Memorandum of Agreement

BETWEEN
Her Majesty the Crown In Right of Ontario (the
"Shareholder”)
And
Ontario Power Generation (“OPG”)
Purpose

This document serves as the basis of agreement between Ontario Power
Generation Inc. (“OPG”) and its sole Shareholder, Her Majesty the Queen in
Right of the Province of Ontario as represented by the Minister of Energy (the
“Shareholder”) on mandate, governance, performance, and communications.
This agreement is intended to promote a positive and co-operative working
relationship between OPG and the Shareholder.

OPG will operate as a commercial enterprise with an independent Board of
Directors, which will at all times exercise its fiduciary responsibility and a duty
of care to act in the best interests of OPG.

A. Mandate

1. OPG'’s core mandate is electricity generation. It will operate its existing
nuclear, hydroelectric, and fossil generating assets as efficiently and cost-
effectively as possible, within the legislative and regulatory framework of the
Province of Ontario and the Government of Canada, in particular, the
Canadian Nuclear Safety Commission. OPG will operate these assets in a
manner that mitigates the Province’s financial and operational risk.

2. OPG’s key nuclear objective will be the reduction of the risk exposure to the
Province arising from its investment in nuclear generating stations in
general and, in particular, the refurbishment of older units. OPG will
continue to operate with a high degree of vigilance with respect to nuclear
safety.

3. OPG will seek continuous improvement in its nuclear generation business
and internal services. OPG will benchmark its performance in these areas
against CANDU nuclear plants worldwide as well as against the top quartile
of private and publicly- owned nuclear electricity generators in North
America. OPG’s top operational priority will be to improve the operation of
its existing nuclear fleet.

4. With respect to investment in new generation capacity, OPG'’s priority will
be hydro- electric generation capacity. OPG will seek to expand, develop
and/or improve its hydro- electric generation capacity. This will include
expansion and redevelopment on its existing sites as well as the pursuit of
new projects where feasible. These investments will be taken by OPG
through partnerships or on its own, as appropriate.
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OPG will not pursue investment in non-hydro-electric renewable generation
projects unless specifically directed to do so by the Shareholder.

OPG will continue to operate its fossil fleet, including coal plants, according
to normal commercial principles taking into account the Government’s coal
replacement policy and recognizing the role that fossil plants play in the
Ontario electricity market, until government regulation and/or unanimous
shareholder declarations require the closure of coal stations.

OPG will operate in Ontario in accordance with the highest corporate
standards, including but not limited to the areas of corporate governance,
social responsibility and corporate citizenship.

OPG will operate in Ontario in accordance with the highest corporate

standards for environmental stewardship taking into account the
Government’s coal replacement policy.

Governance Framework

The governance relationship between OPG and the Shareholder is anchored
on the following:

1.

2.

OPG will maintain a high level of accountability and transparency:

e OPG is an Ontario Business Corporations Act (“OBCA”) company and is
subject to all of the governance requirements associated with the OBCA.

e OPG is also subject to the Freedom of Information and Protection of
Privacy Act, the Public Sector Salary Disclosure Act and the Auditor
General Act.

e OPG's regulated assets will be subject to public review and assessment
by the Ontario Energy Board.

e OPG will annually appear before a committee of the Legislature which
will review OPG'’s financial and operational performance.

The Shareholder may at times direct OPG to undertake special initiatives.
Such directives will be communicated as written declarations by way of a
Unanimous Shareholder Agreement or Declaration in accordance with
Section 108 of the OBCA, and be made public within a reasonable
timeframe.

Generation Performance and Investment Plans

OPG will annually establish 3 -5 year performance targets based on
operating and financial results as well as major project execution. Key
measures are to be agreed upon with the Shareholder and the Minister of
Finance. These performance targets will be benchmarked against the



performance of the top quartile of electricity generating companies in North
America.

. Benchmarking will need to take account of key specific operational and
technology factors including the operation of CANDU reactors worldwide,
the role that OPG’s coal plants play in the Ontario electricity market with
respect to load following, and the Government of Ontario’s coal
replacement policy.

. OPG will annually prepare a 3 — 5 year investment plan for new projects.
. Once approved by OPG’s Board of Directors, OPG’s annual performance

targets and investment plan will be submitted to the Shareholder and the
Minister of Finance for concurrence.

. Financial Framework

. As an OBCA corporation with a commercial mandate, OPG will operate on
a financially sustainable basis and maintain the value of its assets for its
shareholder, the Province of Ontario.

. As a transition to a sustainable financial model, any significant new
generation project approved by the OPG Board of Directors and agreed to
by the Shareholder may receive financial support from the Province of
Ontario, if and as appropriate.

. Communication and Reporting

. OPG and the Shareholder will ensure timely reports and information on
major developments and issues that may materially impact the business of
OPG or the interests of the Shareholder. Such reporting from OPG should
be on an immediate or, at minimum, an expedited basis where an urgent
material human safety or system reliability matter arises.

. OPG will ensure the Minister of Finance receives timely reports and
information on multi-year and annual plans and major developments that
may have a material impact on the financial performance of OPG or the
Shareholder.

. The OPG Board of Directors and the Minister of Energy will meet on a
quarterly basis to enhance mutual understanding of interrelated strategic
matters.

. OPG’s Chair, President and Chief Executive Officer and the Minister of
Energy will meet on a regular basis, approximately nine times per year.



F.

OPG's Chair, President and Chief Executive Officer and the Minister of
Finance will meet on an as needed basis.

OPG'’s senior management and senior officials of the Ministry of Energy
and the Ministry of Finance will meet on a regular and as needed basis to
discuss ongoing issues and clarify expectations or to address emergent
issues.

OPG will provide officials in the Ministry of Energy and the Ministry of
Finance with multi-year and annual business planning information, quarterly
and monthly financial reports and briefings on OPG’s operational and
financial performance against plan.

In all other respects, OPG will communicate with government ministries and

agencies in a manner typical for an Ontario corporation of its size and
scope.

Review of this Agreement

This agreement will be reviewed and updated as required.

Dated: the 17th day of August, 2005

On Behalf of OPG: On Behalf of the Shareholder:
Original signed by: Original signed by:

Jake Epp Her Majesty the Queen in Right of
Chairman the Province of Ontario as

Board of Directors represented by the Minister of Energy,

Dwight Duncan
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