Veridian Connections

EB-2009-0140

Response to School Energy Coalition Interrogatories
February 8, 2010

1. Ref: Response to School Energy Coalition Interrogatory 3(b)
Request

Please provide details of any revenue requirement impact of the decision to renew
the Transitional Services Agreement with Veridian Energy Inc.

Response:

Veridian recognizes that as a result of the decision to renew the Transitional Services
Agreement with Veridian Energy Inc in 2010, there will be a one-time non-recurring
shared services revenue in 2010.

Veridian proposes that similar to the treatment of one-time, non-recurring expenses in the
test year, the appropriate treatment of these revenues is to amortize the amount over the 4
year period of the test year and the subsequent incentive regulation mechanism period
(2010-2013).

This is consistent with Veridian’s proposed treatment of forecast one-time, non-recurring
expenses such as the costs for the 2010 cost of service rate application.

The table below shows the calculation of the proposed increase in 2010 Test Year
revenue offsets of $18,690.

Description Term Monthly Charge Total in 2010

Mgmt and Clerical Services - Rental  Jan- March 31st S 6,139 S 18,417
Equipment

Business Planning Support Services  Jan-May 31st S 7,104 S 35,520

Financial Services - General Admin Jan-May 31st S 2,448 S 12,240

Billing/Collecting - Rental Equipment Jan- March 31st S 2,397 S 7,191

After Hours Telephone Dispatch Jan- March 31st S 153 S 459

Sentinel Light Maintenance Jan- March 31st S 310 S 930

S 74,757

Total One-Time Revenue Offsets in 2010 S 74,757

Amortized over 4 year period (2010-2013)
Increase in Test Year Revenue Offsets for renewal of Transitional Service $ 18,689
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February 8, 2010

2. Ref: Response to School Energy Coalition Interrogatory 4(b)
Request

With respect to the Certified Resolution of Veridian Corporation dated December
13, 2007, please provide further explanation of the phrase “Dividend amounts
shall be reviewed if promissory note interest decreases.”

Response:

Veridian Corporation established dividend payment and promissory note interest
payment projections to 2012. The projection assisted the municipal shareholders in
establishing expectations for distributions from Veridian. The phrase means that the
Veridian Corporation Board is to review and determine if additional dividends can be
declared in the event that promissory note interest drops below the 7.6% interest rate.
The promissory notes paid Veridian Corporation shareholders interest at the rate of 7.6%
to November 1, 2009.
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3. Ref: Response to School Energy Coalition Interrogatory 4(c)

Request
Please provide the document that was approved by the Veridian Board on May
28, 20009.

Response:

The relevant sections of the report that outline all of VVeridian Connections Inc. Key
Business Goals were provided.

The remainder of the report includes Key Business Goals for affiliated companies
Veridian Corporation and Veridian Energy Inc. Respectfully, we submit that the Key
Business Goals for Veridian Corporation and Veridian Energy Inc. is outside the scope of
this proceeding.
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4, Ref: Response to School Energy Coalition Interrogatory 5(a)
Request

With respect to the Certified Resolution of Veridian Connections dated December
17, 2009, please provide a sample calculation, and describe how this policy
differs from the previous policy.

Response:

The dividend policy passed on December 17, 2009 provides for dividends to be
calculated as follows:

1. The quarterly dividend paid by Veridian Connections Inc. to Veridian
Corporation will be equal to the quarterly dividend paid by Veridian Corporation
to its shareholders. In 2010, this is $1,150,000.

2. Prior to the payment of the last quarterly dividend paid by Veridian Connections
Inc., a projection of the Veridian Connections Inc. debt to regulatory rate base
will be reported to the Board of Veridian Corporation. The Board will determine
whether there should be a reduction or increase made to the last scheduled
quarterly dividend payment. A target of maintaining the debt level of Veridian
Connections Inc. between 55% and 65% is the guideline for determining whether
an adjustment to the planned dividend is required.

This policy differs from the previous dividend policy. The previous dividend policy
provided for Veridian Connections to pay an annual dividend in an amount that would
maintain Veridian Connections at approximately 60% debt and 40% equity, adjusted for
intangible assets not included in regulatory rate base.
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5. Ref: Response to School Energy Coalition Interrogatory 5(b)
Request

Please advise whether the accumulated depreciation in opening rate base for the
Test Year was calculated on the basis of the half-year rule or not.

Response:

Veridian confirms that the accumulated depreciation in opening rate base for the Test
Year was calculated on the basis of the half-year rule.



6. Ref:

Request

Veridian Connections

EB-2009-0140

Response to School Energy Coalition Interrogatories
February 8, 2010

Response to School Energy Coalition Interrogatory 6

With respect to the DBRS Rating Reports:

Response:

(a) Please provide details of any communications the Applicant has had with

DBRS since February 19, 2009 with respect to changes to the ratings or
the commentary, including but not limited to any changes related to the
increase in ROE proposed in the Board’s December 11, 2009 Report on
the Cost of Capital.

(b) Please provide any DBRS Rating Reports, updates, or other similar

documents received by or known to the Applicant after January 11, 2010.

(c) Please confirm that the $60.8 million of Subordinated Promissory Notes

held by the four municipal shareholders matured on November 1, 2009.
Please confirm that $17.21 million was debt of Veridian Corporation, and
$43.59 million was debt of the Applicant. Please provide details of the
negotiations with the lenders respecting new financing, and details of any
subsequent renewal or other transactions. Please provide details of all
actions, whether due diligence activities or otherwise, taken by Veridian
Corporation or by the Applicant to identify lower cost long term financing
that might be available from other sources.

(a) Veridian received the Press Release “DBRS Comments on the Ontario Energy Board
Cost of Capital Decision” issued on December 11, 2009 and is appended to this
response. There have been no other DBRS communications with respect to changes
to ratings or the commentary.

(b) There have been no DBRS Rating Reports, updates or other similar documents
received by or known by Veridian after January 11, 2010.

(c) The $60.8 million of Subordinated Promissory Notes held by the four municipal
shareholders did not mature on November 1, 2009. On October 31, 2009, the notes
were amended and restated and became the “Third Amended and Restated Term
Promissory Notes” (See Exhibit 5, Schedule 2, Attachment 2). The maturity date was
amended to November 1, 2012. Veridian confirms that $17.21 million was debt of
Veridian Corporation and $43.59 million was debt of Veridian Connections Inc.
Please refer to the attachment to Veridian’s response to Energy Probe interrogatory
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39 for an explanation regarding Veridian’s financing stategy. Veridian did not pursue
any actions to obtain financing from other sources to replace these notes.

Appended: DBRS Cost of Capital Press Release



Dave Clark

From: DBRS [info.p3@dbrs.info]

Sent: Friday, December 11, 2009 5:01 PM

To: Dave Clark

Subject: DBRS Comments on the Ontario Energy Board Cost of Capital Decision

DBRS® As It Happens
DECEMBER 11, 2009 04:56 PM
Press Releases

DBRS Comments on the Ontario
Energy Board Cost of Capital Decision

DBRS notes that the Ontario Energy Board (OEB) today released a cost of capital decision (the Decision) that
will affect Ontario-based regulated utilities starting in the 2010 rate year. The Decision maintains a formulaic
approach to setting return on equity (ROE) levels; however, the existing formula will be reset to address the
relatively low current ROE level, and refined to reduce its sensitivity to changes in government bond yields.

The current formula, which would have produced an estimated ROE of approximately 8.39% for use in 2010
Cost of Service Applications, will be reset to the forecast long-term Government of Canada bond yield plus a
5.50% equity risk premium. Using a forecast long-term Government of Canada yield of 4.25%, this would
provide an initial ROE of 9.75% to be incorporated in 2010 Cost of Service Applications, for rates effective
January 2010. While the initial ROE will be adjusted annually, the adjustment parameters are being refined to
reduce the sensitivity to changes in government bond yields. As such, the government bond adjustment factor
is being reduced to 0.50 from the current 0.75, and a corporate bond yield variable is being introduced into the
formula. Thus, ROE levels will be adjusted annually by 50% of the change in the applicable forecast
government bond yield, and 50% of the change in the spread of an A-rated bond index over the 30-year
Canada bond yield. DBRS notes that the reset ROE level will be incorporated into 2010 Cost of Service
Applications; therefore, if a utility does not file in 2010, the reset ROE would not be applicable. Furthermore,
actual reset ROE levels will depend upon when a utility’s rates come into effect.

To incorporate the utility credit spread measure, a utility bond spread based on the difference between the
Bloomberg Fair Value Canada 30-year A-rated Utility Bond index yield and the long Canada bond yield will be
used, subject to a 0.50 adjustment factor. While the inclusion of this factor introduces an additional area of
potential volatility, the revised adjustment mechanism is viewed as favourable, given: 1) the reduction of the
government bond adjustment factor from 0.75 to 0.50 reduces sensitivity to a single factor, and 2) on a long-
term basis, the likely magnitude of absolute changes in the value of the utility bond spread factor is
considerably less than changes that could occur in the level of government bond yields. These two adjustment
factors combined would serve to dampen the negative impact on ROEs of market swings such as occurred
earlier this year, when government yields declined while corporate spreads increased materially.

In addition, various changes were made to the way the cost of long-term and short-term debt is to be
determined. Notably, the OEB stated its intention to have the method used to determine the long-term cost of
debt for electricity distributors evolve over time to converge with the process used for natural gas distributors.
Electricity distributors currently use an OEB-deemed long-term cost of debt regardless of a distributors’ actual
cost of debt, while natural gas distributors utilize a weighted cost of embedded debt.

The Decision deals only with ROE and cost of debt; the OEB stated that its current policies on capital
structures continue to be appropriate. The OEB will review the cost of capital methodology every five years or
earlier if the methods are viewed to be producing results that do not meet the OEB’s Fair Return Standard.
DBRS notes that when considering a specific utility’'s rate application, the OEB can deviate from the
parameters as outlined in the Decision when justified by specific circumstances.

DBRS views the Decision as positive for the credit profile of Ontario utilities, in that the reset ROE level is
expected to be approximately 135 basis points higher than under the status quo. It should also reduce volatility
caused by fluctuating government yields through both the lower adjustment factor and the inclusion of the bond
spread adjustment mechanism. While the Decision is viewed as supportive of current ratings, in general, it is
not expected to materially reduce any utility’s financial risk and, therefore, its implementation is not expected to
directly result in any positive rating actions.

Notes:
The applicable methodology is Rating Utilities (Electric, Pipelines & Gas Distribution), which can be found on
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Veridian Connections
EB-2009-0140
Response to School Energy Coalition Interrogatories
February 8, 2010
7. Ref: Response to School Energy Coalition Interrogatory 9(a)
Request

Please file the budgets presented to the Board of Directors and approved on
December 17, 2009, as requested.

Response:

Please see attachments 1 and 2.



Veridian Connections Inc. - Projected Income Statement

2008 2009 Plan 2009 2010 Plan 2011 2012 2013 2014
Service Revenue 185,991 194,422 194,422 196,281 204,132 212,297 220,789 229,621
Distribution Revenue 42,768 43,529 44,844 51,049 51,861 52,686 53,524 57,800
Pro-rate adjustment - - (1,623) (117) (118) (120) (1,253)
Total Revenues 228,759 237,951 239,266 245,707 255,876 264,865 274,193 286,167
Cost of Power 185,991 194,422 194,422 196,281 204,132 212,297 220,789 229,621
Gross Margin 42,768 43,529 44,844 49,426 51,744 52,568 53,404 56,547
Operating 5,263 5,470 5,528 6,750 6,790 6,831 6,872 7,078
Billing and Collecting 5,910 5,752 5,324 7,355 7,510 7,668 7,830 7,995
Administration 8,456 8,464 9,289 10,174 10,235 10,297 10,358 10,421
Other 396 562 424 562 574 586 598 611
Depreciation - Regulated 11,755 11,957 12,714 13,210 13,691 14,432 15,902 16,494
Total Expenses 31,779 32,205 33,279 38,051 38,800 39,813 41,561 42,599
Other Income 5,359 4,039 4,017 4,022 4,046 4,070 4,095 4,119
EBIT 16,348 15,363 15,583 15,397 16,990 16,824 15,938 18,067
Interest Expense 5,401 5,289 5,037 6,343 8,253 8,651 10,505 8,323
EBT 10,946 10,074 10,546 9,054 8,737 8,274 5,433 9,743
Taxes 4,298 4,058 4,191 3,067 3,221 3,008 2,060 3,308
Net Income 6,649 6,016 6,355 5,987 5,516 5,266 3,372 6,435
ROE 9.4% 8.9% 9.2% 8.5% 7.8% 7.4% 4.8% 9.0%



Veridian Connections Inc.

Capital Expenditure Financial Plan

Plan — Capital Expenditures



Capital Spend-Major Objectives

Capital Spending Driven By :
» Obligation to Connect

» Preservation of Existing Assets — managed end of life, condition based,
adequacy to use

» Replacements — failure, safety
» Improvements in support of Company Goals

Capital Spending Vetted Against:

*OEB Prudence *Customer Satisfaction/Perception
*Public/Worker Safety *End of Life
*Environment *Maintainability

*Reliability, Power Quality *Operability



Capital Spend- Spending Categories

» Development-

> Sustainment-

> Facilities-
> Fleet-
> |T-

» Misc/Tools-

Spending related to addition of new customers to the
system, extension of the grid and enhancement of the grid
to serve load

Investment into existing assets to maintain their usefulness

Capital projects that will house and support company staff
and equipment

Vehicles of all sizes and rolling stock enabling delivery of
services and completion of construction work

All of Veridian’s computer based hardware and software-
including SCADA, CIS, Control room

Small equipment and tools, Continued Smart Metering



2010 Capital Expenditure Plan
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2010 Capital Expenditure Plan

> Development Work-
» Substations-
» Applecroft SS, First SS, Liberty North SS

» Feeder Rebuilds-
» Hwy 7 widening Brock to Lakeridge,
»Bayly Street
» Westney Rd N
» Catharine Street (Belleville)

» New Services- (inc metering)
» 830 New residential lots/ 28 new G.S

»New Feeders-

» Seaton feeders (Church to Brock)**

» Dixie Road, Brock Road, Duffin Creek WPCP
» Other-

$5.0M

$3.9M

$3.7M

$2.2M

S0.4M

**New since Rate Application filed due new timing information.

$15.276M



2010 Capital Expenditure Plan

> Sustainment Work-

> Reliability-
> Bay Ridges, Pickering back yard rebuild
» SE Pickering- Insulator and Pole replacement
» South Ajax Feeder Automation
» 4 New Recloser on 27.6kV
» LIS Automation, FCl installation- o/h and u/g

» Regular Replacement of equipment-
»SCADA radios
» substation minor upgrades,
» pole replacement/ pole top upgrades
» switch/TX/cable/switchgear replacement

» Capacity
»Voltage Conversions- Gravenhurst, Cavan North

> Other
»TX replacement due to PCB testing
» Oil Containment for Substations

$2.20M

$1.30M

$0.98M

$0.55M

$5.082M



2010 Capital Expenditure Plan

Facilities Capital-
» Ajax Building Expansion

» Ajax Facility Improvements
» Parking and General Renovations

» Pickering Facility Improvements
» General Renovations

» Misc Furniture

$2.23M

$0.13M

$0.21M

$0.02M

$2.58M
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