaching to or
on COK Assets; or

not enter into Third Party Contact Agreements with any or all third party
telecommunications companies that have assets or facilities contacting or attaching to or
on COK Assets;

upon the Purchaser making an election under 7.7(a), 7.7(b), or 7.7(c), the Purchaser shall
so notify the Vendor on or before January 15, 2013; and
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upon the Purchaser making an election under either 7.7(b) or 7.7(c), the Vendor shall,
within 30 days of receiving the Purchaser’s election, elect, acting reasonably, to either:

i) effective on Closing, terminate its agreements with any third party
telecommunications company that has assets or facilities contacting or attaching
to or on COK Assets and which the Purchaser has not either (A) taken assignment
of such contract(s) in accordance with Section 7.7(a), or (B) entered into its own
contract in accordance with Section 7.7(b), in either case without recourse to the
Purchaser; or

(iiy  terminate this Agreement without penalty, in which case this Agreement shall be
null and void, and thereafter neither party will have any further obligations to the
other hereunder, except for their obligations in respect of extending the Master
Services Agreement (as contemplated in a scparate agreement) which shall
survive,

provided however, that the Vendor shall elect, or absent the Vendor making an election it
will be deemed to elect, under 7.7(¢)(i) if: (A) the Vendor is provided with copies of any
contract(s) the Purchaser has entered or proposes to enter into under 7.7(b) with the third
party(ies) (subject to the Purchaser’s confidentiality obligations thereunder) and the
Vendor is satisfied, acting reasonably, that such contract(s) provide for delivery by the
third party(ies) to the Vendor, on Closing, of a release of all obligations and liability of
the Vendor under any Third Party Contact Agreements the Vendor was, immediately
prior to Closing, party to, upon payment by the Vendor of all outstanding amounts due to
the third party(ies) upon Closing; and, (B) the Vendor is satisfied, acting reasonably, that
the Purchaser’s election under 7.7(c) as to any Third Party Contact Agreements does not
impose unacceptable risk or liability onto the Vendor.

GENERAL ADJUSTMENTS

Ten days prior to Closing, the Vendor shall deliver to the Purchaser an interim statement
of adjustments to adjust for the following items as of the Closing Date (the “Interim
Statement of Adjustments”):

(1) payment by the Purchaser to the Vendor of all receivables, billed and unbilled,
from or relative to the COK Assets pertaining to the period up to and including
the Closing Date;

(i)  payment by the Vendor to the Purchaser of all receivables, billed and unbilled,
from or relative to the COK Assets pertaining to the period after the Closing Date;

(iii)  subject to Section 7.8(a)(vi), payment by the Vendor to FortisBC Pacific Holdings
fnc. of any outstanding amounts under the Master Services Agreement pertaining
to the period up to and including the Closing Date;

(iv)  without duplication, payment by the Purchaser to the Vendor for any Prepaid
Expenses for obligations expressly assumed by the Purchaser hereunder and
pertaining to the period after the Closing Date;
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{v) without duplication, payment by the Vendor to the Purchaser of all security
deposits held by the Vendor in respect of the electrical utility customers, subject
fo any obligations of the Vendor return deposits to such individual customers (in
which case the Vendor shall return such deposits, and the Purchaser shall arrange
for new ones directly with the applicable customers); and

(vi)  without duplication, payment by the Vendor to the Purchaser for any amounts
outstanding as at the Closing for capital expenditures and work-in-progress under
the Master Services Agreement, subject to the following:

(A)  the Purchaser will provide to the Vendor, on or before October 1, 2012, a
forecasted figure (acceptable to the Vendor, acting reasonably) for capital
expenditures for the entirety of the Interim Period and for work-in-
progress as at the Closing; and

(B)  the Vendor’s obligation to pay for the foregoing shall be limited to the

lesser of!
(D the forecasted amount (less any amounts already paid) plus 5%;
and

(I} the actwal costs incurred (less any amounts already paid),

and the Parties shall approve the Interim Statement of Adjustments on or before the
Closing, acting reasonably. The Parties shall deliver to each other, promptly upon
request, all documents and information that may be required in connection with the
preparation of the Interim Statement of Adjustments.

The Parties acknowledge that the Interim Statement of Adjustments is being prepared
prior to Closing and that final figures as at the Closing will not be available at Closing.
Within 75 days after the Closing, the Vendor shall prepare and deliver to the Purchaser a
final statement of adjustments (the “Final Statement of Adjustments™), to reflect final
figures and correct any error or omission in the Interim Statement of Adjustments, for
review and approval pursuant to Section 7.8(c) hereof. Once approved, payment shall be
made by the appropriate party to the other in accordance with the Final Statement of
Adjustments within 10 days of approval thereof under Section 7.8(c).

The Vendor will cause the Final Statement of Adjustments to be completed as soon as
practicable following the Closing Date (and in any event within 75 days), and shall
provide the same to the Purchaser for review and comment. The Parties further agree as
follows:

(1) in the event that the Purchaser and the Vendor are unable fo resolve any dispute as
to the Final Statement of Adjustments then either party may, within 10 days after
receipt of the Final Statement of Adjustments, deliver notice in writing (the
“Dispute Notice”) detailing the basis and reason for such dispute and the amount
which is in dispute and:
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(A)  during the 10 day period following the date after the delivery of the
Dispute Notice, the Purchaser and the Vendor shall attempt to resolve such
dispute between themselves; and

(BY if at the end of the 10 day period specified in paragraph (A) above, the
Parties shall have failed to reach agreement with respect to such dispute,
the matfer shall be finally determined by a mutually agreed independent
third party, whose determination shall constitute approval of the amount
owing, if any, for the purposes of Section 7.8(b). The costs of such
determination shall be bome by the party in whose favour the independent
third party did not decide.

ARTICLE 8
TERMINATION

8.1 TERMINATION BY PURCITASER

If any of the conditions set forth in Section 6.1 have not been fulfilled or waived on or, before
the Closing Time other than as a result of any failure of the Purchaser to perform or fulfil, in all
material respects, any of its covenants under this Agreement to be performed or fulfilled on or
before the Closing Time, the Purchaser may terminate this Agreement by notice in writing to the
Vendor, and in such event the Purchaser and the Vendor shall be released from their respective
obligations hereunder except for their obligations in respect of extending the Master Services
Agreement (as contemplated in a separate agreement), which shall survive.

82 TERMINATION BY VENDOR

If any of the conditions set forth in Section 6.2 have not been fulfilled or waived on or before the
Closing Time, other than as a result of any failure of the Vendor to perform or fulfil, in all
material respects, any of its covenants under this Agreement to be performed or fulfilled on or
before the Clesing Time, the Vendor may tenminate this Agreement by notice in writing to the
Purchaser, and in such event the Vendor and the Purchaser shall be released from their respective
obligations hereunder except for their obligations in respect of extending the Master Services
Agreement (as contemplated in a separale agreement), which shall survive.

8.3 TERMINATION ON MARCH 31, 2013

If, by March 31, 2013, the Transaction has not completed, the Purchaser may elect to terminate
this Agreement by notice in writing to the Vendor, and in such event the Vendor and the
Purchaser shall be released from their respective obligations hereunder, except for their
obligations in respect of extending the Master Services Agreement (as contemplated in a separate
agreement), which shall survive,

8.4  EIFFECT OF TERMINATION

Each Party’s right of termination under this Article 8 is in addition to any other rights it may
have under this Agreement or otherwise, and the exercise of a right of termination will not be an
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election of remedies. Except as otherwise expressly provided in this Article 8, nothing in this
Article 8 shall limit or affect any other rights or causes of action any Party may have with respect
to the representations, warranties, covenants and indemnities in its favour contained in this
Agreement.

ARTICLE 9
INDEMNIFICATION AND LIMITATION OF LIABILITY

9.1 INDEMNIFICATION IN FAVOUR OF THE PURCHASER

Subject to Sections 9.3 and 9.4, the Vendor shall indemnify and save the Purchaser, its Affiliates,
and each of their respective directors, officers, employees and agents (collectively, the
“Purchaser’s Indemnified Persons”) harmless of and from any loss, liability, claim, damage
(specifically excluding indirect, incidental or consequential damage) or expense (whether or not
involving a third-party claim) including legal expenses (collectively, “Damages™) suffered by,
imposed upon or asserted against any of the Purchaser’s Indemnified Persons to the extent they
are the result of, in respect of, connected with, or arising out of, under, or pursuant to:

(a) any failure of the Vendor to perform or fulfil any of its covenants under this Agreement;

(b) subject to Section 5.1 and Section 3.4, any breach or inaccuracy of any representation or
warranty given by the Vendor in this Agreement; and

(c) any and all obligations and liabilities (whether present, future, absolute or contingent)
relating to the ownership, operation or maintenance of the COK Assets that are not
Assumed Liabilities.

9.2 INDEMNIFICATION IN FAVOUR OF THE VENDOR

Subject to Sections 9.3 and 9.4, the Purchaser shall indemnify and save the Vendor, and its
directors, officers, employees and agents (collectively, the “Vendor’s Indemnified Persons™)
harmless of and from any Damages suffered by, imposed upon or asserted against any of the
Vendor’s Indemnified Persons to the extent they are the result of, in respect of, connected with,
or arising out of, under or pursuant to:

(a) any failure of the Purchaser to perform or fulfil any of its covenants under this
Agreement;

(b)  subject to Section 5.1, any breach or inaccuracy of any representation or warranty given
by the Purchaser in this Agreement; and

() any failure of the Purchaser to pay, discharge or perform any of the Assumed Liabilities
or the Vendor being subject to any of the Assumed Liabilities.

93 LIMITATIONS

(a) Subject to Section 9.3(¢), and except with respect to any breach by the Vendor in respect
of its obligation to pay, discharge or perform obligations and liabilities (whether present,
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future, absolute or contingent} relating to the ownership, operation or maintenance of the
COK Assets that are not Assumed Liabilities, the Vendor will have no liability (for
indemnification or otherwise) with respect to the matters described in Section 9.1, until
the total of all Damages with respect to such matters exceeds $500,000; provided that,
once the total of all Damages with respect to such matters exceeds such amount, the
Vendor shall be liable for the full amount of such Damages without reduction or
deduction.

Except with respect to any breach by the Purchaser in respect of its obligation to pay,
discharge or perform the Assumed Liabilitics, or to deliver the Purchase Price and any
Transfer Taxes required to be collected and remitted by the Vendor in immediately
available funds pursuant to and in accordance with this Agreement to the Vendor on
Closing, the Purchaser will have no liability (for indemnification or otherwise) with
respect to the matters described in Section 9.2 until the total of all Damages with respect
to such matters exceeds $500,000; provided that, once the total of all Damages with
respect to such matters exceeds such amount, the Purchaser shall be lable for the full
amount of such Damages without reduction or deduction.

Notwithstanding any provision in this Agreement to the contrary, any claim made under
this Agreement by the Purchaser which is based upon or relates to any intentional
misrepresentation or fraud by the Vendor may be made or brought by the Purchaser at
any time after the Closing Date and is not subject to any limitations set forth in this
Section 9.3.

Notwithstanding any provision in this Agreement to the contrary, any claim made under
this Agreement by the Vendor which is based upon or relates to any intentional
misrepresentation or fraud by the Purchaser may be made or brought by the Vendor at
any time after the Closing Date and is not subject to any limitations set forth in this
Section 9.3,

PROCEDURE FOR INDEMNIFICATION - THIRD PARTY CLAIMS

Promptly after receipt by an indemnified party (an “Indemnified Party™) of a notice of
the commencement of any proceeding against it by a third party for which it wishes to
seck indemnification under Section 9.1 or 9.2, the Indemnified Party will give notice to
the indemnifying party (an “Indemnifying Party”) of the commencement of such claim
and the particulars of the basis and amount of such claim to the extent known to the
Indemnified Party. The failure to so notify the Indemnifying Party will not relieve the
Indemnifying Party of any liability that it may have to any Indemnified Party, except to
the extent that the Indemnifying Party demonstrates that the defense of such action is
prejudiced by the Indemnified Party’s failure to give such notice.

If any proceeding referred to in Section 9.4(c) (a “Proceeding”) is brought against an
Indemnified Party and it gives notice to the Indemnifying Party in accordance with
Section 9.4(a), the Indemnifying Party will, unless the claim involves Taxes, be entitled
to participate in the Proceeding. Subject to the next following sentence, to the extent that
the Indemnifying Party wishes to assume the defense of the Proceeding with counsel
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satisfactory to the Indemnified Party, acting reasonably, it may do so provided the
Indemnifying Party first acknowledges in writing to the Indemnified Party the
Indemnifying Party’s liability for the claim that is the subject of such Proceeding and
reimburses the Indemnified Party for all of its out-of-pocket expenses arising prior to or
in connection with such assumption. The Indemnifying Party may not assume defense of
the Proceeding if (i) the Indemnifying Party is also a party to the Proceeding and the
indemnified Party determines in good faith that joint representation would be
inappropriate, or (i) the Indemnifying Party fails to provide reasonable assurance to the
Indemnified Party of its financial capacity to defend the Proceeding and provide
indemnification with respect to the Proceeding. After notice from the Indemnifying Party
to the Indemnified Party of its election to assume the defense of the Proceeding, the
Indemnifying Party will not, as long as it diligently conducts such defense, be liable to
the Indemnified Party under this Section 9.4(b) for any fees of other counsel or any other
expenses with respect to the defense of the Proceeding, in each case subsequently
incurred by the Indemnified Party in connection with the defense of the Proceeding, other
than reasonable costs of investigation approved in advance by the Indemnifying Party. If
the Indemnifying Party assumes the defense of a Proceeding (i) it will be conclusively
established for purposes of this Agreement that the claims made in that Proceeding are
within the scope of, and subject to, indemnification, (ii) no compromise or settlement of
such claims may be made by the Indemnifying Party without the Indemnified Party’s
consent acting reasonably unless (y) there is no finding or admission of any violation of
Applicable Laws or any violation of the rights of any Person and no effect on any other
claims that may be made against the Indemnified Party, and (z) the sole relief provided is
monetary damages that are paid in full by the Indemnifying Party, and (iii) the
Indemnified Party will have no liability with respect to any compromise or scttlement of
such claims effected without its consent. If notice is given to an Indemnifying Party of
any Proceeding in accordance with Section 9.4(a) and the Indemnifying Party does not,
within thirty (30) days after receipt of such notice, give notice to the Indemnified Party of
its election to assume the defense of the Proceeding, the Indemnifying Party will be
bound by any determination made in the Proceeding or any compromise or settlement

- effected by the Indemnified Party.

Notwithstanding the foregoing, if an Indemnified Party determines in good faith that
there is a reasonable probability that a Proceeding may adversely affect it or its Affiliates
other than as a result of monetary damages for which it would be entitled to
indemnification under this Agreement, the Indemnified Party may, by notice to the
Indemnifying Party, assume the exclusive right to defend, compromise, or settle the
Proceeding. In such case, the Indemnifying Party will not be bound by any determination
of a Proceeding so defended or any compromise or settlement effected without its
consent (which may not be unrcasonably withheld).

Where the defense of a Proceeding is being undertaken and controlled by the
Indemnifying Party, the Indemnified Party will use all reasonable efforts to make
available to the Indemnifying Party those employees whose assistance, testimony or
presence is necessary to assist the Indemnifying Party in evaluating and defending any
such claims. However, the Indemnifying Party shall be responsible for the expense
associated with any employees made available by the Indemnified Party to the
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Indemnifying Party pursuant to this Section 9.4(d), which expense shall be equal to an
amount to be mutually agreed upon per person per hour or per day for each day or portion
thereof that the employees are assisting the Indemnifying Party and which expenses shall
not exceed the actual cost to the Indemnified Party associated with the employces.

With respect to any Proceeding, the Indemnified Party shall make available to the
Indemnitying Party or its representatives on a timely basis all documents, records and
other materials in the possession of the Indemnified Party, at the expense of the
Indemnifying Party, reasonably required by the Indemnifying Party for its use in
defending any such claim and shall otherwise co-operate on a timely basis with the
Indemnifying Party in the defense of such claim, provided that Indemnified Party and the
Indemnifying Party shall use reasonable best efforts (which shall not require the
expenditure of money, the curbing of any business activities or the commencement of
litigation) to avoid production of confidential information (consistent with such Party’s
exiting obligations of confidentiality and Applicable Laws) and to cause all
communications among employees, counsel and others representing any Party to a
Proceeding to be made so as to preserve any applicable solicitor-client or work-product
privileges.

With respect to any reassessment for income, corporate, sales, excise, or other Tax or
other liability enforceable by Encumbrance against the property of the Indemnified Party,
the Indemnifying Party’s right to so contest shall only apply after payment of the
reassessment or the provision of such security as is necessary to avoid an Encumbrance
being placed on the property of the Indemnified Party.

PROCEDURE FOR INDEMNIFICATION - OTHER CLAIMS

A claim for indemnification for any matter not involving a third-party claim may be asserted by
notice to the Party from whom indemnification is sought, setting out the nature of the claim in
reasonable detail.

9.6

OTHER REMEDIES

No Party shall have the right to bring any proceeding against any other Party for damages,
compensation or any other relief for which such Party could, or could but for limitations
contained in this Article 9, seek relief pursuant to this Article 9, provided however, that the
obligations of the Parties with respect to the indemnities provided in this Article 9 shall not limit
their ability to seek relief for breach of contract in the alternative except that the limitations and
exceptions set out in this Article 9 shall apply equally to all such proceedings.
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ARTICLE 10
MISCELLANEOUS

10,1 NOTICES

Any notice, direction or other communication given under this Agreement shall be in writing and
given by delivering it or sending it by facsimile or other similar form, unless otherwise provided,
of recorded communication addressed:

(a) To the Purchaser at:

FortisBC Inc.

Suite 100, 1975 Springfield Road
Kelowna, B.C. V1Y 7V7
Attention: Dennis Swanson
Fax: 1-866-435-5144

With a copy to:

Farris, Vaughan, Wills & Murphy LLP
25th Floor, 700 West Georgia Street
Vancouver, B.C. V7Y 1B3

Attention: Bo, L, Rothstein

Fax: (604} 661-9349

(b) To the Vendor at:

City of Kelowna

1435 Water Street
Kelowna, B.C. V1Y 1J4
Attention: John Vos

Fax: (250) 862-3399

With a copy to:

Owen Bird Law Corporation

Suite 2900, 595 Burrard Street
Vancouver, BC V7X 1]5
Attention: Christopher P, Weafer
Fax: (604) 632-4482

Any such communication shall be deemed to have been validly and effectively given (i) if
personally delivered, on the date of such delivery if such date is a Business Day and such
delivery was made prior to 4:00 p.m. (Vancouver time) and otherwise on the next Business Day,
or (ii) if transmitted by facsimile or similar means of recorded communication on the date of
such transmission if such date is a Business Day and such delivery was made prior to 4:00 p.m.
(Vancouver time) and otherwise on the next Business Day. Any Party may change its address for
scrvice from time to time by notice given in accordance with the foregoing and any subsequent
notice shall be sent to such Party at its changed address.
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10.2 TIME OF THE ESSENCE

Time shall be of the essence of this Agreement and every provision hereof, including without
limitation those relating to Closing hereunder.

10.3 ANNOUNCEMENTS

Any press release or public statement or announcement (a “Public Statement™) with respect to
the execution of this Agreement or the completion of the Transaction shall be made only with the
prior written consent and joint approval of the Vendor and the Purchaser unless such Public
Statement is required by Law, to obtain BCUC Acceptance or is required by any stock exchange,
in which case the Party required to make the Public Statement shall use reasonable efforts to
consult with the other Party as to the form, nature and extent of the disclosure. For certainty, (i)
testimony given by any witness before the BCUC and responses to questioning at any workshop
or other meeting held in connection therewith shall not be considered to be a Public Statement
for purposes of this Section 10.4, and each Party shall only be required to consult with the other
Party in advance of filing any such information or giving any such testimony if such filing or
testimony directly and adversely affects the interests of the other Party and (ii) information
contained in Public Statements that have already been made public by either of the Parties is not
subject to the preceding sentence.

10.4 EXPENSES

Except as otherwise expressly provided in this Agreement all costs and expenses (including the
fees and disbursements of legal counsel, investment advisers and accountants) incurred in
connection with the Transaction shall be paid by the Party incurring such expenses.

10.5 AMENDMENTS

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

10.6 WAIVER

No waiver of any of the provisions of this Agreement shall be deemed to constitute a waiver of
any other provision (whether or not similar); nor shall such waiver be binding unless executed in
writing by the Party to be bound by the waiver. No failure on the part of any Party to exercise,
and no delay in exercising, any right under this Agreement shall operate as a waiver of such
right; nor shall any single or partial exercise of any such right preclude any other or further
exercise of such right or the exercise of any other right.

10.7 NON-MERGER

Except as expressly provided in this Agreement, the covenants, representations and warranties
shall not merge on and shall survive the Closing and, notwithstanding such Closing or any
investigation made by or on behalf of any Party, shall continue in full force and effect. Closing
shall not prejudice any right of one Party against any other Party in respect of anything done or
omitted under this Agreement or in respect of any right to damages or other remedies.
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16.8 ENTIRE AGREEMENT

This Agreement together with all ancillary agreements referred to herein constitutes the entire
agreement among the Parties with respect to the subject maiter of this Agreement and supersedes
all prior agreements, understandings, negotiations and discussions, whether oral or written, of the
Parties. There are no representations, warranties, covenants, conditions or other agreements,
express or implied, collateral, statutory or otherwise, between the Parties in connection with the
subject matter of this Agreement except as specifically set forth herein and therein and none of
the Parties has relied or is relying on any other information, discussion or understanding in
entering into and completing the Transaction. If there is any conflict or inconsistency between
the provisions of this Agreement and the provisions of any documents, instruments and
agreements required to be delivered by it pursuant to this Agreement, the provisions of this
Agreement shall govern, unless such other agreement or document expressly provides that it
shall govern,

10.9 EXECUTION AND DELIVERY OF AGREEMENT

This Agreement shall not become effective until it has been executed and delivered by the
Purchaser and the Vendor, which must occur, if at all, on or before 5:00 p.m. (Kelowna, British
Columbia time} on November 5, 2012, after which time, if it has not been so executed by both
Parties, it will be nul! and void. Notwithstanding that this Agreement has been executed by the
Purchaser before it has been executed by the Vendor, the Purchaser may, at any time prior to its
execution and delivery by the Vendor, elect not to proceed with this Agreement, without penalty,
obligation or liability to either Party.

10.10 SUCCESSORS AND ASSIGNS

(a) Following execution and delivery of this Agreement by both Parties in accordance with
Section 10.9, this Agreement shall be binding upon and enure to the benefit of the Parties
and their respective successors and permitted assigns.

(b)  Neither this Agreement nor any of the rights or obligations under this Agreement shall be
assignable or transferable by any Party without the prior written consent of the other
Parties hereto.

10,11 SEVERABILITY

If any provision of this Agreement shall be determined by any court of competent jurisdiction to
be illegal, invalid or unenforceable, that provision shall be severed from this Agreement and the
remaining provisions shall continue in full force and effect.

10.12 GOVERNING LAW

This Agreement shall be governed by and interpreted and enforced in accordance with the laws
of the Province of British Columbia and the federal laws of Canada applicable therein. Each
Party hereby irrevocably attorns to the non-exclusive jurisdiction of the courts of the Province of
British Columbia with respect to any matter arising under or related to this Agreement.
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10.13 DISPUTE RESOLUTION

(a)

(b)

(©)

Except for disputes specifically required to be resolved pursuant to any other provision of
this Agreement, should any dispute or disagreement of any kind arise at any time with
respect to this Agreement (or a document or instrument to be executed and delivered
pursuant to this Agreement), its interpretation or application, its performance by the
Parties, or in respect of any defined legal relationship associated therewith or derived
therefrom, the Parties agree that good faith negotiations shall take place between the
Parties with the objective of resolving such dispute or disagreement. If such good faith
negotiations have not resolved the dispute or disagreement within a period of ten (10)
Business Days, the dispute or disagreement shall be referred to the Parties’ respective
designates who shall attempt in good faith to resolve such dispute or disagreement,

If within the next following ten (10) Business Days the dispute or disagreement shall not
have been resolved to the satisfaction of the Parties, any Party may refer the dispute to a
court of competent jurisdiction or final and binding arbitration. Matters referred to final
and binding arbitration pursuant to this Agreement shall be arbitrated in accordance with
the Commercial Arbitration Act of British Columbia in accordance with the following
procedures:

(i) the arbitration shall be conducted by a single arbitrator appointed by mutual
agreement of the Partics or in the event of failure to reach agreement within
fifteen (15) days, any Party may apply to a judge of the British Columbia
Supreme Court to appoint an arbitrator;

(ii)  the arbitrator shall be qualified by education and training to pass upon the matter
to be decided;

(iif)  the arbitrator shall be instructed that time shall be of the essence in proceeding
with the determination of the dispute;

(iv}  the arbitration shall be conducted in Vancouver, British Columbia; and

(V) the arbitration decision shall be in writing and shall be final and binding upon the
Parties, not subject to any appeal except as provided below and shall deal with the
question of costs of arbitration.

The Parties agree that good faith negotiations and arbitration shall all be without recourse
to the courts and that the award of the arbitrator shall be final and binding, except that:

(i) any Party may appeal an arbitration award to the courts of the Province of British
Columbia on a question of law; and

(i) any Party may apply to a courl of competent jurisdiction:

(A)  for an interim measure of protection; or
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(B)  for any order for equitable relief which the arbitrator does not have the
jurisdiction to provide.
10,14 FURTHER ASSURANCES

From time to time after the Closing Date, each Party shall, at the request and cost of any other
Party, execute and deliver such additional conveyances, transfers and other assurances as may be
reasonably required to effectively transfer the COK Assets to the Purchaser and to otherwise
carry out the intent of this Agreement or any documents, instruments and agreements required to
be delivered by it pursuant to this Agreement.

10.15 COUNTERPARTS

This Agreement may be executed in any number of counterparts and ali such counterparts taken
together shall be deemed to constitute one and the same instrument, and may be delivered by
facsimile or electronic copy.

[Remainder of page left intentionally blank]
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IN WITNESS WHEREOF each of the Parties has executed and delivered this Agreement.

CITY OF KELOWNA

By:

By:

I/We have authority to bind the City of Kelowna
FORTISBC

By:

Name™38hn Wilker '
Title: President and Chief Executive Officer
[ have authority to bind the corporation
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Execution Copy

Disclosure Schedules to the
CITY OF KELOWNA ELECTRIC UTILITY

ASSET PURCHASE AGREEMENT
{the “Agreement”)

Dated , 2012

between

CITY OF KELOWNA
(as Vendor)

-and -

FORTISBC INC.
(as Purchaser)

Unless the context otherwise requires, all capitalized terms used in these Disclosure
Schedules shall have the respective meanings assigned to them in the Agreement.
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SCHEDULE 1.1(r)

COK ASSET LIST

Assel Description

Location

Richter/Recreation Power Pole Stg Richter St
Recreation/Richter Substation Richter St
Land Total

Spall Substation, Land owned by FortisBC Spall Rd.

Saucier Substation; Land owned by ForlisBC

Saucier Ave.

Recreation Substation

- 1010 Recreation Ave

Substation Total

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Electrical Meters

Eiectrical Meters

Hydro Meters

Hydro Meters

i—hf_@jp Meters

Hydro Meters |

Electrical Meters

Electrical Meters Total

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components
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Asset Td

Asset Deseription

Lincation

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Cbmponcnts

Distribution Components

Distribution Components

Disiribution Componenis

Distribution Components

Distribution Components

Distribution Con_lpor_lents

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components

Digtribution Components

Distribution Components

Distribution Components

Distribution Components

Distribution Components
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Asset 1d

Asset Description

Distribution Components

Main Switcher Replacem

1176608 8
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Asset Id

Asset Description

Liocation

Pheasant-Copper Rﬂptacementhgmm

l-hghﬂ{emeﬂy .Copper Replacement Program:

| Bupne/ Cadder Copper Replicement Program

Laurel -Copper Replacement Program

Birch-Ward|aw
Propram -

(richter)-Capper Replaeement

Sutherfand‘Copper Replacement Propram:

Copeland-Copper Eeg:rlawmunt Progran

Lane behind. Town Center ‘Mall-Coppei:
Replacement Program

Bowes- Copper Replacement

Ethel/Bay Cooper Wire

Wardlaw, Kinnear & Raymer - Copper Reple

Grentel- copper reple

Elliot -Copper Replacement Program

Gore-Copper Replacement Program

Manhattan-Copper Replacement Program - 09 WIP

Manhattan-Copper Replacement Program

Pheasant-Copper Replacement Program

Clement &  Highland-Copper  Replacement
Program - (9 WIP

Clement &  Highlland-Copper Replacement
Program

‘Burne/ Cadder Copper Rel'lheement I’mg‘mm

Laurel -Copper Replacement Program

Birch-Wardlaw  (richter}-Copper
Program

Replacement

Sutherland-Copper Replacement Program

Copeland-Copper Replacement Program

Lane behind Town Center Mall-Copper
Replacement Program

Copper Replacement Programn

.....

Gore-Copper Hﬁpla:ﬂmeu’f Progrim GGFE &

| -E!sprc}' : =

Relview-Copper Replacement Program

| Manhattan Cﬂppﬂﬂ replacement’ prugrmn

hland-Coppér Rap’:m-mt

Cleme:rt &5 Ts'i

Hners. mrﬂ bpper replﬂuﬂment

Copper. Replacements Total

Electrical Undergrounding {2007 WIP)

Electrical Undergrounding -

Underground Cable Upgrades

Coopland -upgrade -U/G Subd Cable Replacements:
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Asget Id mtel_}flmripﬁun Location

2183E | Capacity Driven U/G work - 08 WIP
2383E | Capacity Driven U/G work - 09 WIP
Spall - Sutherland - City Infrastructural Work - ’DSP
WIP

Capac1ty I)rlven OH Upgrades Tetal

Grand Total
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SCHEDULE 1.1(ff)
EXCLUDED ASSETS
= All Catch-All ROWs.
= All City of Kelowna streets.

= All street lights and street light poles, including those to which COK Assets (e.g. wires} are
affixed.

« Any third party equipment (e.g. wires) affixed to COK Assets (e.g. poles).

» Parking lots located at 1408 and 1414 St. Paul Street (formerly used for electrical utility
purposes).

= COK GIS Mapping System.

» Any “Intellectual Property” (as defined in the Master Agreement dated the 31st day of January,
20006 between the City Of Kelowna and Terasen Utility Services Inc., as amended and extended
by a letter agreement dated March 30, 2011 (the “Corix Master Agreement”)),
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SCHEDULE 1.1(ii)
GOVERNMENTAL AUTHORIZATIONS
« Electoral Approval.
- Municipal Council Approval.
« BCUC Acceptance.
» City of Kelowna Rate Bylaw and all other municipal bylaws applicable to the electrical utility.
» Measurement Canada certification for meters and meter services.

« All “Permits,” as that term is defined in the Master Services Agreement, that constitute
Governmental Authorizations.
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SCHEDULE 1.1(tt)
MATERIAL CONTRACTS AND ASSUMED CONTRACTS

Material Contracts

= Corix Master Agreement.

« Tolko Wheeling Agreement.

» Fortis Wholesale Customer Tariff and Power Supply Agreement.
« Master Services Agreement.

» Telus Pole Agreement as to Telus contacts on City of Kelowna poles and City of Kelowna
contacts on Telus poles, effective January 1, 1997, plus verbal/electronic mail agreements
extending same (collectively, the “Telus Pole Agreement™).

» Arrangements with Shaw as to contacts on City of Kelowna poles (“Shaw Arrangement”).

» Wire Crossing Agreements with the Canadian National Railway Company, Canadian National
Telegraph Company or Kelowna Pacific Railway Ltd. (collectively, the “Railway
Agreements”).

= City of Kelowna Rate Bylaw (provides for various rates to be charged to consumers).

« Revised Cost Sharing Agreement between the Ministry of Transportation and Highways
(Province of British Columbia) and the City of Kelowna dated effective January 1, 1995,

Assumed Contracts

« The Telus Pole Agreement (if the Purchaser makes the election in Section 7.7(a) to take
assignment of the Telus Pole Agreement).

« The Shaw Arrangement (if the Purchaser makes the election in Section 7.7(a) to take
assignment of the Shaw Arrangement).

= The Railway Agreements.

Disclosure under Section 3.1(q)

The Corix Master Agreement provides that Corix and Vendor shall negotiate an agreement on
the ownership of any “Intellectual Property” (as defined in the Corix Master Agreement)
developed during the term of the Corix Master Agreement by Corix and the Vendor.

For Waiver

The Corix Master Agreement.
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SCHEDULE 1.1(yy)

PERMITTED ENCUMBRANCES

= All legal notations and charges registered against title to the Real Properties, as set out in the
attached title searches.

« Any agreement as to ownership of “Intellectual Property” (as defined in the Corix Master
Agreement) developed during the term of the Corix Master Agreement by Corix and the
Vendor, in accordance with Corix Master Agreement, to the extent that same constitutes an
Encumbrance. '

= Telus contacts on any COK Assets pursuant to Third Party Contact Agreements, unless the
Vendor is required to terminate the Telus Pole Agreement pursuant to Section 7.7(e)(i).

» Shaw contacts on any COK Assets pursuant to Third Party Contact Agreements, unless the
Vendor is required to terminate the Shaw Arrangement pursuant to Section 7.7(e)(i).

« Any additional encumbrances on COK Assets that: (i) are set forth on the lists to be provided
pursuant to Section 4.1, (ii) specifically state that they are encumbrances to be added to this
Schedule 1.1(yy) and (iii} can reasonably be identified as Permitted Encumbrances.
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hitps://apps.tsa.ca/SRS_UIWeb/ TitleSelectionListResults,

Date:r 31-Jypl-2012 TITLE SEARCH PRINT Times 13:50:11
Requestor: '(PY5H28090) OWEN BIRD LAW CORPORATION Page 001 of 001
Folio: 1'8‘551/15 TITLE - KR18306 . '

KRANMLOORSE LAND TITLE OFFICE TITLE NO; KR1B8306

FROM TITLE NO: H43203

APPLICATION FOR REGISTRATION RECRIVED ON: 01 MARCH, 2001
ENTERED: 05 MARRCH, 2001

REGISTERED OWNER IN FEE SIMPLE:
CITY OF KELOWNA
1435 WATER S7T.
KELOWNA, BC

TAXATION AUTHORITY:
CITY OF KELOWNA

DESCRIPTION OF LAND:
PARCRT, IDENTIFIER: 006-057-861
LOT 1 DISTRIQT LOT 139 OSOYOCS DIVISION YALR DI.STRIC'I' PLAN 24283

LEGAL NOTATIONS: NONE
CHANGES, LIENS.AND INTERESTH:

NATURE OF CHARGE . ‘ .

CHARGE NUMBER, . DATE. .TIME. .... . .. . - .... - . -« .« - . . C

STATUTORY RIGHT QF WAY
LB358057 2009-12-14 12:13
- REGISTERED OWNER OF CHARGE
FORTISBC INC. Co
1.H358057
REMARES: INTER ALIA

"CAUTioN - CHARGES MAY NOT APPRAR IN ORDER QF PRIORITY, SEE SECTION 28, L.T.A.Y
DUPLICATE TNDEFEASIELE TITLE: NONE OUTSTANDING

TRANSFERS: NONE .

PENDING AprIcAmxous: HONE

***ICURREﬁi INFORMATION ONLY - WO CANCELLED INFORMATION SHOWN %

1of] 7/31/2012.1;51 )



hitps:/epps.lisa.ca/SRS_UTWeb/TifleSelection] istResylts,

pate: 31-7yl-2012 TITILE SEARCH PRINT Time: 13:50:33
Requestors (PY52800)  OWEN BIRD LAW CORPORATION Page 001 of 001
Folis: 18551/15 TITLE - KR1$30? C '
KAMLOOPS LAND TITLE OFFICE TITLE NO: KR1B307

FROM TITLE HQ: H43203:

APPLICATION FOR REGISTRATION RECEIVED ON: 0I MARCH, 2001
ENTERED: 05 MARCH, 2001

REGISTERED OWNER IN FEE SIMPLE:
CITY OF KELOWNA
1435 WATER BT.
KELONWA, BC

TAZATION AUTHORITY:
CITY OF KELOWNA

DESCRIZPTION OF LAND:

PARCBL IDENTIFIER: 006-057-870
LOT- 2 DISTRICT LOT 139 OSOYOQS DIVISION YALE DISTRICT PLAN 24283

LEGAL NOTATIONS: NONE

CHARGBS, LIENS AND INTERESTS:
NATURE OF CHARSE . )

.. CHARGE NUMHER DATE.  TIME .
STATUTORY RIGHT- OF WAY ]
LB3I5BOEY | 2009-1l2-14 12:13
REGISTERED QWNER OF CHARGE:

- FORTIBBC INC,.
LB3580K7
REMARKS: INTER ALTA

ICAUTION, - CHARGES MAY NOT APPEAR IN ORDER OF PRIORITY, SEE SECTION 28, L.T.A,"
DUPLICATE INDEFEASIBLE TITLE: NONE OUTSTANDING

TRAﬁSFERs- NONE

PENDING AEPLICATIONS- NONE

LR CURREN’I‘ INFORMATION ONLY -~ KQ CANCELLED INE‘ORMR.’I'ION SHOWN ke

] of 1 13172012 1:51 §



SCHEDULE 1.1(aaa)

PERSONAL PROPERTY

. ’fangible Personal Property.

See assets listed on Schedule 1.1(r) and attached inventory and WIP list.
= Electrical Utility Customer Information/Data.
= Meter Data Files.

= Those assets listed on Schedule 1.1(r).
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2380
238004
238006
238010
2380k
2469
246901
2476
247801
247604
247605
247606
247608
247609
2671
2797
279701
279705
279708
279707
279709
279710
27971
2049
294901
284902
2051
295101
285102
295103
295104
2956

CITY OF KELOWNA
ELECTRICAL FUND
WIP - Engineering Structures Acct no 1716
December 31, 2011

2010 Balance Forward

Customer Driven Line Extension

Customer Driven Line Extension

Customer Forced System Upgrades

Customer Driven Upgrades Transformers

Customer Driven Line Extension

Feeder Condition Upgrades

79TB014- 1490 Grodon Dr -Feeder Condition Upgrades
City Instructure

Lane North of Lawrence (Electrical}

City Instructure- Ellis UG Feeder

City Instructure-Parkinson Rec Cofridor- Sutherland

Abbott St Rec Corridor Ph 2

City Instructure- Ethel St Cawston to BCTTP- KPR crossing
City Infrastructure- Bernard Revitalization

PGB Testing

U/G Subd Cable Replacements

Coopland -upgrade -U/G Subd Cable Replacements

St Andrews-U/G Cable Replacements

Montrose -U/G Subd Cable Replacements

Monterey -UfG Subd Cable Replacements

U/G Subd Cable Replacements - Van St

/G Suhd Cable ReplacementsSecondary Upgrade 1700 block, Smithson Drive
U/G Subd Cable Replacements-

Reliablility Driven Fedder Upgrades

Reliablitity Driven Fedder Upgrades-OH Knox Mtn Park
Parkinson Rec Cable Replc-Reliablllity Driven Fedder Upgrades
Feeder Capacity Upgrades

Install 760MCM to Extend Saucier Subt Feeder #7

Tap Recreation #2 Feeder at Switch 79MS8020

RE Feed Pull Box 72JN033 with 350 MCM -Feeder Capacity Upgrades
Replace 79N330 to 79MS021 -Feeder Capacity Upgrades
Fault Indicator Installation

2011 Ending balance

0.00

©4,735.98
242,173.91
261,452.55
115,450.04
433,018.84
20,292.04
58,496.52
35,615.53
23,012.14
115,770.69
42,957.93
160,484.09
42,065.67
9,422.85
139,433.29
92,962,34
277.37
227,646.40
13,787.49
120,284.22
134,733.44
21,086.10
168,056.58
187,869.22
22,854.44
63,618.36
162,836.57
333,371.83
245,073.06
122,049.74
20,568.80
16,013.21

3,664,4568.84

Pi\Financial_Services\Financial_Accounting\Financial Staterments\2011_stm{\2011 Final\Fund Management\Electrical\Balance Sheet
Account Analysis\Assets)

1716.31... ..

Prepared by,

31,xisx

8/8/2012
12:03 PM
1715.31



CITY OF KELOWNA
GENERAL OPERATING FUND
tnventory - Elsctric Meters
As at December 31, 2011

Date Trans. No Description Amount Ref Action ltems
12031/ Cost of stocked elecirical meters on hand 451,852,64
12131111 variance due to posting error in JV# 900795 1.92
GL, Balance as at December 31, 2011 451,854.56
Manager Signature; Date;
Preparer Signature: Date:

P:\Financlal_Services\Finandial Accounting\Financlal Slaloments\z019_stm$12¢11 Final\Fund Managemeni\EleciriceiBalance Sheel Account Analysis\Assels\1736,30, , . ., 30,

Kl.xisx

1735.30

BI8/2012 12:.04 PM

Propared By.Lindsay Plamonden
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SCHEDULE 1.1{ggg)
PURCHASER’S CONSENTS
« BCUC Acceptance

« Consent to the transfer of any “Permits,” as that term is defined in the Master Services
Agreement with the Purchaser.

1176608_8



SCHEDULE 1.1(iii)
REAL PROPERTIES

= Richter/Recreation Power Pole Stg located at 1000 Richter St.; PID 006-057-861, Lot 1 District
Lot 139 Osoyoos Division Yale District Plan 24283 -

« Richter/Recreation Substation located at 1008 Richter St.; PID 006-057-870, Lot 2 District Lot
139 Osoyoos Division Yale District Plan 24283

1176608 8



SCHEDULE 1.1(kkk)
REQUIRED NOTICES
« Land Sale Notices under s, 26 of Community Charter.

= Notices pursuant to Electoral Approval process.

» Any required notices to Measurement Canada or any other entity that has issued “Permits,” as
that term is defined in the Master Services Agreement.

1176608 _§



SCHEDULE 1.1(rrr)
VENDOR’S CONSENTS
» Electoral Approval.
» Municipal Council Approval and adoption of bylaw or resolution as applicable.
« Consent to the assignment of the Railway Agreements,

» Any additional Consents that: (i) are set forth on the lists to be provided pursuant to Section 4.1,
(i) specifically state that they are Consents to be added to this Schedule 1.1(rrr) and (iii) can
reasonably be identified as Consents.

1176608 8



Vendor Individuals
John Vos

David Craig

Purchaser Individual

Dennis Swanson

1176608 §

SCHEDULE 1.6
INDIVIDUALS WITH KNOWLEDGE



SCHEDULE 3.1(d)
COMPLIANCE WITH APPLICABLE LAWS

Any incidences of non-compliance with Applicable Laws that: (i) are set forth on the lists to be
provided pursuant to Section 4.1, (ii) specifically state that they are incidences of non-
compliance with Applicable Laws to be added to this Schedule 3.1(d) and (iii} can reasonably be
identified as incidences of non-compliance with Applicable Laws as described in Section 3.1(d).

1176608_8



SCHEDULE 3.1(e)
EXCEPTIONS TO TITLE AND EXCLUSIVITY

Any exceptions to title and exclusivity that: (i) are set forth on the lists to be provided pursuant to
Section 4.1, (ii) specifically state that they are to be added to this Schedule 3.1(e) and (iii) can
reasonably be identified as exceptions to title and exclusivity as described in Section 3.1(¢).

1E76608_8



SCHEDULE 3.1(j)
FINANCIAL STATEMENTS AND BALANCE SHEET

See attached

1176608_8



CITY OF KELOWNA

Electrical Utility Fund - Statement of Operations and Accumulated Suyplus Stztement M
As at December 31, 2011
Budget Actual Actual
2011 2011 2010
Revenue
Seles of services
Energy $ 26,746,020 29495211 % 25,603,954
Energy ~ to own municipality 1,806,710 1,997,882 1,825,250
Comnection and service charges 89,000 153,554 152,837
Interest earned 123,630 142,151 36,828
Other 21,340 162,477 108,792
28,786,700 31,951,275 27,127,661
Expenditures
Porchase of electrical ensrgy 19,445,000 20,983,944 18,132,856
Administration 2,146,661 1,836,842 1,543,377
ppnl LT i =T L o i 5t

A P e R 2 g e 3 i
Maintenance and operal :0;1 1,509,988 1,245,463 1,016,375
TCA operating expense 11,270 166,001 504,288
Amortization Expense - 1,187,882 1,129,595
23,112,919 25,356,132 22 826,491
Exetss Revenue Over Expeditures 5,673,781 6,601,143 5,201,170
Transfer from General Operating Fund - - -
Transfer from Water Operating Fund - - -
Transfer to General Capital Fund 31,500 3,930 "
Transfer to General Operating Fund 2,132,575 2,115,025 2,112,424
Transfer (to) from other funds (2,184,075) {2,118,955) (2,112,424)
Capital expenditures (5,343,630) (7,665,592) (2,727,119}
Transfer from Non Financial assets - 1,117,882 1,129,595
Increase (decrease) in fund balance $ si,853,924! (2,065,522) $§ 1,491.222
Consotidated fund balance, beginning of year - 9,592,077 8,100,855
$ (1,853,924! 7,526,555 § 9,592,077
Check Increase (Decrease) in Fund Balunces:
Total all revenue\expense sccounts - 64,119 855,671
Adjust for Appropriations to reserves (2,362,560) {2,129,643) 635,551
Adjust for Budget Surplus\Deficit 508,636 il 0
Increase (Decrease} in Fund Balances (1,853,924) (2,065,524) 1,491,222
Variance to Income Statement Totals - 2 0

See aecompanying notes (o the financial statements.

Keith érayston, CGA
Director of Financial Services




CITY OF KELOWNA

Eleetrical Utility Fund - Statement of Financial Position Statement L
As at December 31, 2011
Actual Actual
2011 2010
Financial Assets
Cash and temporary investments 5 4471178 % 1,992,249
Accounts receivable - trade 4,338,489 3,771,227
Accounts receivable - Federal Goyernment 360,727 403,823
9,170,394 6,167,299
Liabilities
Accounts payable
Provincial government 46 92,541
Trade 2,695,649 27,889
2,095,695 120,430
Net Financial Assets 7,074,699 6,046,869
Non Finangial Assets
Inventory 451,858 397,776
Wark-in-Progress, at cost 3,654459 3,364,694
Capital assets 29,223,756 26,059,299
33,330,070 19,821,769
Net Financial Position 5 40,404,769  § 35,868,638
Fund Position
Fund balance 7,526,553 9,592,077
Equity in capital assets 32,878,215 26,276,560
$ 40,404,768 % 35,868,637

See accompanying notes to the financigl statements.

Keith Grayston, CGA
Ditector of Financial Services



SCHEDULE 3.1(m)
ENVIRONMENTAL MATTERS
Any:

» incidents of non-compliance with Environmental Laws, or conditions or events which
might constitute a violation of or give rise to liability under any applicable Environmental
Laws;

» discovery of Environmental Contaminants or incidents of Release; or
= other environmental concerns in respect of the COK Assets,

that: (i) are set forth on the lists to be provided pursuant to Section 4.1, (ii} specifically state that
they are to be added to this Schedule 3.1(m) and (iii} can reasonably be identified as
environmental matters as described in Section 3.1(m).

1176608_8



SCHEDULE 3.1(o)
ADVERSE PROCEEDINGS

Any basis for suits, proceedings or investigations arising from or related to COK Assets that (i)
are set forth on the lists to be provided pursuant to Section 4.1, (ii) specifically state that they are
to be added to this Schedule 3.1(0) and (iii) can reasonably be identified as adverse proceedings
as described in Section 3.1(m).

1176608_8



SCHEDULE 3.1(x)
INSURANCE

See attached insurance cover notes.
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Ref. No. 320006589393 [0 CERTIRICATE.OF Imsunwce

" Aon Feod Storhouse e,

70O Lery Avenve Res  Contract for the Supply of E&e;:!r ft l‘rﬁﬁ; ; RPN
Buite 100 f
1. Jamn ML ATB 207 / .‘\;f ;
fol  TODFIR-I0G0  faw  FO8-738-H0OM ,|' i

. ;x,,.] .
GHy of Kelovma . S 3D g
Astention : City Clerk i, o P20
1435 Water Stroot YL Bl of elon:
Kalowna, BG ¥IY 1J4 L, .f}’\ VTPRID atiue

A,

‘N L

: [ﬁ §7¥ \,
frisvrarca as dnsceibed hiareln 1as boon airanged on Sehalf of the Insueed nmmed Rerela under the Todowing policfies) and ag 3 m:} [fésmwd
by the lermis, tondilons, Gxchisiona and provisiors contained ln the seid pollagies) and any ondoremeals atlached Gerelo.

Insured
FortisBG Ing.
1975 Springheld Road, Sulle 100
Kelowna, BG VY 3T
Coverage
Commerclal Gutroral Linkility Insitrer Zunigh Insuraace Sompany Ltd
' Polioy # 8333050
Effoclive Si-hul2012 Exptey Di=Juk2013
Limits of Llability Rocily injury & Fropery Darage, Fach Ooiemncs $3,000,000
Poiley may bo subjort in s genent aygregate and ofher agnrogotng whena appficabls
Fropely Enstirer Charlia nsuraace Compeny of Ganada; Aogls lnstrance
Sendces, Ino.; Arch [nsteranso Company; Liowd's ndenaiiors:
Rorthigritige Indamity Insurance Cagqotation; Rayak & Sun
Aings Ing Co of Cansda, Westpoli Insu:arwa C(ammaim
Paficy # 1456!
Effective 1-Jul-2012 Expliy 0f-Ju2043
Pals Insared ’ Property of E\&y[]emxﬁpﬁon 3166.hﬂﬂ.ﬂw
~ Additional fsured

Only withrospect 1o e above and adsing out of e Named nswed's operations aro o following veme {s} added i the policy
as Additions! Insurec(s). The poslcy limits are not Incroased by the addilon of such Additionat Insurad (s} anet remain as stated

in fils Gegtiffoate,
City of Kelowna where required by writion contraglor writlen agreement wih rospoct fo  Commierclal Genersl Liabifity

Yarms wl { or Additional Coverage

THE POLICY CONTAING A CLAUSE THAT MAY LIIT THE AMOUNT PAYABLE
Lo 7 . DR, 13 THE CASE OF AUTORORILE INSURARCE,
' THE POLICY CONTAINS A PARTIAL PAYMENT OF LOSS CLAUSE JAON




Ref. No. 320006589303

Commarcial General LinbilRty - Peoducts and Comploted Cperations, Personal injury, Contingent Employer’s Linbiily, Broad
Forrn Propesty Damage, Non-Cweiad Autorobite Liabflity, Gruss Liabiiity Clause {somplelod operations coverage fo conlinie for
a period of 24 inonths after complation of work)

Proporly - Limit covers aft ForlisB0's eqpipment, owned of leased or for which itmeay oherwise be responsible fur . nchudes
Wailvor of Subrogation

Canceliation | Termination

The Instres vill endoavout ko previde THIRTY { 3¢) days wiitten nofice of cancolkrionflerngkration fo the addressos oRoepl
skafutory or pollcy conditfons {wischever pravalls) will apply for nan-payment cEprontum.

THIS GERFIFICATE CONSTITHIES A STATEMENT OF THE FACTS AS OF THE DATE OF ISSUANCE AND ARE 80
REPRESENTED AKD WARRANTED ONLY TO City of Kelowna OTHER PERSONS RELYING ON THIS CERTIFICATR BO
80 AT THER OWN RISK,

Aon Read S{enhouse ine,

L
"
e -

Dated:  1hduly2012 C - { Y - e
lssued By @ /\/
Ted: . B

THE POLICY CONYAINS A CLAUSE THAT MAY LIMIT THE AMOUNT PAYABLE
0, [N THE GASE OF AUTOMORILE INSURKNCE, |

22 THE POLICY CONTAINS A PARTIAL PAYMENT OF LOSS CLAUGE




INSURANCE COVER NOTE No. 8934

This Cover Note evidences that, In consideration of payment to be made by the Insured of the premium specified the insurance
stated below has been placaed with the Insurer(s) named. This insurance may be terminated by the Insurer or Insured In
accordance with the relevant provision of the Insurer's usual policy for this type of risk untess ctherwise specified below.

Name and Mailing Address of Insured:

Clty of Kefowna (As on File with Insurers)
1435 Water Strest
Kelowna, BC V1Y 1J4

Period; From: November 1, 2011 To: MNovember 1, 2012
Both Dates to 12:01 am Standard Time at the address of the Insured as shown above.

Interest Insured & Limits of Liability:

A. Property & Business Interruption:
$ 700,912,500. Totat Insured Values

Including:
5 500,000. Valuzble Papers
$ 500,000. Accounts Receivable
$ 500,000. Exira Expense
B 500,000, Electronic Data Processing Media/Software
$ 1,340,000. Business Interruption - Rental Income - 12 Month Indemnity Period

(AS MORE FULLY DESCRIBED AND ON FILE WITH INSURERS)
Conditions: As per Insurer's Standard Policy Wordings
“All Risks” including Earthquaks, Sewer Backup & Flood
Permission to Make Additions, Alterations or Repairs
Reptacement Cost Valuation including Increased Cost due to Civic By-Laws
Co-Insurance Waived
Underground tanks, flues, pipes or drains & their contents are included as covered
Property
Same Site Exclusion deleted
Translt Cover (Full Policy Limit)
Newly Acquired Property Cover (Full Policy Limit)
Debris Rermoval Gover (Including Pollution Clean-up)
Replacement of Historical or Unique Buildings with materials as similar as possible to
preserve their herftage
e Dock, Wharfs & Boat Launches has an exclusion w/rft Damage or Loss caused by lce
formations including spring break-up

e ¢ ¢ ¢ o @0

4 & © @ @

Deductibles: Earthquake: 10%, subject to $100,000. Minimum
Flood: $ 100,000.
All Other Losses: $ 100,000.

B. Boiler & Machinery Coverage:

$  50,000,000. Limit per Accident - Comprehensive
§ 500,000, Extra Expense
$ 500,000. Water Damage
$ 500,000, Ammonia Contamination
Included  Expediting Expenses
3 500,000. Hazardous Substance (including PCB Contamination)
$ 1,000. Loss of Arena Revenues — Daily indemnity
$ 90,000. Loss of Arena Revenues — Total Limit of Loss
$ 840,000. Busliness Interruption - Rent and Rental Value (Ellis Library)



% 50,000. Spoflage — Goods under Refrigeration
$ 500,000. Professionals Fees
$ 10,000.. Data Restoration
Included  By-Law Cover
% 100,000. Errors & Omissions
2 Weeks Denial of Access
Deductibles: $100,000

Loss Pavable(s): Montrose Mortgage Carporation Lid.
1100 —~ 200 Graharn Avenue, Winnipeg, Manitoba R3C 4L5
* 1 Mortgagee with respact to the Kelowna Library situated at 1380 Ellis St., Kelowna

Finning Intemational Inc.
1714 Kalamalka Road, Box 4549, Vernon, BC V1T 6M4
* With respect 2006 CAT 836H Refuse Compactor, s/n OBXD00383

TyAlta Industries Inc.
Box 758, Crossfield, Alberia TOM 0S0
* With respect to 2007 MCB 733 RE Trommel Screener #12807

Woodland Equipment Inc.
1801 Kosmina Drive, Vemon, BC V1T 8T1
* With respect to 2008 Hyundai HL760-7A Wheel Loader, s/n LC0410286

JC Office Trailers Limited
260 Neave Road, Kelowna, BC V1V 2L9
* With respect to Leased 10x40 Field Office, s/n 104008184309, Unit No. DMB10

Pollard Equipment {Kamioops) Lid.
1850 Kelly Douglas Road, Kamloops, BC V2C 555
* With respect to Leased 2000 Komatsu Front-end Loader, Model No, WA380-3, sin AF1223

CIT Financial |td,

¢/o ABIC Insurance Service Centre

P.0. Box 7400, Kingsion, ON L7L OA3

* With respect to Leased OCE FX 2080 Copier, Lease No. 78004345001

The CAT Rental Store
* With respect to short term rented/leased equipment

C. Crime Coverage:
% 1,000,000. Commercial Blanket Bond

Included Money Orders & Counterfell Paper Currency
Included  Depositor's Forgery

$ 100,000. Maxirnum Audit Expense Sublimit
$ 100,006. Broad Form Money & Securities — Blanket Any Location
$ 200,000. Computer Fraud or Funds Transfer Fraud

D. Municipal Conflict of Interest Insurance:
90% Percentage of Legal Fees and Expenses

¥ 100,0600. Maximum Limit
Conditions: « Coverage Is provided in respect of each individual Insured’s claim to the
maximunm limit
specified

Separate limit of insurance applies to this coverage
No annual aggregate limit applies
Coverage is extended to include any member of a Board, Commission, or
Committee of the Insured as defined in the Local Government Act

= - Coverage is also included for any subsequent proceedings under this Act
The Insured selects and instructs legal counsel with no intervention by the
insurer



E. Legal Expense insurance:

890% Percentage of Legal Fees and Expenses up to $100,000

$ 250,000.

Conditions: P

Annual Aggregate for all Claims

Broad form Definition of Insured applies, including: Councillors,

Employses, Statutory Officers, Firefighters, Volunieers, Boards,
Commissions and Committaas

s Separate limits of insurance applies to this coverage
Coverage applies 1o both ‘gullty’ and ‘not guilty’ outcomes if applicable
»  The Insured selects and instructs Legal Counsel with no intervention by

the Insurer

Schedule of Subscribing

Insurers:

The Guarantee Company of North
America

Lombard General Insurance Company
Tempte Insurance Company
Underwriters at Lloyd's under Contract
Na. BAG221

The Boiler Inspection & insurance
Company of Canada

The Guarantee Company of North
America

Lombard General Insurance Company
Temple Insurance Company

The Guarantee Company of North
America

Lombard General Insurance Company
Temple Insurance Company

The Guarantes Company of North
America

Lombard General Insurance Company
Temple Insurance Company

Interest Section Policy No. Premium
55% A. Property FC39342 $344,767
20% $125,370
20% $125,370

5% $31,342
Total $626.849

100% B. Boller 8508714 $10,597
Total $10,597

55% C. Crime CAB0452 $3,713
25% $1,687
20% $1,350
Total $6.750

55% D. Conflict of CABD452 §220
25% Interest $100
20% $a0
Total $400

55% E. Legal CAB0452 $3,845
25% Expense $1,747
20% $1,308
Total $6,990

TOTAL OF ALL PREMIUMS:  $651,586

This document confirms that the insurance described hersin has been affected. Said insurance is subject
to all conditions, fimitations and exclusions of the policy which will be issued by the Insurer in replacement
of this Cover Note. In the event of any discrepancy, the terms of such policy shall prevall,

CITYO-4/RIC/KTUR

Authorized Representative
CMW Insurance Services Lid.

700-1901 Rosser Avenue Telaphons:
Burmaby, BC V5C 6R6 Faosimile:
cmwinsurance.com Toll Free:

604-204-3301
604-294-3303
1-800-263-3313



INSURANCE COVER NOTE No. 8916

This Cover Note evidences that, In considaration of payment to be made by the Insured of the premium specified the insurance
stated below has been placed with the Insurer(s) named, This insurance may be terminated by the Insurer or Insured in
accordance wilth the relevant provision of the Insurer's usual policy for this iype of risk unless otherwise specified below,

Name and Mailing Address of Insured:

City of Kelowna and all Subsidiary, Affiliated, Related, or Allied Companies, Corporations, Firms or Organizations
{as they are now are or may hereafter be constituted) for which the City of Kelowna has the responsibility of
placing Insurance and for which more specific coverage is not otherwise provided

1435 Water Street

Kelowna, BC V1Y 1J4

Period: From: November 1, 2011 Ta: November 1, 2012
Both Dates to 12:01 am Standard Time at the address of the Insured as shown above.

Interest Insured & Limits of Liability:

A. Environmental Impairment Liability Insurance:
$ 5,000,000. Per Claim
3 5,000,000, Annual Aggregate
3 500,000. On-Site Sudden Clean Up excluding Waste Sites (Part of Total Limit, not in addition
10)

Conditions: As per Insurer's Standard Policy Wordings, Terms and Conditions
Claims Made Form
Compost Facility and 8 Underground Tanks (as on file with Insurer) are covered under this

policy
Third Parly Cover on Recycle & Wasle Water Treatment Plants

Retention: Al Losses, exceph: $ 5,000.

Landfill losses: $ 100,000.
Schedule of Subscribing Insurers: Interest Policy No, Premium
Varlous Underwrlters as arranged by Elliott 100% EILTO106 $38,806

Special Risks LP

Total: $38.806.

This document confirms that the insurance described hereln has been affected. Said Insurance Is subject to all conditions,
limitations and exclusions of tha policy which will be Issued by the Insurer In replacement of this Gover Note, In the event of any
discrepancy, the terms of such policy shall prevail.

Authorized Representative

CMW Insurance Services Lid.

700-1901 Rosser Avenua Telephone; 604-294-3301

Bumnaby, BC V5C 6RE6 Facsimile: 604-284-3303
CITYC-4/RICIKTUR cmwinsurance.com Toll Free:  1-800-263-3313

E&OE/ Date lssued: August 8, 2042
Page 1 of 1



SCHEDULE 3.1(z)
INTELLECTUAL PROPERTY
List of Intellectual Property Rights

. The “Intellectual Property” as defined and governed by the Corix Master Agreement, but
expressly subject to the division of ownership and licensing of same, as set out in the Corix
Master Agreement.

- Without duplication, any Intellectual Property Rights listed or included in Personal Property.

- All “Intellectual Property” as defined and governed by the Master Services Agreement.

Disclosed Exceptions
COK GIS Mapping System.

Any “Intellectual Property” (as defined in the Corix Master Agreement) that is indicated to be
owned by Corix under the terms of the Corix Master Agreement is not included in the COK
Assets,

1176608 _8



City Manager
September 12, 2012
Page 10 of 11 Pages

Schedule ‘B’
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Deloitte

Deloitte & Touche LLP

2800 - 1055 Dunsmuir Street
4 Bentall Centre

P.O. Box 49279

Vancouver BC V7X 1P4
Canada

Tel: 604-669-4466
www.deloitte.ca

September 10, 2012

City of Kelowna

1435 Water Street
KelownaBC V1Y 1J4
Canada

Dear Sirs/Mesdames:

Subject: Fairness opinion related to a proposed transaction involving the local electricity
distribution assets of City of Kelowna

Deloitte & Touche LLP (*Deloitte™) understands that the City of Kelowna (“COK” or the “Seller”) is
selling the COK’s local electricity distribution utility assets (the “Utility”) for cash consideration of $55
million® (the “Purchase Price”) to FortisBC Inc. (“FortisBC” or the “Purchaser”) pursuant to an Asset
Purchase Agreement (“APA”) (the “Proposed Transaction™), The sale of the Utility remains subject to
the execution of a definitive APA and a number of conditions.

The City of Kelowna has retained Deloitie to provide an opinion as to the fairness of the Purchase Price,
from a financial point of view, to the existing COK electricity customers and COK taxpayers as a whole
(the “Fairness Opinion™). The effective date of the Fairness Opinion is September 10, 2012 (the “Opinion
Date™). Deloitte has not been engaged to prepare a valuation of the Utility and the Fairness Opinion
should not be construed as such.

Engagement

Pursuant to an engagement letter dated August 21, 2012 (the “Engagement Agreement”), COK formally
engaged Deloitte to provide the Fairness Opinion. The terms of the Engagement Agreement provide that
Deloitie is to be paid a fee based on time required at Deloitte’s hourly billing rates. In addition, Deloitte is
to be reimbursed for its reasonable out-of-pocket expenses and indemmnified by the COK in certain
circumstances. No parl of Deloitte’s fee is contingent upon the conclusions reached in this Fairness
Opinion or upon the successful completion of the Proposed Transaction, The principal valuator and other
staff involved in the preparation of the Fairness Opinion acted independently and objectively in
completing this engagement.

Deloitte understands that the Fairness Opinion and/or a summary thereof may be included in documents to
be provided to COK Council relating to the Proposed Transaction and, subject to the terms of the
Engagement Agreement, Deloitte consents to such disclosure.

! Execution copy of “City of Kelowna Electric Utility Asset Purchase Agreement” between City of Kelowna and FortisBC Inc. (undaied)
provided to Deloitte on September 9, 2012, Note: the purchase price excludes the working capital of the Utility.

Membre de 7 Member of Deloitte Touche Tohmatsu Limited



City of Kelowna
Fairness Opinion
Page 2 of 10

Relationship with interested parties

Deloitie and its affiliates are not the auditors of COK nor of Fortis. There are no commitments,
agreements or understandings involving COK, Fortis, or any of their respective associated entities or
affiliated entities under which Deloitte or any of its affiliates has a material financial interest in future
business. Deloitte or its affiliates may, in the future, in the ordinary course of their respective businesses,
provide financial advisory or other services to COK, Fortis or any of their respective associated entities or
affiliate entities.

We performed an internal search for any potential conflicts based on the following parties:
1. City of Kelowna;
2. Fortis Inc.; and

3. The Councilors of the City of Kelowna, as follows:
a) Robert Hobson;
b) Gail Given;
¢) Colin Basran;
d) Andre Blanleil;
e} Luke Stack;
) Mohini Singh;
g) Maxine DeHart; and

hy Gerry Zimmermann,

We inform you that, based on our conflicts search, we have or may have provided professional services to
Fortis Inc. but are not engaged by Fortis Inc. at this time. We do not believe that the prior, current or
future provision of professional services to one or more of the individuals listed above impacts our
ability to act independently and impartially in this matter,

Credentials of Deloitte

Deloitte is one of the world’s largest and most reputable professional services organizations with
approximately 195,000 people in over 150 countries. In Canada, Deloitte is one of the country’s leading
professional services firms and provides audit, tax, financial advisory and consulling services through
more than 8,000 people in 56 offices.

Deloitte’s professionals have significant experience in providing advisory services for various purposes,
including fairness opinions, mergers and acquisitions, corporate finance, business valuations, litigation
matters and corporate income tax, amongst other things.

As a global market leader with over 125 valuation professionals in Canada and over 500 valuation
professionals globally, Deloitte has a leading valuation practice with international delivery capabilities,
deep financial and accounting acumen and robust industry experience. Qur valuation services group
includes finance professionals, many of whom have earned professional designations including Chartered
Business Valuator (CBV), Chartered Financial Analyst (CFA), Chartered Accountant (CA), Certified
Public Accountant (CPA) and Accredited Senior Appraiser (ASA).
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Definition of value

In providing our Fairness Opinion, we have been guided by the definition of fair market value. Fair
market value is defined as the highest price, expressed in terms of cash equivalents, at which property
would change hands between a hypothetical willing and able buyer and a hypothetical willing and able
seller, acting at arm’s length in an open and unrestricted market, when neither is under compulsion to buy
ot sell and when both have reasonable knowledge of the relevant facts. As discussed herein, the fairness
of the Purchase Price, from a financial point of view, to the existing COK electricity customers and COK
taxpayers as a whole will be assessed in the context of the fair market value of the Utility.

Currency of Fairness Opinion

Unless otherwise noted, all currency amounts shown in this Fairness Opinion are expressed in Canadian
dollars.

Scope of review

In connection with preparing and rendering this Fairness Opinion, Deloitte has reviewed and relied upon,
among other information, the following:

1. Audited financial statements and annual reports of the COK for the fiscal year ended December 31,
2011;

2. Unaudited Flectrical Utility Fund — Statement of Financial Activities, Statement of Financial
Position, and Statement of Operations and Accumulated Surplus, for the fiscal years ended from
December 31, 2007 to 2011,

3. Unaudited projected financial information for the Utility, as prepared by management and/or staff of
the COK (“Management”), for the years ending December 31, 2012 to 2040 (the “Management
Projections™);

4, Draft City of Kelowna Distribution Systems Plan 2011-2030 dated September 21, 2010 prepared by
Primary Engineering provided by Management;

5. Due Diligence Request List — COK Respanse provided by Management;
6. City of Kelowna — TA650 Properties Report provided by Management;

7. Execution copy of “City of Kelowna Electric Utility Asset Purchase Agreement”, between the City of
Kelowna and FortisBC Inc. (undated) provided to Deloitte on September 9, 2012;

8. Information contained on the COK website;

9. Discussions with Management and the COK’s consultant, Mr. David Craig, regarding various aspects
of the Proposed Transaction and the Utility;

10. Amended and restated master agreement and schedules between the City of Kelowna and Fortis
Pacific Holdings Inc. dated October 1, 2007;

11. Master Agreement dated January 31, 2006 between COK and Terasen Utility Services Inc. (now
known as Corix Utilities Inc.);
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13.

14.

15.

. Letters between COK and Corix Utilities Inc. relating to the extension of the Master Agreement dated

January 31, 2006 between COK and Terasen Utility Services Inc.;

Relevant financial and other information relating to the electricity utility industry, the Ukility and the
Proposed Transactions provided by Management and COK’s consultant, Mr. David Craig, and/or as
contained in our files;

Public information with respect to other business transactions considered by Deloitte to be relevant,
including annual reports and financial information concerning other fransactions; and

A letter of representation obtained from Management wherein they confirmed the accuracy of certain
facts, and confirmed certain representations and warranties that they have made to us including a
general representation that they had no information or knowledge of any facts or material information
not specifically noted in this Fairness Opinion which, in their view, would reasonably be expected to
affect our conclusion as to the fairness of the Purchase Price in the Proposed Transaction.

Deloitte’s procedures consisted primarily of inquiry, review, analysis and discussion of this information.
Deloitte has not, to the best of its knowledge, been denied access by COK to any information requested
by Deloitte.

Prior valuations

COK has represented to Deloitte that there have not been any prior valuations of the Utility or its material
assets in the past twenty-four months.

Restrictions and limitations

The Fairness Opinion is subject to the following restrictions, limitations and qualifications, changes to
which could have a significant impact on Deloitte’s assessment of the fairness of the Proposed
Transaction:

1.

The Faimess Opinion has been prepared for the use of the COK and may not be used by any other
person or relied upon by any other person other than the COK without the express prior written
consent of Deloitie.  The Fairness Opinion is not to be used for any purpose other than as stated
herein and, except as provided in the last sentence of this paragraph, is not intended for general
circulation, nor is it to be published or made available to other parties in whole or in part without
Deleitte’s prior written consent in each specific instance. We do not assume any responsibility or
liability for losses incurred by any parties as a result of the circulation, publication, reproduction, or
use of the Fairness Opinion contrary to the provisions of this paragraph. Subject to the terms of the
Engagement Agreement, Deloitte offers no guarantee or warranty that the Fairness Opinion will be
accepted by any third parties. Deloitte understands that the Fairness Opinion and a summary thereof
may be included in documents to be filed andfor presented by the COK relating to the Proposed
Transaction and, subject to the terms of the Engagement Letter, Deloitte consents to such disclosure.

No opinion, counsel or interpretation is intended in matters that require legal or other appropriate
professional advice. It is assumed that such opinions, counsel or interpretations have been or will be
obtained from the appropriate professional sources.
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3. This Fairness Opinion is rendered on the basis of economic and general business and financial
conditions prevailing as at the date hereof and the conditions and prospects, financial and otherwise,
of the Utility as they were reflected in the information and documents reviewed by Deloitte and as
they were represented to Deloitte in discussions with COK and its consultant

4, The Fairness Opinion is effective on the date hereof and Deloitte disclaims any undertaking or
obligation to advise any person of any change in any fact or matter affecting this Fairness Opinion
which may come or be brought to Deloitie’s attention after the date hereof. Without limiting the
foregoing, in the event that there is a material change in any fact or matter affecting this Fairness
Opinion afier the date hereof, Deloitte reserves the right to change, modify or withdraw the Fairness
Opinion.

5. The preparation of a fairness opinion is a complex process and is not necessarily susceptible to partial
analysis or a summary description. Accordingly, Deloitte’s analysis must be considered as a whole
and the selection of portions of the analysis or factors considered, without considering all factors and
analyses together, could create a misleading view of the approaches underlying the Fairness Opinion.

6. The Fairness Opinion is not to be construed as a recommendation to the COK to support or reject the
Proposed Transaction. The Fairness Opinion does not provide assurance that the Purchase Price
represents the best possible price that could be obtained.

7. The Fairness Opinion does not constitute a Calculation Valuation Report, an Estimate Valuation
Report, or a Comprehensive Valuation Report, as defined by the practice standards of the Canadian
Institute of Chartered Business Valuators (“CICBV™). In preparing this Fairness Opinion, we were
guided by CICBV Practice Standards No. 510, 520 and 530 pertaining to fairness opinions.

Major assumptions

Deloitte has relied upon and assumed the completeness, accuracy and fair presentation of all the financial
and other information, data, advice, opinions, representations and other material obtained by it from
public sources or provided to us by, on behalf of, or at the request of COK and this Fairness Opinion is
conditional upon such completeness, accuracy and fair presentation. Deloitte has not independently
verified the accuracy and completeness of the financial and other information supplied to it by COK.

In addition, Deloitte has relied upon the following major assumptions in preparing this Fairness Opinion:

1. The Proposed Transaction will be completed on the terms contemplated in the draft APA provided to
Deloiite and all of the conditions required to complete the Proposed Transaction will be satisfied.

2. The financial statements referred to under “Scope of Review” are complete in all material respects
and contain all and reflect only, those revenues, expenses, assets and liabilities of the Utility.

3. With respect to the current financial projections provided to us and relied upon in our analysis, we
have assumed that they have been prepared on a reasonable basis reflecting current best assumptions,
estimates and judgments of COK, having regard to plans, financial condition and prospects. This
includes the assumption that the operating contract with FortisBC will be extended upon its expiration
and will contain similar ferms and conditions as the current contracts and the billing management
contract with Corix will be extended upon its expiration and will contain similar terms and conditions
as the current contracts, However, we understand that as at the date hereof, no such extensions have
been signed and that the terms may ultimately differ from those assumed in the Management
Projections.
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4. The assessed values of the properties located at 1000 Richter Street and 1008 Richier Street,
Kelowna, BC of $582,000 and $165,000, respectively, approximate fair market value.

5. The book value of capital assets of the Utility approximated $36.2 million as at the date hereof.

6. There are no material costs to be incurred by COK to remedy issues prior to the execution of the
APA, which include issues relating to right of ways, third party pole contracts and the billing
management contract with Corix. We recognize that COK may otherwise be responsible for the costs
of perfecting its rights.

7. The title to all Utility assets, properties, or business interests purportedly owned by COK is good and
marketable and there are no adverse interests, encumbrances, engineering, environmental, zoning,
planning or related issues associated with these interests and that the subject assets, properties, or
business interests are free and clear of any and all liens, encumbrances and encroachments, other than
as disclosed to us.

8. There were no material contingent or unrecorded liabilities, environmental liabilities, litigation
pending or threatened other than in the ordinary course of business.

9. There were no written offers from third parties to purchase COK’s respective assets during the
preceding 24 months except for the proposed transaction with FortisBC.

Should any of the above assumptions not be accurate or should any of the other information provided to
us not be factual or correct, our Fairness Opinion, as expressed herein, could be different. In completing
this Fairness Opinion, Deloitte has made certain assumptions in addition to those noted herein which it
considered to be reasonable and appropriate in the circumstances.

Overview of the Proposed Transaction

" The Proposed Transaction contemplates that ownership of COK’s electrical utility assets would be
transferred to FortisBC. TFortisBC would assume responsibility for all utility planning, infrastructure
development, operation and maintenance. FortisBC would also assume all risks associated with these
functions. We are advised that under FortisBC ownership, the Utility would be regulated by the British
Columbia Utilities Commission (“BCUC”) in the same way that FortisBC’s existing electrical vtility is
regulated.

Further, we understand that the COK will collect property taxes, where it previously did not for its own
utility infrastructure, of approximately $350,000 per year, which we are advised will largely offset
amounts it currently receives from the utility for internal overhead. Further, the COK will pay market
rates for its own electricity use (historically, COK buildings benefited from slightly decreased power
rates).

Although the Utility is not regulated by the BCUC, we are advised that COK has historically set its
residential rates to match FortisBC’s regulated rates. This practice of parity with FortisBC’s regulated
rates does nof apply, at present, to non-residential rates. However, upon the completion of the Proposed
Transaction, we understand that the differences between COK’s non-residential rates and FortisBC’s non-
residential rates would be eliminated and would be subject fo the same BCUC regulated rates as apply to
the FortisBC Inc. non-residential customers.
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Overview of the Utility

Currently, the COK is responsible for distributing electricity through the Utility to approximately 15,000
residential, commercial, industrial and institutional customers in the central part of the municipality. The
Utility has a service area that covers approximately one-third of Kelowna; the remaining two-thirds of the
municipality receive electricity directly from FortisBC. As a distribution utility, the Utility buys power at
wholesale rates from FortisBC and then resells the power to its individual customers at retail rates.

As owner of the Utility, COK is responsible for ensuring that all electrical system planning, expansion,
operation and maintenance occurs as required. However, since 2000, COK contracted out functions
associated with the utility. FortisBC was selected as COK’s primary electrical contractor to oversee all
planning, expansion, operation and maintenance of the Utility.  The utility operating contract with
FortisBC expires in late 2012, COK has also contracted out meter management and billing services to
Corix Utilities Inc. (“Corix™) since carly 2000. The extended billing management contact with Corix
expires on December 31, 2013.

Overview of FortisBC Inc.

FortisBC is wholly owned by Fortis Inc. FortisBC is an experienced owner and operator of electrical
utilities serving close to 162,000 electricity customers throughout British Columbia’s southern interior
with 550 employees and $6.9 billion invested in energy assets.

As noled previously, FortisBC has served as COK’s electrical contractor since 2000. FortisBC also
provides electricity through its own utility to all parts of COK that are not served by the Utility, and
provides natural gas services throughout the entire municipality,

FortisBC runs its electrical utility using a regulated utility business model, meaning expenditures on
system infrastructure (once approved by BCUC) are treated as investments on which the company earns a
regulated rate of return. All FortisBC’s rates are regulated by the BCUC.

Fairness analysis
Approach to Fairness

In considering the fairness of the Purchase Price specified in the APA, from a financial point of view, to
the existing COK electricity customers and COK taxpayers as a whole, Deloitte relied upon a comparison
of the enterprise value multiple of book value of invested capital or rate base implied by the Purchase
Price to an analysis of precedent transactions (the “Precedent Transactions Analysis™) and a comparison
of the Purchase Price to the results of a discounted cash flow analysis (“DCF”).

Precedent Transactions Analysis

Deloitte reviewed the available public information with respect to precedent transactions involving
electricity distribution assets in Canada. Deloiite notes, however, that none of the precedent transactions
reviewed are directly comparable to the Proposed Transaction, as each transaction is unique in terms of
the type of assets, condition of assets, geographic location and regulatory environment.

For the purposes of this analysis, Deloitte determined that the transactions set forth below are most
comparable to the Proposed Transaction. The primary criteria used in analyzing these transactions are
enterprise value multiples of book value of invested capital and rate base assets.
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The table below provides a summary of our analysis of the precedent transactions.

Precedent transactions analysis

&% milions
Impled 100%  Implicd Book value Implied EV /  [mplied
consideralion = enterprise  of nvested Bock valuz EV / Rale
Interest equity or asset  valne  capital, Note Rate base of invested  base
Farpel Acquirer Close date_acquired Consideration value Nole 1 2 assels capital assels
Collngwood (COLLUS) Power " PowerStream Ine. 872012 50% 14.0 28.0 300 12.8 16.0 235 L8
Great Lakes Power Distribution Inc. FortisCatario Inc. 1072000 100% 5.0 5.0 73.0 56.0 5719 1.30 1.26
L.LK. Energy Inc. Town of Essex 072008 62% 12.8 206 214 148 10.2 146 211
Gravenhursi Hydro Electric Inc. Veridian Connections Inc. 12005 100% 1.9 1.9 120 85 k4 140 143
Middlesex Power Distribution Corporation ChathanmrKent Energy Inc. G2005 100% 15 7.5 118 78 24 155 125
Seugeg Hydro Energy Corporation Veridian Connections Ine. &2005 100% 35 35 35 20 240 L75 175
Prmceton Light & Power Co, Lid Forlis Inc, 52005 100% 3.7 37 78 6.5 62 120 125
&t Catharines Hvdra Horizen Ufiltties 32005 100% 55.1 55.1 783 629 565 1.24 139
- Minimuwen 120 1.25
Maxirmuit 235 211
Mean 153 154
|Median 143 141}
City of Kelowna's electricity uililies, Note 3 100% 55.0 55.0 55.0 36.2 n/a 1.52 wa
Notes

1. Imglied enterprise value = implied equity value + preferred equity + tolal delit + other long-term liabililies - cash & equivalents

Based on target's Tmancial staternents available in public domen prios (o the lransactivn date and/or purchase price allecalin note in the buyet's finaneial stalements.
2. Book vahe of invested capilal = book: value of equily + long lerm debi + olher leng-term liabililies - cash & equivalents.
3. Estimated book value of capital assels as at the dale hereof based on balances as at Decermber 31, 2011, adjusted for the following:

Capilal assels balance at December 31, 2011 .2
Work-i-progress, at costs et December 31, 2011 37
Capital additions from Fanuvary to August 31, 2012 35
Fstirmated amortization from January to August 2012 0.9
Estimated land value - Richter 8t 1000 and 1008 according 2012 assessed values 0.7
Adijusted capital assets ook balance 36.2

After taking into consideration the factors described above, Deloitte concluded that the multiples implied
by the Purchase Price under the Proposed Transaction are consistent with multiples paid in the precedent
transactions reviewed by Deloitte.

Discounted cash flow analysis

The DCF approach takes into account the amount, timing and relative certainly of projected unlevered
free cash flows expected to be generated by the Utility over its life. The DCF approach requires that
certain assumptions be made regarding, among other things, future cash flows and discount rates applied
to those future cash flows. The possibility that some of the assumptions will prove to be inaccurate is one
factor involved in the determination of the discount rates to be used.

Assumptions

For the DCF analysis, projected unlevered after-tax cash flows on a nominal basis were prepared for the
peried from 2012 to 2040, inclusive, and a residual for the period thereafter. As a basis for the
development of the projected future cash flows, Deloitte reviewed the Management Projections. Deloitte
generally accepted the assumptions of the Management Projections, although we considered certain
adjustments related to property taxes and income taxes (as FortisBC and other prospective purchasers
would generally be taxable entities). Further, we note that the assumptions in the Management Projections
generally reflect the manner in which the Utility is operated as at the date hereof and do not reflect an
adjustment to forecast scenarios for new circumstances that may occur should the Proposed Transaction
not proceed.
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Sensitivity analvsis

In completing our DCF analysis, Deloitte did not rely on any single series of projected cash flows but
performed a varicty of sensitivity analyses using the aforementioned Management Projections with
Deloitte’s adjustments. Variables sensitized included revenue, wholesale power purchase costs, operating
expenses, capital expenditures and discount rates. The results of these sensitivity analyses are reflected in
our judgement as to the fairness of the Purchase Price from a financial point of view.

Discount rates

Deloitte selected discount rates to apply to the projected unlevered free cash flows by utilizing the Capital
Asset Pricing Model (“CAPM™) approach to determine an appropriate weighted-average cost of capital
(“WACC™). This approach calculates the WACC based on an assumed optimal capital structure for the
company. The company’s optimal capital structure was chosen based upon a review of the capital
structures of somewhat comparable public companies as well as the deemed capital structure specified by
the BCUC for regulated electric distribution utilities in BC. The CAPM approach calculates the cost of
equity capital as a function of the risk-free rate of return, the volatility of equity prices in relationship to a
benchmark (“beta™) and a premium for equity risk. The cost of debt was determined based on market
rates for comparable companies. Based on the foregoing analysis, and considering the sensitivity
analyses on the variables selected above, Deloitte used a discount rate in the range of 6.0% to 7.0%.

Summary of discounted cash flow analysis

The DCF approach, including taking into account sensitivity analyses as described above, generates
results that are consistent with the Purchase Price.

Fairness considerations

The assessment of the fairness of the Purchase Price, from a financial point of view, must be determined
in the context of the particular transaction. Deloitte based its conclusions in the Fairness Opinion upon a
number of qualitative and quantitative factors including, but not limited to:

1. Comparing the Purchase Price to our analysis of implied enterprise multiples from our analyses of
precedent transactions;

2. Comparing the Purchase Price to the results of our DCF analysis and the associated sensitivity
analyses;

3. Other potential benefits (not quantified by the COK or Deloitte) that may accrue to the customers of
the Utility and the taxpayers of the COK, as discussed with COK’s consultant, Mr. David Craig,
including the following:

a) The ability of Fortis to recover future Utility infrastructure upgrades and expansion costs from
an expanded customer base;

b) Potential electricity rate reduction for non-residential customers;
¢) Taxation benefits; and

d} FortisBC efficiency gains on acquiring the Utility, a portion of which would accrue to the
customers of the Utility.
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4. Other factors or analyses, which we have judged, based on our experience in rendering such opinions,
to be relevant.

Fairness conclusion

Based upon and subject to the foregoing, Deloitte is of the opinion that, as at September 10, 2012, the
Purchase Price is fair, from a financial point of view, to the existing COK electricity customers and COK
taxpayers as a whole,

Y ours truly,

‘) els s ‘““e’\"Tth&g LLP

Deloitte & Touche LLP
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v d
City of e 1455 et S Alternative Approval
4 e atoneds Elector Response Form
Ke I Own a. kelowna.ca Electric Utility Restructuring Opportunity

| am OPPOSED to the City of Kelowna entering into an Agreement with FortisBC Inc. which will sell the City’s assets comprising its electrical
utility distribution system to FortisBC inc.
A full copy of the Agreement is available in the office of the City Clerk, 3" Floor, City Hall, 1435 Water Street, Kelowna, BC.

Note: You MUST reside or own property within the municipal boundaries of the City of Kelowna in order to sign this alternative approval
process elector response form.

INSTRUCTIONS

If you are opposed to the Agreement outlined above, and you qualify as an elector of the

City of Kelowna, you may sign an alternative approval process elector response form

e If you are not opposed to the Agreement outlined above, you need do nothing

° Accurate copies of the alternative approval process elector response forms may be made and each alternative approval process elector
response form, or accurate copy, may be signed by one or more electors

° To sign an alternative approval process elector response form you MUST meet the following criteria for either a Resident Elector OR a
Non-resident (Property) Elector:

I, the undersigned, hereby certify that:
| am eighteen vears of age or older; and

>

B | am a Canadian citizen; and

> | have resided in British Columbia for at least six months; and

> | have resided in the City of Kelowna for at least thirty days OR | have been the registered owner of real property, and have been
designated as the elector in regard to that property, in the City of Kelowna for at least thirty days {may only sign an alternative
approval process elector respense form once, no matter how many parcels the person might own within the City of Kelowna); and

> | am not disqualified by the Local Government Act or any other enactment or otherwise disqualified by law from voting in local
elections; and

> | am entitled to sign this alternative approval process electer response form and have not previously signed an alternative approval
process elector response form for the proposed Agreement.

All alternative approval process elector response forms must be received by the City Clerk, 3rd Floor City Hall,
1435 Water Street, Kelowna, BC, V1Y 1J4 on or before 4 pm Friday, Octaber 26, 2012,

Elector’s Full name: Residential Address: Signature of Elector:
(Print - NO initials) {or address of real property in Kelowna
owned by elector if nol resident)

You must meet the requirements above in order to sign this form,
NOTE: A person must not sign any alternative approval process elector response form more than once and may not withdraw his or her name
from the alternative approval process elector response form after the deadline for submission of the petitions has passed.

The number of eligible electors of the City of Kelowna is estimated to be 94, 845, If 10% (9,484} of the estimated number of electors of the
City of Kelowna sign an alternative approval process elector response form opposing the noted transactions, City Council will not be able to
proceed without then receiving the assent of the electors by referendum.

Personal information gathered on this form is collected under the authority of the Community Charter and Freedom of Information and
Protection of Privacy Act and will be used only by Legislative Services Branch staff to verify the validity of the petition.
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