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Overview 1 

Festival Hydro Inc. (FHI) was incorporated July 11, 2000, in accordance with the 2 

requirements of the Electricity Act, 1998, S.O. 1998, c. 15, Schedule A.  3 

FHI is wholly owned by the Corporation of the City of Stratford.  4 

The purpose of this evidence is to summarize the method and cost of financing capital 5 

requirements for the 2025 Test Year.  6 

2.5.1 Capital Structure 7 

FHI has a current deemed capital structure of 4% short-term debt with a return of 2.16%, 8 

56% long-term debt with a return of 4.18% and 40% equity with a return of 9.30% as 9 

approved in the 2015 Cost of Service (COS) rate decision EB-2014-0073. 10 

FHI has prepared this 2025 COS Application in accordance with the Ontario Energy 11 

Board’s (Board) guidelines provided in the Report of the Board on Cost of Capital for 12 

Ontario’s Regulated Utilities (the “2009 Report”) issued on December 11, 2009. For the 13 

purposes of preparing this Application, FHI has used the cost of capital parameters issued 14 

by the Board on October 31, 2023, for 2024 COS Rate Applications for rates with effective 15 

dates in 2024. FHI will update its cost of capital parameters to reflect future Board issued 16 

cost of capital parameters for rates with effective dates in 2025 prior to the issuance of 17 

the Board’s decision for this Application. FHI’s actual capital structure departs slightly for 18 

the OEB’s deemed structure for rate making purposes, however, FHI is not proposing any 19 

deviation from the Board’s cost of capital methodology. 20 

2.5.2 Cost of Capital (Return on Equity and Cost of Debt)  21 

Common Equity and Preferred Shares 22 

As outlined above, for the purposes of preparing this Application, FHI has used the Cost 23 

of Capital Parameters issued by the Board on October 31, 2023, for 2024 COS rate 24 

applications which reflects a return on equity of 9.21%. FHI will update the return on equity 25 
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to reflect future Board issued cost of capital parameters for rates with effective dates in 1 

2025 prior to the issuance of the Board’s decision for its Application. 2 

There have been no changes to the actual equity share structure since the 2015 COS 3 

Rate Application. Equity consists of 6,100 Class A Preferred Shares with a book value of 4 

$6,100,000 and 6,995 common shares with a book value of $9,468,388. The City of 5 

Stratford owns 100% of the shares in each class.  6 

Cost of Debt: Short-Term 7 

For rate making purposes, FHI proposes to recover $179,857 through distribution rates 8 

in the 2025 test year for the Deemed Short-Term Debt. The Short-Term Debt Amount is 9 

derived by applying the Board’s October 31, 2023, published 2024 Cost of Capital 10 

Parameters for Short Term Debt to the deemed 4% of the capital structure at a rate of 11 

6.23%. The applicable default rate for the Short-Term Debt will be updated when 2025 12 

Cost of Capital Parameters are made available by the Board prior to the 2025 COS 13 

Decision. 14 

Cost of Debt: Long-Term 15 

For the 2025 test year, FHI is requesting a return on Long Term debt of 4.75%. The 4.75% 16 

rate is computed based on the weighted average of the following Long Term Debt 17 

components: 18 

1. FHI’s affiliate debt consists of two demand Promissory Notes held by its shareholder 19 

The City of Stratford, to which has been assigned the January 1, 2024, Board approved 20 

deemed interest rate of 4.58%. The actual interest rate on both Promissory Notes is 21 

7.25%. This request regarding affiliate debt is consistent with FHI’s 2015 approved COS 22 

Decision and Order. Copies of the Promissory Notes are attached in Attachment 5-2.  23 

2. FHI entered into a lending agreement with the Royal Bank in June 2012 to facilitate the 24 

construction of the Transformer Station in the south end of The City of Stratford. The $14 25 

million CWIP borrowing facility was converted into a fixed rate term loan effective May 1, 26 

2013. The fixed loan is supported by a swap agreement with notional principal of 27 
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$14,000,000 commencing effective May 1, 2013, and maturing May 31, 2038. The swap 1 

is a receive variable, pay fixed swap with the Royal Bank. This agreement has effectively 2 

converted variable interest rates on banker’s acceptance to an effective fixed interest rate 3 

of 2.93% plus a stamping fee. The 2.93% rate portion is fixed for 25 years however there 4 

was a change when the loan was renewed to 2.64%. The stamping fee portion started at 5 

0.42% for a 10-year period and was renewed at 2.10% in 2023 for an additional 10-year 6 

period for a total of 4.74%. A copy of the Royal Bank lending agreement is attached in 7 

Attachment 5-3. 8 

3. FHI entered into a lending agreement with the Royal Bank in September of 2021 to 9 

assist in discharging Infrastructure Ontario debt which was used to fund the smart meter 10 

deployment. The original IO Loans were fixed over 15 years. The first debenture was 11 

issued on December 15, 2010, with a face value of $2,192,000 at a 15-year fixed rate of 12 

4.40% per annum. The second debenture was issued on April 1, 2011, for a face value 13 

of $308,000 at a 15-year fixed rate of 3.98%. The new RBC loan was for $900,000 bearing 14 

interest at 2.62%. This loan matures November 25, 2025.   15 

4. FHI entered into an interest rate swap agreement with RBC on a notional principal of 16 

$5,000,000. The effective date of the loan is December 31, 2024, and was drawn on as 17 

short-term revolving debt until this date. This agreement has effectively converted 18 

variable interest rates to an effective fixed interest rate of 2.21% plus stamping fee of 19 

1.81% for a total of 4.02%. FHI entered into this agreement as a 3-year forward fix in late 20 

2021 to take advantage of favourable interest rates.   21 

5. FHI plans to enter into an additional 10-year interest rate swap agreement with RBC in 22 

2025 to assist in financing its larger capital projects. FHI has projected a loan amount of 23 

$5M and estimated an interest rate of 6.05%, based on an RBC estimate as of February 24 

16, 2024, for the purpose of 2025 rates.  25 

FHI has determined that these swap agreements do not meet the standards to apply 26 

hedge accounting. Since the standard is not met, the interest rate swap is marked to 27 

market at the end of each fiscal year. The amount of the unrealized gain as at December 28 
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31, 2023, was $454,755. FHI plans to secure this loan for the full term of the lending 1 

agreement, at the end of the term there will be no actual gain or loss arising related to the 2 

swaps. As such, FHI is not recognizing the impact of the unrealized gain or loss in 3 

determining 2025 distribution rates. 4 

The details of the Long-Term Bank Debt with RBC are reflected in Table 5-1 below. 5 

Table 5-1 Long-Term Bank Debt with RBC 6 

 7 

 8 

Other Credit Facilities 9 

In addition to the debt instruments above, FHI has two other credit facilities which include: 10 

1. $15,000,000 revolving term facility by way of RBC based loans, overdrafts, and 11 

bankers’ acceptance, which is used for short term financing. 12 

2. $3,600,000, revolving term facility by way of a letter of guarantee, of which the amount 13 

of $3,095,139 is used to secure its prudential obligations with the Independent Electricity 14 

System Operator. 15 

All credit facilities are secured by a general security agreement over FHI’s distribution 16 

assets and subject to restrictive covenants. 17 

 18 

2025

Details Covering Date Amount

Average 

Principal 

Balance

Bank Debt with RBC for Transformer Station, 4.74% 

due May 31, 2038

Transformer 

Station 2012

2013-05-01 14,000,000 8,601,500 

Bank Debt with RBC to replace Infrastructure Ontario 

Loans, 2.62% due November 25, 2025

Replace IO 

Loans for Smart 

Meters

2021-11-04 900,000 107,715 

Bank Debt with RBC for Ongoing Capital Investments, 

4.02% due August 31, 2034

Ongoing Capital 

2023-2024

2024-12-31 5,000,000 4,813,816 

Projected: Bank Debt with RBC for Ongoing Capital 

Investments, 6.05% 

Ongoing Capital 

2025

2025-01-02           5,000,000 4,875,800 

Original Loan
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Capital Structure and Cost of Capital 1 

Table 5-2 is a reproduction of Appendix 2-OA that demonstrates the elements of the 2 

Capital Structure and Cost of Capital for the 2015 Board-Approved and 2025 Test Year. 3 

For 2025, the Weighted Average Cost of Capital of 6.59% will be applied to the Rate Base 4 

of $72,173,625, which is explained in detail in Exhibit 2, to determine a Return on Rate 5 

Base of $4,756,852 that is included in the proposed Revenue Requirement. 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 
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Table 5-2 Capital Structure and Cost of Capital (2-OA) 1 

 2 

 3 

Weighted Average Cost of Long-Term Debt 4 

Table 5-3 is a reproduction of Appendix 2-OB listing FHI’s Long Term Debt instruments 5 

and weighted average cost of Long Term Debt from 2015 to the 2025 Test Year. 6 

 7 

 8 

Cost 

Rate
Return

% $ % $

Long-Term Debt 56%               40,417,230 4.75% 1,918,119 

Short-Term Debt 4%                 2,886,945 6.23% 179,857 

Total Debt 60%               43,304,175 4.84% 2,097,975 

Common Equity 40%               28,869,450 9.21% 2,658,876 

Preferred Shares 0%                               -   0% - 

Total Equity 40%               28,869,450 9.21%          2,658,876 

Total 100%               72,173,625 6.59% 4,756,852 

Test Year:    2025

Capitalization Ratio
Particulars

Equity

Debt

Cost 

Rate
Return

% $ % $

Long-Term Debt 56%               34,596,105 4.18% 1,446,117 

Short-Term Debt 4%                 2,471,150 2.16% 53,377 

Total Debt 60%               37,067,255 4.05% 1,499,494 

Common Equity 40%               24,711,504 9.30% 2,298,170 

Preferred Shares 0%                               -   0% - 

Total Equity 40%               24,711,504 9.30%          2,298,170 

Total 100%               61,778,759 6.15% 3,797,664 

Last OEB-Approved Year:    2015

Particulars
Capitalization Ratio

Debt

Equity
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Table 5-3 Debt Instruments 1 

 2 

 3 

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 1,645,240   4.40% 72,391         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 233,796       3.98% 9,305           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 13,221,583 3.35% 442,923       

Total 30,700,619 4.13% 1,268,739   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 1,515,047   4.40% 66,662         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 215,454       3.98% 8,575           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 12,821,833 3.35% 429,531       

Total 30,152,334 4.14% 1,248,889   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 1,379,058   4.40% 60,679         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 196,735       3.98% 7,830           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 12,409,667 3.35% 415,724       

Total 29,585,460 4.15% 1,228,352   

Year:    2015

Year:    2016

Year:    2017

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 1,237,022   4.40% 54,429         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 176,528       3.98% 7,026           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 11,984,167 3.35% 401,470       

Total 28,997,717 4.16% 1,207,044   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 1,088,668   4.40% 47,901         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 155,884       3.98% 6,204           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 11,545,000 3.35% 386,758       

Total 28,389,552 4.17% 1,184,983   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 933,713       4.40% 41,083         

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 134,410       3.98% 5,350           

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 11,092,083 3.35% 371,585       

Total 27,760,206 4.19% 1,162,138   

Year:    2018

Year:    2019

Year:    2020
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 1 

 2 

Notional Debt 3 

FHI’s deemed and actual long-term debt are different. For the 2025 Test Year, the actual 4 

amount of Long Term Debt is $33,998,831 (Table 5-3) and the deemed Long Term Debt 5 

is $40,417,230 (Table 5-2). Therefore, FHI has a positive notional debt of $6,478,317. 6 

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Infrastructure Loan 01 RBC Third-Party Fixed Rate 12/15/2010 15 406,607       4.40% 76,220         paid off early and replaced

Infrastructure Loan 02 RBC Third-Party Fixed Rate 4/1/2011 15 61,712         3.98% 8,584           paid off early and replaced

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 10,624,667 3.35% 355,926       

Bank Loan RBC Third-Party Fixed Rate 11/4/2021 4 900,000       0.22% 1,965           to replace IO loans

Total 27,592,986 4.30% 1,186,815   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Swap Loan RBC Third-Party Fixed Rate 5/31/2013 25 10,142,500 3.35% 339,774       

Bank Loan RBC Third-Party Fixed Rate 11/4/2021 4 783,335       2.62% 20,523         to replace IO loans

Total 26,525,835 4.16% 1,104,417   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Bank Loan RBC Third-Party Fixed Rate 11/4/2021 4 563,996       2.62% 14,777         

Swap Loan # 1 RBC Third-Party Fixed Rate 5/31/2013 25 9,644,583   3.35% 323,094       

Swap Loan # 2 RBC Third-Party Fixed Rate 12/31/2024 25 2,500,000   4.92% 123,000       

Total 28,308,579 4.26% 1,204,990   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.77% 744,120       

Bank Loan RBC Third-Party Fixed Rate 11/4/2021 4 338,840       2.62% 8,878           

Swap Loan # 1 RBC Third-Party Fixed Rate 5/31/2013 25 9,131,667   4.74% 432,841       

Swap Loan # 2 RBC Third-Party Fixed Rate 12/31/2024 25 5,000,000   7.22% 361,000       

Total 30,070,507 5.14% 1,546,839   

Description Lender

Affiliated or

Third-Party

Debt?

Fixed or

Variable-

Rate?

Start Date
Term

(Years)

Average

Principal

($)

Rate

(%)

(Note 2)

Interest ($)

(Note 1)

Additional

Comments (if

any)

Shareholder Loan City of Stratford Affiliated Fixed Rate 11/1/2000 Demand 15,600,000 4.58% 714,480       

Bank Loan RBC Third-Party Fixed Rate 11/4/2021 4 107,715       2.62% 2,822           

Swap Loan #1 RBC Third-Party Fixed Rate 5/31/2013 25 8,601,500   4.74% 407,711       

Swap Loan #2 RBC Third-Party Fixed Rate 12/31/2024 25 4,813,816   4.02% 193,515       

New Loan RBC Third-Party Fixed Rate 1/1/2025 25 4,875,800   6.05% 294,986       

Total 33,998,831 4.75% 1,613,515   

Year:    2024

Year:    2025

Year:    2023

Year:    2021

Year:    2022
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FHI is requesting that the notional debt attract the weighted average cost of actual Long 1 

Term Debt rather than the current deemed long-term debt rate issued by the Board. FHI 2 

is actively moving closer to the deemed 60/40 split to ensure FHI receives the benefit of 3 

lower debt rates while still retaining flexibility and debt capacity for future capital needs. 4 

For example, the actual split proposed in 2025 is 54/46 debt to equity which has increased 5 

from 2022, which was 50.5/49.5 debt to equity.  6 

Profit or Loss on Redemption of Debt 7 

There is no profit or loss on redemption of debt. 8 

 9 

2.5.3 Not for Profit Corporations 10 

A Reserve Requirement is not applicable because FHI is a for-profit corporation. 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 
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File Number: EB-2024-0023

Exhibit: 5

Tab:
Schedule: Table 5-2

Page: 8

Date: 26-Apr-24

Test Year:

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $40,417,230 4.75% $1,918,119
2   Short-term Debt 4.00% (1) $2,886,945 6.23% $179,857
3 Total Debt 60.0% $43,304,175 4.84% $2,097,975

Equity
4   Common Equity 40.00% $28,869,450 9.21% $2,658,876
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $28,869,450 9.21% $2,658,876

7 Total 100.0% $72,173,625 6.59% $4,756,852

(1)

Last OEB-approved year:

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $34,596,105 4.18% $1,446,117
2   Short-term Debt 4.00% (1) $2,471,150 2.16% $53,377
3 Total Debt 60.0% $37,067,256 4.05% $1,499,494

Equity
4   Common Equity 40.00% $24,711,504 9.30% $2,298,170
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $24,711,504 9.30% $2,298,170

7 Total 100.0% $61,778,759 6.15% $3,797,664

(1)

Line 
No. Capitalization Ratio

Notes
4.0% unless an applicant has proposed or been approved for a different amount.

2015

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

This table must be completed for the last OEB-approved year and the test year.

4.0% unless an applicant has proposed or been approved for a different amount.
Notes

2025



File Number: EB-2024-0023

Exhibit: 5

Tab:
Schedule: Table 5-3

Page: 9

Date: 26-Apr-24

Notes

1
2

3

Year 2015

Row Description Lender
Affiliated or Third-

Party Debt?
Fixed or 

Variable-Rate?
Start Date

Term              
(years)

Principal                         
($) Rate (%) 2 Interest ($) 1

Additional 
Comments, if any

1 Shareholder Loan City of Stratford Affiliated Fixed Rate 1-Nov-00 Demand 15,600,000$   0.0477 744,120.00$   
2 Infrastructure Loan 01 RBC Third-Party Fixed Rate 15-Dec-10 15 1,645,240$     0.044 72,390.56$     
3 Infrastructure Loan 02 RBC Third-Party Fixed Rate 1-Apr-11 15 233,796$        0.0398 9,305.08$       
4 Swap Loan RBC Third-Party Fixed Rate 31-May-13 25 13,221,583$   0.0335 442,923.03$   
5 -$                
6 -$                
7 -$                
8 -$                
9 -$                

10 -$                
11 -$                
12 -$                

Total 30,700,619$   4.13% ###########

Appendix 2-OB
Debt Instruments

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
with any subsequent update issued by the OEB.

Add more lines above row 12 if necessary.
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GRID   PROMISSORY   NOTE 

September    1, 2022 

1. FOR   VALUE    RECEIVED,    the  undersigned,    FESTIVAL   HYDRO   SERVICES    INC., 

a company    incorporated    under   the  laws  of  the  Province    of  Ontario   (the  "Borrower")    hereby

promises    to  pay  to  or  to  the  order   of  FESTIVAL   HYDRO   INC.   (the  "Holder")    the  unpaid

principal    balance    of  all  advances    ("Advances"),      together   with   interest   on  such   Advances    as

hereinafter    provided   for,  made  by the  Holder   to the  Borrower    as recorded   by the  Holder   on the

grid  attached   as Appendix    A  hereto,   and  if more  than  one  grid  is  attached   hereto,   on  the  grids

sequentially     numbered     and   attached    hereto.   Notwithstanding      the   terms   provided    above,    the

balance   of  all  Advances    shall  total  no  greater   than  Two  Million   Dollars   ($2,000,000)    in  lawful

money  of Canada.

2. The  Borrower    shall  pay  interest   on  the  principal    balance    of  all  Advances    from   time  to time

outstanding    hereunder,    from  the  respective    dates   of  such   Advances    to  and  including    the dates  of

their  respective   repayment,   at a rate  of interest   per  annum  equal   to a rate  of interest    per  annum  equal

to the  prime rate  of interest   quoted   from  time  to time.  The  monthly   interest   payable shall  be  calculated

using  the  average   of the  opening   and  closing   balance   of amounts   owing  for the  month  under  this

promissory    note.

3. Interest   at  the  aforesaid    rate  shall  continue   to  be  payable   until  the  principal    amount   of each

Advance   has  been  repaid  in full  and  in case  default   shall  be made  in payment   of any  sum to become   due

for  interest   at the  time  herein  provided,    compound    interest   shall  be payable   and  the sum  in arrears  for

interest  from  time  to time,  as well  after as before  maturity,   shall  bear  interest  at the  rate  provided   for

herein.

4. This   promissory     note   shall   secure    a  running    account    and   notwithstanding     that   the

principal   balance   of all  Advances   may  be reduced   to zero  or  may  show  a credit  in favour   of the Borrower

from  time  to  time  this  promissory    note   shall   continue    in  full  force   and  effect   with respect  to any

Advances   of the principal    sum  made  thereafter.

5. Entries   recorded   by the  Holder   on the  grid  attached   hereto   shall  be prima facie evidence of all

amounts shown thereon,  unless within  thirty (30) days of receipt of a copy of such entries, the Borrower  claims

and establishes  that an error has been made, and such entries shall then be admissible  in  any proceedings  as full

and conclusive  evidence  of  such  amounts  and  shall be binding  on the Borrower  to the same extent  and effect

as though  the Borrower  had  executed  a separate promissory  note for each of such entries.

6. The Borrower shall repay the principal  balance  of all Advances  then outstanding  plus  all accrued and

unpaid interest due thereon in whole  upon the earliest  to occur of:

(a) demand by the Holder,  which for greater certainty may be made in writing at any time;



(b) (i) the sale  or license of all, or substantially  all  of the assets of the Borrower;  or (ii) any 
transaction  the  result  of which  will  cause  the Holder  to hold  less  than l 00% of the issued 
and outstanding shares of the Borrower;

(c) the occurrence of an Event of Default (as defined herein);  and

(d) November l, 2027.

Notwithstanding the provisions p r o v i d e d  in Section 6, the Borrower sh a l l  be entitled to prepay 

all or any part or parts of the principal   balance o f  all Advances p lu s  all accrued and  unpaid interest due 

thereon at any time or times and from time to time without notice or bonus. 

7. Notwithstanding that the aforesaid principal balance of all Advances is stated to be due as stated above,

the principal amount of all Advances at any time outstanding, together with all accrued but unpaid interest as

hereinbefore   provided for, shall be due and payable on the happening of any one of the following events,

whichever first occurs (collectively, “Event   of Default"):

(a) the Borrower  fails  to  pay  any  interest  required  to  be paid  hereunder  within  5 business days

after the date such interest becomes due and payable;

(b) the Borrower  shall generally not pay its debts as such debts become due, or shall admit  in writing

its inability  to  pay  its debts  generally  or shall make  a general assignment  for the benefit  of

creditors or any proceeding  shall be instituted  by or against  the Borrower  seeking  to adjudicate

it bankrupt  or insolvent,   or seeking liquidation,  winding-up,  reorganization,  dissolution,

administration,    arrangement, adjustment,  protection,  or leave  for  composition  of it  or its

debt under  any law relating  to  bankruptcy,   insolvency   or  reorganization    or  relief  of

debtors,   or seeking   the   entry   of   an   order   for   relief   or  the   appointment    of  receiver,

administrator,  administrative  receiver,  trustee or other similar official  for it  or for any

substantial part of its revenues  and assets and in the case of any proceedings instituted against

the Borrower, such proceedings  shall not be stayed or dismissed within 30 days from the date of

institution  thereof;

(c) the  Borrower   shall  take  any  corporate  action  to  authorize  any  of  the  actions referred to in

paragraph  (b) above;

(d) there shall be either:  (i) enforcement  proceedings  commenced  by any creditor on any judgment

or order against  the Borrower;  or (ii) arty period of 30 consecutive days during which a stay of

enforcement  of such judgment  or order, by reason of pending appeal or otherwise,  shall not be

in effect; or

(e) the Borrower  shall  be refused  any  consent  or  approval  of  a relevant   authority which  is

necessary  for the construction  or operation  of any of its proposed  cable systems and in the

reasonable  opinion  of the Holder such consent or approval will not be obtained on a timely basis.



In  case  of  any  such  event,   at  any  time  after  its  occurrence,    the  Holder   may  by written 

notice   to  the  Borrower    declare   the  whole   of the  principal   balance   of  all  Advances   made   to  the 

Borrower    to  be   immediately     due   and   payable    (whereupon    the   same,    together    with    accrued 

interest  thereon  and any  other  sums  owed  by the  Borrower   hereunder,    shall  become   so payable). 

8. Any amount  paid  hereunder  shall be applied  firstly  in satisfaction  of any accrued  and unpaid interest

and secondly in satisfaction  of the principal  sum due hereunder.   In the event the holder obtains judgment  on

this promissory  note,  interest at the aforesaid rate shall be payable on the amount outstanding under the said

judgment.

9. The  Borrower   hereby   waives   the  benefit   of  division   and  discussion,   demand   and presentment

for payment, notice of nonpayment, protest and notice of protest of this promissory note.

10. This promissory  note  shall be governed by the laws in  force  in the  Province  of Ontario and shall not

be changed,  modified,  discharged  or cancelled  orally or in  any manner other than by agreement in writing

signed by the Holder or its, successors or permitted  assigns.

11. This   promissory   note   and   the  obligations    hereunder   shall   be   binding   upon   the undersigned

and  its  successors   and  permitted   assigns,   and  may  not   be  assigned   by  the undersigned  in whole or any

part without the Holder's written consent.

FESTIVAL   HYDRO SERVICES   INC. 

Per: _____________________________ 

Name: 

Title:  

FESTIVAL HYDRO INC. 

Per: _____________________________ 

Name: 

Title:  
Jeff Graham
President and CEO

Alyson Conrad
CFO
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