Memorandum

To: Mayor and Councillors ("the Shareholder") Date: May 5, 2016

From: Robert Gonzalez File:
CEO, Lulu Island Energy Company

Re: Notice to the Shareholder of the 2016 Annual General Meeting of the Lulu Island
Energy Company

Attached herein are the agenda items for the Annual General Meeting (AGM) of the Lulu Island Energy
Company to be held on June 6, 2016 adjacent to the Regular Council meeting at Richmond City Hall.

Appendix 1 Notice of AGM, was sent at least 10 days prior to the AGM on June 6, 2016

Appendix 2 Consent Resolutions of the Shareholder, consenting to the resolutions required to
be passed at the AGM, including:

e The appointment of Directors
e The appointment of Auditors

Appendix 3 Notice of Appointment of Auditor
Appendix 4 2015 Annual Report (including 2015 Financial Statements)

2015 Audited Financial Statements for the company were presented at the May 6th, 2016
Finance Committee for information and as such, are available in the Committee's agenda
package. The same statements are reproduced in Appendix D.

CEQ, Lulu Island Energy Company
(604) 276-4150

RG:pr

Attachment 1: Lulu Island Energy Company Notice of Annual General Meeting
Attachment 2: Lulu Island Energy Company Consent Resolutions of the Shareholder
Attachment 3: Lulu Island Energy Company Notice of Appointment of Auditor
Attachment 4: 2015 Annual Report
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Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN THAT the Annual General Meeting of the Shareholder of:

Lulu Island Energy Company Ltd
(the “Company”)

will be held on Monday, June 6, 2016 adjacent to the General Purposes Committee meeting at Richmond
City Hall, 6911 No. 3 Road, Richmond, British Columbia for the following purposes:

1.

to acknowledge and confirm previous receipt of the financial statements of the Company for the
period ended December 31, 2015, and the report of the auditors thereon, are hereby approved,;

to adopt, ratify and confirm that all lawful acts, contracts, proceedings, appointments and
payments of money by the directors of the Company since the last annual reference date of the
Company, and which have previously been disclosed to the shareholder;

to acknowledge the number of directors of the Company is fixed at 5;

to appoint the following persons, each of whom has consented in writing to act as a director, are
hereby elected as directors of the Company, to hold office until the next annual general meeting
of the Company or unanimous resolutions consented to in lieu of holding an annual general
meeting, or until their successors are appointed:

Cecilia Maria Achiam, Jerry Ming Chong, George Duncan, Robert Gonzalez and John David Irving

to appoint KPMG LLP as auditors of the Company until the next annual reference date of the
Company or until a successor is appointed, at a remuneration to be fixed by the directors; and

Select April 30, 2016 as the annual reference date for the Company for its current annual
reference period.

The board of directors of the Company has fixed the close of business on April 30, 2016 as the record
date for determining the names of the shareholders who are entitled to vote at the meeting.

The audited financial statements of the Company for the period from ending December 31, 2015 and
the report of the auditors thereon are attached to this Notice of Annual General Meeting.

Dated this_ __ day of _ __,2016.

* Directors
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Attachment 2

UNANIMOUS RESOLUTIONS OF THE SHAREHOLDER OF

LULU ISLAND ENERGY COMPANY LTD.
(the "Company")

The undersigned, being the sole voting shareholder of the Company, hereby consents o and
adopts in writing the following unanimous resolutions:

Annual General Meeting

RESOLVED THAT:

1.

the shareholder acknowledges that the financial statements of the Company for the
period ended December 31, 2015, and the report of the auditors thereon, have been
provided to the shareholder in accordance with the requirements of the British Columbia
Business Corporations Act,

all lawful acts, contracts, proceedings, appointments and payments of money by the
directors of the Company since the last annual reference date of the Company, and
which have previously been disclosed to the shareholder, are hereby adopted, ratified
and confirmed,;

the number of directors of the Company is hereby fixed at 5;

the following persons, each of whom has consented in writing to act as a director, are
hereby elected as directors of the Company, to hold office until the next annual general
meeting of the Company or unanimous resolutions consented to in lieu of holding an
annual general meeting, or until their successors are appointed:

Cecilia Maria Achiam
Jerry Ming Chong
George Duncan
Robert Gonzalez
John David Irving

KPMG LLP be appointed as auditors of the Company until the next annual reference
date of the Company or until a successor is appointed, at a remuneration to be fixed by
the directors; and

April 30, 2016 is hereby selected as the annual reference date for the Company for its
current annual reference period.

DATED as of April 30, 2016.

HED\852816.DOCX
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Attachment 3

NOTICE OF APPOINTMENT OF AUDITOR

TO: KPMG LLP
Metrotower Il
2400 — 4720 Kingsway
Burnaby, BC V5H 4N2

Pursuant to Section 204(6) of the British Columbia Business Corporations Act, notice is hereby
given of your appointment as auditor of Lulu Island Energy Company Ltd. (the “Company”), to
hold office until the close of the next annual reference date of the Company, or until a successor
is appointed.

DATED as of April 30, 2016.

LULU ISLAND ENERGY COMPANY LTD.

Per:

HED\250928.D0CX
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LULU ISLAND ENERGY COMPAN 015 ANNUAL REPORT

Implementing our vision of a sustainable, low carbon Richmond is off to a great

start - 2015 saw Lulu Island Energy Company connecting its first customers. New
customers should be comforted by our commitment to delivering energy services
to their homes or businesses at competitive rates.

LIEC is regulated by Richmond City Council for setting customer rates and defining
service areas. In this context, LIEC is a key delivery agent for meeting aggressive
community greenhouse gas (GHG) reductions and economic development
objectives.

| wish to acknowledge and sincerely thank my fellow Board Directors for their
commitment to the success of LIEC. | am proud of the work accomplished by the
company and presenting the 2015 Annual Report to our shareholder, the City of
Richmond. Going forward, [ look forward to working with the City, LIEC's Board
of Directors, our partners and customers to support the growth of district energy
in Richmond.

A,

George Duncan
Chair, Lulu Island Energy Company
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LULU ISLAND ENERGY COMPAN' 015 ANNUAL REPORT

In collaboration with the Lulu [sland Energy Company’s (LIEC) partner, Corix
Utilities, two new buildings were connected to the Oval Village District Energy
Utility (OVDEU) in 2015. The OVDEU service area, originally planned to service
5,000,000 square feet at build out, was also expanded in 2015 with the addition of
two major parcels. At build out it is estimated that OVDEU will reduce annual GHG
emissions by 5,500 tonnes when compared to buildings using conventional energy
systems. In addition, district energy services grew in 2015 with the expansion of
the award-winning Alexandra District Energy Utility, expected to be an asset of
LIEC in 2016 pending Council’s endorsement. Finally, LIEC gained Richmond City
Councdil support to begin the process for selecting a partner for district energy
services in the City Centre north area in 2015.

LIEC remains committed to excellence in sustainable utility management and
operations as Richmond’s solution to providing “dean, efficient energy for

now and the future”. | am pleased with LIEC's work to develop sustainable
infrastructure that both serve customers’ space heating and hot water needs while
reducing the overall environmental impact of buildings in our community.

Robert Gonzalez
CEQ, Lulu Island Energy Company
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LULU ISLAND ENERGY COMPAN' ‘015 ANNUAL REPORT

OVDEU is the first district energy project in development under LIEC's oversight
following Richmond City Council’s adoption of the QOVDEU Service Area Bylaw

in April 2014 and LIEC entering into a Concession Agreement with Corix Utilities
to design, construct, finance, operate and maintain the system in October 2014,
OVDEU took a leap from the drawing board to construction in 2015 with the
installation of the hecessary equipment to service the utility’s first customers:
“Carrera” by Polygon Homes (June) and "Riva” (buildings 1 and 2) by Onni (June).
Temporary centralized natural gas plants were installed to service these buildings.
These facilities will be in operation until there are enough buildings connected
to the system to justify the costs for constructing a major energy plant that will
extract heat from the Gilbert Trunk sanitary forcemain sewer. Similar technology
is in operation today in the City’s Gateway Theatre, Vancouver's Neighbourhood
Energy Utility and throughout Europe.

The Oval Village area has considerable potential for district energy expansion;
ongoing real estate development in the area represents an important opportunity
for LIEC and the City. 2015 saw an expansion of the service area to include two
major sites that are under consideration for redevelopment.

Due to new development In the area, the Lity extended the distribution piping
network in ADEU, introduced a new geoexchange field (located in the City’s new
park on Odlin St.) and completed a significant energy plant expansion in 2015.
Two new buildings were connected including ”Alexandra Court” by Polygon
Homes (June), and Jamatkhana Temple in September. ADEU is anticipated to be an
asset of LIEC in 2016. i
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LULU ISLAND ENERGY COMPANY 015 ANNUAL REPORT

Over 8,500,000 sq.tt. of residential and commercial floor space is currently in
different stages of planning and development in the City Centre North area. This
is 1.5 times the size of the ADEU and OVDEU capacity together at full build out.
Through development approvals processes, the City secures commitments that
new developments in this area “District Energy Ready.” Many developments are
currently in construction, with occupancy forecasted to begin in 2016 for some.
After gaining support from Council to release a Request for Expressions of interest
in 2015, 2016 activities will include the completion of the partner selection process
and Richmond City Council consideration and endorsement of a strategy.

For this area, a prefeasibility study will be completed to evaluate district energy
concepts that could provide energy services at a competitive price for building
owners, while reducing energy consumption and greenhouse gas emissions.

Further feasibility studies are required to refine a district energy concept for this
area which includes a business case for the preferred system.
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LULU ISLAND ENERGY COMPAN'
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LULU ISLAND ENERGY COMPANY 015 ANNUAL REPORT

LIEC is a wholly-owned municipal corporation, established to operate district
energy utility operations in the City of Richmond on the City’s behalf. LIEC was
incorporated in August 2013.

On October 30, 2014, LIEC and Corix entered into a 30 year Concession Agreement
(the "Agreement”), to complete a public-private partnership project, whereby
Corix will design, construct, finance, operate, and maintain infrastructure in

the Oval Village District Energy Utility service area. The total estimated capital
construction cost of the Oval Village District Energy Utility is $30,209,000 and will
accrue interest which will be repaid over the term of the agreement. The payment
schedule is dependent on the timing and amount of the capital construction.

The Corporation will make payments to Corix based on Corix’s Annual Revenue
Requirement. The Annual Revenue Requirement is based on the utility cost of
service rate-setting principles in British Columbia utilizing forward test years.

The Annual Revenue requirement combines a fixed charge amount to recover
Corix’s fixed costs (the “Capacity Charge”) and a volumetric charge expressed as
an amount per megawatt hour of energy provided to the Corporation in order
to recover Corix's variable costs (the "Commodity Charge”). The Capacity Charge
includes maintenance, labour, depreciation, interest, Return on Equity and other
selling, general and administration costs. The Commodity Charge includes natural
gas and electricity costs. These costs will be repaid over time by revenue generated
through future customer rates.
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LULU ISLAND ENERGY COMPAN' 1015 ANNUAL REPORT

Financial statements (Appendix D) provide information about the financial
position, performance and changes in the financial position of the company. The
financial statements demonstrate accountability by providing information about
the company'’s resources, obligations and financial affairs. For the year ended
December 31, 2015, LIEC had accumulated surplus of $550,747 (2014:$23,068) with
$4,385,619 (2014 - $275,310) of tangible capital assets.

The 2015 annual surplus (the change in the accumulated surplus) is the net

result of a $1,018,950 in revenues and $491,271 of expenses. The 2015 revenues
increased by $987,624 to $1,018,950 (2014 — $31,326) due to $820,179 (2014 - $nil)
in developer contributions for service connection fees relating to energy transfer
stations that form part of the tangible capital assets and $177,584 (2014 - $nil)
from user fees.

The user fee revenues reflect energy sales to the first customers who connected
in June 2015 (Riva 1 by Onni) and July 2015 (Carrera by Polygon). The user fee
revenues were lower than budget due to slower than projected development
completion of Riva 1 and Carrera and the deferred development (to 2016) of
Cadence by Cressey.

The increase in expenses of $483,012 to $491,271 (2014 — $8,259) is due to the
commencement of operations for the supply of energy to the Riva 1 and Carrera
developments. These expenses are mainly amounts payable to Corix and form part
of the concession liability on the Statement of Financial Position.

It is expected that the initial years of the OVDEU will result in higher operating
costs than revenues mainly due to the timing of start-up costs, amortization etc.
The 30-year financial model that forms part of the agreement with Corix projected
the operating costs for 2015 to be $517,000 (comprised of utilities, interest and
contract services (operating and maintenance, general and administration costs)).
The comparable actual expenses recorded are $417,615 (comprised of utilities
$42,381, contract services $345,436, and interest $29,798) and are in line with

the expected figures. The favourable variance of $99,385 is due to the delayed
completion of the Riva 1 and Carrera  velopments as mentioned above.
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LULU ISLAND ENERGY COMPAN' 2015 ANNUAL REPORT

KPMG LLP

Metro Tower |

4710 Kingsway, Suite 2400
Burnaby BC V5H 4M2
Canada

Telephone {604) 527-3600
Fax {604) 527-3636

INDEPENDENT AUDITORS' REPORT

To the Shareholder of Lulu Island Energy Company Ltd.

We have audited the accompanying financial statements of Lulu Island Energy Company Ltd., which
comprise the statement of financial position as at December 31, 2015 and the statements of
operations, changes in net debt, and cash flows for the year then ended, and notes, comprising a
summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian public sector accounting standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform an audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, we consider internal control relevant to the entity's
preparation and fair presentation of the financial statements in order o design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG Internatianal Cooperative
(“KPMG International”}, a Swiss entity,

KPMG Cenada provides services to KPMG LLP.
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LULU ISLAND ENERGY COMPAN® 015 ANNUAL REPORT

Lulu Island Ensrgy Company Ltd.
Page 2

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Luly Island Energy Company Ltd. as at December 31, 2015, and its results of operations, and its
changes in net debt, and its cash flows for the year then ended in accordance with Canadian public
sector accounting standards.

L& ol
e

Chartered Professional Accountants

April 21, 2016
Burnaby, Canada
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LULU ISLAND ENERGY COMPAN' 015 ANNUAL REPORT

LULUISLA. DE =RGY COMPANY LTD.

Statement of Financial Position

December 31, 2015, with comparative information for 2014

2015 2014
Financial Assets
Due from City of Richmond (note 4) $ 93,677 $ 31,327
© 93,677 31,327
Liabilities
GST payable 2,208 -
Oval Village District Energy Utility (“OVDEU"}
concassion agreement liability (note 5(a)) 3,888,284 275,310
Accrued interest on OVDEU concession agreement
liability (note 5(a})) 38,057 8,259
3,928,549 283,569
Net debt (3,834,872) (252,242)
Non-Financial Assets
Tangible capital assets (note 7) 4,385,619 275,310
Accumulated surplus $ 550,747 $ 23,068
Commitments and contingencies (note 10)
See accompanying notes to financial statements.
Girectar - s DiTEGHCC
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LULUY ISLAND ENERGY COMPAN®

LULU ISLAND ENERGY COMPANY LTD.

Statement of Operations

Year ended December 31, 2015, with comparative information for 2014

1015 ANNUAL REPORT

Budget
2015 2015 2014
(note 2(a))
Revenue:
Contribution from City of Richmond (note 4) $ 27,000 $ 21,187 $ 31,326
User fees 252,907 177,584 -
Deveioper contribution 988,000 820,179 -
1,267,907 1,018,950 31,326
Expenses:
Amortization - 68,192 -
Contract services (note 5(b)) 230,832 345,436 -
Interest - 29,798 8,259
Legal and accounting 16,500 5,464 -
Marketing 1,200 - -
Utilities (note 5(b)) - 42,381 -
248,532 491,271 8,259
Annual surplus 1,019,375 527,679 23,067
Accumulated surplus, beginning of year 23,068 23,068 1
Accumulated surplus, end of year $ 1,042,443 $ 550,747 $ 23,068
See accompanying notes to financial statements.
2
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LULU ISLAND ENERGY COMPAN' 2015 ANNUAL REPORT

LULU ISLAND ENERGY COMPANY LTD.

Statement of Changes in Net Debt

Year ended December 31, 2015, with comparative information for 2014

Budget
2015 2015 2014

(note 2(a))
Annual surplus for the year $ 1,019,375 $ 527,679 $ 23,067
Acquisition of tangible capital assets (988,000) (4,178,501) (275,310)
Amortization of tangible capital assets - 68,192 -
Change in net debt 31,375 (3,582,630) (252,243)
Net debt, beginning of year (252,242) (252,242) 1
Net debt, end of year $ (220,867) $ (3,834,872) $ (252,242)

See accompanying notes to financial statements.
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LULU ISLAND ENERGY COMPAN® 015 ANNUAL REPORT

LULU ISLAND ENERGY COMPANY LTD.

Statement of Cash Flows

Year ended December 31, 2015, with comparative information for 2014

2015 2014
Cash provided by (used in):
Operations:
Annual surplus $ 527,679 23,067
Amortization of tangible capital assets 68,192 -
Change in non-cash working capital:
GST payable 2,208 -
Due from City of Richmond (62,350) (31,328)
OVDEU concession agreement liability 3,612,974 275,310
Accrued interest on OVDEU concession agreement liability 29,798 8,259
Net change in cash from operating activities 4,178,501 275,310
Capital activities:
Acguisition of tangible capital assets (4,178,501) (275,310)
Net change in cash from capital activities (4,178,501) (275,310)

Net change in cash -

Cash, beginning of year -

Cash, end of year $ -

See accompanying notes to financial statements.
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LULU ISLAND ENERGY COMPAN' '015 ANNUAL REPORT

LULU I€° AND ENERGY COMPANY LTD.

Notes to Financial Statements

For the year ended December 31, 2015

1.

Incorporation and nature of business:

The Lulu Island Energy Company Ltd. (the "Corporation") was incorporated on August 19, 2013
under the Business Corporations Act of British Columbia as a municipal corporation wholly-
owned by the City of Richmond (the "City"). The business of the Corporation is to manage and
operate district energy utilities, including but not limited to energy production, generation or
exchange, transmission, distribution, maintenance, marketing and sale to customers, customer
service, profit generation, and financial management.

Significant accounting policies:

The financial statements of the Corporation are the representation of management and have
been prepared in accordance with Canadian generally accepted accounting principles as
prescribed by the Public Sector Accounting Board (“PSAB”) of the Chartered Professional
Accountants of Canada.

() Budget data:

The budget data presented in these financial statements is based upon the 2015 budget
submission approved by the Board on February 19, 2015. Note 9 reconciles the approved
budget to the budget figures reported in these financial statements.

(b) Use of estimates:

=

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenue and expenses during the reporting period. Significant areas requiring the
use of management estimates relate to the value of tangible capital assets, determination of
provisions for the concession liability and accrued liabilities, allowance for doubtful accounts,
and provisions for contingencies. Actual results could differ from these estimates. The
estimates are reviewed periodically and as adjustments become necessary, they are
recorded in earnings in the year in which they become known.

(c) Income taxes:

The Corporation is not subject to income taxes as it is a municipal corporation wholly-owned
by the City.

(d) Non-financial assets:

Non-financia! assets are not available to discharge existing liabilities and are held for use in
the provision of services. They have useful lives extending beyond the current year and are
not intended for sale in the ordinary course of operations.
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LULU ISLAND ENERGY COMPANY LTD.

Naotes to Financia! Statements

For the years ended December 31, 2015

2. Significant accounting policies (continued):

(d

©

®

Non-financial assets (continued):
(i) Tangible capital assets:

Tangible capital assets are recorded at cost, which includes amounts that are directly
attributable to acquisition, construction, development, or betterment of the asset. The
cost, less residual value, of the tangible capital assets, is amortized on a straight-fine
basis over their estimated useful lives.

Amortization is charged over the asset's useful life commencing when the asset is
acquired or when it is available for use.

Asset Useful life - years
Mechanical 33
Distribution piping system 50

@i

)

Interest capitalization:

The Corporation does not capitalize interest costs associated with the construction of a
tangible capital asset.

(i) Impairment of tangible capital assets:

Tangible capital assets are written down when conditions indicate that they no longer
contribute to the Corporation’s ability to provide goods and services, or when the value of
future economic benefits associated with the tangible capital assets are less than their
net book value. The net write-downs are accounted for as expenses in the statement of
operations.

Revenue recognition:

Revenue is recorded as revenue in the period that the services are rendered, with any
unearned portion recorded as deferred revenue,

Public-private partnership project:

Public-private partnership (“P3”) projects are delivered by private sector pariners selected to
design, build, finance, and maintain the assets. The cost of the assets under construction are
estimated at fair value, based on construction progress billings and also includes other costs,
if any, incurred directly by the Corporation.

Thna ancst ;mract inchiadace Aavialanmnant Ancts Actimedad ~F fair anlnn Intmarnct  Airine
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LULU ISLAND ENERGY COMPANY LTD.

Notes to Financial Statements

For the years ended December 31, 2015

3. Share capital:

Authorized: 10,000 common shares without par value. [ssued: 100 common shares for $1.

4. Due from City of Richmond:

Due from City of Richmond is comprised of share capital and funds held by the City of Richmond
on behalf of the Corporation. The balance is non-interest bearing and is due on demand.

2014 2014

Share capital (note 3) $ 1 3 1
Contribution from City of Richmond 93,676 31,326
$ 93,677 $ 31,327

5. Oval Village (formerly “River Green”) District Energy Utility Concession Agreement:

On October 30, 2014, the Corporation and Corix Utilities Inc. (“Corix”) entered into a 30 year
Concession Agreement (the “Agreement”), which is a public-private partnership project, where
Corix will design, construct, finance, operate, and maintain the infrastructure for the district
energy utility at the Oval Village community. The total estimated concession liability to finance the
construction of the OVDEU at full build out is $30,909,000 and will be accrued over time.

(a) OVDEU concession agreement liability:

2015 2014
QOVDEU, 30 year contract to October 31, 2044 with
Corix, payable in monthly payments, including annual
interest of 2.27%, in accordance with the concession
agreement terms. Required principal repayments on P3
debt for the years ending December 31 are disclosed )
with public-private partnership commitments in note 10 $ 3,888,284 $ 275310
Interest 38,057 8,259
$ 3,926,341 $ 283,569

(b) Contract services and utilities expenses:

Contract services expense is comprised of maintenance, operating labour, selling, and
general and administrative expense. Utilities expense is comprised of electricity and natural
gas.
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CONSENT RESOLUTION OF THE DIRECTORS OF

LULU ISLAND ENERGY COMPANY LTD.
(the "Company")

The undersigned, being all of the directors of the Company entitled to vote on the resolution,
hereby consent to and adopt in writing the following resolution:

Approval of Financial Statements

RESOLVED THAT the financial statements of the Company for the period ended December 31,
2015, and the report of the auditors thereon, are hereby approved, and that any one director of
the Company is hereby authorized to sign the financial statements to confirm that.approval.

Execution by Counterparts

This resolution may be consented to by the directors signing separate counterparts of the
resolution, which may be delivered by electronic means, and notwithstanding the respective
dates of execution of the separate counterparts shall be deemed to be effective as at April 30,
2016.
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JOAN DAVID IRVING
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