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Renewable Energy Task Team (RETT)

Renewable Portfolio Standard Implementation Recommendations

1. Overview

Introduction

The renewable power sector welcomes the Liberal Government’s proposed Renewable
Portfolio Standard (RPS) and is intent on doing its part to facilitate its successful
implementation, including the achievement of the 2007, 5% objective (approximately 8
million MW/h).

The uncertainty and constant changes within the Ontario electricity market over the last
several years have been a significant deterrent to the development of new generation
projects. The result is that with Ontario in dire need of new electricity supply there are
few ‘traditional’ generation projects that could be brought to construction in a timely
manner. One of the bright spots, however, is the renewable power sector where the
ratification of the Kyoto Protocol and expectations of an RPS have been sufficient
incentive for developers to continue investing in planning generation projects. Indeed,
there are now several renewable power projects at advanced stages of planning.

A clear announcement by the Government in the Throne Speech of its intent to move
quickly to implement an RPS will accelerate the development work on these projects.
Furthermore, an early 2004 RPS tender will allow several of these projects to secure
private sector financing and begin feeding at least 1000MW to 1500MW of renewable,
cost-competitive power into the Ontario electricity grid by 2005 and 2006.

With broad based public support for cleaner power and relatively short renewable power
construction time-frames, the RETT is confident that renewable power projects in
Ontario represent one of the best short-term opportunities for new electricity supply.
This report presents a renewable power sector consensus on how the government and
project developers can work together to implement the RPS and bring new, cost-effective
renewable power supply online quickly.

Renewable Energy Task Team: Responsible Advocacy

The Renewable Energy Task Team (RETT) was formed in the fall of 2002 and charged
with prioritizing and refining the recommendations of the Legislative Select Committee
on Alternative Fuels that pertained to electricity, with a focus on waterpower and wind
power. In December 2002, the RETT produced a report ‘Generating Investment in
Ontario’ that outlined its conclusions. As a result of the separately announced intentions
of both the then Official Opposition and the Government to create an RPS or Renewable
Supply Objective, the RETT formed a working group to develop industry
recommendations on the best implementation options for an Ontario RPS. As with all the
RETT’s deliberations, the RPS Implementation Working Group sought industry
consensus, actively collaborated with Government officials and adopted what it believes
are responsible, balanced recommendations.
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Proposed Renewable Portfolio Standard

During the last election campaign, the Ontario Liberal Party proposed a renewable
portfolio standard of 5% by 2007 and 10% by 2010. The RETT believes the stated 2007
target of new renewable power supply equating to 5% of total supply (approximately 8
million MW/h of annual production) is achievable but, given project financing and
construction timelines, the process to award the required Power Purchase Agreements for
this new supply must begin almost immediately.

Reducing The Government’s Financial Burden

The RETT believes that the private sector is willing to assume the financial risk and
burden of new power supply development, in addition to permitting, construction and
operation risk. The only risk that the private sector is currently unable to accept is the
electricity market risk. The financial community’s profound unease about the Ontario
electricity market due to the inconsistency of the previous Government’s electricity
policy means that power purchase agreements from a credit-worthy entity (i.e. a body of
the Government) is the only way to facilitate private sector financing of new power
plants. This unease goes beyond the recent challenges with the Ontario electricity market
and is also rooted in the lack of financial stability of the participants in the North
American electricity market overall (e.g., Enron fiasco and loss of credit worthy
developers including Mirant, AES, PG&E, NEG, Williams and NRG).

As the Government addresses the deficit challenge it must also consider how best to
achieve the RPS. Numerous options exist from environmental uplift charges to merging
the cost into the overall price of electricity sold on the spot market. Regardless, for
program stability the government, with the sector’s support, needs to structure the
funding mechanism so that it does not impact the Government’s finances. To be clear, a
mechanism to fill the gap between existing and new generation will need to be
established for all types of generation, not just renewable power. In fact, the RPS could
effectively be a pilot for a broader, program to develop new sources of non-renewable
power.

Developing New, Affordable Renewable Power Supply

With the Power Purchase Agreement as the fulcrum to leverage private sector investment
in new renewable power supply, the next challenge is to ensure that Ontario rate-payers
get the most affordable renewable power supply. Renewable power projects, particularly
wind and waterpower, are highly capital intensive with relatively high construction costs
but low and predictable operating costs. As a result and in the absence of any fuel cost,
the debt service costs are the major driver of renewable power prices. Therefore lowering
the debt service costs for most renewable power projects is key to delivering affordable,
renewable power supply. The RETT recommends that for the first phase of the proposed
Liberal Government RPS, a central entity with the Government’s strong credit rating
issue 20 year Power Purchase Agreements (PPA) to project developers. The long debt
amortization period that such a PPA allows and the benefit of the Government’s credit
rating will result in substantially lower renewable electricity prices.
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Meeting the 2007 RPS Commitment

In order to enable the construction of sufficient renewable power facilities to meet the 5%
or 8 million MW/h objective by 2007, the RETT recommends that the Request for
Proposal be issued in February 2004 for a significant amount of renewable power supply.
It is anticipated that a number of successful bidders on the RFP will be unable to bring
their projects to commissioning, perhaps due to circumstances beyond their control. For
example the recent British Columbia/ BC Hydro renewable power RFP awarded power
purchase agreements to developers for a total of 1800MW despite having a goal of
enabling the commissioning of 800MW. As a result the Government should consider
issuing an RFP for a significant amount of renewable power in this first phase (1000MW
—1500MW).

The following is a potential critical path:
November 2003 Government Releases Waterpower and Wind Power Crown Land
Disposition Policy (already developed by MNR)'.

December 2003 RPS Announcement & Request for Letters from Prospective Projects
January 2004 Draft RFP and standard PPA Issued for Comment

February RFP Issued for 1000MW — 1500MW of New Renewable Power Supply
May Projects Selected and PPAs Negotiated

June PPAs Finalized

August — November Project Proponents Finalize Project Financing

Q3 2004 — Q1 2005 Project Proponents Complete Pre-Construction Planning
Q2 2005 -Q3 2006 Project Construction and Power Plant Commissioning
2006 Process for RPS ‘Phase Two’ Begins

A Robust and Efficient Project Selection Process

Bidder Eligibility

The process should allow only strong development teams with credible projects that can
be realistically completed by 2007. Planning work already completed, for example land
optioning for wind power projects, should be considered a good indication of the
likelihood of projects meeting the RPS deadline. Furthermore, there should be a bias
toward inclusiveness in the definition of renewable power in order to attract the greatest
number of credible proposals. Finally, one of the benefits of the RPS is that it will attract
new generators into the Ontario market and encourage existing players to expand. This
lays the groundwork for a strong Ontario electricity generation sector, ensuring future
generations of ample, cost effective electricity supply. The report recommends that any
possible participation by Ontario Power Generation in the RPS not discourage or unduly
limit the development of new independently operated, privately financed renewable
power projects. At the same time, the refurbishment and expansion opportunities at
Ontario Power Generation waterpower facilities appear significant and an environment
should be created such that these developments are pursued.

! Note: The Ministry of Natural Resources (“MNR”) stopped all development of new waterpower and
wind as it worked-out its allocation policy. After 4 years the Crown needs to release sites which require
the government have MNR release for final comment the process that they have developed with
expectation to allocate sites starting in 2004.
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Proposal Selection Criteria

A concise set of criteria by which bids could be evaluated is outlined later in the report.
Given the significant short-term supply objective, the RETT does not recommend any
technology set-asides but rather allows some discretion by the RFP administrating body
to ensure a reasonable diversity of renewable generation technologies. The over-arching
objective of the proposed bid selection should be that the most viable, cost-effective,
environmentally benign proposals be awarded PPAs and that a number of areas of the
province enjoy the economic benefit of renewable power development.

Power Purchase Agreement

In order that projects can be privately financed, the RETT recommends that the Power
Purchase Agreements be issued by a Government of Ontario organization such as the
Ontario Electricity Financial Corporation and that the term be a minimum of 20 years.
Renewable power technologies such as wind and run-of-river waterpower, which are not
dispatchable, would require PPAs that contract for the entire output of the facility. This
gives greater certainty to project financers and thereby lowers electricity prices. The
developer should be required to commit to an expected range of annual output. . The
ability of a particular generation technology to deliver power during peak demand periods
could be valued within the purchase price and may include covenants in the PPA to do so.
The government should also ensure the contracts are transferable, to preserve its options
in the future.

Renewable power purchases can involve two products: power and renewable
energy/emission reduction attributes. An important policy decision is whether all
renewable energy or emission reduction attributes should be assigned to the purchaser or
remains with the generator. Experience in other markets indicates that these attributes
could eventually be worth as much as the power generated. If the initial RPS PPAs have
all green attributes going to the purchaser, it allows the government the option to
implement a tracking and trading system at a later date. A tracking and trading system
will allow the government to eventually transition the RPS obligation to other credit-
worthy entities, as outlined later in this report. Finally, the development of a tracking and
trading system will permit the Government to eventually recover the value of the
renewable energy or emission reduction attributes it purchased. The premium offered in
a renewable power purchase agreement above market power rates may very well be offset
entirely by the value of the renewable energy attributes or credits.

There are three options for setting purchase prices under the PPAs, each with its own
advantages and disadvantages. Further consultation with the renewable power sector and
investment community should be conducted before one of the options is selected.

1. Competitive Tender

A competitive tender process could either commit successful bidders to deliver power at
the price offered in their proposal or set the price for all successful bidders according to
the highest accepted bid (i.e. the manner in which the IMO spot price is determined).
The latter price setting method avoids penalizing those that bid aggressively or rewarding
those that bid high but will result in a slightly higher average price.
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2. Feed-In Tariff

Effective in getting significant amounts of renewable power developed in Germany and
Spain, feed-in tariffs offer a standard rate for each type of renewable power and, in the
case of wind, may offer slightly different prices for different regions of the province
based on the strength of the resource. The feed-in tariff or price is set by an analysis of
financial markets and renewable project economics by the Government or a body of the
Government, in consultation with industry, and is intended to allow renewable power
projects to achieve the requisite return on investment to attract private project financing
but not allow ‘windfall’ profits.  This pricing method simplifies the proposal selection
process but does require that the feed-in tariffs be properly set so as to drive the desired
development. Modifications could be made on this price setting option including having
a ‘floor’ feed-in tariff guaranteeing a minimum price.

3. Negotiated Price

Under this process the entity managing the bid selection process or the counter party on
the contract if not the same body, simply negotiates a price for each selected project
based on financial modelling presented by the bidder. Similar to the feed-in tariff, the
objective is to set a price which allows the project to achieve the return on investment
hurdle required for private project financing.

All three options, if managed properly, allow for the most economical renewable power
projects in the Province or a region of the Province to be developed first and reward
efficient facility operation after commissioning.

Milestones

The RETT proposes a set of rigorous milestones that projects and proponents must meet
after being awarded a PPA. This will ensure all bidders understand that, if they are
successful, they will need to meet some clear obligations up to facility commissioning.
These milestones will also encourage the development of projects in a timely manner and
thereby help the Government meet its 2007 RPS and coal commitments.

Ontario Renewable Portfolio Standard: Post 2007

Without Load Serving Entities (LSEs - entities that purchase power on behalf of
consumers) in Ontario, it is not possible to immediately implement a ‘Texas-style’ RPS
where multiple entities are responsibility for meeting renewable supply targets. However,
under any compliance system, there will need to be a method for those entities which have
invested beyond their own compliance needs, to capture the value of their investments in
the market place. The inability to capture the upside of investments will discourage
investors’ participation in the market.

Both the New England and Texas attribute tracking systems track transactions between a
wide variety of parties including generators, investors, electricity end-use customers and non-
electricity users who wish to claim emission free generation as an offset for transportation
related emissions. Implementing a credible accounting system by 2007 will support Phase I
of the RPS by assuring that whichever party retains property rights to the renewable and
emissions attributes (the generator or the purchaser of the PPA) will have access to markets
in which they can realize the rewards of their investments and risk taking.
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If Ontario creates LSEs in the future (which may or may not be local utilities), the
Government should consider moving to an RPS based on Renewable Energy Credits at
that point. The advantages of such an evolution of the RPS is that it would spread the
burden of the renewable supply across a multitude of LSEs and wholesale purchasers and
eventually end any government role in renewable power PPAs. To be clear, while this is
probably a desirable end-state, in the near term the only means to achieve significant
renewable power supply development is through government-backed, long-term PPAs.

Similarly, the investment in a credible generation attribute accounting system, which can
in the future support a REC based RPS, is also critical to successful implementation of
the Phase I PPA RPS proposal and should not be delayed.

Advantages of Proposed RPS Implementation Approach

¢ Rapid and cost-effective development of a significant amount of renewable power
supply.

e Attraction of new power generation companies into the Ontario market.

e Significant economic development opportunity for northern and rural areas of
Ontario.

e Opportunity to use RPS RFP process as a “pilot’ for broader procurement of
natural gas fired and other non-renewable electricity supply.

e Flexibility for the Government to exit the PPA market in the future if and when
credit-worthy Load Serving Entities are clearly established.

e Significant opportunities for Ontario suppliers (e.g., steel for wind turbine towers
concrete for water power construction and biomass combustion units).

e Potential for Ontario to become a leader in the burgeoning North American
renewable power sector.

Next Steps

The Renewable Energy Task Team would be pleased to work with the Government in
implementing all or any of the recommendations in this report, building on earlier efforts
of the Task Team. A joint industry/government working group could begin work in
December on a detailed RPS implementation plan.
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2. Renewable Energy Task Team Membership

Renewable Energy Task Team (RETT)

David Boileau, President, Superior Wind Energy Inc. (Chair) / Wind Energy Task Force (Chair)
Paul Norris, President, Ontario Water Power Association

Glen Estill, Past-Chair, Canadian Wind Energy Association

Mike Crawley, President/CEO, AIM PowerGen Corporation

Eric Rosen, KMW Energy Systems Inc. / Canadian Bioenergy Association

RETT RPS Implementation Working Group

Philip Andres, Vestas - Canadian Wind Technology Inc.

Mike Crawley, AIM PowerGen Corporation (Chair)

Patrick Gillette, Canadian Renewable Energy Corporation

Dominic Marano, Regional Power Inc.

Robert McLeese, Access Capital Corp.

Eric Rosen, KMW Energy Systems Inc. / Canadian Bioenergy Association
Stephen Somerville, Probyn & Company Inc.

3. RETT RPS Implementation Working Group Mandate

Terms of Reference

1. Summarize critical success factors of Renewable Portfolio Standards (RPSs)
in other jurisdictions.

2. Identify unique design criteria for an Ontario RPS.

3. Develop recommendations on the nature and scope of the RPS including the

following aspects: contracting body (current assumption is the Independent
Market Operator), tender process, bidder eligibility, bid selection criteria, bidder
obligations and covenants, power purchase agreement structure and term.

4. Reach agreement with Government on all recommendations, where possible.

5. Encourage Government to reflect similar processes and principles as
recommended for the RPS in any Government facility renewable power
procurement initiative.

6. Adhere as closely as possible to the original recommendations of the
Renewable Energy Task Team December 2002 Report.

7. Where appropriate and practical, seek stakeholder input.

4. RPS Success Criteria

RPS Success Determinants

e The tender process only includes and selects credible, mature renewable power projects.
e Price competitiveness be a significant, albeit not the only, driver of bid selection.
e Selected projects utilize diverse generation technologies and are located
throughout the province (although there may be no specific mandate or allocation
in either case).
e The tender process, including bid selection criteria, is as simple and clear as possible.
e Power purchase contracts meet the requirements of the financial community and allow
for the most cost-effective debt financing (and thereby reducing electricity costs).
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Existing Renewable Portfolio Standards (RPSs)

RPSs have emerged in several U.S. States and European countries. The following is a
summary of what the Working Group sees as the critical success factors of the best RPSs:

e Credit worthy off-take partner(s) able to enter long-term contracts.

e Inclusion of only new renewable energy supply in the target (including
refurbishments and expansions).

e Policy stability.

e Credible renewable energy or emission reduction attribute accounting system to
protect both parties to a renewable power purchase agreement.”

The pertinent design elements in the Ontario market are the fact that Local Distribution
Companies cannot currently independently contract for power and there are no other
Load Serving Entities. In addition, the remaining retailers cannot currently assume the
burden of an RPS. This clearly limits the options for an off-take partner or counter-party
in an Ontario RPS to a body of the Government in the near term.

Please see attached: Appendix A — Renewable Portfolio Standards Overview

2 An attribute accounting system can be selective or comprehensive depending on the needs of the public policy and markets. The
Texas REC system tracks generation attributes only from generators meeting the states definition of renewable eligibility, does not
include information on air emissions and records transactions between buyers and sellers. The New England Generation Information
System tracks generation attributes of all generators, does include information on air emissions and records transactions between
buyers and sellers.
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5. RPS Design Recommendations
Eligible Bidders

As stated above, only credible projects with considerable pre-feasibility work should be
able to participate in an RFP to ensure the integrity of the process. A document outlining
this pre-feasibility work should be required of all bidders. If such a document is not
submitted or is deemed insufficient, a bidder could be rejected.

In addition the following eligibility criteria should also apply:

Eligible Technologies

A bias should be maintained for inclusion of various renewable energy technologies with
the objective to have a significant and diversified renewable power supply. The proposed
Environmental Tracking System can serve as the infrastructure for the longer term
implementation of the RPS — consistent with the draft regulation, technologies are
distinguished by source — as such, only renewable technologies such as waterpower,
wind, biomass, landfill gas and solar should be eligible. Projects that expect to receive
federal government funding should still be considered eligible (but bidders would identify
how their bid could be improved by such federal funding).

Facility Vintage

Existing facilities commissioned after the passage of Bill 35 (November, 1998) should be
considered eligible. These renewable power facilities were financed and constructed in
anticipation of the re-structuring of the electricity market and likely saw their business
models adversely affected by Bill 210. As such, it would seem fair that the owners of
these facilities should be able to benefit from the RPS. Furthermore, allowing companies
that have successfully constructed renewable power facilities in Ontario access to a stable
revenue source makes it more likely that those companies would develop additional
projects.

Upgrades/Refurbishments

Expanding and renewing existing waterpower and biomass facilities presents significant
opportunity for new power generation as will the scalability of wind power facilities.
Therefore, it is recommended that the incremental power generated from an upgrade or
refurbishment of an existing renewable power facility be eligible.

Ontario Power Generation (OPG)

One benefit of the RPS is that it can attract new market players and help foster
competition in the re-structured Ontario electricity market. Regardless of what role OPG
has in the RPS, the objective should be to maintain a level playing field for all current
participants in the Ontario renewable energy sector and to encourage new entrants. In
this respect, there may be opportunities to encourage private sector investment in re-
furbishing or expanding current OPG assets.

NUG Contractees
Only the incremental power generated from a refurbishment or expansion would be
eligible.
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Successful Bidder Cap

No one bidder should receive more than 35% of the energy allocation of any one phase or
RFP, based on the proposal that each phase include a substantial amount of new
renewable energy (i.e., at least 400MW to 500MW). This will ensure that no one
dominant player emerges in the renewable electricity sector. Under exceptional
circumstances, such as the presentation of a particularly attractive project, the
Government may elect to exceed this threshold or increase the annual allocation.

Single Projects

Each proposal should consist of only one, stand-alone project in one geographical area.
A single proposal with cumulative or multiple projects should not be considered. This
will allow for projects to be assessed on their individual merits. To be clear, proponents
may submit multiple bids in each RFP but each project must stand on its own.

Out of Province Projects

Until such time as reciprocal opportunities are available to Ontario developers in other
jurisdictions, it is recommended that only generation in the Province of Ontario be
eligible for the RPS.

Bid Selection Criteria

An overriding priority of the RPS is to contract for as much generation from cost-
competitive, Ontario-based renewable energy sources as possible. This interim report,
therefore, does not promote any specific asset or technology type over another. However,
the Working Group strongly feels that, both from a power price and power supply risk
mitigation perspective, the government should attempt to select generation projects that
come from a diverse mix of renewable sources, where possible. The Government may

want to consider allocating minimum generating asset type allocations for later phases of
the RPS.

It is recommended that bids be evaluated by a concise set of scored criteria as follows:

Price

Selling price should be the single biggest criteria but should represent no greater than a
50% weighting in order to acknowledge the significance of the other factors. The
Government should request that bid prices on wind power projects separately itemize the
bid price and the anticipated Wind Power Production Incentive revenue stream.
Transmission and grid connection costs represent a significant portion of overall project
costs and how they are accounted for will need to be addressed as this process unfolds.

Financial Viability
The ability of the proponent to raise the required project financing should be a primary
consideration.

Proven Technology
The generation technology should be proven with several commercial applications in
other jurisdictions to score high in this category.

10
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Technical Capability
The bidding organization must demonstrate the technical experience and capability to
develop a renewable power project.

Regional Economic Development
The direct and indirect economic impact of the project on its community, region and
province should be assessed.

Environmental Benefits/Natural Resources

Specific environmental enhancements generated by a project in a community or region
should be considered. Also, measured in this category will be the bidder’s demonstrated
ability to properly manage the natural resources in the project area and mitigate
anticipated environmental impacts, if any (i.e. water, air, forests and minerals). Bids may
also include eligibility for certification such as for the Environmental Choice Program
(ECP) or other environmental accreditation.

Environmental Approvals

The bidder’s progress in working towards environmental approvals and its competence in
addressing environmental legislation would be assessed. While demonstrated progress
in this area is positive, approval delays which are beyond the control of the bidder should
not, in themselves, negatively impact the bid.

Community Involvement
The bidder’s plan to involve interested community stakeholders in the development
proposal should be articulated.

Connection

Submissions should include a grid connection proposal with the top scores granted to
projects most advanced in completing their grid impact assessment studies (or equivalent
with an LDC).

Grid Impact
The net impact of the project to the transmission or distribution grid into which it would

connect should be assessed.

Licensing & Permitting

The progress of the bidder in applying for and receiving the required licences and in
gaining the necessary permits, including municipal planning amendments, should be
scored.

Small Project Set-Aside

In order to foster new technologies and private sector entrepreneurism, new market
entrants and distributive generation, a portion of the RPS should be set aside for small
projects, which should be defined as under IOMW. The selling price of a small project
could be a maximum of one cent per kW/h higher than the average selling price for all
other bidders.

11
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Furthermore, all applications should indicate any government funding that the project has
received, as well as First Nation involvement and expected regulatory and legal
requirements.

Power Purchase Agreement Structure

Counter-Party
The Counter-party (“Buyer”) to the PPA must be credit worthy throughout the term of the

PPA. Therefore to be financeable, it should be a Government of Ontario organization
fully backed and guaranteed by the government such as Ontario Electricity Financial
Corporation (“OEFC”) initially. If the PPAs are ever to be sold or moved to another
counter-party, the counter-party must be acceptable to the Seller, such acceptance not to
be unreasonably withheld.

Term
The term of the contract should be a minimum of 20 years, with the developer having the
option to attempt to negotiate for a longer or, if desirable, a shorter contract.

Contract Capacity
The contract capacity is the amount of electricity that must be delivered over the term of
the PPA.

It is recommended that the Buyer commit to purchase the entire annual output from the
Seller’s facility. This will facilitate the lowest cost debt financing and, therefore,
minimize the impact of the RPS on consumers’ electricity bills. Each contract should
include an estimate of the range of power the Seller expects to deliver on an annual basis
but shall not constitute an obligation. Clearly, the Seller would still need to have a very
good understanding of their expected output in order to secure financing and, based on
their contracted selling price, meet the obligations of that financing. All capacity must
be made available to the Buyer at all times except in the case of forced outages. Certain
generation technologies that can produce power during peak demand periods could see
value attributed to this capability in the purchase price and, perhaps, covenants in the
PPA around such delivery requirements. The value attributed could be derived from
storage capability, with commitments to generate more power during peak demand, or
from the nature of the renewable resource, which has a correlation of production with
peak demand.

Variations in Capacity

The PPA may allow for increases in capacity (up to 10%) that result from required design
changes that occur during the development of the project after the signing of the PPA.
Increases in capacity beyond 10% may proceed only with the agreement of the Buyer.
The PPA should make allowances for technologies dependent on intermittent resources
such as wind, small waterpower and solar projects.

Qualification as Green Power / Renewable Energy Credits

The PPA should be open to all sources qualified under the Ontario RPS as renewable
power. The PPA may also stipulate ongoing maintenance and operations requirements to
retain eligibility. Finally, the PPA will also assign ownership of green or emission
reduction credits for a project to the Buyer.

12
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Price

Prices per MWh may be determined by a competitive bidding process or a standard feed-
in tariff, as outlined in this document’s overview section. The bidding process should
allow for the Buyer to make adjustments relating to the delivery location of the Seller’s
power based on its desirability with respect to system requirements. The price should be
subject to an annual inflation adjustment based on the annual change in the CPI. (This
may be negotiable between the bidder and the contractor — all existing PPAs were not
created equally).

Bidder/Successful Bidder Covenants/Obligations

Bid Security
In order to submit a bid to supply power, the Bidder must deposit security in the amount

of [$1000] per MW of proposed capacity. This deposit is returned to unsuccessful
bidders.

[Note: The following items may be included in the power purchase agreement (“PPA”)
depending on the tender process. They should be included in the PPA if the PPAs will be
signed shortly after the successful bidders are chosen. We will assume that a PPA is
signed quickly for the purpose of the language used. We have used the terms Buyer and
Seller to refer to the counter-parties to the PPA.]

Development Security

The Successful Bidder (the “Seller””) will be required to deposit Development Security in
the amount of [$5,000] per MW of proposed capacity within 60 days of the PPA being
signed. This would be refunded at the commercial operations dates (COD).

Commitment to Proceed with Project and achieve commercial operations

The Successful Bidder’s (“Seller”) commitment to develop the project may be
conditional on meeting certain conditions and milestones within a specified time frame
subsequent to signing the PPA. These conditions may include:
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Event Timeline Cure Period
Interconnection Agreement Prior to Construction

Permits Issued Prior to Construction

Final Site Acquisition Prior to Construction

Financing Prior to Construction

Commencement of Construction PPA + 18 months 6 months

Commencement of Operations

- Wind PPA + TBD TBD
- Solar PPA + TBD TBD
- Biomass PPA +TBD TBD
- Waterpower PPA + TBD TBD
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The Seller must use commercially reasonable efforts to meet the conditions required and
proceed to commencement of construction. Some flexibility must be allowed for project
elements that are beyond the developers’ reasonable control, e.g. Hydro One grid
connection work. A non-compliance penalty in each case would be assessed. PPA
revocation must only be considered as a penalty in extreme cases. To do otherwise
would deter project financiers. If the PPA is terminated and the Seller has used
commercially reasonable efforts to satisfy the conditions, then the Development Security
will be returned.

Once the conditions above have been met and construction has commenced, the Seller is
committed to develop the Project to completion by achieving the commercial operations
date (“COD”). The PPA will specify a date by which COD must be achieved (“Target
COD”). If the Target COD is not achieved by this date (with cure period), the Buyer may
terminate the contract.

Introduction of Tradable Renewable Energy Credits:

Implementation of a credible generation attributes accounting system is critical to
successful RPS implementation. While the priority of the government in the near term is
to bring on line as much renewable generation as possible, it is recommended that a REC
system be adopted in combination with the PPA system to be utilized as the RPS rolls
out. A robust accounting system using Renewable Energy Credit (REC) is key to
successful implementation of the PPA system.The Government should move as quickly
as possible to implement a comprehensive system for documenting the generation
attributes. Installed capacity of any generation unit is only a rough predictor of actual
generation. An after the fact third party verified certificate based system offers the least
cost mechanism for assuring that both buyers and sellers in PPA are treated fairly. In
addition, an attributes tacking system will facilitate the voluntary market for green power,
compliance with Kyoto and cross boarder transactions with important trading partners in
New York and New England.

While, the Ontario electricity system does not employ the Load Serving Entity model
used on some US systems, there is still a critical need for a system that will achieve the
following objectives:

e Document the attributes of the generator of each MWh of production.

e Provide a means for transferring property rights for those attributes, either
bundled with the power or separately from the power depending on the interests
of the parties.

e Provide a means for documenting attribute transactions in Ontario in a manner
that enables Ontario renewable generators that do participate in the Ontario RPS
to participate in the voluntary green market and cross border transactions into the
potentially lucrative RPS markets in New England and NY.

The utilization of the two systems will reduce the cost of RPS compliance and afford the
most flexibility to obligated participants.

14

Renewable Energy Task Team (RETT) - Renewable Portfolio Standard Implementation Recommendations

November 14, 2003



The adoption of a REC market will lead to, over the medium term, less reliance on
government backed PPAs, and in the longer term, the abandonment of any government
role in the PPA process. The REC market would therefore become the primary market
driver for new renewable generation development.

The development and promotion of a REC market will ensure an RPS system that is
liquid, robust and market oriented.

6. Conclusion

The renewable power sector is well positioned to fulfill the Government’s RPS
commitments of 5% by 2007 and 10% by 2010 and assist in the overall development of
new, clean power supply. With a substantial number of renewable power projects at
advanced planning stages, broad generation sector and public support for renewable
power and short construction, a spring tender for a first tranche of the RPS could drive
the privately financed construction of a great number of renewable power facilities.
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APPENDIX A - Renewable Portfdio Standards: An Overview

Jurisdiction | Resource | Market Requirement | REC Imports Vintage Penalties Price Cap | Status
Eligibility Type Trading Eligibility
Germany Wind Monopoly | 22,000 MW No No Only new N/A Feed in- On target to
by 2010 facilities built tariff. meet
by public and objective.
private
companies.
Quebec Wind Monopoly | 1000 MW by | No No Only new N/A N/A June close of
2012 wind facilities tender, Fall
in specific 2004 PPAs
region qualify awarded.
and must be
privately
owned.
British Wind & Monopoly | 1800 GWh by | No No Only new N/A N/A Successful
Columbia | water 2006 wind facilities bidders
built by selected Sept
private 2003.
companies.
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