
Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

1. Ref: None

Request

Please confirm that the Applicant has 134 schools operated by publicly funded school 
boards in its franchise area.  Please advise how many schools, in each rate zone, are 
in each of the GS<50 and GS>50 classes.

Response: 

There are 117 schools located in Veridian’s franchise area, though some may have 
multiple accounts (portables, admin offices, etc.)
 

Veridian Gravenhurst
<50 kW Catholic 6 <50 kW Catholic
>50kW Catholic 30 >50kW Catholic
<50 Public 24 <50 Public
>50 Public 54 >50 Public 3



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

2. Ref: Exhibit 1 / Tab 1 / Schedule 4
Exhibit 1 / Tab 2 / Schedule 1 / Page 16

Request

Please describe the precise approval being requested with respect to the use of 
account 1572 to record 2009 PCB testing costs.  If the approval is solely to record 
the amounts, with no implications as to future clearance, please so state.  If it is 
also intended to be approval for Z factor qualification of the costs, subject only to 
later prudence review, please provide evidence that each of the Z factor criteria 
has been met.

Response: 

Veridian seeks approval to record the amounts, in recognition of having provided the 
Board with notice of the Z factor event as required in Chapter 3 of the Filing
Requirements for Transmission and Distribution Applications. Veridian is not seeking to 
satisfy the Z factor eligibility criteria of causation, materiality and prudence at this time. 
The approval will have no implications as to future clearance.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

DOCSTOR: 1839460\1

3. Ref: Exhibit 1 / Tab 1 / Schedule 11

Request

(a) Page 1.  Please confirm that no part of the cost of the Board of Directors of 
Veridian Corporation, including direct costs and overhead or support costs, is 
included in the revenue requirement in this Application.  If any such costs are 
included, please provide details.

(b) VCI/VEI Agreement.  Please:
i. Advise the date this Agreement was actually signed by the parties.

ii. Advise the status of this Agreement as of January 1, 2010.
iii. File the 2009 invoices from the Applicant to VEI, with full 

breakdowns of all amounts charged and their calculation.

(c) VCI/VC Agreement.  Please:
i. Advise the date this Agreement was actually signed by the parties.

ii. Advise the status of this Agreement as of January 1, 2010.
iii. File the 2009 invoices from the Applicant to VEI, with full 

breakdowns of all amounts charged and their calculation.

Response: 

(a) Costs associated with the Board of Directors of Veridian Corporation are not included 
in Veridian’s proposed revenue requirement. 

(b) With regard to the VCI/VEI Agreement:

i. The Agreement was signed by the Parties on July 24, 2009.

ii. The Agreement was amended twice during 2009, as follows:

1. On November 26th 2009 to reflect the cessation of the 
provision of Fibre Optic Services by VCI to VEI effective 
October 1, 2009; and,

2. On December 22nd 2009 to include an hourly rate for project 
support services provided to VEI by VCI’s Manager of Grid 
Operations effective November 2, 2009.

Signed copies of both of these amending agreements are appended to 
this interrogatory response as Attachment 1.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

In Exhibit 4/Tab 6/Schedule 3/Pages 2 and 3 of its application, 
Veridian outlined its plans for the elimination of shared services as 
follows: 

“By the end of the bridge year, Veridian plans to eliminate all 
shared services with its energy services affiliate. This will be 
facilitated through Veridian Energy Inc.’s sale of its fibre optic 
communications assets, and its retention of unaffiliated third party 
support for the operation of its rental equipment business. Veridian 
Energy Inc. will also instate a new President and CEO, thereby 
eliminating the current sharing arrangements with Veridian.”

While significant progress toward this goal was achieved with the sale 
of Veridian Energy Inc.’s fibre optic communications assets (effective 
October 1st 2009), the company has not yet finalized arrangements for 
the retention of unaffiliated third party support for the operation of its 
rental equipment business. It has also not yet instated a new President 
and CEO. However, it continues to be committed to the 
implementation of both measures, and now projects that this will be 
completed within the first quarter of 2010. 

Given these circumstances, Veridian plans to renew its Transitional 
Services Agreement with Veridian Energy Inc. for the first three 
months of 2010. The services provided will be as detailed in the 
December 22nd 2009 amending agreement. Transfer prices will be 
updated to reflect projected 2010 fully allocated costs.

iii. Copies of all 2009 invoices are appended as Attachment 2 along with a 
covering table showing the breakdowns of amounts charged Note that 
invoicing for some services is done quarterly. Fourth quarter invoicing 
is pending for these items.

(c) With regard to the VCI/VC Agreement:

i. The Agreement was signed by the Parties on July 24, 2009.

ii. The Agreement will be replaced with a new Agreement having an 
effective date of January 1, 2010. See the response to VECC 
interrogatory number 31 for details of the transfer prices that will be 
contained within the Agreement.

iii. Copies of all 2009 invoices are appended as Attachment 3. 
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Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

4. Ref: Exhibit 1 / Tab 1 / Schedule 15

With respect to the 2008 Annual Report:

Request

(a) Page 6.  Please confirm that the dividend from Veridian Corporation to its 
shareholders in 2008 was $4.2 million, but the dividend from the Applicant to 
Veridian Corporation in 2008 was $7.4 million [Ex. 1/1/17, p. 3].  

(b) Page 6, 23.  Please file a copy of any directive or other such communication 
from the shareholders of Veridian Corporation to that corporation or its 
directors or officers with respect to dividend policy or targets, or establishing 
any requirements for dividends that affect the amount of funds needed from 
the Applicant.  Please provide a copy of any dividend policy of the Board of 
Veridian Corporation.

(c) Page 21.  Please provide the current strategic or long-range plan of Veridian 
Corporation, or such other document as sets out the details of the “key 
business goals” referred to.

(d) Page 25.  Please provide the “high level review of the major differences 
between current  Canadian GAAP and IFRS”.

(e) Page 36.  Please provide a forecast, in the format set out in Note 1 (l) (iv), of 
the aged receivables as of December 31, 2009 and December 31, 2010.

Response: 

(a) Confirmed.  The dividend from Veridian Corporation to its shareholders in 2008 was 
$4.2 million.  The dividend from the Veridian Connections Inc. to Veridian  
Corporation in 2008 was $7.4 million

(b) Veridian does not possess any directive or other communication from the 
shareholders of Veridian Corporation with respect to dividend policy or targets.  The 
dividend policy of Veridian Corporation is appended

(c) Veridian has extracted the Veridian Connections Inc.  Key Business Goals from 
Veridian Corporation’s Key Business Goals document that was approved by the 
Veridian Board on May 28, 2009 and appended such to this response.  The Key 
Business Goals for the period 2008 to 2012 are outlined within this document.  The 
Key Business Goals for 2010 to 2014 is planned to be presented to the Veridian 
Board for approval at the March 2010 Board meeting.  



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

(d) Deloitte Report - Comparison of Canadian Generally Accepted Accounting Principles 
and International Financial Reporting Standards is attached.

(e) Veridian does not have forecasts for aged receivables for December 31, 2009 and 
December 31, 2010. However, Veridian does forecast bad debt expense related to 
uncollectible accounts.  This forecast of change in bad debt expense is provided at 
Exhibit 4/Tab 4/Schedule 4 page 8 for 2009 and Exhibit 4/Tab 4/Schedule 4 page 13 
for 2010.
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Executive summary 

We have prepared a high-level scoping analysis to consider the potential impact of the convergence of 

Canadian generally accepted accounting principles (“Canadian GAAP”) to International Financial 

Reporting Standards (“IFRS”), based on the standards in effect as at November 2008, to assist the 

Veridian Corporation Group of Companies with their own analyses. Our findings are presented in this 

report which completes the awareness stage of Phase 1 of an overall IFRS implementation plan. 

 

This communication is prepared for the information of Veridian’s management and is not intended for 

any other purpose. We accept no responsibility to any third party using this communication.  The 

ultimate responsibility for all decisions on appropriately applying IFRS rests with management. 

Deloitte is not expressing any opinion in accordance with IFRS or Canadian generally accepted 

auditing standards, or with any other assurance standard, on the information contained in this 

document.  

 

In preparing this report we followed the methodology that we previously discussed with management. 

 

• Development of an initial assessment of priorities and challenges associated with IFRS 

conversion. A “heat map” document was prepared, which provides an executive summary of 

the potential financial statement implications and operational challenges arising from IFRS 

conversion; and 
 

• Development of suggested conversion activities which will address the prioritization of 

required work, training and communication plans. 
 

All the standards under IFRS and International Accounting Standards (“IAS”), including 

interpretations, were considered for relevancy to understand the financial and operational impacts on 

the Companies.  We did not consider IAS 2, Inventories, in our analyses as Canadian Institute of 

Chartered Accountants (“CICA”) Handbook Section 3031, Inventory, is converged with IAS 2.  This 

new GAAP standard is effective for the Companies as of January 1, 2008.  As part of implementing this 

GAAP standard, the Companies’ spare parts will need to be reviewed to determine whether items 

should be included as inventory or property, plant and equipment. 

 

The following subsidiaries were included in our analyses: 

 

Subsidiary Reference 

Veridian Corporation VC 

Veridian Connections Inc. VCI 

Veridian Energy Inc. VEI 

 

The following table shows a preliminary assessment as to the extent of potential impacts. These 

impacts are discussed in further detail at Appendix B, Business Impact Study. 

 

Standard 
Potential difficulty of 

implementation 

Subsidiaries 

Affected 

First time adoption of IFRS Significant All 

Business combinations 

Significant (depending on 

transactions and IFRS 

election) 

VC Consolidated 

Presentation of financial statements Moderate All 

Statement of cash flows Average All 

Changes in accounting policies, accounting 

estimates and errors 
Average 

All 

Events after balance sheet date Average All 

Income taxes Moderate All 
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Property, plant and equipment Significant All 

Leases Moderate  All 

Revenue Significant 

Potentially all 

depending on lease 

analysis outcome 

Employee benefits Moderate All 

Borrowing costs Moderate VCI, VEI 

Related party disclosures  Moderate  All 

Consolidated and separate financial statements Average 
VC Consolidated and 

non-consolidated 

Investment  in associates Average VC 

Impairment of assets Moderate All 

Provisions, contingent assets and contingent 

liabilities  
Moderate 

All 

Intangible assets Average VCI, VEI 

Financial Instruments Moderate  VC 

Accounting for the impacts of rate regulation Significant VCI, VEI 

 

The results of our assessment suggest that IFRS 1, First-time Adoption of IFRS, IAS 16: Property, 

Plant and Equipment and IAS 18: Revenues will have the largest impacts on the Companies from an 

implementation point of view. This is not uncommon, as IFRS 1 is a complex standard, and requires a 

detailed knowledge thereof in order to effectively implement it. In addition the potential loss of rate 

regulated accounting guidance, which does not exist under IFRS, will have a significant impact on rate 

regulated enterprises and the treatment of PP&E and regulatory assets and liabilities. These are the 

areas of financial reporting most likely to be impacted by IFRS. However, there are many detailed 

differences in IFRS and many additional disclosures that need to be provided as well. 

 

An efficient implementation requires that a flexible and robust plan be developed, which not only 

considers the results of our analysis, but also takes into account the development of an effective 

communication strategy and strong project management. Suggested conversion activities have been 

identified for management’s consideration which takes some of these factors into account.  A first 

draft of a work plan has been included as Appendix E. 

 

Another important consideration for the Companies is whether sufficient and adequate resources are 

available to deal with the IFRS transition. This is important as it is a key cornerstone in the execution 

of an effective and efficient transition process. This needs to be addressed in light of the Companies’ 

current resource needs/requirements.  Based on our experience a dedicated resource will be required 

to accomplish an effective IFRS implementation. 

 

With regard to information systems, the Companies need to consider the impact that each IFRS 

difference will have, including potential upgrades or changes that are required. Based on our 

preliminary assessment it is likely that significant system changes will be mostly isolated to the 

Property, Plant and Equipment and Financial Reporting cycles, but likely no significant changes will be 

required with respect to the Companies’ billing system.  

The most significant systems impact for the Companies will be during the parallel run year and/or the 

required reconciliation, and will be impacted by your regulatory requirements.  Hence the Companies 

should prioritize efforts as soon as possible to design, develop and implement a strategy for the 

parallel run and/or required reconciliation during the conversion year. The Companies may want to 

consider using the IFRS conversion as an opportunity to undertake an overall review of its financial 

systems infrastructure to achieve better integration and flexibility to allow future growth. 

At a minimum the systems conversion plan component of the overall IFRS conversion plan should 

address the following:  

 

• Developing a strategy for parallel run and/or required reconciliation including: how opening 

balances will be determined, how the sets of books will be maintained and consolidated during 

the year for Canadian GAAP, IFRS and regulatory purposes, the reporting needs driven by the 

requirement to reconcile between the sets of books and financial statements;  
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• Identifying, designing and implementing revisions to the current chart of accounts to allow the 

detailed information capture and reporting needs;  

 

• Identifying impacted interfaces. Designing, developing and testing changes to the impacted 

interfaces;  

 

• Identifying impacted spreadsheets and designing, re-modeling and testing changes to the 

spreadsheet models ;  

 

• Consideration of issues related to dependencies and the overall integration of changes;  

 

• Identifying changes to requirements from relevant external services providers and integrating 

those into the overall plan;  

 

• Project management and communications management; and  

 

• Monitoring developments and guidance that may be issued by the OEB. 

 

 

Within this report, we raise issues which are specific to Veridian Corporation Group of Companies and 

as a consequence, they should not be considered for entities outside this report. 

 

 

Structure of this report 

 
This Executive summary lays out the major areas of financial reporting differences between IFRS and 

Canadian GAAP (CGAAP) and also includes a high level discussion of implications related to the 

conversion to IFRS. Sections 1 and 2 include a high level description of IFRS and the mechanics of 

Veridian’s conversion. 

 

 

Appendix A presents a one page schematic, or “Heat Map”, providing an overview of the various IFRS 

standards and the level of difficulty and potential impact to Veridian’s statements on a financial 

statement line item basis. Section 3 at the front of this report explains the coding used in Appendix A 

and describes some of the wider business issues associated with these impacts. 

 

Section 4 of the front part of this report provides, on a standard by standard basis, a high level 

description of the differences for each relevant IFRS standard. The existences of accounting policy 

choices and transition elections available are also provided. Because IFRS is not static, this section 

also describes any ongoing standard setting activities related to each standard. Suggested 

convergence activities that can be undertaken in relation to each topic are also provided. 

 

Appendix B provides a more detailed standard by standard analysis and comparison with Canadian 

GAAP and Veridian’s current accounting policies. This Appendix can serve as a more detailed reference 

source for the project team going forward. 

 

Appendix C provides an overview of the various consideration points requiring attention regarding the 

impact transitioning to IFRS may have on systems. 

 

Appendix D is based on the CICA’s 20 questions audit committees and boards of directors should be 

asking about IFRS. We expect that the answers to these questions will be continuously updated and 

refined as the project progresses. 

 

The draft work plan for the project is included as Appendix E. 



 

© Deloitte & Touche LLP and affiliated entities. Canadian GAAP Convergence to IFRS 

   6 

1. Description of IFRS 

Overview 
 

IFRS is the term used to indicate the entire body of International Accounting Standards Board 

(“IASB”) authoritative literature. This includes IFRS 1 to 8, International Accounting Standards (“IAS”) 

1 to 41, and all pronouncements issued by the International Financial Reporting Interpretations 

Committee (“IFRIC”) and by IFRICs predecessor, the International Standing Interpretations 

Committee (“SIC”). 

 

IFRS and Canadian GAAP are based on conceptual frameworks that are substantially consistent. 

With some exceptions, they cover much the same topics and reach similar conclusions on many 

issues. The style and form of IFRS is generally quite similar to Canadian standards. They are laid out 

in the same way as Handbook Sections, highlight the principles and use similar language. 

 

Similar to current Canadian GAAP, IFRSs are principles based. The IFRS framework exists as an aid to 

the drafting of new or revised IFRS, and is built upon concepts which are very similar to that 

employed in Canadian GAAP, such as fair presentation, relevance, materiality, comparability and 

substance over form. 

 

IFRS have few “bright lines” and their application requires even greater use of professional judgment 

and increased financial statement disclosure compared to Canadian GAAP.  This is mostly due to the 

influence US standards have had on the standard setting process in Canada.  More accounting choices 

are available in IFRS, making early evaluation of these choices key to ensuring the best possible 

outcome over the long run. 

 

While IFRS include some standards that appear to be very similar to current GAAP, the “devil is in the 

details”, and the level of analysis required to fully understand and appropriately apply these standards 

should not be underestimated.1 An understanding of IFRS is a priority in the conversion process. 

 

Unlike Canadian GAAP, a true and fair override is permitted when compliance with IFRS would be 

misleading.2

                                                      
1
 Examples would include IAS 16 - Property Plant & Equipment and SIC-12 – Special-Purpose Entities. 

2
 Provided the standards regulator does not prohibit the override. 
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2. Convergence with IFRS 

Background 
 
The Accounting Standards Board of Canada (“AcSB”) has announced that Canadian GAAP, as we 

currently know them, will cease to exist for all publicly accountable enterprises (“PAEs”) by 2011. 

From that point onward, the Companies defined as PAE’s will be required to report under IFRS.  

 

Given the OEB guidance, it is expected that Veridian Connections Inc. and the consolidated financial 

statements of its parent company, Veridian Corporation, will be considered PAE’s and will be required 

to adopt IFRS. There appears to be an option to continue reporting under current GAAP for Veridian 

Energy’s and Veridian Corporation’s stand-alone financial statements, however, given the requirement 

to prepare consolidated IFRS financial statements, it may be more efficient for all entities to report 

under IFRS. A decision on these conversions will need to be made in consultation with senior 

management and the Board. 

 

Listed companies in European Union (“EU”) member countries, Australia, South Africa and Hong Kong 

converted to IFRS in or around 2005. Generally, these companies found that they underestimated the 

magnitude of effort required to convert. While some of the more significant conversion issues which 

they faced do not apply to Canadian companies, we can certainly learn from their experiences. 

 

IFRS convergence – Timetable for the Companies 
 
The below timeline outlines the Companies’ required steps in preparing fully compliant financial 

statements: 

 

 
 

Implications for the Companies on IFRS First Time Application 
 
IFRS 1: “First-time Adoption of International Financial Reporting Standards” provides the ‘framework’ 

to be followed when Veridian first applies IFRS. 
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In accordance with IFRS, the Companies will prepare their financial reports under IFRS for the first 

time for the years ending December 31, 2011. The comparatives in these reports will need to be 

restated; as such the effective transitional date for application of the standards will be January 1, 

2010. Any adjustment arising from the restatement of the opening balance sheet shall be recognized 

directly in retained earnings, or if appropriate, another category of equity (such as accumulated other 

comprehensive income), at the date of transition (i.e. January 1, 2010). 

 

As a consequence, the Companies will be required to prepare opening balance sheets at January 1, 

2010 in accordance with IFRS. These balance sheets will be subject to audit. 

 

Under IFRS 1, retrospective application of IFRS as at January 1, 2010 is required for most account 

balances.  However, upon first-time adoption, there are a number of exemptions and exceptions to 

this rule. It is important that the Companies investigate the alternatives available under IFRS 1 

thoroughly to ensure any opportunities they provide are maximized. 
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3. Challenges for first time adoption 

There are a number of differences between IFRS and current GAAP that will need to be assessed by 

the Companies and may require significant changes in the Companies’ selected policies, methods of 

accounting and/or accounting systems. The adoption of IFRSs will affect both the calculation of profit, 

as well as the measurement of balance sheet items. 

 

The Companies’ implementation team will need to carefully monitor developments in order to 

understand fully the accounting and business implications of the new requirements.  

 

Consideration should also be given to regulators (such as the OEB) who may pose challenges for first 

time adopters to the extent that they add additional convergence requirements or timelines or if the 

Companies are dependent on them to provide clarifying guidance.  

 

Appendix A provides an executive summary (“heat map”) of the IFRSs currently issued which were 

assessed as potentially being of greatest applicability to the Companies and provides a preliminary 

assessment of their likely impact. Both the potential difficulty of implementation and the potential 

financial impact of each standard have been ranked according to a preliminary view of the level of 

significance it will have on the Companies. 

 

The color represents the potential level of difficulty of implementation (High, Medium or Low) which 

takes into consideration the following factors: 

 

• The pervasiveness of the issue throughout the organization; 

• The potential need for information system changes/amendments; 

• The potential need to review/consider significant numbers of contracts/ 

agreements/transactions; and 

• The potential challenges due to interpretive differences across Canadian GAAP and IFRS. 

 

Potential difficulty of implementation 

 Significant  Moderate  Average 

 

The letter within the cell reflects an initial estimate of the potential financial statement numerical 

impact from the adoption of the standard, assessed based on the recorded value of the 

transaction/balance in the financial statements or the degree of potential volatility which may result. 

 

Potential level of financial impact 

H High M Medium L Low P Depends on 
policy choice 

 

A detailed review of each IFRS standard has been prepared which provides support for the conclusions 

made on the heat map. This detailed report is found at Appendix B. A summarized version is provided 

below at Section 4.  

 

Please note that the information within these sections has been tailored to your business so it is not a 

full appraisal of all the differences between the IFRS and current Canadian GAAP. 

 

Our judgment as to the relevance of the IFRS to the Companies is based solely on the information 

contained in the December 31, 2007 annual financial statements, our knowledge of the Companies; 

core businesses, and through discussions with management. 
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Convergence with IFRS is not just an issue of technical compliance with new accounting rules; it raises 

a number of wider business issues. There are numerous differences between IFRS and current GAAP 

which need to be understood by the Companies and may require significant changes in your methods 

of accounting. The adoption of IFRS will affect a number of areas including: 

• Reported profit; 

• Assets and liabilities; 

• Shareholders’ equity; 

• Capital ratios; and 

• Key performance indicators. 

 

However these changes do not solely affect your reported figures; a number of wider business issues 

need to be considered as shown below: 

 

Area Issues 

Shareholders and Board 

of Directors 

Both the shareholders and Board of Directors should be fully aware of the 

impact that IFRS will have on Veridian’s financial statements, including 

business impacts, so that there are no surprises on the date of transition. 

 

An analysis of the Canadian Institute of Chartered Accountants (“CICA”) 

publication “20 Questions Directors and Audit Committees should ask 

about IFRS Conversions” has been included in Appendix D.  

 

Information systems Your existing management information will have to be revised to cope with 

the introduction of IFRS, including the enhanced disclosure requirements. 

 

The format and procedures around your budgeting and forecasting will 

also need to be re-assessed in light of IFRS.  Refer to Appendix C for more 

detailed consideration points regarding systems. 

Training The transition to IFRS will require individuals within the finance 

department and potentially other business functions to have a relevant 

amount of understanding about the new accounting rules and how to 

apply them in practice. We would recommend that a tailored training 

program should be included in your IFRS implementation plan to deal with 

this area. 

OEB reporting and rate 

setting process 

The financial statements are also used for rate setting purposes and filing 

with the OEB. To the extent that differences between the GAAP financial 

statements and the requirements for rate setting purposes diverge, there 

will be the need for reconciliation and tracking processes. Deloitte and the 

company are actively managing OEB work in this area, as well as any 

relevant developments in IFRS. 

Valuation models Various IFRSs will require changes to existing valuation models or 

measurement models (such as IAS 36: Impairment of Assets) which may 

require changes to existing valuation models. 

Risk management and 

controls 

A strong internal control system should be an integral part of the 

Companies’ implementation plans. 

Capital ratio’s Adoption of IFRS may impact the Companies’ capital ratios and potentially 

other key financial measures for the businesses. 
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4. Summary of scoping results and findings 

Standard First Time Adoption – IFRS 1 

Implementation 

assessment 
Potentially significant implementation difficulty 

Points to consider • Coded as potentially significant because the impact is pervasive 

• IFRS 1 requires restatement of all accounts affected by IFRS 

conversion, with certain exceptions. The following exemptions and 

exceptions are applicable to Veridian: 

 

− Business combinations 

− Fair value or revaluation as deemed cost 

− Employee benefits 

− Decommissioning liabilities  

− Leases 

− Borrowing costs 

− Separate financial statements 

 

• A balance sheet that complies with IFRS will need to be created as of 

January 1, 2010 

• Magnitude of impacts is governed by application of all other IFRS, 

described below 

• Note disclosure of impacts of adoption of IFRS and reconciliations 

between GAAP and IFRS may be significant 

Suggested conversion 

activities 

• Consider exemptions and exceptions in conjunction with related topic 

areas discussed below. 

• Strategize as to whether you will apply the relevant exemptions and 

exceptions, whether it will ease implementation and the consequential 

impacts that it may have on your operations. 

• Consider the preparation of opening balance sheet and conversion 

disclosure on a trial run basis well before the date of adoption. 

• Decide if, and/or, how the Companies will design and implement the 

parallel runs for 2010. This may involve significant additional effort, 

given requirements to maintain multiple sets of books (both for 

financial and OEB reporting). 

• Monitor the impact of activities related to IFRS 1 (i.e. potential for 

additional exemption to be added relating to rate regulated assets and 

liabilities). 

• Plan a training session/workshop on IFRS 1 to fully understand its 

detailed requirements. 

 
Standard Business Combinations – IFRS 3 

Implementation 

assessment 
Significant implementation difficulty (if IFRS 1 elections are not made) 

Points to consider • Veridian Corporation has had a number of previous business 

combinations that may need to be accounted for under IFRS 3 

depending on the policy chosen under IFRS 1. 

• At a minimum, the assets and liabilities associated with previous 

business combinations will need to be reviewed to ensure they qualify 

for recognition under IFRS (see IFRS 1, Appendix B. 

• The Companies’ current growth strategy is through acquisitions, 

therefore any business combinations in 2010 and 2011 will need to be 

assessed under IFRS 3.  

Suggested conversion 

activities 

• If the Companies are planning business combinations for the year 

beginning on January 1, 2010, consider adopting the new Canadian 
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standard on January 1, 2010 to avoid restatement on transition to IFRS 

in 2011. 

• Consider electing the IFRS 1 exemption not to restate business 

combinations that occurred prior to 2010. If the election is taken, work 

effort may be reduced.  

• A goodwill impairment test is still required on date of transition to IFRS 

(i.e., January 1, 2010), regardless of whether the exemption is taken or 

not. 

• Monitor future developments to identify any business combinations that 

will need to be assessed under IFRS 3. Update conversion plan as 

necessary.  

 
Standard Presentation of Financial Statements – IAS 1 

Implementation 

assessment 

Average implementation difficulty with Medium potential financial 

statement impact 

Points to consider • There are additional disclosure requirements under IFRS that are not 

required under Canadian GAAP, such as: 

• Disclosure of judgments, other than estimates, made in the 

process of applying accounting policies that have the most effect 

on the financial statements. 

• Disclosures of dividends per share (declared or proposed), 

domicile and legal form of entity, address of registered office, 

country of incorporation, nature of activities, and name of parent 

and ultimate parent of the group 

• IFRS 1 exemption – none available 

• Convergence activities - the IASB issued a revised IAS 1. The revisions 

to the standard are relatively minor and introduce a statement called 

“Other Comprehensive Income”. The revised standard is effective for 

annual periods beginning on or after January 1, 2009, with early 

application permitted. 

Suggested conversion 

activities 

• Other than the enhanced disclosure requirements, the principles under 

IFRS are essentially aligned with Canadian GAAP. 

• Consider the enhanced disclosure requirements under IAS 1 and how 

easy it would be to access this information. 

• Plan a training session on IAS 1 to understand the enhanced disclosure 

requirements. 

• Consider creating mock IFRS compliant financial statements and 

disclosures before the conversion to test systems and data collection. 

 
Standard Cash Flow Statements– IAS 7 

Implementation 

assessment 

Average implementation difficulty with Low potential financial statement 

impact 

Points to consider • IFRS and Canadian GAAP are substantially aligned in this area. 

• Under IFRS, an entity has an accounting policy choice of classifying 

interest and dividends received as operating or investing, and interest 

and dividends paid as operating or financing activities. 

• Under Canadian GAAP, interest and dividends received must be 

classified as operating activities, interest paid is recorded as operating, 

and dividends paid charged to retained earnings must be presented as 

financing activities. 

• IAS allows for restricted cash balances to be classified as cash and cash 

equivalents under certain circumstances.  

• IFRS 1 exemption – none available 

• There are no convergence activities associated with IAS 7 

Suggested conversion 

activities 

• Select an accounting policy choice for classifying interest (paid and 

received) and dividends (paid and received). 

• Perform a review of restricted cash balances to ensure properly 

classified under IAS 7. 
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Standard 
Changes in Accounting Policies, Changes in Accounting Estimates 

and Errors – IAS 8 

Implementation 

assessment 

Average Implementation Difficulty with Low expected financial statement 

impact 

Points to consider • IFRS and Canadian GAAP are fundamentally aligned in this area. 

• Both standards require a change in accounting policy to be applied 

retrospectively. Both standards also mandate that all material prior 

period errors should be corrected through retroactive restatement. 

• IFRS 1 exemption – none available 

• There are no convergence activities associated with IAS 8 

Suggested conversion 

activities 
• There are no suggested conversion activities as this is a low risk area. 

 
Standard Events after Balance Sheet Date – IAS 10 

Implementation 

assessment 

Average Implementation Difficulty with Low expected financial statement 

impact 

Points to consider • IFRS and Canadian GAAP are fundamentally aligned in this area. 

•  The key differences relate to the post-reporting date, and the 

disclosure of the date the financial statements were authorized for 

issuance. 

• IFRS 1 exemption – none available 

• Convergence activities – there are none associated with IAS 10 

Suggested conversion 

activities 

• Consider the difference in post-reporting dates in light of any events 

that may occur after balance sheet date. 

• With regard to the disclosure of authorization for issue of the financial 

statements, the Companies’ financial statements already disclose who 

authorized the financial statements for issue and the date. 

• This is a low risk area that need only be addressed on completion of the 

December 31, 2011 statements.  

 
Standard Income Taxes – IAS 12 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium - Low expected financial 

statement impact 

Points to consider • The principles under both Frameworks are similar in many respects. 

• The tax impacts due to IFRS conversion needs to be assessed and 

definition of income taxes under IFRS should be considered. 

• IFRS 1 exemption – none available 

• There is a convergence project underway with the United States 

Financial Accounting Standards Board (“FASB”) which will remove some 

of the exceptions in IAS 12 that currently do not exist under GAAP.  An 

exposure draft is expected to be issued in the fourth quarter of 2008, 

with a final standard to be issued in 2010. 

Suggested conversion 

activities 

• Adopt accounting for future income taxes for the regulated businesses 

in 2009 as required by Canadian GAAP. 

• Consider and be aware of the related tax consequences from 

convergence with IFRS. 

• Consider the involvement of a tax specialist throughout the entire 

conversion process, not only to understand the impact on current and 

future income taxes, but also to assess how IFRS will impact any 

current tax planning/strategies. 

• Study the exposure draft when issued as it will provide a good basis for 

understanding the new IFRS standards that are likely to emerge in this 

area. 
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Standard Property, Plant and Equipment – IAS 16 

Implementation 

assessment 

Significant Implementation Difficulty with High expected financial 

statement impact 

Points to consider • On class by class basis, accounting policy choice – revaluation or cost 

model; impact to capital assets recorded on balance sheet and 

amortization amounts 

• Cost capitalization policies may differ under IFRS.  

• Major parts of an asset may need to be depreciated separately. The 

level of detail for this componentization is based on the significance of 

the cost of component in relation to the whole asset and materiality 

• IFRS 1 exemption - on an asset by asset basis, may elect to remeasure 

the asset at fair value as at January 1, 2010 and use this value as its  

deemed cost for subsequent accounting purposes under the cost model. 

Considering that existing premises and equipment are close to being 

fully amortized, the exemption may have limited relevance. 

• IFRS 1 exemption – an exposure draft has been issued to allow rate-

regulated entities to elect to use Canadian GAAP cost as opening IFRS 

cost.  

•  There are no planned convergence projects underway 

• Disclosure – more detailed, reconciliations of opening / closing balance, 

recognized impairments 

Suggested conversion 

activities 

• Determine whether the IFRS 1 exemption will be selected for any 

assets. 

• Begin now to determine existence of unrealized gains on assets and 

consider whether revaluation is desirable 

• If assets are not to be recorded at fair value under the IFRS 1 election 

or revaluation model, consider existing cost capitalization policies under 

IFRS. Review of overhead burden rates, in particular, will need to be 

undertaken. 

• Begin to consider the existence of significant components and the use 

current components in place 

• Begin to gather data necessary to provide disclosure 

• Consider the impact that componentization, choice of model and 

enhanced disclosures will have on Veridian’s current 

accounting/reporting model. 

• Plan a training session on IAS 16 to fully understand its details, 

accounting treatment and related implications. 

 
Standard Leases – IAS 17 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium to Low expected financial 

statement impact 

Points to consider • There may be differences related to lease classification as operating or 

capital under IFRS and as such assessment of the following agreements 

should be done: 

- fibre optic rental agreements 

- water heater rental agreements 

- pole rental agreements 

- any building or land rental agreements 

• There is a convergence project underway with the FASB. A discussion 

paper is expected in 2009, and draft proposals in 2010. However, 

convergence is unlikely to be finished by 2011. 

Suggested conversion 

activities 

• Ensure that there is an up to date inventory of all lease and lease like 

arrangements. 

• Monitor international project on lease accounting 

• Consider IAS 17 standard when entering into new leases and 

arrangements 

• Begin to document considerations of items identified above 

• Plan a training session on lease accounting, particularly in light of the 
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analysis performed on existing agreements and how these may be 

impacted by IFRS. 

 
Standard Revenue – IAS 18 

Implementation 

assessment 

Significant Implementation Difficulty with High to Medium expected 

financial statement impact 

Points to consider • The guidance under both Frameworks in similar in many respects. 

• Potential areas of difference relates to distribution revenue (as a result 

of loss of regulatory accounting), potential leasing changes and 

treatment of recoverable costs.  

• Exposure draft D24: Customer contributions may also have a significant 

impact on revenue recognition for these items.   

•  IFRS 1 exemption – there is none 

• There is a convergence project underway with the FASB. A discussion 

paper is expected in 2009. However, convergence is unlikely to be 

finished by 2011. 

Suggested conversion 

activities 
• Monitor international project on revenue recognition, including 

additional guidance to be issued on agent vs. principal transactions. 

• Begin to decide on the appropriate revenue recognition policy for items 

noted above. 

 

 
Standard Employee Future Benefits– IAS 19 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium expected financial 

statement impact  

Points to consider • Veridian has a defined benefit pension plan which also provides certain 

post-retirement benefits. 

• A key difference between IFRS and Canadian GAAP is the treatment of 

multi-employer plans, such as the OMERS plan in which the Companies 

participate. 

• Level of differences and work involved will depend on the assessment 

of the multi-employer plan and whether defined benefit accounting 

must be done under IFRS. 

• There is a convergence project underway with the FASB. An exposure 

draft is expected to be issued in the second half of 2009, with a final 

standard to be issued in 2011. 

Suggested conversion 

activities 

• Assess the need to apply defined benefit plan accounting under IFRS 

and, if so, develop appropriate actuarial and accounting processes 

under IAS 19 

• With respect to this assessment, contact OMERS to determine if 

sufficient information regarding the plan is available to account for the 

plan as defined benefit (consider communications with others included 

in the multi-employer plan to ensure consistency) 

 
Standard Borrowing costs – IAS 23 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium to High expected 

financial Impact 

Points to consider • Capitalization of borrowing costs is required for qualifying assets under 

IFRS. Veridian Connections already has a policy for capitalization of 

interest, so this may not be a significant difference, but the Companies 

will need to consider potential differences in the type of costs 

capitalized, the period of capitalization, etc. 

• Differences exist in the calculation of the weighted average cost of 

borrowings and the inability to use the allowance for cost of funds used 

during construction provided by the OEB. 

• IFRS 1 exemption available to being capitalizing borrowing costs from 

January 1, 2009 or from the date of transition (i.e. January 1, 2010) 
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Suggested conversion 

activities 

• Consider appropriate capitalization rate from January 1, 2009 

• Consider applicability of exemption for restatement of previously 

capitalized amounts. 

 
Standard Related Party Disclosures – IAS 24 

Implementation 

assessment 

Average Implementation Difficulty with Low expected financial statement 

impact 

Points to consider • Need to disclose information about executive remuneration in the 

financial statements as well as certain transactions with subsidiaries, 

associates, etc. 

• Amendment to exempt certain s owned enterprises from disclosing all 

related parties is expected to be approved in 2009. 

• IFRS 1 exemption – there are none 

• There are no convergence activities associated with IAS 24 

Suggested conversion 

activities 

• Begin to assess impact of IAS 24 from a disclosure and accounting 

perspective based on current related party transactions 

• Consider the definition of “key management personnel” under IAS 24 to 

understand whether current disclosure of management compensation 

and the required categories of compensation. 

• Monitor developments around government owned enterprise reporting. 

 
Standard Consolidated and Separate Financial Statements – IAS 27 

Implementation 

assessment 

Average Implementation Difficulty with Low expected financial statement 

impact 

Points to consider • IAS 27 provides specific guidance on treatment of investments in 

subsidiaries in stand-alone financial statements. This will allow the non-

consolidated statements to fully comply with IFRS.  

• IFRS 1 exemption available for when a subsidiary adopts IFRS at a 

different time than parent. This is not applicable, as all of companies 

have December 31st year ends. 

• The IASB and FASB have commenced a project on consolidation, 

including special purpose entities (“SPE’s”), to converge the standards. 

An exposure draft is expected in the fourth quarter of 2008, with a final 

standard expected to be issued in the second half of 2009. 

Suggested conversion 

activities 
• Make a policy choice for treatment of subsidiary investments. 

 
Standard Impairment of Assets – IAS 36 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium expected financial 

statement impact 

Points to consider • Documentation of how cash generating units were determined and 

appropriate segmentation e.g. by product; will be very judgmental 

• Mechanics of impairment tests for intangibles and property, plant and 

equipment and goodwill are somewhat different 

• Disclose impairment losses and reversals, details of each cash 

generating unit 

• IFRS 1 exemption – there are none available 

• IAS 36 is part of the convergence project between IASB and FASB. 

Staff research has begun, but is unlikely to be converged pre-2011 as it 

is not on the IASB’s current work plan. 

Suggested conversion 

activities 

• Monitor international convergence activities relating to impairment of 

assets 

• Begin to consider cash generating units  

• Consider performing a dry run IFRS impairment reviews before 2010 
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Standard Provisions, contingent liabilities and contingent asset -  IAS 37 

Implementation 

assessment 

Moderate Implementation Difficulty with Medium to Low expected financial 

statement impact 

Points to consider • Recognition threshold may be interpreted differently under IFRS. 

• IFRS requires the recognition of onerous contracts 

• Decommissioning liabilities are often recognized under IFRS, which may 

not meet the criteria for recognition under Canadian GAAP. 

• IFRS 1 mandatory exception - cannot retrospectively restate estimates 

using the benefit of hindsight. 

• Changes to IAS 37 expected in the second half of 2009 

Suggested conversion 

activities 

• Monitor international convergence activities 

• Review potential liabilities under IFRS recognition guidance 

• Consider the nature of disclosure required to meet the new rules 

• Plan a training session/workshop relating to IAS 37 to understand the 

principles, including the application of recognizing a constructive 

obligation. 

 
Standard Intangible assets-  IAS 38 

Implementation 

assessment 

Average Implementation Difficulty with Low expected financial statement 

impact 

Points to consider • The Companies should revisit existing accounting policies under the 

new Canadian GAAP (CICA 3064) standard effective for fiscal years 

beginning on or after January 1, 2009, which are now substantially 

aligned with IFRS. Specific considerations of software or other systems 

related items that may need to be classified as intangible assets.  

• IFRS 1 exemption – option to re-measure at fair value, intangible 

assets on date of transition, and to use this as deemed cost going 

forward. The election can be made on an asset by asset basis, but is 

likely not relevant to the Companies as the intangible assets would 

need to be included in an active market. 

• There is no convergence projects associated with IAS 38. 

Suggested conversion 

activities 

• Revisit accounting policy for software capitalization in light of IAS 38 

• Consider the need to include more detailed asset accounts at the sub 

ledger level to accommodate the enhanced disclosure requirements 

 

 

 
Standard Financial Instruments - IFRS 7, IAS 32, IAS 39 

Implementation 

assessment 
Average implementation difficulty with low financial statement impact 

Points to consider Accounting for financial instruments (e.g. investments and derivatives) is 

largely converged with IFRS given recent changes to Canadian GAAP. 

However, there are some areas of potential differences, a couple of which 

are indicated below. 

 

 

 

Embedded Derivatives: 

• Potential difference in date from which the search for embedded 

derivatives may begin under current Canadian GAAP vs. IFRS (i.e. policy 

choice under current Canadian GAAP for transition date for embedded 

derivatives to go back no further than January 1, 2003, where there is 

no grandfathering date under IAS 39 - therefore, all embedded 

derivatives must be accounted for according to the standard) 

 

Liability vs. equity classification for various instruments: 

• Scope of IAS 32 is broader than Canadian GAAP. As a result, presentation 
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as liabilities or equity may differ from Canadian GAAP on many occasions. 

IAS 32 may result in all or a portion of certain instruments currently 

classified in equity under Canadian GAAP to be reclassified to liabilities 

  

 

General Points to Consider: 

• IFRS 1 allows for reclassification of financial instruments (e.g., into or out 

of held for trading) as of the date of adoption (January 1, 2010) if certain 

conditions are met. 

Suggested conversion 

activities 

• Adopt IFRS compliant disclosures for financial instruments and capital 

management in 2008 financial statements (i.e. application of CICA 3862) 

•  Assess any other areas of difference, which are not expected to be 

significant 
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5. Next steps – IFRS implementation program 

The impacts of convergence on the Companies, highlighted within this report, may be significant, 

hence it is important for management to understand that there are a number of areas within the 

business that will be affected and due consideration should be paid to each. It is vital that there is a 

coordinated approach which includes addressing the taxation and systems issues arising from 

convergence. 

 

In addition, while Canada is aiming for January 1, 2011, many standards to be applied at that date are 

in process of convergence. This increases the level of complexity when planning for convergence and 

so particular attention will need to be paid to the level and skill base of resources that are assigned to 

the project taking account of competing requirements with business as usual and other projects. Due 

to the inevitable interdependencies between IFRS convergence and other projects the overall project 

will need to be carefully assessed and managed appropriately. 

 

Conversion Plan Approach 

 
The Companies will be required to provide IFRS comparative data for 2010 when they issue their first 

IFRS compliant financial statements in 2011.  As a result, the Companies’ date of transition will be 

January 1, 2010, and not January 1, 2011.  

 

While the Companies’ conversions to IFRS will take place over the three-year period from 2008 to 

2011, all detailed diagnostics and impact analyses, decisions with respect to options available under 

IFRS, and process and system changes required to capture data for reporting under IFRS will largely 

have to be completed by December 31, 2009. Conversion activities in 2010 and 2011 will consist 

mostly of parallel data collection and reporting, preparation of the necessary reconciliations and 

disclosures required to be filed in 2011, education and communications. 

 

The conversion plan will therefore be executed in three phases as follows: 

Phase Description Timeline 

Phase 1 Scoping November 2008 

Phase 2 Evaluation & Design December 2008 – December 2009 

Phase 3 Implementation & Review September 2009 – March 2012 

 

Phase 1 of the conversion plan consists of project initiation and awareness, identification of high-level 

differences between IFRS and GAAP and project planning and resourcing.  

 

The first requirement under Phase 1 is to identify those IFRSs that are most applicable to the 

Companies, determine what the major differences are between these IFRS and current GAAP, and the 

impact of these differences on financial reporting by the Companies. The results of this high-level 

scoping analysis is the basis upon which more detailed diagnostics and impact analysis will be 

completed under Phase 2 of the conversion plan. 

 

Note that this report addresses the phase 1 items. 

 

Phase 2 consists of detailed diagnostics and evaluation of the financial impacts of various options and 

alternative methodologies provided for under IFRS, identification and design of operational and 

financial business processes, and development of required solutions to address identified issues. 

 

The detailed analysis will be performed on the work streams identified in the project plan. Your 

assessment of the initial impact of the relevant standard may be updated based on the results 

obtained from your detailed analysis. 

 

The draft work plan included as Appendix E reflects the prioritization of issues summarized in this 

report. 
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Phase 3 will involve building, implementing and communicating the changes required to report IFRS 

compatible information beginning in 2010 and the associated impacts4. 

 

The intended changes to GAAP and IFRS over the conversion period will require that the Companies’ 

conversion plans be sufficiently flexible and dynamic to deal with standards changes as they arise. 

Some of the indicated changes will not come into effect until after the changeover to IFRS in 2011, 

therefore analysis and implementation will continue beyond the changeover date. 

 

Communication, both internal and external will be emphasized throughout the conversion process. 

Internal communications will be required to ensure consistent understanding, education and resolution 

of critical issues. External communications will be required to ensure that investors and investment 

analysts understand that any changes in financial reporting as a result of IFRS have little to do with 

the Companies; operations, financial positions and profitability. 
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VERIDIAN�CONNECTIONS�INC.�

FINANCIAL�MEASURES�
�

OPERATIONS,�MAINTENANCE�AND�ADMINISTRATION�COST�PER�CUSTOMER�($)�
A�measure�of�the�cost�efficiency�of�operating�Veridian�Connections�Inc. �Lower�operating�costs�demonstrate�
efficient� processes� and� cost� control.� � As� distribution� rates� are� set� based� upon� investment� in� plant� and�
projected�operating�costs,�lower�costs�lead�to�lower�customer�rates.���The�average�Ontario�LDC�OM&A�cost�
per�customer�in�2007�was�$259.��

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

$163� $170� $181 $192 $192 $192

�

PLANNED�CAPITAL�EXPENDITURES�COMPLETION�RATE�
A� measure� of� the� successful� completion� of planned� projects� within Veridian� Connections� Inc.� capital�
expenditure�plan.�Completion�of�projects�will�enhance�customer�benefits�by�leading�to�better�reliability�and�
better�system�cost�efficiency�

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

� � 90% 90% 90% 90%

�

�

�
�

�

�

�

�
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CUSTOMER�MEASURES�

CUSTOMER�SATISFACTION�
Veridian�Connections�Inc.�conducts�an�annual�survey�that�measures�the�level�of�satisfaction�customers�have�
with�Veridian�service.��Achieving�a�service�level�that�is�in�the�90th�percentile�(top�10%)�of�utilities�that�conduct�
surveys�using�Simul�Corporation’s�annual�utility�survey.�

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

90%� 90%� 90% 90% 90% 90%

�

LOW�COST/HIGH�VALUE�SERVICE�PROVIDER�
Veridian�Connections�Inc.�distribution�rates�should�be�affordable�for�customers.��Monthly�residential�bills�for�
1000�kwh�consuming�customers�should�be�in�the�50th�percentile�(lowest�50%)�of�Large�Utilities�as�reported�
within�the�annual�MEARIE�statistical�report�

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

64%� 50%� 50% 50% 50% 50%

�

�

�

�

�

�

�

�

�

�
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�

SERVICE�RELIABILITY�
Veridian’s� power� reliability� improves� levels� of� customer� satisfaction� for� residential� customers� and� improves� operational� and�
cost� efficiencies� for� business� customers.� � Veridian’s� target� for� reliability� is� to� improve� reliability� so� that� it� is� within� the� 75th�
percentile�(top�25%)�of�Ontario�utilities.��Standard�duration�and�frequency�utility�reliability�measures�are�employed.�

� 2007�

Actual�

2008

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

SAIDI� 1.94� 1.84 1.89 1.70 1.63 1.57

SAIFI� 1.81� 2.16 2.02 1.79 1.79 1.68

CAIDI� 1.07� 1.04 0.91 0.91 0.86 0.80

�

Saidi�=�System�average�interruption�duration�index�–�2008�Ontario�75th�percentile�is�1.09�hours�

Saifi�=�System�average�interruption�frequency�index�–�2008�Ontario�75th�percentile�is�1.10�interruptions�

Caidi�=�Customer�average�interruption�duration�index�–�2008�Ontario�75th�percentile�is�0.81�hours�

INTERNAL�MEASURES�
�

LOW�IMPACT�ENVIRONMENTAL�PROFILE�–�ANNUAL�CO2�EMISSIONS�(KG/CUSTOMER)�
Veridian� Connections� Inc.� will� improve� its� carbon� dioxide� emissions� related� to� vehicle� and� facility� energy�
utilization.� �Customers�benefit� from�an�electricity�distributor� that�has�a� low� impact�on� the�environment� in�
delivering�electricity�to�customers.�

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

� 9.8�kg� 9.6�kg 9.3�kg 9.1�kg 8.9�kg

�

�
�

�
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�

LEARNING�AND�GROWTH�MEASURES�

ENGAGED�EMPLOYEES�
Veridian�Connections�Inc.�will�conduct�periodic�employee�surveys�to�measure���level�of�engagement.��Surveys�
will�be�conducted�once�every�two�years.��Results�of�first�survey�will�be�available�in�February�of�2009.��Studies�
have�shown�that�engaged�employees� lead�to� lower�operating�costs�and�better�service�for�customers.� � �The�
measure�is�Veridian’s�employee�engagement�level�as�compared�to�the�North�American�Utility�Norm.�(Towers�
Perrin�Employee�Survey).��Veridian’s�2008�survey�scored�employee�engagement�at�75%,�9%�favourable�to�the�
North�American�Utility�Norm.��The�target�is�to�maintain�this�very�favourable�result�as�compared�to�the�survey�
group.�

2007�

Actual�

2008�

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

N/A� +9%� N/A +10% N/A +10%

�

EXCELLENCE�IN�SAFETY�
Veridian� Connections� Inc.� sets� a� high� target� for� no� lost� time� accidents.� � � Employee� safety� also� leads� to� better� safety� for� the�
public�and�customers.�

� 2007�

Actual�

2008

Target�

2009

Target�

2010

Target�

2011

Target�

2012

Target�

Lost�Time�Injury� 0� 0 0 0 0� 0

Lost�time�days�
per�

compensable�
injury�

7�days� 7�days 7�days 7�days 7�days 7�days

The�2005�2007�industry�average�for�lost�time�days�per�compensable�injury�is�14.2�days.�

�

�

�
�











































Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

5. Ref: Exhibit 1 / Tab 1 / Schedule 17

Request

(a) Page 3.  Please provide an explanation of the large difference in dividends 
between 2007 and 2008.  Please file a copy of any directive or other such 
communication from the shareholders of Veridian Corporation, or from 
Veridian Corporation, to the Applicant or its directors or officers with respect 
to dividend policy or targets, or establishing any requirements for dividends.  
Please provide a copy of any dividend policy of the Board of the Applicant.

(b) Page 6.  Please identify and describe any differences between the amortization 
rates for accounting purposes and the depreciation rates being used by the 
Applicant for regulatory purposes.

(c) Page 18.  Please provide a detailed breakdown of the figure of $4,766,400 in 
Note 6, and identify if any amounts for similar purposes are expected to arise 
in the Test Year.

Response: 

(a) In 2007, Veridian Connections Inc. paid dividends to Veridian Corporation for the 
first time since Veridian Connections Inc. was incorporated.  The Board of Veridian 
Connections Inc. approved a dividend distribution in 2007 of $16 million to return to 
Veridian Corporation shareholder retained earnings that had accumulated within 
Veridian Connections Inc.  To this point in time, Veridian Connections Inc. had not 
paid dividends to the parent company.  The $16 million dividend along with new 
2007 parent debt financing  moved Veridian Connections Inc.’s capital structure 
closer to the deemed capital structure that is employed by the Ontario Energy Board 
in determining regulatory cost of capital.

A dividend policy was established in 2007 that established a formula for dividends 
that would keep Veridian Connections Inc.’s capital structure close to the deemed 
capital structure.  Under the 2007 VCI policy, the dividend amount paid by VCI for 
2008 was $7.4 million.

Veridian does not possess any directive or communication from the shareholders of 
Veridian Corporation with respect to dividend policy or targets, or establishing any 
requirements for dividends.

Appended to this response are Veridian Corporation’s and Veridian Connections 
Inc.’s 2007 and 2009 Board resolutions which establish the dividend policy for 
Veridian Corporation and Veridian Connections Inc.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
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(b) Amortization rates for accounting purposes are the same as depreciation rates used for 
regulatory purposes. Veridian does not use the half year rule for accounting 
depreciation.  The application has been prepared using the half year rule for 
depreciation for regulatory purposes.

(c) Of the $4,766,400 payable to Veridian Corporation, $4,578,266 relates to distribution 
assets purchased by Veridian Corporation in 2008 at market prices from arms length 
third party vendors. A description of the circumstances that lead to Veridian 
Corporation purchasing distribution assets is found at Exhibit 4 /Tab 6/Schedule 
3/page 2.  Veridian Corporation’s purchase was made in accordance with its 
procurement policy; a policy held in common with Veridian. All distribution assets 
were purchased by Veridian Connections Inc. at prices equal to those paid to third 
party vendors by Veridian Corporation.  Veridian Connections does not anticipate 
that any distribution assets will be purchased from Veridian Corporation during the 
Test Year.  
The other item included in the payable to Veridian Corporation is $188,134 in 
amounts owed to Veridian Corporation for amounts paid on behalf of Veridian 
Connections Inc. or amounts owed to Veridian Corporation related to Service Level 
Agreements.
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6. Ref: Exhibit 1 / Tab 1 / Schedule 18

Request

Please file any rating agency reports related to Veridian Corporation.

Response: 

Veridian Corporation is rated by DBRS.  The last three rating reports are filed for 
Veridian Corporation issued in 2006, 2007 and 2009.
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The Company 

Veridian Corporation is a 

holding company that 

wholly owns Veridian 

Connections Inc. (VCI) 

(96% of EBIT), a 

regulated electricity 

distribution company   

that services nine 

municipalities in Eastern 

Ontario, as well as 

Veridian Energy Inc., 

which provides water 

heater and equipment 

rentals, fibre 

communications and 

other energy-related 

services. Veridian is 

41%-owned by the City 

of Pickering, 32.1% by 

the Town of Ajax, 

13.6% by the 

Municipality of 

Clarington, and 13.3% 

by the City of Belleville.  

Its service area is an 

amalgamation of the 

former municipal electric 

utilities of the 

aforementioned 

municipalities, and, in 

addition, Veridian has 

acquired the former 

utilities of Brock, Port 

Hope, Uxbridge, 

Gravenhurst and 

Scugog. 

 

 

Recent Actions 

November 27, 2007 

Confirmed  

 

Veridian Corporation 
 

Rating  
 

Debt Rating Rating Action  Trend 

Issuer Rating A Confirmed Stable 
 

Rating Rationale 
 

DBRS has confirmed the Issuer Rating of Veridian Corporation (Veridian or the Company) at “A”, with a 
Stable trend. Veridian continues to benefit from a low level of business risk, on account of its regulated 
electricity distribution operation, its solid financial profile, and the stable regulatory environment in which it 
operates.  
 

The Company’s operational and financial performance indicators remain robust, underpinned by the 
consistent earnings and cash flows generated by its regulated distribution business. While operating cash 
flows have remained relatively stable, higher dividends and capital expenditure requirements resulted in a 
modest free cash flow deficit for the 12 months ended September 30, 2008. Deficits have been funded out of 
cash on hand, with no increases in debt. The Company’s demonstrated ability to internally fund increasing 
dividends and capital expenditures, while paying down incremental debt, has resulted in an improving 
financial profile over the past three years.  
 

Until scheduled re-basing of rates takes place in 2010, Veridian’s distribution business will continue to 
operate on a performance-based regulation/rate-of-return model with a return on equity (ROE) set at 9.0%. 
While its distribution rates are subject to annual formulaic increases (see Regulation on page 4), Veridian’s 
earnings and cash flows are expected to decline modestly, reflecting a number of factors, including: (1) a 
decrease in deemed equity thickness of Veridian Connections Inc.’s (VCI) capital structure to 40% in 2009 
from 45% in 2007; (2) weaker electricity demand due to deteriorating economic conditions in its service 
territory; (3) higher operating costs, reflecting increases in annual wages and maintenance of aging assets, as 
well as higher provisions for bad debt expense; and (4) lower margins from non-regulated businesses. 
(Continued on page 2.) 
 

Rating Considerations 
 

Strengths  Challenges 
(1) Regulated electricity distribution provides long-

term stability to earnings and cash flows 
(2) Robust balance sheet/credit metrics 
(3) Reasonably stable franchise area 
(4) Supportive shareholders 
(5) Non-regulated operations provide higher margins 

 (1) Low regulatory returns 
(2) Earnings are sensitive to volume of electricity 

sold 
(3) Lack of access to the public equity markets and 

small size 
(4) Non-regulated operations have greater operating 

risks 
 

Financial Information 
 

12 mos. ended        For the year ended December 31

(CAD millions) Sept. 2008 2007 2006 2005 2004 

Total debt (CAD millions) 61.0 61.4 62.1 76.4 75.6

Total debt-to-capital (%) 40.0% 40.6% 42.3% 48.3% 49.0%

Cash flow/total debt (%) 32.8% 30.9% 39.6% 30.7% 22.7%

Cash flow/capital expenditures (times) 1.45 1.39 1.53 3.10 2.64 

EBIT gross interest coverage (times) 3.09 3.47 3.26 2.68 2.45 

Operating cash flow (CAD millions) 20.0 19.0 24.6 23.4 17.1 

Core net income (bef. extras.) (CAD millions) 7.8 8.9 8.7 7.8 4.6 

Return on average equity (bef. extras.) 8.5% 9.8% 10.0% 9.7% 5.9%
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Rating Rationale (Continued from page 1.) 

 
As a result of its ongoing capital requirements, the Company is expected to incur increasing free cash flow 
deficits over the near to medium term. DBRS expects free cash flow deficits to be funded out of cash on hand 
($22.2 million as of September 2008) and incremental debt, resulting in modestly higher leverage on a 
forward-looking basis. While credit metrics may deteriorate modestly from the high levels witnessed in 
recent years, DBRS believes that the Company’s financial ratios will remain well within ranges to support its 
“A” rating and strong liquidity profile. In addition, Veridian has stated that it may divest some of its non-
regulated operations, which would further strengthen liquidity and improve its overall business mix.  
 

DBRS notes that the Company’s exposure to the auto sector is minimal, contributing approximately 1.3% of 
distribution revenues in 2007. Given Veridian’s diversified customer base, DBRS expects credit losses 
related to any one industry segment to remain manageable, with no material impact on earnings. 
 

DBRS believes that Veridian may consider growth via acquisitions; however, the timing and scope of these 
acquisitions remains uncertain. Should an acquisition opportunity arise, the Company has considerable 
financial flexibility with its cash on hand, and the shareholder option to convert the $60.8 million 
Subordinated Promissory Notes (the Notes) into equity.  

 

Rating Considerations Details 
 

Strengths 
(1) Almost all of Veridian’s operating income (96% of EBIT) is generated from its regulated distribution 
subsidiary, VCI, which provides stability to earnings and cash flow. VCI receives roughly 40% of its 
distribution revenues from fixed monthly connection fees, with the remaining 60% from variable volume 
throughput.  
 

(2) The underlying strength of Veridian’s electric distribution business combined with a conservative capital 
structure has resulted in relatively stable financial metrics, with debt-to-capital at 40%, EBIT gross interest 
coverage at 3.09 and cash flow-to-debt at 32.8% for the 12 months ended September 30, 2008. Prospectively, 
DBRS believes that the Company will continue to fund a large portion of its dividends and capital 
expenditure requirements with internally generated funds and cash balances on hand, which will underpin 
Veridian’s credit metrics over the medium term. 
 

(3) VCI serves nine municipalities in east-central Ontario, with a customer mix consisting predominately of 
residential and small commercial customers, with modest exposure to larger cyclical industrial customers (the 
auto sector contributes approximately 1.3% of distribution revenues); this provides a relatively stable demand 
load year-over-year. Solid residential customer growth, which averaged 5% over the past three years, has also 
contributed positively to Veridian’s customer mix. 
 

(4) The four shareholder municipalities (City of Pickering 41%, Town of Ajax 32.1%, Municipality of 
Clarington 13.6% and City of Belleville 13.3%) have the ability to provide financial support to protect their 
investment, if necessary. The $60.8 million Subordinated Promissory Notes held by the four shareholder 
municipalities are convertible to equity (at the option of the noteholders) on or before maturity on November 
1, 2009, and could be utilized to provide equity support to the Company’s capital structure. Furthermore, 
should a large investment opportunity arise that is favourable to the shareholders, the debt would likely be 
converted into equity. This provides the Company with financial flexibility and debt capacity. Having more 
than one shareholder, each with a minority interest, reduces the risk of being influenced by the special 
interests of a single municipal council, although it may make the decision-making process more challenging. 
 

(5) Non-regulated operations such as contracted services to local distribution companies (LDCs), including 
water heater and sentinel light rentals, and telecommunications (leasing of fibre-optic cable), earn high 
margins, require minimal capital and provide a source of earnings growth beyond its regulated distribution 
subsidiary. The Company has stated that it is likely to divest some of its non-regulated operations that it feels 
are not a strategic fit with its overall business strategy. This will further strengthen Veridian’s overall 
business mix, although water heaters and rentals account for only 3.2% of consolidated EBIT. 
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Challenges 
(1) Regulatory-allowed ROE levels are low and could continue to decline if longer-term interest rates go 
down.  DBRS notes that VCI’s approved ROE is set at 9.0%, until re-basing of rates in 2010. 
 
(2) Earnings and cash flow for electricity-distribution companies are partially dependent on the volume of 
electricity sold and, hence, on revenue earned from electricity sales. Seasonality, economic cyclicality and 
year-over-year changes in weather patterns directly affect the volume of electricity sold and the revenue 
earned from electricity sales.   
 
(3) Veridian does not have access to the capital markets for common equity, which, along with its small size, 
limits its financial flexibility, especially its ability to fund a large strategic acquisition or invest in a 
significant capital project. Veridian’s equity base is limited to internal earnings growth, a reduction of 
dividends to shareholders or increases in equity from the conversion of subordinated debt into equity. 
However, DBRS expects that Veridian will continue to seek strategic investments in additional LDCs in 
Ontario to continue to grow its asset base, as it has in the past.  
 
(4) Non-regulated operations have greater operating risk than does regulated electricity distribution, which 
may affect the stability of consolidated earnings and cash flow. However, it is expected that non-regulated 
operations will continue to constitute only a minor segment of Veridian’s consolidated operations over the 
longer term. Although Veridian has decided to continue to invest in higher-margin non-regulated operations, 
it has taken a conservative approach to these operations through Veridian Energy Inc.: (a) Earnings from 
electric water heater rentals are relatively stable. The key risk associated with this operation is competition 
from natural gas water heaters. (b) With telecommunications, long-term contracts with anchor tenants, largely 
in the MUSH (municipalities, universities, schools and hospitals) sector, are secured prior to investing capital. 
This business is dependent on the creditworthiness of the anchor tenants. (c) Investments in electricity 
generation will likely be as a minority equity owner. 
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Ownership and Organizational Structure  
 

Veridian Connections Inc.
(Regulated)

$43.59 million in Convertible
Debt (Maturity Nov 09)

Veridian Energy Inc.
(Non-Regulated)

- Water heater rentals
- Fibre communications

- Other Energy Related Services

City of Pickering Town of Ajax Municipality of Clarington City of Belleville

Veridian Corporation
[Issuer Rating: A]

$17.21 million in Sub Convertible
Debt (Maturity Nov 09)

No 3rd party debt

First Source Energy
Corporation

(Currently inactive)

42.3%

13.3%32.1%41%
13.6%

100%

100%

 
 

Regulation 
 

Veridian’s electricity distribution operations are regulated by the Ontario Energy Board (OEB) under the 
Ontario Electricity Act, 1998 (the Electricity Act). Currently, Veridian operates on a performance-based 
regulation/rate-of-return model. ROE is set at 9.0%, with a deemed capital structure transitioning to 
60%/40% (debt/equity) in 2009 from 55%/45% in 2007. Veridian’s deemed capital structure for 2008 is 
57.5% debt/42.5% equity. 
 
In December 2006, the OEB released its final decision on the Cost of Capital and 2nd Generation Incentive 
Regulation for Ontario’s Electricity Distributors. The decision included implementation of the performance-
based regulation (PBR) that will be in effect for the LDCs until the 2010 rate year. This PBR, which took 
effect in May 2007, comprises an inflation factor minus a productivity factor of about 1%, as well as an 
additional adjustment for the recovery of one-time costs. As such, there is no measurable financial impact for 
the distributors, apart from a marginal increase in revenues due to the inflation factor generally being slightly 
higher than the productivity factor.  
 

Starting in 2008, the OEB began re-basing the rates with a full cost-of-service proceeding for all LDCs. The 
roughly 90 LDCs are to be divided into four groups. The first group was re-based in April 2008. By 2011, all 
electricity distributors in Ontario will have undergone a re-basing of rates with a full cost-of-service 
proceeding. VCI is scheduled for re-basing in 2010. 
 

As of May 2008, all distributors were required to transition to a single deemed capital structure (60%/40%) 
over a three-year period. This will negatively impact earnings and cash flows as VCI’s prior capital structure 
was set at 55%/45% (debt/equity). In July 2008, the Board issued its Report of the Board on 3rd

 

Generation
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Incentive Regulation for Ontario’s Electricity Distributors, which sets out the OEB’s policies and approach 
to 3rd generation incentive regulation (3rd

 

Generation IR). At that time, the OEB deferred its determination 
on the value of certain parameters pending further consultation. 
 

In September 2008, the OEB issued its Supplemental Report, which sets out the OEB’s determination of the 
values for the productivity factor, the stretch factors, and the capital module materiality threshold for use in 3rd

 

Generation IR. It also sets out the OEB’s determination on the issue of tax changes in relation to the Z-factor.  
 

The Board has determined that the plan term for 3rd Generation IR will be fixed at three years (i.e., re-basing 
year plus three years). The rates of the distributor are not expected to be subject to re-basing before the end of 
the plan term, other than through an eligible off-ramp. 
 

Political risk and regulatory uncertainty remain a challenge for LDCs in Ontario. Political risk stems from the 
possibility of political intervention, such as the imposition of rate caps, which occurred with the passing of 
Bill 210 in December 2002. While not expected, future negative regulatory decisions could negatively impact 
creditworthiness. 
 

Earnings and Outlook 
 

12 mos. ended          For the year ended December 31

(CAD millions) 30-Sep-08 2007 2006 2005 2004

Net electricity distribution revenues 43.4 43.3 42.9 38.5 32.6

Ancillary revenues 5.4 5.7 5.1 2.5 5.5

Net operating revenues 48.7 49.0 48.1 41.1 38.1

Operating costs 32.6 30.1 28.1 24.6 24.3

EBITDA 27.8 30.1 30.5 26.2 23.3

EBIT 16.1 19.0 20.0 16.4 13.8

Net interest expense 5.2 5.5 6.1 6.1 5.7

Net income (before extras.) 7.8 8.9 8.7 7.8 4.6

Extraordinary items 0               0.0 0.2 0.0 (0.1)

Net income 7.8 8.9 9.0 7.9 4.5  
 
Summary 
Earnings, as measured by EBIT, declined for the 12 months ended September 2008, driven mainly by 
increased operating costs, which included higher provisions for bad debt expense.  
 

Weaker electricity demand and a decrease in equity thickness, to 42.5% in 2008 from 45% in 2007, also had a 
negative impact on financial results.  
 

These operational challenges were offset in part by solid residential customer growth and formulaic increases 
in distribution rates under the PBR model. 
 

Interest expense declined modestly, which was due to lower debt levels and interest rates on regulatory liabilities, 
as well as to the elimination of the Independent Electricity System Operator’s (IESO) prudential requirements.  
 

While Veridian recorded higher provisions for bad debt expense, the Company reviews the credit status for 
its larger accounts on a regular basis. Veridian’s exposure to the auto sector is minimal, contributing 
approximately 1.3% of distribution revenues in 2007. Given Veridian’s diversified customer base, DBRS 
expects that credit losses related to any one industry segment will remain limited and not have a material 
impact on earnings.  
 

Outlook 
DBRS expects the Company to continue to generate reasonable earnings, although at lower levels than in the recent 
past, due to weakening customer demand, decreasing equity thickness in VCI’s capital structure and higher 
operating expenses associated with the maintenance of aging assets as well as provisions for bad debt expense.    
 
However, the underlying fundamentals of Veridian’s regulated distribution business remain favourable and 
will continue to provide a high degree of stability to earnings over the longer term. 
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Financial Profile and Outlook 
 

12 mos. ended            For the years ended December 31

(CAD millions) 30-Sep-08 2007 2006 2005 2004

Net income (bef. extras) 7.8 8.9 8.7 7.8 4.6

Depreciation 12.2 11.6 10.8 9.8 9.5

Other non-cash items (0.0) (1.5) 5.1 5.8 3.0

Cash flow from operations 20.0 19.0 24.6 23.4 17.1

  Common dividends (7.2) (4.0) (6.0) (4.8) (1.1)

  Capital expenditures (13.9) (13.7) (16.1) (7.5) (6.5)

Free cash flow before w/c changes (1.0) 1.3 2.5 11.1 9.6

Change in working capital (0.3) 9.8 (16.6) 16.1 (5.9)

Net free cash flow (1.3) 11.1 (14.1) 27.1 3.7

Acquisitions/Divestitures 0.0 0.0 0.3 (14.1) 0.0

Regulatory recovery 0.0 0.0 0.0 0.0 0.0

Other (0.7) (0.5) 0.4 (1.3) (0.2)

Cash Flow before Financing (1.9) 10.6 (13.4) 11.8 3.4

Net debt financing 0.0 0.0 (14.5) 0.0 0.0

Net equity financing 0.0 0.0 0.0 0.0 0.0

Net Change in Cash (1.9) 10.6 (27.9) 11.8 3.4

Key Ratios

Total debt (CAD millions) 61.0 61.4 62.1 76.4 75.6

Total debt-to-capital (%) 40.0% 40.6% 42.3% 48.3% 50.2%

EBITDA gross interest coverage (times) 5.34 5.50 4.97 4.27 4.12

EBIT gross interest coverage (times) 3.09 3.47 3.26 2.68 2.45

Cash flow/total debt (%) 32.8% 30.9% 39.6% 30.7% 22.7%

 
Summary 
Consistent operating cash flows have largely funded higher dividends and capital expenditure requirements.  
Modest deficits have been funded out of cash on hand, with no increases in debt. 
 

The Company’s ability to internally fund dividend commitments and higher capital expenditures, while 
paying down bank debt, has resulted in an improving financial profile over the past three years.  
 

DBRS notes that Veridian cancelled its $5.6 million revolving credit facility in 2007, following the decision 
by the IESO to lower its prudential requirements, resulting in Veridian no longer being required to provide 
prudential support to the IESO. 
 

The Company’s liquidity profile will remain strong over the near to medium term, given its relatively stable 
cash flows, which should fund a significant portion of its dividends, capital expenditures and working capital 
requirements. 
 

Outlook 
DBRS expects operating cash flow to decline slightly over the medium term, trending in line with lower net 
income partially offset by higher depreciation levels. 
 

Capital expenditures are expected to average $19.6 million through 2010, as the Company continues to spend 
on smart meters as well as on new and existing system upgrades to support customer growth and improve 
reliability. This, in conjunction with Veridian’s current dividend commitments (estimated to average $5.7 
million), will result in modestly higher cash flow deficits. 
 

These free cash flow deficits are expected to be funded with cash on hand in an effort to maintain fairly stable 
financial metrics, in spite of lower cash flows during 2009 and beyond.  
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The Company may also look to divest some of its non-regulated operations, which would further support its 
strong liquidity profile. 
  
DBRS notes that the $60.8 million Subordinated Promissory Notes held by the four shareholder 
municipalities is convertible to equity on or before maturity on November 1, 2009, and could be utilized to 
provide equity support to the Company’s capital structure. Furthermore, should a large investment 
opportunity arise that is favourable to the shareholders, the debt would likely be converted into equity. This 
provides the Company with a significant amount of financial flexibility and debt capacity. 
 

Long-Term Debt Maturities and Bank Lines 
 

Long-Term Debt 
Veridian’s long-term debt consists of Subordinated Promissory Notes payable to its shareholder 
municipalities of $60.8 million, convertible to equity (only at the option of the noteholders) prior to expiry on 
November 1, 2009, making the notes quasi-equity. The Notes bear interest at 7.6%. 
 
DBRS notes that $43.6 million of these notes are issued at VCI and $17.21 million are issued at Veridian (see 
tables below). Veridian’s Issuer Rating incorporates that all senior unsecured obligations of the Company 
rank ahead of the subordinated notes of Veridian and VCI. DBRS notes that although Veridian and VCI’s 
subordinated notes are not contractually subordinated to senior unsecured obligations, they are subordinated 
to any debt that Veridian and VCI would have with financial institutions or lenders due to the terms of the 
inter-creditor agreement.  
 
Furthermore, DBRS is of the view that the owner municipalities would refrain from taking any action on their 
subordinated notes that would impair Veridian’s ability to meet its senior unsecured obligations. 

 
Subordinated Notes Payable at VCI 
Municipality Lender Amount 
Pickering $17.97 million 
Ajax $14.06 million 
Clarington  $5.97 million 
Belleville  $5.59 million 
Total $43.59 million 
 
Subordinated Notes Payable at Veridian  
Municipality Lender Amount 
Pickering $7.10 million 
Ajax $5.55 million 
Clarington $2.35 million 
Belleville $2.21 million 
Total 17.21 million 
 
With no bank facilities, the Company is dependent on operating cash flow and cash on hand ($22.2 million as 
of September 30, 2008) for liquidity. DBRS notes that Veridian cancelled its $5.6 million revolving credit 
facility in 2007, following the decision by the IESO to lower its prudential requirements, which resulted in 
Veridian no longer being required to provide prudential support to the IESO. The facility was used solely to 
back-stop its prudential requirements.  
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Balance Sheet  

(CAD millions) As at       As at Dec. 31 As at       As at Dec. 31

Assets Sept. 08 2007 2006   Liabilities & Equity Sept. 08 2007 2006

Cash 22.2 21.3 10.7   Short-term debt 0.2           0.3             0.6           

Accounts receivable + unbilled revenue 43.4 51.7 57.1   A/P + accr'ds 40.2         44.2           38.5         

Inventories 1.9 2.3 1.4   Regulatory liab. -           6.7             0.6           

Prepaids & other, current portion reg. 1.8 0.3 0.3   Customer deposits 2.0           2.8             3.3           

Current Assets 69.3 75.5 69.5   Current Liabilities 42.4         53.9           43.0         

Net fixed assets 134.2 131.4 129.3   Customer deposits -           0.3             0.7           

Deferred charges -              -          0.2   Long-term debt 60.8         60.8           60.8         

Regulatory assets 7.08            6.50        0.5   Other 25.2         18.0           19.4         

Other assets 9.3 9.3 9.2   Shareholders' equity 91.5         89.7           84.8         

Total 219.9 222.7 208.7   Total 219.9 222.7 208.7

Ratio Analysis 12 mos. ended           For the year ended December 31

Liquidity Ratios Sept. 2008 2007 2006 2005 2004

 Current ratio 1.64 1.40 1.62 0.71 2.55

 Total gross debt-to-capital (1) 40.0% 40.6% 42.3% 48.3% 49.0%

 Net debt-to-capital 29.8% 30.9% 37.8% 31.6% 38.2%

 Senior debt-to-capital 39.9% 40.2% 41.4% 9.2% 9.4%

 Cash flow/total debt 32.8% 30.9% 39.6% 30.7% 22.7%

 Debt/EBITDA 2.19 2.04 2.04 2.91 3.24

 Cash flow/capital expenditures (2) 1.45 1.39 1.53 3.10 2.64

 Common dividend payout 45.0% 68.9% 61.2% 23.0% 15.0%

Coverage Ratios

 EBIT gross interest coverage 3.09 3.47 3.26 2.68 2.45

 EBITDA gross interest coverage 5.34 5.50 4.97 4.27 4.12

Profitability/Operating Efficiency

 Operating margin 33.1% 38.7% 41.6% 40.0% 36.3%

 Net margin (before extras.) 16.1% 18.1% 18.1% 19.1% 12.2%

 Return on avg. common equity (bef. extras.) 8.5% 9.8% 10.0% 9.7% 5.9%

 GWh sold/employee 14.0 14.5 16.7 16.1 15.0

 Customers/employee 604 621 706 687 616

 OM&A/customer ($) 171.6 161.0 138.3 141.8 165.1

 Rate base 146 146 146 145 145

Electricity Throughputs 2007

Residential 38% 955             961         929.4 911.5 831.0

Commercial 52% 1,355          1,314      1,326.4 1,307.6 1,248.6

Large users 10% 226             253         257.5 214.1 184.7

Street lighting 1% 19               19           19.0        19.5         13.6           

Total (GWh) 2,554.2 2,547.6 2,532.3 2,452.7 2,277.9

Number of Customers 2007

Residential 90.6% 100,148 98,952 97,026 94,342 84,662

Commercial 9.4% 10,353 10,266 10,197 10,045 8,968

Large users 0.0% 7 7 7 5 4

Street lighting 0.0% 9                 9             9             7              7                

Total 110,517 109,234 107,239 104,399 93,641

(1) Subordinated convertible notes given 100% debt treatment.    (2) Net of customer contributions.

Veridian Corporation
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Issuer Rating A A A A  A (low) 
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Debt Rating Rating Action  Trend 

Issuer Rating A Confirmed Stable 
 
Rating Rationale 

  

 

The Company 
Veridian Corporation is a

DBRS has confirmed the Issuer Rating of Veridian Corporation (Veridian or the Company) at “A”, with a 
Stable trend.  The rating confirmation reflects Veridian’s low business risk profile, continuing improvement 
in its financial metrics and a modestly improving regulatory environment in Ontario.  

holding company that 

owns Veridian 

Connections Inc. (VCI) 

(96% of EBIT), a 

regulated electricity 

distribution company 

and Veridian Energy 

Inc., which provides 

water heater and 

equipment rentals, fibre 

communications and 

other energy-related 

services. 

 
Recent Actions 
August 25, 2006 

Confirmed at “A” 

 

May 9, 2005 

Upgraded to “A” 

 

January 31, 2003 

Downgraded to A (low) 

 

 
Veridian’s financial metrics have continued to improve over the years, as a result of the strong financial 
performance of its regulated distribution business, due to growth in revenues and distribution customers 
served.  Veridian paid down approximately $14.5 million in bank debt in 2006 from surplus cash balances 
and the company’s debt-to-capital ratio now stands at just over 42%. Veridian’s debt is comprised of $60.8 
million in Convertible Subordinated Promissory Notes payable to its shareholder municipalities. 
 
The Company generated sufficient cash flow from operations to fully fund dividends and capital expenditures 
from 2003 through 2005; however, in 2006, the Company incurred a free cash flow deficit as a result of 
increased capital expenditures, bank debt reduction and payment of price rebates to customers.  Higher 
capital expenditures are expected to continue in the near term as the Company spends on smart meters, new 
plant additions that are required to meet customer growth, and new plant additions in an effort to improve 
reliability and outage response.  DBRS anticipates that the Company will not need external financing to fund 
these expenditures but will fund the cash flow deficits with internally generated funds and with cash balances 
on hand.  Therefore, DBRS expects that the Company’s financial profile going forward will fully support the 
current rating. 
 
The new regulatory framework of the Ontario Energy Board (OEB) under the 2nd Generation Incentive 
Regulation Model (IRM) and Cost of Capital is viewed by DBRS as reasonable, providing sufficient earnings 
and cash flow stability.  Over the next three years, the OEB will re-base the rates (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Regulated electricity distribution provides long-

term stability to earnings and cash flows 
(2) Favourable franchise area 
(3) Supportive shareholders 
(4) Non-regulated operations provide higher margins 

 (1) Low regulatory returns 
(2) Earnings are sensitive to volume of electricity 

sold 
(3) Lack of access to the public equity markets and 

small size 
(4) Political risk and regulatory uncertainty 
(5) Non-regulated operations have greater operating 

risks 
 
Financial Information 

 
(CAD millions) 12 mos. ended         For the year ended December 31

June 30, 2007 2006 2005 2004 2003 2002 
EBIT interest coverage 3.15 3.50 3.06 2.45 2.23 1.93
Gross debt-to-capital 41.1% 42.3% 48.3% 49.0% 50.0% 53.6%
Cash flow/total debt 36.6% 39.6% 30.7% 22.7% 24.5% 19.3%
Cash flow/capital expenditures (times) 2.37 1.53 3.10 2.64 2.81 3.07
Cash flow from operations ($ millions) 22.7 24.6 23.4 17.1 18.4 16
Net income (before extras.) ($ millions) 7.4 8.7 7.8 4.6 3.7 
Return on average equity (before extras.) 8.2% 10.0% 9.7% 5.9% 5.0% 4.8%
Electricity throughputs (millions kWh) 2,562 2,532 2,453 2,278 2,263 2,28

 

 
.2 

3.5 

2 



 
 
 
 

 
 

 

Rating Rationale (Continued from page 1.)

2 Corporates: Energy 

Veridian 
Corporation 
 

Report Date: 

November 26, 2007 

 

 

 
with full-cost-of-service proceedings for all distributors in Ontario.  At the current time, it is unknown 
whether Veridian will self-nominate itself or be elected to go through the re-basing of rates for the 2009 or 
2010 rate year, with the 3rd Generation Incentive Rate Mechanism applied in succeeding years, up to the 
2010 rate year.  The regulatory framework beyond 2010 remains uncertain, but DBRS expects the OEB will 
maintain a reasonable regulatory framework that should likely include cost-of-service recovery, a market-
based rate of return and a performance-based incentive mechanism. 
 
DBRS believes that Veridian may consider growth via acquisitions, however, the timing and scope of these 
acquisitions remains uncertain.  Should an acquisition opportunity come available, the Company has 
considerable financial flexibility with its cash on hand and the ability to convert the promissory notes into 
equity (at the option of the shareholders). 
 
Rating Considerations Details 

 
Strengths 
(1) Almost all of Veridian’s operating income (96% of EBIT) is generated from its regulated distribution 
subsidiary, Veridian Connections Inc. (VCI), which provides stability to earnings and cash flow.  VCI 
receives roughly 40% of its distribution revenues from fixed monthly connection fees with the remaining 
60% from variable volume throughput.  The Company will invest in its non-regulated businesses on a limited 
basis. 
 
(2) Veridian serves nine municipalities in east-central Ontario.  Through various affiliated companies, 
Veridian provides energy-related services to approximately 107,000 customers.  The Company 
predominantly serves residential and small commercial customers, with limited exposure to larger cyclical 
industrial customers, providing a relatively stable and predictable demand load year-over-year.  Customer 
growth over the past three years has averaged 5.8%.  Population growth is expected to continue to be strong 
for the medium term, providing a basis for continued stable earnings growth. 
 
(3) The four shareholder municipalities (City of Pickering 41%, Town of Ajax 32.1%, Municipality of 
Clarington 13.6% and City of Belleville 13.3%) have the ability to provide financial support to protect their 
investment, if necessary.  The $60.8 million Subordinated Promissory Note held by the four shareholder 
municipalities is convertible to equity (at the option of the noteholders) on or before maturity on November 1, 
2009, which could be utilized to provide equity support to the Company’s capital structure.  Furthermore, 
should a large investment opportunity arise that is favourable to the shareholders, then the debt would likely 
be converted into equity.  This provides the Company with financial flexibility and debt capacity.  Having 
more than one shareholder, each with a minority interest, reduces the risk of being influenced by the special 
interests of a single municipal council, although it may make the decision-making process more challenging. 
 
(4) Non-regulated operations such as contracted services to local distribution companies (LDCs) including an 
outsourcing billing and call centre, water heater and sentinel light rentals, and telecommunications (leasing of 
fibre-optic cable) earn high margins, require minimal capital and provide a source of earnings growth beyond 
its regulated distribution subsidiary.  The Company has stated that it is likely to divest some of its non-
regulated operations that it feels are not a strategic fit with the Company’s overall business strategy.  This 
will further strengthen the overall business mix of the company.  Waterheaters and rentals account for 
approximately 3.2% of consolidated EBIT. 
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Challenges 
(1) The approved ROE of 9.0% for Ontario LDCs is low and has been in decline in recent years, largely due 
to the lower interest-rate environment in Canada.  As such, lower ROEs will limit earnings, cash flow and 
coverage ratios, although the Company has mitigated this impact with a conservative financial structure.  
 
(2) Earnings and cash flow for electricity-distribution companies are partially dependent on the volume of 
electricity sold and, hence, revenue earned from electricity sales.  Seasonality, economic cyclicality and year-
over-year changes in weather patterns directly impact the volume of electricity sold and hence the revenue 
earned from electricity sales and interest-coverage ratios.  In addition, economic growth impacts customer 
growth.  However, Veridian’s well diversified and growing customer base helps to mitigate these risks.   
 
(3) Veridian does not have access to the capital markets for common equity, which, along with its small size, 
limits its financial flexibility, especially its ability to fund a large strategic acquisition or invest in a 
significant capital project.  Veridian’s equity base is limited to internal earnings growth, a reduction of 
dividends to shareholders or increases in equity from the conversion of subordinated debt into equity.  
However, DBRS expects that Veridian will continue to seek strategic investments in additional LDCs in 
Ontario to continue to grow its asset base, as it has in the past.  
 
(4) Political risk and regulatory uncertainty are a challenge for LDCs in Ontario.  The possibility of political 
intervention remains a risk (as in 2002 when the Province imposed rate caps with the passing of Bill 210) 
should the cost of electricity to end-consumers rise too quickly.  Higher prices will arise from (a) costs 
associated with new generation capacity being added within the province; (b) higher distribution costs 
following a re-basing during the 2008-to-2010 period and (c) the recovery of approximately $4 billion in 
transmission upgrades in the Province during the next ten years.  Should prices increase too quickly, there is a 
risk that the government would intervene in the rate-setting process.  DBRS considers this risk to be 
reasonably low.  Furthermore, there is regulatory uncertainty arising from the OEB’s decision on December 
20, 2006, concerning the Cost of Capital, and the 2nd Generation Incentive Regulation, which is effective 
only until 2010.  The OEB has not indicated what the regulatory framework will resemble after 2010.   
 
(5) Non-regulated operations have greater operating risk than do regulated electricity distribution, which may 
affect the stability of consolidated earnings and cash flow.  However, it is expected that non-regulated 
operations will continue to comprise only a minor segment of Veridian’s consolidated operations over the 
longer term.  Although Veridian has decided to continue to invest in higher-margin non-regulated operations, 
it has taken a conservative approach to these operations through Veridian Energy Inc.: (a) Earnings from 
electric water heater rentals are relatively stable.  The key risk associated with this operation is competition 
from natural gas water heaters.  (b) With telecommunications, long-term contracts with anchor tenants, 
largely in the MUSH (municipalities, universities, schools and hospitals) sector, are secured prior to investing 
capital.  This business is dependent on the creditworthiness of the anchor tenants.  (c) Investments in 
electricity generation will likely be as a minority equity owner. 
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Veridian Corporation is a holding company that owns: (1) Veridian Connections Inc. (VCI), a regulated 
electricity distribution company; and (2) Veridian Energy Inc., which provides (a) water heater and 
equipment rentals, (b) fibre communications, and (c) other energy related services.  Veridian Corporation is 
41%-owned by the City of Pickering, 32.1% by the Town of Ajax, 13.6% by the Municipality of Clarington, 
and 13.3% by the City of Belleville.  Its service area is an amalgamation of the former municipal electric 
utilities of the aforementioned municipalities, and, in addition, Veridian has acquired the former utilities of 
Brock, Port Hope, Uxbridge, Gravenhurst and Scugog. 
 
Ownership and Organizational Structure  

 
 
 

Veridian Connections Inc.
(Regulated)

$43.59 million in Convertible
Debt (Maturity Nov 09)

Veridian Energy Inc.
(Non-Regulated)

- Water heater rentals
- Fibre communications

- Other Energy Related Services

City of Pickering Town of Ajax Municipality of Clarington City of Belleville

Veridian Corporation
[Issuer Rating: A]

$17.21 million in Sub Convertible
Debt (Maturity Nov 09)

No 3rd party debt

First Source Energy
Corporation

(Currently inactive)

42.3%

13.3%32.1%41% 13.6%

100%

100%
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Veridian’s electricity distribution operations are regulated by the OEB under the Ontario Electricity Act, 
1998 (the Electricity Act), with the following noteworthy amendments: 
• The Electricity Pricing, Conservation and Supply Act, 2002 (Bill 210) – December 9, 2002. 
• The Ontario Energy Board Amendment Act (Electricity Pricing), 2003 (Bill 4) – December 18, 2003. 
• The Electricity Restructuring Act, 2004 (Bill 100) – December 9, 2004. 
 
Summary 
• Veridian’s current deemed debt/equity is 55/45. 
• On November 11, 2005, the OEB set the allowable ROE for all Ontario LDCs at 9.00% (down from 

9.88% in 2005). 
• On April 12, 2006, the OEB issued its rate decision on Veridian’s 2006 distribution rate application, with 

new distribution rates becoming effective on May 1, 2006.  The following are highlights of this rate 
decision: 
-  An approved rate base for distribution operations of $144.1 million (including Scugog and 
Gravenhurst).  This represents the first rate-base adjustment since the Electricity Act was implemented, 
which was set based on a 1999 rate-base equivalent to $145 million ($155.7 million including Scugog 
and Gravenhurst). 
- An approved debt rate of 7.6% for the promissory notes. 

• The purchased power included in distribution rates is a flow-through to consumers determined by the 
OEB based on a blend of fluctuating, fixed and capped prices paid to generators under the Regulated 
Price Plan (RPP).  The RPP is based on a forecast of expected costs over the next 12 months.  If the cost 
of supplying electricity differs from that forecast, the OEB may readjust electricity prices accordingly in 
the next price period, in order to true up the RPP prices with the prices paid to generators. 

• A $0.30 charge per residential customer per month as a result of the OEB’s generic decision on Smart 
Metering.  The costs associated with the installation of the Smart Meters is expected to be recovered 
through the imposition of a rate rider and the maintenance of a capital-variance account that will 
incorporate return-on-investment and amortization components, as well as an Operations Maintenance & 
Administration (OM&A) variance account that will reflect actual amounts spent plus carrying costs. 

• A total approved revenue requirement of $44 million. 
 
Generic Cost of Capital and Incentive Regulation 
• On April 27, 2006, the OEB indicated its intention to establish a multi-year electricity distribution rate-

setting plan for all LDCs in Ontario, which would include: 
- A generic cost of capital to be used in adjusting annual revenue requirements for 2007 and beyond.   
- A mechanistic incentive-rate adjustment for the period.   

• The initial term of the multi-year plan would be three years, beginning with the 2007 rate adjustment. 
• On December 20, 2006, the OEB issued a 2007 rate adjustment model (2nd Generation Incentive 

Regulation Model) and corresponding instructions to distributors for the purpose of adjusting distributor 
rates effective May 1, 2007.  As a result, base distribution rates, exclusive of rate riders, were adjusted 
formulaically to reflect an allowance for inflation of 1.9%, a fixed productivity offset of 1.0% and 
removal of the federal large corporation tax.  As such, there was no major financial impact for 
distributors, only a marginal increase in revenues due to the inflation factor generally being slightly 
higher than the productivity factor.  In each of three subsequent years, approximately one-third of the 
electricity distributors will have their distribution rates reviewed and reset by the OEB through a cost-of-
service-type of rate proceeding.  LDCs re-based in 2008 will be subject to an Incentive Rate Mechanism 
applied in succeeding years up to the 2010 rate year.  By 2010, all electricity distributors in Ontario will 
have undergone a re-basing of rates.  At the present time, it is unknown when VCI will undergo its re-
basing. 

• The OEB’s December 20, 2006, decision also required that starting May 1, 2008, all distributors will 
transition to a single deemed capital structure (60%/40%) over a three-year period.  Veridian’s regulated 
cash flow generation will be modestly negatively impacted by the decision.   
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(CAD millions) 12 mos. ended          For the year ended December 31

30-Jun-07 2006 2005 2004 2003 2002
Net electricity distribution revenues 39.0 44.5 38.5 32.6 32.5 32.7
Ancillary revenues 2.5 5.2 2.5 5.5 5.0 3.3
Net operating revenues 41.5 49.7 41.1 38.1 37.5 36.1
Operating costs 25.8 29.6 24.6 24.3 24.9 24.7
EBITDA 25.8 30.9 26.2 23.3 22.0 20.8
EBIT 15.8 20.1 16.4 13.8 12.6 11.4
Interest Expense 5.8 6.1 6.1 5.7 5.7 5.9
Net income (before extras.) 7.4 8.7 7.8 4.6 3.7 3.5
Extraordinary items 0                  0.2 0.0 (0.1) (0.4) (1.7)
Net income 7.4 9.0 7.9 4.5 3.3 1.8
 
 
Summary 
• Veridian’s financial performance has steadily improved over the years.  EBIT increased from $11.4 

million in 2004 to $20.1 million in 2006 due largely to customer growth, cost controls and synergies 
realized from the acquisition of Gravenhurst Hydro and Scugog Hydro in 2005, and the addition of 
earnings from acquisitions.  Customer growth over the past three years has averaged 5.8% (2.9% 
excluding customers acquired through the acquisitions).  Key factors contributing to the 36% increase in 
EBIT in 2006 are a direct result of cost controls, customer growth in the Company’s service area and net 
income contributions from the acquisitions made in 2005. 

• Veridian’s interest expense has remained faily constant over the years at approximately $6 million per 
year. 

• While Veridian Corporation continues to exhibit strong operating performance and maintains strong 
credit metrics for the current rating, it is limited by its modest asset and rate base size, and somewhat 
limited access to the capital markets.   

 
Outlook 
• Veridian’s 2007 EBIT is expected to decline modestly due to decreasing margins from the Company’s 

non-regulated operations.   
• The Company’s objective is to achieve annual operating efficiencies in order to earn returns on equity 

better than the 9.0% regulated rate of return allowed by the OEB.  The Company is expecting  a return on 
equity of 9.6% for 2007. 

• Veridian’s regulated electricity distribution operations will continue to drive earnings stability over the 
medium term.  Furthermore, the Company’s strong franchise area and anticipated customer growth will 
continue to provide a high degree of certainty to revenues and stability to consolidated earnings and cash 
flow over the longer term. 
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Cash Flow Statement 12 mos. ended        For the year ended December 31
(CAD millions) 30-Jun-07 2006 2005 2004 2003 2002
Net income (before extras.) 7.4 8.7 7.8 4.6 3.7 3.5
Depreciation & amortization 10.1 10.8 9.8 9.5 9.4 9.5
Other non-cash adjustments 5.2 5.1 5.8 3.0 5.3 3.2
Cash Flow From Operations 22.7 24.6 23.4 17.1 18.4 16.2
Dividends paid (2.8) (6.0) (4.8) (1.1) (0.6) (1.0)
Capex (net of capital contributions) (9.6) (16.1) (7.5) (6.5) (6.6) (5.3)
Free Cash Flow Bef. Work. Cap. Changes 10.3 2.5 11.1 9.6 11.3 9.9
Changes in working capital 37.8 (16.6) 16.1 (5.9) 9.3 (11.9)
Net Free Cash Flow 48.2 (14.1) 27.1 3.7 20.6 (1.9)
Acquisitions/divestitures (14.1) 0.3 (14.1) 0.0 0.0 (2.2)
Other (1.3) 0.4 (1.3) (0.2) 1.0 (0.1)
Cash flow before financing 32.7 (13.4) 11.8 3.4 21.7 (4.2)
Net change in equity 0.0 0.0 0.0 0.0 0.0 0.0
Net change in debt: new/(repay.) 0.0 (14.5) 0.0 0.0 (8.6) (1.3)
Change in Net Cash 32.7 (27.9) 11.8 3.4 13.1 (5.5)

Key Figures and Ratios
Total debt in capital structure 61.9 62.1 76.4 75.6 75.3 83.9
Total debt-to-capital 41.1% 42.3% 48.3% 49.0% 50.0% 53.6%
EBITDA interest coverage (times) 4.90 5.25 4.65 4.12 3.90 3.54
EBIT interest coverage (times) 3.15 3.50 3.06 2.45 2.23 1.93  
Summary 
• Veridian has generated sufficient cash flow from operations to fully fund dividends and capital 

expenditures since 2003; however, in 2006, the Company ran a net free cash flow deficit as a result of 
increased capital expenditures, bank debt paid down during the year and payment of price rebates to 
customers.  

• The Company’s debt-to-capital ratio has improved since 2002.  As of December 31, 2006, the 
Company’s debt-to-capital ratio improved to 42% from 48% in 2005, due to the repayment of $14.5 
million in debt during the year. 

• Stronger cash flow from operations and lower debt levels have significantly increased cash flow-to-debt 
and interest coverage ratios, which strongly support the Company’s “A” rating. 

• During 2006, the Company used $27.9 million of cash on hand primarily to retire the above mentioned 
$14.5 million long-term debt that matured in December 2006,pay the extra 2006 dividends and fund 
working capital. 

 
Outlook 
• Despite higher forecast capital expenditures, cash flow from operations is expected to remain adequate to 

fully fund capital expenditures and dividends over the medium term.  Capital expenditures are expected 
to increase to approximately $20.8 million as the Company spends on smart meters, new plant additions 
required to meet customer growth as well as on new plant additions, in an effort to improve reliability 
and outage response.   

• DBRS anticipates that the Company would fund any free cah flow deficit with internally generated funds 
and cash balances on hand.  Therefore, DBRS expects the Company’s financial profile going forward 
will fully support the current rating. 

• The $60.8 million Subordinated Promissory Note held by the four shareholder municipalities is 
convertible to equity on or before maturity on November 1, 2009, which could be utilized to provide 
equity support to the Company’s capital structure.  Furthermore, should a large investment opportunity 
arise that is favourable to the shareholders, then the debt would likely be converted into equity.  This 
provides the Company with a significant amount of financial flexibility and debt capacity. 
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Long-Term Debt 
Veridian’s long-term debt consists of Subordinated Promissory Notes payable to its shareholder 
municipalities of $60.8 million, convertible to equity (only at the option of the noteholders) prior to expiry on 
November 1, 2009, making the notes quasi-equity.  The notes bear interest at 7.6%. 
 
DBRS notes that $43.6 million of these notes are issued at VCI and $17.21 million are issued at Veridian (see 
tables below).  Veridian’s Issuer Rating assumes that all senior unsecured obligations of the Company rank 
ahead of the subordinated notes.  DBRS notes that although the subordinated notes are not contractually 
subordinated to senior unsecured obligations, they are subordinated to any debt that Veridian and VCI would 
have with financial institutions or lenders due to the terms of the inter-creditor agreement.   

 
Furthermore, DBRS is of the view that the owner municipalities would refrain from taking actions on their 
subordinated notes that would impair Veridian’s ability to meet its senior unsecured obligations. 

 
Subordinated Notes Payable at VCI 
Municipality Lender Amount
Pickering $17.97 million 
Ajax $14.06 million 
Clarington  $5.97 million 
Belleville  $5.59 million
Total $43.59 million 
 
Subordinated Notes Payable at Veridian  
Municipality Lender Amount
Pickering $7.10 million 
Ajax $5.55 million 
Clarington $2.35 million 
Belleville $2.21 million
Total 17.21 million 
 
 
Bank Lines 
Veridian cancelled its $5.6 million revolving credit facility provided by the Bank of Nova Scotia in August 
2007, as a result of the Independent Electricity Market Operator’s (IESO) lowering of its IMO prudential 
requirements, which resulted in Veridian not being required to provide support at this time.   
 
With no bank facilities, the Company is dependent upon internal cash flow and cash on hand ($25 million as 
of June 30, 2007) for liquidity.  DBRS believes that the Company will generate a sufficient amount of cash 
flow and combined with the cash on hand, it will meet its financial obligations over the near to medium term.  
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Balance Sheet  
(CAD millions) As at       As at Dec. 31 As at       As at Dec. 31
Assets 30-Jun-07 2006 2005   Liabilities & Equity 30-Jun-07 2006 2005
Cash 24.9 10.7 38.6   Short-term debt 0.6           0.6             75.7         
Accounts receivable + unbilled revenue 47.8 56.5 49.3   A/P + accr'ds 43.0         37.8           50.4         
Inventories 1.4 1.4 1.3   Regulatory liab. -           0.6             2.2           
Prepaids & other, current portion reg. 0.7 0.3 3.2   Customer deposits 2.3           3.3             1.7           
Current Assets 74.8 68.9 92.3   Current Liabilities 45.9         42.3           130.0       
Net fixed assets 130.4 129.3 124.0   Customer deposits 0.5           0.7             0.6           
Deferred charges 0.01            0.2 0.3   Long-term debt 60.8         60.8           -           
Regulatory assets 0.53            0.5 1.6   Other 19.3         19.4           14.9         
Other assets 9.3 9.2 9.2   Shareholders' equity 88.6         84.8           81.8         
Total 215.0 208.0 227.4   Total 215.0 208.0 227.4

Ratio Analysis 12 mos. ended           For the year ended December 31
Liquidity Ratios 30-Jun-07 2006 2005 2004 2003 2002
 Current ratio 1.63 1.63 0.71 2.55 2.42 1.63
 Accumulated depr./gross fixed assets 45.8% 49.8% 49.8% 49.8% 47.1% 44.5%
 Total gross debt-to-capital (1) 41.1% 42.3% 48.3% 49.0% 50.0% 53.6%
 Net debt-to-capital 29.4% 37.8% 31.6% 38.2% 40.8% 50.3%
 Senior debt-to-capital 40.4% 41.4% 9.2% 9.4% 9.6% 14.7%
 Cash flow/total debt 36.6% 39.6% 30.7% 22.7% 24.5% 19.3%
 Debt/EBITDA 2.40 2.01 2.91 3.24 3.42 4.03
 Cash flow/capital expenditures (2) 2.37 1.53 3.10 2.64 2.81 3.07
 Average coupon on long-term debt 7.60% 7.22% 7.22% 7.22% 7.22% 7.22%
 Common dividend payout 68.9% 61.2% 23.0% 15.0% 28.5% 0.0%
 Deemed equity in the capital structure 45% 145% 245% 345% 445% 545%
Coverage Ratios (3)
 EBIT interest coverage 3.15 3.50 3.06 2.45 2.23 1.93
 EBITDA interest coverage 4.90 5.25 4.65 4.12 3.90 3.54
 Fixed-charges coverage  3.15 3.50 3.06 2.45 2.23 1.93
Note: Interest for 2003 was prepaid in previous years, hence interest for 2003 will be a non-cash payment.
Profitability/Operating Efficiency
 Operating margin 37.9% 40.4% 40.0% 36.3% 33.7% 31.5%
 Net margin (before extras.) 17.8% 17.5% 19.1% 12.2% 9.8% 9.7%
 Return on avg. common equity (bef. extras.) 8.2% 10.0% 9.7% 5.9% 5.0% 4.8%
 GWh sold/employee 15.5 15.6 15.4 15.0 14.9 15.0
 Customers/employee 656 662 657 616 598 599
 OM&A/customer ($) 174.0 138.3 141.8 165.1 167.8 119.5
 Rate base 145 146 145 145 145

Electricity Throughputs
Residential 957.9 929.4 911.5 831.0 827.1 865.6
Commercial 1,300.3 1,326.4 1,307.6 1,248.6 1,263.3 1,257.6
Large users 285.2 257.5 214.1 184.7 156.3 158.8
Street lighting 18.8            19.0        19.5        13.6         16.1           -           
Total (GWh) 2,562.2 2,532.3 2,452.7 2,277.9 2,262.8 2,282.0

Number of Customers
Residential 97,968 97,026 94,342 84,662 82,018 82,807
Commercial 10,229 10,197 10,045 8,968 8,845 8,232
Large users 7 7 5 4 4 4
Street lighting 9                 9             7             7              7                -           
Total 108,213 107,239 104,399 93,641 90,874 91,043
(1) Subordinated convertible notes given 100% debt treatment.    (2) Net of customer contributions.
(3) EBIT includes interest income, interest expense excludes capitalized interest, AFUDC, and debt amortizations.
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RATING UPDATE 
The financial profile of Veridian Corporation (Veridian or the 
Company) remains strong and continues to support the 
Company’s A-rated Issuer Rating.  Fixed charges coverage and 
cash flow-to-debt improved materially as leverage remained 
largely unchanged and earnings grew following the acquisition 
of Gravenhurst Hydro and Scugog Hydro in Q3 2005, 
favourable customer growth and a minimal increase in 
operating costs.  Debt-to-capital remains favourable at below 
50%, which is below the Company’s deemed regulatory debt 
level of 55%.  The majority of Veridian’s debt is comprised of 
$60.8 million in convertible subordinated promissory notes 
payable to its shareholder municipalities, with the remaining 
$14.5 million as bank debt due on December 16, 2006.       
Since 2002, the Company has continued to generated sufficient 
cash flow from operations to fully fund dividends and capital 
expenditures.  This is expected to continue over the medium 
term despite an anticipated doubling in capital expenditures to 
roughly $15 million annually beginning this year, with the 
increase primarily due to spending on government-mandated 
conservation initiatives (i.e., smart meters).  As such, no new 
borrowing is anticipated over the near to medium term, and the 
Company’s financial profile is expected to remain well within 
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RATING CONSIDERATIONS 
Strengths Challenges 
• Regulated electricity distribution provides long-term 

stability to earnings and cash flows 
• Favourable franchise area 
• Financially strong and supportive shareholders 
• Efficiencies gained from acquisitions/mergers 
• Non-regulated operations provide higher margins 

 
• Regulatory risk
• Low regulatory
• Earnings are se
• Lack of access 
• Non-regulated o

FINANCIAL INFORMATION 
12 mos. ended         For the year ended December 31
Mar. 31, 2006 2005 2004 2003 

Fixed-charges coverage (times) 3.37 3.06 2.45 2.23 
Gross debt-to-capital 47.3% 48.1% 49.0% 50.0%
Net debt-to-capital 34.2% 31.2% 38.2% 40.8%
Cash flow/total debt 32.8% 30.9% 22.7% 24.5%
Cash flow/capital expenditures (times) 3.45 3.11 2.64 2.81 
Cash flow from operations ($ millions) 25.0 23.4 17.1 18.4 
Net income (before extras.) ($ millions) 9.3 7.9 4.6 3.7 
Return on average equity (before extras.) 10.5% 9.2% 5.8% 5.0%
Electricity throughputs (millions kWh) n/a 2,453 2,278 2,263 
P = Pro forma of historical data for all seven former municipal utilities.  n/a = not applicable.

THE COMPANY 
Veridian Corporation is a holding company that owns: (1) Veridian Connections Inc. (VCI), a
and (2) Veridian Energy Inc., which provides: (a) non-regulated billing and management se
water heater rentals, and (c) the leasing of fibre-optic cables.  Veridian Corporation is 41%-
the Town of Ajax, 13.6% by the Municipality of Clarington, and 13.3% by the City of Belle
amalgamation of the former municipal electric utilities of the aforementioned municipaliti
Brock, Port Hope, Uxbridge, Gravenhurst, and Scugog. 
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RATING CONSIDERATIONS 
Strengths
 (1) Almost all of Veridian’s operating income (95% of 
EBIT) is generated from its regulated distribution 
subsidiary, VCI, which provides stability to earnings and 
cash flow.  VCI receives roughly 40% of its distribution 
revenues from the fixed monthly connection fee with the 
remaining 60% from variable volume throughput.  The 
Company divested its interest in higher risk non-regulated 
retail energy marketing in 2003 and future involvement in 
non-regulated business is expected to remain limited.  
(2) Veridian has a favourable franchise area, with a total 
combined population of approximately 310,000 and has 
experienced annual load growth that has averaged around 
1.5% since 2000 (excluding acquisitions).  Population 
growth is expected to continue to be strong for the medium 
term, providing a basis for continued stable earnings 
growth. Veridian’s distribution network has substantial 
unused capacity, which reduces the amount of capital 
investment required to accommodate future customer 
growth.  Also, a well diversified, predominately residential 
and small commercial customer base of 104,400 and limited 
exposure to larger cyclical industrial customers provide 
Veridian with a relatively stable and predictable demand 
load year-over-year, with limited influence from economic 
cycles.  
(3) The four shareholder municipalities are financially 
strong and have the ability to provide financial support to 
protect their investment, if necessary.  The $60.8 million 
subordinated promissory note held by the four shareholder 
municipalities is convertible to equity on or before maturity 
on November 1, 2006, which could be utilized to provide 
equity support to the Company’s capital structure.  
However, the shareholders cannot provide formal 
guarantees to Veridian’s debt obligations as the Ontario 
municipal legislation prohibits municipalities from doing so.  
Having more than one shareholder, each with a minority 
interest, reduces the risk of being influenced by the special 
interests of a single municipal council, although it may 
make the decision-making process more challenging. 
(4) Consolidating the operations of nine former municipal 
utilities provides an opportunity to significantly reduce 
operating costs.  
(5) Non-regulated operations such as contracted services to 
LDCs (outsourcing billing and call centre), water heater and 
sentinel light rentals, and telecommunications (leasing of 
fibre-optic cable) earn high margins, require minimal 
capital, and provide a source of earnings growth beyond its 
regulated distribution subsidiary.  
 
Challenges 
(1) The key challenge facing electricity distributors in 
Ontario is regulatory risk and the risk of political 
intervention.  Regulatory risk is an inherent challenge for 
any regulated utility given that the regulatory framework 
essentially dictates the maximum profitability that can be 
achieved and the degree of protection to bondholders.  
While some uncertainty exists regarding the regulatory 
framework beyond 2006, DBRS expects the OEB to remain 

supportive by continuing to allow full cost of service 
recovery with a market-based rate of return on regulated 
distribution operations.  The key risk with respect to 
political intervention would be the imposition of a rate 
freeze, as was seen in 2002, which was at a time of high 
electricity prices and near a provincial election.  However, 
DBRS believes the risk of political intervention in the rate-
setting process is relatively low under the current provincial 
government’s tenure, in light of its strong commitment to 
passing along the full cost of power to electricity ratepayers. 
(2) The 9.0% ROE  for Ontario electricity distributors is low 
in comparison with similar regulated utilities in the United 
States.  As such, cash flow and coverage ratios for regulated 
distribution utilities in Ontario will typically be lower than 
for similarly-regulated distribution utilities in the United 
States. However, the current regulated ROE for Ontario 
utilities is in line with the lower ROEs typically granted to 
regulated utilities in Canada. 
(3) Earnings and cash flow for distribution companies are 
partially dependent on the volume of electricity sold.  
Seasonality, economic cyclicality, and year-over-year 
changes in weather patterns directly impact the volume of 
electricity sold, and hence revenue earned from electricity 
sales and interest coverage ratios.  In addition, economic 
growth impacts customer growth. However, Veridian’s well 
diversified and growing customer base helps mitigate most 
of these risks, as does its fixed monthly connection fee.   
(4) Veridian does not have access to the capital markets for 
common equity, this along with its small size limits its 
financial flexibility, especially its ability to make a strategic 
acquisition or invest in a significant capital project.  
Veridian’s equity base is limited to internal earnings 
growth, a reduction of dividends to shareholders, or 
increases in equity from the conversion of subordinated debt 
into equity.  However, DBRS expects that Veridian will 
continue to seek out strategic investments in additional 
LDCs in Ontario to continue to grow its asset base, as it has 
in the past.  
(5) Non-regulated operations have greater operating risk 
than regulated electricity distribution, which may affect the 
stability of consolidated earnings and cash flow.  However, 
it is expected that non-regulated operations will continue to 
comprise only a minor segment of Veridian’s consolidated 
operations over the longer term (roughly 5% of consolidated 
EBIT in 2005).  Veridian has taken a conservative approach 
to these operations through Veridian Energy Inc.: 
(a) Earnings from electric water heater rentals are relatively 
stable. The key risk associated with this operation is 
competition from natural gas water heaters.  (b) With 
telecommunications, long-term contracts with anchor 
tenants, largely in the MUSH (municipalities, universities, 
schools, and hospitals) sector, are secured prior to investing 
capital. This business is dependent on the creditworthiness 
of the anchor tenants. (c) Investment in electricity 
generation will likely be as a minority equity owner. 
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REGULATION 
Veridian’s electricity distribution operations are regulated 
by the OEB under the Electricity Act, 1998 (the Electricity 
Act), with the following noteworthy amendments: 
• The Electricity Pricing, Conservation and Supply Act, 

2002 (Bill 210) – December 9, 2002. 
• The Ontario Energy Board Amendment Act (Electricity 

Pricing), 2003 (Bill 4) – December 18, 2003. 
• The Electricity Restructuring Act, 2004 (Bill 100) – 

December 9, 2004. 
 

Summary 
• Veridian’s current deemed debt/equity is 55/45.   
• On November 11, 2005, the OEB set the allowable 

ROE for all Ontario LDCs at 9.00% (down from 9.88% 
in 2005). 

• On April 12, 2006, the OEB issued its rate decision on 
Veridian’s 2006 distribution rate application, with new 
distribution rates becoming effective on May 1, 2006.  
The following are highlights of this rate decision: 
- An approved rate base for distribution operations 

of $144.1 million (including Scugog and 
Gravenhurst).  This represents the first rate base 
adjustment since the Electricity Act was 
implemented, which was set based on a 1999 rate 
base equivalent to $145 million ($155.7 million 
including Scugog and Gravenhurst). 

- An approved debt rate of 7.6% for the promissory 
notes. 

• A $0.30 charge per residential customer per month as a 
result of the OEB’s generic decision on Smart 
Metering. 

• A total approved revenue requirement of $44 million. 

Generic Cost of Capital 
• On April 27, 2006, the OEB indicated its intent to 

establish a multi-year electricity distribution 
rate-setting plan for all LDCs in Ontario, which will 
include: 
− A generic cost of capital to be used in adjusting 

annual revenue requirements for 2007 and beyond.  
− A mechanistic incentive rate adjustment for the 

period.   
• The initial term of the multi-year plan will be three 

years, beginning with the 2007 rate adjustment. 
• On June 26, 2006, the OEB posted on its website a 

draft report of Board staff containing staff’s initial 
proposals for both the cost of capital and the second 
generation incentive regulation mechanism. A 
subsequent Board staff proposal was posted on the 
OEB’s website on July 25, 2006, which incorporated 
stakeholder comments on its June 26 proposal.  DBRS 
notes that the following Board staff proposals, if 
implemented, would have a negative impact on 
earnings and cash flow for LDCs like Veridian: (1) A 
proposed allowed ROE of less than 9.0%, based on 
Board staff’s view of the equity risk premium and 
current forecast interest rates, and (2) a deemed equity 
thickness of 40%, versus Veridian’s current deemed 
equity thickness of 45%.  However, it is too early to 
determine the impact on Veridian’s credit metrics until 
the consultation and review process is completed and a 
final decision is made.      

EARNINGS AND OUTLOOK 
12 mos. ended            For the year ended December 31

($ millions) Mar. 31, 2006 2005 2004 2003 2002 2001P
Net electricity distribution revenues 41.0 38.5 32.6 32.5 32.7 18.6
Ancillary revenues 5.1 4.9 5.5 5.0 3.3 1
Net operating revenues 46.1 43.4 38.1 37.5 36.1 20.4
Operating costs 25.7 24.6 24.3 24.9 24.7 19.1
EBITDA 30.3 28.6 23.3 22.0 20.8 9.5
EBIT 20.3 18.8 13.8 12.6 11.4 1.3
Net income (before extras.) 9.3 7.9 4.6 3.7 3.5 (2.6)
Extraordinary items -               -            (0.1) (0.4) (1.7) -           
Net income 9.3 7.9 4.5 3.3 1.8 (2.6)
P = Pro forma of historical statements for seven former municipal utilities.

.8

 
 

Summary 
• Key factors contributing to the 36% increase in EBIT in 

2005 include the following: 
− The acquisition of Gravenhurst Hydro and Scugog 

Hydro in 2005 increased Veridian’s customer base 
by approximately 9%. 

− Favourable customer growth of about 4% 
(excluding the acquisitions). 

− A minimal increase in operating costs as a result of 
continued efficiency improvements. 

 

Outlook 
• Annual EBIT will experience a modest increase again 

in 2006, as this will be the first full year with the 
inclusion of Gravenhurst Hydro and Scugog Hydro. 

• Beyond 2006, EBIT will depend on the outcome of the 
OEB’s multi-year rate plan discussed above.  

• However, the Company’s regulated electricity 
distribution operations at VCI, together with its strong 
franchise area, will continue to provide a high degree of 
certainty to revenues and stability to consolidated 
earnings and cash flow over the longer term.  Regulated 
distribution operations will likely continue to comprise 
over 95% of consolidated EBIT. 
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FINANCIAL PROFILE AND OUTLOOK 
Cash Flow Statement 12 mos. ended        For the year ended December 31
($ millions) Mar. 2006 2005 2004 2003 2002 2001P
Net income (before extras.) 9.3 7.9 4.6 3.7 3.5 (2.6)
Depreciation & amortization 10.0 9.8 9.5 9.4 9.5 8.2
Other non-cash adjustments 5.8 5.8 3.0 5.3 3.2 4.2
Cash Flow From Operations 25.0 23.4 17.1 18.4 16.2 9.8
Dividends paid (3.0)              (4.8)           (1.1)          (0.6)          (1.0)          -           
Capex (net of capital contributions) (7.3)              (7.5)           (6.5)          (6.6)          (5.3)          (15.2)        
Free Cash Flow Bef. Work. Cap. Changes 14.8             11.1           9.6           11.3         9.9           (5.5)          
Changes in working capital 2.5               16.1           (5.9)          9.3           (11.9)        3.9           
Net Free Cash Flow 17.3             27.2           3.7           20.6         (1.9)          (1.5)          
Acquisitions/divestitures (14.1)            (14.1)         -           -           (2.2)          (9.0)          
Other (1.3)              (1.3)           (0.2)          1.0           (0.1)          2.9           
Cash flow before financing 1.9               11.8           3.4           21.7         (4.2)          (7.6)          
Net change in equity -               -            -           -           -           -           
Net change in debt: new/(repay.) -               -            -           (8.6) (1.3) 21.5
Change in Net Cash 1.9 11.8 3.4 13.1 (5.5) 13.9
Key Figures and Ratios
Total debt in capital structure 76.2 75.7 75.6 75.3 83.9 85.2
Total debt-to-capital 47.3% 48.1% 49.0% 50.0% 53.6% 54.1%
EBITDA interest coverage (times) 5.02 4.66 4.12 3.90 3.54 2.07
EBIT interest coverage (times) 3.37 3.06 2.45 2.23 1.93 0.28
Cash flow/total adjusted debt 32.8% 30.9% 22.7% 24.5% 19.3% 11.5%
P = Pro forma of historical data for all seven former utilities.   
 
Summary 
• Veridian continues to generate sufficient cash flow 

from operations to fully fund capital expenditures and 
dividends. 

• Debt-to-capital improved modestly in 2005 as debt 
levels remained constant and the Company’s equity 
base increased. 

• Stronger cash flow from operations led to significantly 
stronger cash flow-to-debt and interest coverage ratios, 
which continue to support the Company’s “A” rating 
given its regulated distribution operations. 

  
 

Outlook 
• Despite higher forecast capital expenditures, cash flow 

from operations is expected to remain adequate to fully 
fund capital expenditures and dividends over the 
medium term. 
− Capital expenditures are expected to double, from 

about $7.5 million in 2005 to about $15 million 
annually over the next five years, with the increase 
primarily due to spending on government-
mandated conservation initiatives (i.e., smart 
meters), which will ultimately be added to the rate 
base. 

• Any borrowing requirements over the medium term 
would be to fund working capital requirements. 

• Veridian’s debt-to-capital is expected to remain below 
50% over the medium term.  As such, cash flow-to-debt 
and interest coverage ratios are expected to remain 
strong. 
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LONG-TERM DEBT MATURITIES AND BANK LINES 
Long-Term Debt 
• Veridian’s long-term debt consists of subordinated 

promissory notes payable to its shareholder 
municipalities of $60.8 million, convertible to equity 
(only at the option of the noteholders) prior to expiry on 
November 1, 2006.  It is expected that these notes will 
be extended for a three-year term.  DBRS notes that 
$44.6 million of these notes are issued at VCI and 
$17.21 million are issued at Veridian (see tables 
below). Veridian’s Issuer Rating assumes that all senior 
unsecured obligations of the Company rank ahead of 
the subordinated notes.  DBRS notes that although the 
subordinated notes are not contractually subordinated to 
senior unsecured obligations, they are effectively 
subordinated due to the terms of the Company’s inter-
creditor agreement.  Furthermore, DBRS is of the view 
that the owner municipalities would refrain from taking 
actions on their subordinated notes that would impair 
Veridian’s ability to meet its senior unsecured 
obligations.    

 
Subordinated Notes Payable at VCI 
Municipality Lender Amount
Pickering $17.97 million 
Ajax $14.06 million 
Clarington $5.97 million 
Belleville $5.59 million
Total $44.59 million 
 
Subordinated Notes Payable at Veridian  
Municipality Lender Amount
Pickering $7.10 million 
Ajax $5.55 million 
Clarington $2.35 million 
Belleville $2.21 million
Total 17.21 million 

Bank Lines 
• Veridian currently has two separate credit facilities 

totalling $58 million, as follows:  
− A five-year term loan facility (maturing December 

16, 2006) in the amount of $48 million to be used 
for refinancing of acquisitions, capital expenditures 
and funding new investments.  DBRS expects that 
this term facility will be extended prior to maturity. 

− A 364-day term renewable revolving letter of 
credit facility of $10 million for Independent 
Electricity Market Operator (IESO) prudential 
support for its regulated distribution business. 

• At December 31, 2005, Veridian had borrowed 
$14.5 million (noted above) against the loan facility 
and utilized $5.6 million of the letter of credit facility 
for IMO prudential requirements. 
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Balance Sheet  
($ millions) As at       As at Dec. 31 As at       As at Dec. 31
Assets Mar. 2006 2005 2004   Liabilities & Equity Mar. 2006 2005 2004
Cash 32.1 38.6 26.8   Short-term debt 61.0         61.2           0.3           
Accounts receivable + unbilled revenue 38.4 49.3 40.8   A/P + accr'ds 28.5         50.4           26.6         
Inventories 1.3 1.3 1.1   Regulatory liab. -           2.2             0.6           
Prepaids & other, current portion reg. 3.0 3.2 2.0   Customer deposits -           1.7             0.3           
Current Assets 74.8 92.3 70.7   Current Liabilities 89.5         115.5         27.7         
Net fixed assets 122.8 124.0 117.4   Customer deposits -           0.6             0.8           
Deferred charges 0.28        0.3 0.4   Long-term debt 0.7           -             60.8         
Regulatory assets 1.34        1.6 1.4   Other 18.9         14.9           11.2         
Other assets 9.2 9.2 4.0   Shareholders' equity 84.9         81.8           78.8         
Total 208.4 227.4 193.9   Total 193.9 212.9 179.4

Ratio Analysis 12 mos. ended           For the year ended December 31
Liquidity Ratios Mar. 31, 2006 2005 2004 2003 2002 2001P 2000P 1999P
 Current ratio 0.72 0.71 2.55 2.42 1.63 1.08 1.09 1.37
 Accumulated depr./gross fixed assets 45.8% 49.8% 49.8% 47.1% 44.5% 41.3% 41.7% 40.3%
 Total gross debt-to-capital (1) 47.3% 48.1% 49.0% 50.0% 53.6% 54.1% 52.2% 52.4%
 Net debt-to-capital 34.2% 31.2% 38.2% 40.8% 50.3% 48.9% 49.8% 46.2%
 Senior debt-to-capital 9.4% 9.2% 9.4% 9.6% 14.7% 14.7% 9.5% 10.1%
 Cash flow/total debt 32.8% 30.9% 22.7% 24.5% 19.3% 11.5% 9.0% 7.7%
 Debt/EBITDA 2.51 2.65 3.24 3.42 4.03 8.96 10.50 14.14
 Cash flow/capital expenditures (2) 3.45 3.11 2.64 2.81 3.07 0.64 0.85 0.62
 Average coupon on long-term debt -         7.21% 7.21% 7.21% 7.21% 7.60% 7.60% -           
 Common dividend payout -         61.0% 23.0% 15.0% 28.5% -           -             -           
 Deemed equity in the capital structure 45% 45% 45% 45% 45% 45% -             -           
Coverage Ratios (3)
 EBIT interest coverage 3.37 3.06 2.45 2.23 1.93 0.28 0.18 -0.70
 EBITDA interest coverage 5.02 4.66 4.12 3.90 3.54 2.07 5.14 8.52
 Fixed-charges coverage  3.37 3.06 2.45 2.23 1.93 0.28 0.18 -0.70
Note: Interest for 2003 was prepaid in previous years, hence interest for 2003 will be a non-cash payment.
Profitability/Operating Efficiency
 Operating margin 44.1% 43.3% 36.3% 33.7% 31.5% 6.2% (2.2%) (8.0%)
 Net margin (before extras.) 20.1% 18.1% 12.2% 9.8% 9.7% (12.9%) (6.3%) (6.8%)
 Return on avg. common equity (bef. extras.) 10.5% 9.2% 5.8% 5.0% 4.8% (3.6%) (1.8%) (1.3%)
 GWh sold/employee -         16.1 15.0 14.9 15.0 14.7 14.2 14.0
 Customers/employee -         687 616 598 599 598 538 498
 OM&A/customer ($) -         142.0 158.1 170.1 167.5 122.0 154.8 171.1
 Rate base 145 145 145 145 145

Electricity Throughputs 2005
Residential 37% 911.5 831.0 827.1 865.6 817.5 790.5 766.0
Commercial 54% 1,327.1 1,248.6 1,263.3 1,257.6 1,268.3 1253.6 1192.8
Large users 9% 214.1 184.7 156.3 158.8 145.9 115.6 164.6
Street lighting 0% 13.6        16.1         -             -           -             -           
Total (GWh) 0.0 2,452.7 2,277.9 2,262.8 2,282.0 2,231.7 2,159.7 2,123.4

Number of Customers 2005
Residential 90.4% 94,342 84,662 82,018 82,807 80,992 n/a n/a
Commercial 9.6% 10,045 8,968 8,845 8,232 8,179 n/a n/a
Large users 0.0% 5 4 4 4 4 n/a n/a
Street lighting 0.0% 7             7             7              -             -           n/a n/a
Total 0 104,399 93,641 90,874 91,043 89,175 88,760       86,202     
P = Pro forma of historical data for all seven former municipal utilities.  n/a = not applicable.
(1) Subordinated convertible notes given 100% debt treatment.    (2) Net of customer contributions.
(3) EBIT includes interest income, interest expense excludes capitalized interest, AFUDC, and debt amortizations.

Veridian Corporation

 
 



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

7. Ref: Exhibit 1 / Tab 1 / Schedule 21

Request

Please update the statements in this Exhibit to be consistent with the Board’s 
Report on Cost of Capital dated December 11, 2009, using the most recent 
information available for the calculation of all components of the cost of 
capital.

Response: 

The amount of Veridian’s Revenue Requirement for the 2010 Test Year has changed 
as a result of Veridian’s Application Update.  This interrogatory has been answered 
on the basis of the updated values.

Veridian provides here updates to the pro-forma statements as referenced to be 
consistent with the Board’s Report on Cost of Capital dated December 11th, 2009.  
Veridian has used the most recent information available for calculation of all 
components of the cost of capital as follows;

• ROE – 9.75% - As per the value published in the referenced report.
• Deemed Debt Rate – 7.62 % - Veridian has not updated its proposed cost of 

debt from that originally filed.  No value for the deemed debt rate was 
published in the referenced report and Veridian is unable to calculate an 
estimate of an updated debt rate as it does not have access to the referenced 
sources of information.

Veridian notes that any changes in net income provided in this response are not 
representative of the total changes or impacts anticipated by the Board’s referenced 
report as Veridian’s proposed long term debt rate was based on the Board’s deemed 
debt rate.  Veridian used the 2009 deemed debt rate of 7.62% as a placeholder, 
however Veridian expects that the 2010 deemed debt rate will be lower than 7.62%.  



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

2009 Bridge Year 2010 Test Year
(at new rates)

REVENUE ($000's) ($000's)

Sale of Energy 195,629 197,281
Distribution Revenue 44,037 49,945
Other Revenue 4,057 3,843

Total Revenue 243,723 251,069

Cost of Power 195,629 197,281

NET REVENUES 48,094 53,788

EXPENSES
O&M 6,287 7,029
Administration 13,742 15,207

Total OM&A Expenses 20,029 22,236

EBITDA 28,065 31,551

Amortization 11,985 12,948
Interest 6,255 7,571
EBT 9,825 11,033

PILs 3,644 3,713

NET INCOME 6,181 7,320

Note: 2010 Test Year at new rates uses deemed interest and regulatory PILs
and assumes calendar year = rate year

PRO-FORMA INCOME STATEMENT
VERIDIAN CONNECTIONS INC.
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Response to School Energy Coalition Interrogatories
January 11, 2010

2009 Bridge Year 2010 Te st Year
(at new rates)

ASSETS ($000's) ($000's)
Current Assets 75,037 65,505 

Non-Current Assets
Regulatory Assets 11,010 500 
Other non-current assets 41 41 
Gross Capital Assets 312,319 344,707 
Accumulated Amortization (170,263) (183,912) 
Goodwill 8,746 8,746 

Total Assets 236,890 235,587 

LIABILITIES AND EQUITY
Current Liabilities 50,663 50,663 
Regulatory Liabilities 17,244 8,622 
Long Term Debt 85,910 85,910 
Other 6,039 6,039 

Shareholder's Equity
Share Capital 64,326 64,326 
Retained Earnings 12,708 20,028 
Total Liabilitie s and Equity 236,890 235,587 

PRO-FORMA BALANCE SHEET
VERIDIAN CONNECTIONS INC.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

8. Ref: Exhibit 1 / Tab 2 / Schedule 1

Request

(a) Page 4.  Please provide any plan or other document, if not already included in 
the filing, detailing the plan or approach in place or expected to be put in place 
to achieve standardization and/or modernization of the assets in the 
distribution system.

(b) Pages 7-11.  Please update Tables 1 through 4 to be consistent with the 
Board’s Report on Cost of Capital dated December 11, 2009, using the most 
recent information available for the calculation of all components of the cost 
of capital and PILs.

Response: 

The amount of Veridian’s Revenue Requirement for the 2010 Test Year has changed 
as a result of Veridian’s Application Update.  This interrogatory has been answered 
on the basis of the updated values.

(a) No over-arching formal and specific document exists for this effort. Veridian 
attempts to achieve maximum useful life from all of its assets and does not arbitrarily 
replace plant only for modernization or standardization purposes.  Such 
advancements are being achieved through centralized engineering and procurement, 
and through the application of new standards when possible whenever work is 
performed.

(b) Veridian provides here updates to Tables 1 through 4  to be consistent with the 
Board’s Report on Cost of Capital dated December 11th, 2009.  Veridian has used the 
most recent information available for calculation of all components of the cost of 
capital as follows;

• ROE – 9.75% - As per the value published in the referenced report.
• Deemed Debt Rate – 7.62 % - Veridian has not updated its proposed cost of 

debt from that originally filed.  No value for the deemed debt rate was 
published in the referenced report and Veridian is unable to calculate an 
estimate of an updated debt rate as it does not have access to the referenced 
sources of information.

Veridian notes that any changes in net income provided in this response are not 
representative of the total changes or impacts anticipated by the Board’s referenced 
report as Veridian’s proposed long term debt rate was based on the Board’s deemed 
debt rate.  Veridian used the 2009 deemed debt rate of 7.62% as a placeholder, 
however Veridian expects that the 2010 deemed debt rate will be lower than 7.62%.  



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

Revised Table 1:  Test Year Deficiency

Cost of Capital

Rate Base 187,675,529
Requested Rate of Return 7.93% 14,890,342

Cost of Service

OM&A Expenses 22,236,324
Amortization 12,947,743
Payment in Lieu of Taxes 
(PILs) 3,713,078 38,897,145

Service Revenue Requirement 53,787,487

Less: Revenue Offsets (4,218,100)

Distribution Revenue Requirement 49,569,387

Distribution Revenue at Existing Rates 43,890,892

Revenue Deficiency (5,678,495)

Revised Table 2: Rate Base Summary

2006 
Board 
Approved 

2006 
Actual

2007 
Actual

2008 
Actual

2009 
Forecast

2010 
Forecast

($000's)

Net Fixed 
Assets 116,743$ 115,666$ 124,952$ 134,660$ 143,355$   154,748$ 
Working 
Capital 
Allowance 27,417$   29,967$   31,438$   30,837$   32,349$     32,928$   

Total Rate 
Base 144,160$ 145,633$ 156,390$ 165,497$ 175,704$   187,676$ 



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

Revised Table 3 – Summary OM&A Expenses ($000)
2006 Board 

Approved 2006 Actual 2007 Actual 2008 Actual
2009 

Forecast
2010 

Forecast
Operations 2,592 3,337 3,492 3,717 3,976 4,191 
Maintenance 2,281 2,541 1,731 1,941 2,311 2,838 
O & M Total 4,873 5,878 5,222 5,659 6,287 7,029 
Administration 14,861 13,536 12,407 13,930 13,742 15,207 
Total O M & A Expenses 19,734 19,413 17,629 19,589 20,029 22,236 
$ Change (321) (1,784) 1,960 439 2,208 
%age Change -1.63% -9.19% 11.12% 2.24% 11.02%
%age Change 2006 Board Approved to 2010 Forecast 12.68%
Annual Average % Change 2006 Board Approved to 2010 Forecast 2.11%
Note: Based on 6 years as 2006 Board Approved is 2004 Actuals)

Revised Table 4: Proposed Capital Structure and Cost of Capital

Cost Rate Return
(%) ($000) (%) ($000)

Long Term Debt 56.00% 105,098 7.11% 7,471 
Short Term Debt 4.00% 7,507 1.33% 100 
Total Debt 60.00% 112,605 6.72% 7,571 

Common Equity 40.00% 75,070 9.75% 7,319 

Total 100.00% 187,676 7.93% 14,890 

Test Year
2010

Deemed Capitalization 
Ratio



Veridian Connections
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Response to School Energy Coalition Interrogatories
January 11, 2010

9. Ref: Exhibit 1 / Tab 2 / Schedule 2

With respect to the Applicant’s 2010 capital and operating budgets:

Request

(a) Page 1.  Please file the 2010 capital and operating budgets that were presented 
to the Applicant’s Board of Directors for approval, together with all materials
(such as supporting schedules, powerpoints, memos, explanatory notes, etc.)
used in describing or supporting the budgets or obtaining approval for them.  
If the formal process includes presentation to, or approval by, the Audit and 
Finance Committee, or any other committee, of the Board of Directors, please 
file the materials provided to that committee, if different from what was 
provided to the Board of Directors.

(b) Page 1.  In the event that the 2010 capital and operating budgets do not yet 
have Board of Directors approval, please advise the planned date that such 
approval will be sought, and any other components of the budgeting schedule 
that are not described in this exhibit.

Response: 

(a) Veridian declines this request on the basis of relevance. Veridian filed its 2010 
capital and operating budgets as evidence in support of just and reasonable 
distribution rates. The budgets have been supported by extensive evidence that 
demonstrates the prudence of the underlying costs. That evidence complies with 
the OEB’s filing requirements, and the OEB is able to make a ruling on the 
Application with the evidence before it. The OEB has issued many decisions 
without budgets presented to Boards of Directors, along with supporting 
schedules, powerpoints, memos, explanatory notes, etc. The reason for this is that 
prudence can establish based on the information required by the Board’s filing 
requirements. If capital and operating budgets presented to an Applicant’s Board 
of Directors for approval, together with all materials (such as supporting 
schedules, powerpoints, memos, explanatory notes, etc.) were truly relevant, we 
believe that the OEB would require that such materials be filed as part of its filing 
requirements. Rather, the OEB’s filing requirements only require Applicants to 
file the following statement with respect to budget approval by Boards of 
Directors:

“A statement is to be provided as to when the forecast was prepared and when it 
was approved by utility management and/or Board of Directors for use in the 
application” 



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

Veridian provides this information at Exhibit 1, Tab 2, Schedule 2, page 1, lines 
20-26.  

Subsequently, the 2010 operating and capital budgets were approved by 
Veridian’s Board of Directors on December 17th, 2009.

(b) Not applicable.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

10. Ref: Exhibit 1 / Tab 2 / Schedule 4

With respect to the Revenue Requirement Work Form:

Request

(a) Please re-run all pages of the Revenue Requirement Work Form using 
updated values consistent with the Board’s Report on Cost of Capital dated 
December 11, 2009.  Please use the most recent information available for the 
calculation of all components of the cost of capital and PILs.

(b) Page 7.  Please provide a table in the form set out on page 7, setting out the 
calculation of the deficiency for each of 2007 and 2008, using actual figures, 
and 2009, using the most recent forecast data, all using the tax rates, equity 
component, and cost of capital rates applicable to those years.

(c) Page 7.  Please reconcile the numbers on this table with the Table at Ex. 6/1/2, 
page 2.

Response: 

The amount of Veridian’s Revenue Requirement for the 2010 Test Year and proposed 
Tariff of Rates and Charges has changed as a result of Veridian’s Application Update.  
This interrogatory has been answered on the basis of the updated values.

(a) Veridian provides as Attachments 1 and 2 re-run versions of the Revenue 
Requirement Work Form and the Addendum using updated values consistent with the 
Board’s Report on Cost of Capital dated December 11th, 2009.  Veridian has used the 
most recent information available for calculation of all components of the cost of 
capital as follows;

• ROE – 9.75% - As per the value published in the referenced report.
• Deemed Debt Rate – 7.62 % - Veridian has not updated its proposed cost of 

debt from that originally filed.  No value for the deemed debt rate was 
published in the referenced report and Veridian is unable to calculate an 
estimate of an updated debt rate as it does not have access to the referenced 
sources of information.

Veridian notes that any changes in revenue requirement provided in this response are 
not representative of the total changes or impacts anticipated by the Board’s 
referenced report as Veridian’s proposed long term debt rate was based on the 
Board’s deemed debt rate.  Veridian used the 2009 deemed debt rate of 7.62% as a 
placeholder, however Veridian expects that the 2010 deemed debt rate will be lower 
than 7.62%. 



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

(b) The requested table is provided as Attachment 3.

(c) A reconciliation of page 7 of the Updated Revenue Requirement Work Form
provided in Veridian’s Application Update and Table 2: Test Year Revenue 
Deficiency provided in Veridian’s Application Update is provided as Attachment 4.



Name of LDC: (1)

File Number:

Rate Year: 2010 Version: 1.0

Sheet Name

A Data Input Sheet

1 Rate Base

2 Utility Income

3 Taxes/PILS

4 Capitalization/Cost of Capital

5 Revenue Sufficiency/Deficiency

6 Revenue Requirement

7 Bill Impacts

Notes:

REVENUE REQUIREMENT WORK FORM
Veridian Connections Inc.

EB-2009-0140

Table of Content

1

Notes:
(1) Pale green cells represent inputs
(2)

Copyright
This Revenue Requirement Work Form Model is protected by copyright and is being made available to you solely for 
the purpose of preparing or reviewing your draft rate order.   You may use and copy this model for that purpose, and 
provide a copy of this model to any person that is advising or assisting you in that regard.  Except as indicated above, 
any copying, reproduction, publication, sale, adaptation, translation, modification, reverse engineering or other use or 
dissemination of this model without the express written consent of the Ontario Energy Board is prohibited.  If you 
provide a copy of this model to a person that is advising or assisting you in preparing or reviewing your draft rate 
order, you must ensure that the person understands and agrees to the restrictions noted above.

Please note that this model uses MACROS.  Before starting, please ensure that macros have been 
enabled.

1
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(1)

1 Rate Base
   Gross Fixed Assets (average) $331,835,322 (4) $331,835,322
   Accumulated Depreciation (average) ($177,087,447) (5) ($177,087,447)
Allowance for Working Capital:
   Controllable Expenses $22,236,324 (6) $22,236,324
   Cost of Power $197,281,376 $197,281,376
   Working Capital Rate (%) 15.00% 15.00%

2 Utility Income
Operating Revenues:
   Distribution Revenue at Current Rates $43,890,892
   Distribution Revenue at Proposed Rates $49,569,387
   Other Revenue:
      Specific Service Charges $1,772,300
      Late Payment Charges $618,650
      Other Distribution Revenue $983,000
      Other Income and Deductions $844,150

Operating Expenses:
   OM+A Expenses $22,236,324 $22,236,324
   Depreciation/Amortization $12,947,743 $12,947,743
   Property taxes
   Capital taxes $259,013
   Other expenses

3 Taxes/PILs
Taxable Income:
   Adjustments required to arrive at taxable income $81,498 (3)
Utility Income Taxes and Rates:
   Income taxes (not grossed up) $2,348,764
   Income taxes (grossed up) $3,454,065

Application Adjustments Per Board Decision

Rate Year:          2010

REVENUE REQUIREMENT WORK FORM
Name of LDC:    Veridian Connections Inc.
File Number:      EB-2009-0140

Data Input

2

   Income taxes (grossed up) $3,454,065
   Capital Taxes $259,013
   Federal tax (%) 18.00%
   Provincial tax (%) 14.00%
Income Tax Credits
   

4 Capitalization/Cost of Capital
Capital Structure:
   Long-term debt Capitalization Ratio (%) 56.0%
   Short-term debt Capitalization Ratio (%) 4.0% (2) (2)
   Common Equity Capitalization Ratio (%) 40.0%
   Prefered Shares Capitalization Ratio (%)

Capital Structure 
must total 100%

Cost of Capital
   Long-term debt Cost Rate (%) 7.11%
   Short-term debt Cost Rate (%) 1.33%
   Common Equity Cost Rate (%) 9.75%
   Prefered Shares Cost Rate (%)

Notes:

(1)
(2)
(3)
(4)
(5)

This input sheet provides all inputs needed to complete sheets 1 through 6 (Rate Base through Revenue Requirement), except for 
Notes that the utility may wish to use to support the components.  Notes should be put on the applicable pages to understand the 
context of each such note. 

Average of Gross Fixed Assets at beginning and end of the Test Year
Average of Accumulated Depreciation at the beginning and end of the Test Year.  Enter as a negative amount.

4.0% unless an Applicant has proposed or been approved for another amount.
Net of addbacks and deductions to arrive at taxable income.

All inputs are in dollars ($) except where inputs are individually identified as percentages (%)

2
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Line 
No. Particulars Application Adjustments Per Board 

Decision

1 Gross Fixed Assets (average) (3) $331,835,322 $ - $331,835,322
2 Accumulated Depreciation (average) (3) ($177,087,447) $ - ($177,087,447)
3 Net Fixed Assets (average) (3) $154,747,875 $ - $154,747,875

4 Allowance for Working Capital (1) $32,927,655 $ - $32,927,655

5

6 Controllable Expenses $22,236,324 $ - $22,236,324
7 Cost of Power $197,281,376 $ - $197,281,376
8 Working Capital Base $219,517,700 $ - $219,517,700

9 Working Capital Rate % (2) 15.00% 15.00%

10 Working Capital Allowance $32,927,655 $ - $32,927,655

(1)                                     Allowance for Working Capital - Derivation

File Number:      EB-2009-0140
Rate Year:          2010

REVENUE REQUIREMENT WORK FORM
Name of LDC:    Veridian Connections Inc.

Rate Base

$187,675,530 $ - $187,675,530Total Rate Base

3

(2)
(3)

Generally 15%.  Some distributors may have a unique rate due as a result of a lead-lag study.
Average of opening and closing balances for the year.

Notes

3
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Line 
No.

Particulars                                Application   Adjustments Per Board 
Decision

Operating Revenues:
1 Distribution Revenue (at Proposed Rates) $49,569,387 $ - $49,569,387
2 Other Revenue (1) $4,218,100 $ - $4,218,100

3 Total Operating Revenues

Operating Expenses:
4 OM+A Expenses $22,236,324 $ - $22,236,324
5 Depreciation/Amortization $12,947,743 $ - $12,947,743
6 Property taxes $ - $ - $ -
7 Capital taxes $259,013 $ - $259,013
8 Other expense $ - $ - $ -

9 Subtotal

10 Deemed Interest Expense $7,572,332 $ - $7,572,332

11 Total Expenses (lines 4 to 10) $43,015,412 $ - $43,015,412

12 Utility income before income taxes

REVENUE REQUIREMENT WORK FORM

File Number:      EB-2009-0140
Rate Year:          2010

Name of LDC:    Veridian Connections Inc.

$10,772,075

Utility income

$53,787,487

$35,443,080

$ -

$ - $53,787,487

$10,772,075

$35,443,080 $ -

4

13 Income taxes (grossed-up)

14 Utility net income

(1) Other Revenues / Revenue Offsets
  Specific Service Charges $1,772,300 $1,772,300
  Late Payment Charges $618,650 $618,650
  Other Distribution Revenue $983,000 $983,000
  Other Income and Deductions $844,150 $844,150

Total Revenue Offsets

Notes

$ - $3,454,065

$4,218,100 $4,218,100

$3,454,065

$ - $7,318,010$7,318,010

4
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Line 
No. Particulars Application Per Board 

Decision

Determination of Taxable Income

1 $7,319,346 $7,319,346

2 $81,498 $81,498

3 $7,400,844 $7,400,844

Calculation of Utility income Taxes

4 Income taxes $2,348,764 $2,348,764
5 Capital taxes $259,013 $259,013

6 Total taxes

7 Gross-up of Income Taxes $1,105,301 $1,105,301

Taxable income

REVENUE REQUIREMENT WORK FORM

File Number:      EB-2009-0140
Rate Year:          2010

Name of LDC:    Veridian Connections Inc.

Taxes/PILs

$2,607,777 $2,607,777

Utility net income

Adjustments required to arrive at taxable utility income

5

8 Grossed-up Income Taxes $3,454,065 $3,454,065

9 $3,713,078 $3,713,078

10 Other tax Credits $ - $ -

Tax Rates

11 Federal tax (%) 18.00% 18.00%
12 Provincial tax (%) 14.00% 14.00%
13 Total tax rate (%) 32.00% 32.00%

PILs / tax Allowance (Grossed-up Income taxes + 
Capital taxes)

Notes

5
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Line 
No. Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $105,098,297 7.11% $7,472,489
2   Short-term Debt 4.00% $7,507,021 1.33% $99,843
3 Total Debt 60.00% $112,605,318 6.72% $7,572,332

Equity
4   Common Equity 40.00% $75,070,212 9.75% $7,319,346
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.00% $75,070,212 9.75% $7,319,346

7 Total 100% $187,675,530 7.93% $14,891,678

$

Capitalization/Cost of Capital

Capitalization Ratio

Per Board Decision

Application

REVENUE REQUIREMENT WORK FORM

File Number:      EB-2009-0140
Rate Year:          2010

Name of LDC:    Veridian Connections Inc.

6

(%) ($) (%)
Debt

8   Long-term Debt 56.00% $105,098,297 7.11% $7,472,489
9   Short-term Debt 4.00% $7,507,021 1.33% $99,843

10 Total Debt 60.00% $112,605,318 6.72% $7,572,332

Equity
11   Common Equity 40.0% $75,070,212 9.75% $7,319,346
12   Preferred Shares 0.0% $ - 0.00% $ -
13 Total Equity 40.0% $75,070,212 9.75% $7,319,346

14 Total 100% $187,675,530 7.93% $14,891,678

(1)
Notes

4.0% unless an Applicant has proposed or been approved for another amount.

6
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1    Revenue Deficiency from Below $5,708,516 $5,708,516
2    Distribution Revenue $43,890,892 $43,860,871 $43,890,892 $43,860,871
3    Other Operating Revenue Offsets - net $4,218,100 $4,218,100 $4,218,100 $4,218,100
4 Total Revenue $48,108,992 $53,787,487 $48,108,992 $53,787,487

5 Operating Expenses $35,443,080 $35,443,080 $35,443,080 $35,443,080
6 Deemed Interest Expense $7,572,332 $7,572,332 $7,572,332 $7,572,332

Total Cost and Expenses $43,015,412 $43,015,412 $43,015,412 $43,015,412

7 Utility Income Before Income Taxes $5,093,580 $10,772,075 $5,093,580 $10,772,075
   

8
Tax Adjustments to Accounting               
Income per 2009 PILs $81,498 $81,498 $81,498 $81,498

9 Taxable Income $5,175,078 $10,853,573 $5,175,078 $10,853,573

10    Income Tax Rate 32.00% 32.00% 32.00% 32.00%
11    Income Tax on Taxable Income $1,656,025 $3,473,143 $1,656,025 $3,473,143
12    Income Tax Credits $ - $ - $ - $ -
13 Utility Net Income $3,437,555 $7,318,010 $3,437,555 $7,318,010

14 Utility Rate Base $187,675,530 $187,675,530 $187,675,530 $187,675,530

Line 
No.

Per Application

Revenue Sufficiency/Deficiency

At Proposed 
Rates

At Proposed 
Rates

At Current 
Approved Rates

Per Board Decision
At Current 

Approved Rates

REVENUE REQUIREMENT WORK FORM
Name of LDC:    Veridian Connections Inc.
File Number:      EB-2009-0140
Rate Year:          2010

Particulars

7

14 Utility Rate Base $187,675,530 $187,675,530 $187,675,530 $187,675,530

Deemed Equity Portion of Rate Base $75,070,212 $75,070,212 $75,070,212 $75,070,212

15 Income/Equity Rate Base (%) 4.58% 9.75% 4.58% 9.75%
16 Target Return - Equity on Rate Base 9.75% 9.75% 9.75% 9.75%

Sufficiency/Deficiency in Return on Equity -5.17% 0.00% -5.17% 0.00%

17 Indicated Rate of Return 5.87% 7.93% 5.87% 7.93%
18 Requested Rate of Return on Rate Base 7.93% 7.93% 7.93% 7.93%
19 Sufficiency/Deficiency in Rate of Return -2.07% 0.00% -2.07% 0.00%

20 Target Return on Equity $7,319,346 $7,319,346 $7,319,346 $7,319,346
21 Revenue Sufficiency/Deficiency $3,881,791 ($1,336) $3,881,791 ($1,336)
22 Gross Revenue Sufficiency/Deficiency $5,708,516 (1) $5,708,516 (1)

(1) Revenue Sufficiency/Deficiency divided by (1 - Tax Rate)
Notes:
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Line 
No.

Particulars Application   

1 OM&A Expenses $22,236,324
2 Amortization/Depreciation $12,947,743
3 Property Taxes $ -
4 Capital Taxes $259,013
5 Income Taxes (Grossed up) $3,454,065
6 Other Expenses $ -
7 Return

  Deemed Interest Expense $7,572,332
  Return on Deemed Equity $7,319,346

8
Distribution Revenue Requirement 
before Revenues $53,788,823

9 Distribution revenue $49,569,387
10 Other revenue $4 218 100

$49,569,387

$259,013

$53,788,823

$4 218 100

$7,572,332
$7,319,346

$12,947,743
$22,236,324

$ -
$3,454,065

REVENUE REQUIREMENT WORK FORM
Name of LDC:    Veridian Connections Inc.
File Number:      EB-2009-0140
Rate Year:          2010

Per Board Decision

$ -

Revenue Requirement

8

10 Other revenue $4,218,100

11 Total revenue

12

Difference (Total Revenue Less 
Distribution Revenue Requirement 
before Revenues) (1) (1)

(1) Line 11 - Line 8

($1,336)

$53,787,487

$4,218,100

Notes

($1,336)

$53,787,487

8
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 $  %  $  %

Residential 

GS < 50kW

800 kWh/month

2000 kWh/month

91.25$     0.02-$       -0.1%

223.38$   

0.0%91.23$     

4.98-$       218.40$   

Change

-2.2%

30.39$     

Change Per Draft 
Rate OrderCurrent

-7.7%

Monthly Delivery Charge Total Bill

Provided for Veridian_Main Classes Only as no mechanism exists within the model to add rows for Veridian_Gravenhurst classes
Notes:

30.37$     0.02-$       

REVENUE REQUIREMENT WORK FORM

File Number:      EB-2009-0140
Rate Year:          2010

Selected Delivery Charge and Bill Impacts                              
Per Draft Rate Order

Name of LDC:    Veridian Connections Inc.

4.98-$       64.48$     59.50$     

Per Draft 
Rate Order Current

99
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Revenue Requirement Work Form
Name of LDC:    Veridian Connections Inc.
File Number:      EB‐2009‐0140
Rate Year:          2010

$ % $ %

23.3%

Selected Delivery Charge and Bill Impacts                                          
Per Draft Rate Order

Monthly Delivery Charge Total Bill

Current
Per Draft 
Rate 

Change
Current

Per Draft 
Rate 

Change

GS < 50kW 2000 kWh/month 69.85$      87.20$      17.35$     

Residential -
Urban 800 kWh/month 34.44$      42.48$      8.04$        97.77$      106.56$   8.79$        9.0%

11.6%

10.1%

24.8% 234.92$   254.23$   19.31$      8.2%

Residential -
Seasonal 800 kWh/month 58.63$      71.97$      13.34$      22.8% 121.96$   136.05$   14.09$     

101.94$   112.28$   10.34$     
Residential -

Suburban 800 kWh/month 38.61$      48.20$      9.59$        24.8%

Notes:
Veridian Gravenhurst provided here as no lines could be added to Revenue Requirement Work Form

Attachment 2
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2007 2008 2009

Line No. Particulars Evidence Reference

1    Revenue Deficiency from Below
2    Distribution Revenue $41,218,549 $41,541,561 $41,207,818 Ex 3/ Tab 2 / Sched 1 / page 1
3    Other Operating Revenue Offsets ‐ net $4,963,332 $5,180,575 $4,431,600 Ex 3/ Tab 8 / Sched 1 / page 1
4 Total Revenue $46,181,881 $46,722,136 $45,639,418

5 Operating Expenses $17,629,146 $19,589,207 $20,028,558 Ex 4/ Tab 2 / Sched 1 / Attachment 3
5a Capital Taxes $449,707 $398,080 $361,583 Ex 4/Tab 9/ Sched 5/ page 1
5b Amortization $10,006,000 $11,086,000 $11,985,000 Ex 4/ Tab 8 / Sched 3 / page 1

6 Deemed Interest Expense $6,537,102 $7,232,219 $8,012,102 Line 14 X (1‐ Line 15) X Deemed Debt Rate
Total Cost and Expenses $34,621,955 $38,305,506 $40,387,243

7 Utility Income Before Income Taxes $11,559,926 $8,416,630 $5,252,175
   

8
Tax Adjustments to Accounting               
Income per PILs $ ‐ $ ‐ $ ‐ Not Available, Assumed as zero

9 Taxable Income $11,559,926 $8,416,630 $5,252,175

10    Income Tax Rate 36.12% 33.50% 33.00%
11    Income Tax on Taxable Income $4,175,445 $2,819,571 $1,733,218
12    Income Tax Credits ($19,506) ($19,506) ($19,506) Not Available, assume Test Year Levels
13 Utility Net Income $7,403,987 $5,616,565 $3,538,463

14 Utility Rate Base $156,390,000 $165,497,000 $175,704,000

Deemed Equity Portion of Rate Base $70,375,500 $70,336,225 $70,281,600
** Deemed Debt Rate 7.6% 7.6% 7.6%

15 Income/Equity Rate Base (%) 45.00% 42.50% 40.00%
16 Target Return ‐ Equity on Rate Base 9.00% 9.00% 9.00%

S ffi i /D fi i i R t E itSufficiency/Deficiency in Return on Equity 36 00%36.00% 33 50%33.50% 31 00%31.00%

17 Indicated Rate of Return 8.91% 7.76% 6.57%
18 Requested Rate of Return on Rate Base 8.23% 8.20% 8.16%
19 Sufficiency/Deficiency in Rate of Return 0.68% ‐0.43% ‐1.59%

20 Target Return on Equity $6,333,795 $6,330,260 $6,325,344
21 Revenue Sufficiency/(Deficiency) $1,070,192 ($713,695) ($2,786,881)
22 Gross Revenue Sufficiency/Deficiency $1,675,316 ($1,073,226) ($4,159,524)

Note:  Lines 5a,5b and ** added for clarity
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Reconciliation of Revenue Requirement Work Form and Table 2: Test Yar Revenue Deficiency

As per Revenue Requirement Work Form As per Table 2
At Current Rates At Proposed Rates At Current Rates At Proposed Rates

Revenue Deficiency from Below 3,758,916              3,757,603        

Distribution Revenue 43,890,892      43,889,556              43,890,892           43,890,892       
Other Operating Revenue Offsets ‐ net 4,218,100        4,218,100              4,218,100           4,218,100        
Total Revenue 48,108,992      51,866,572            48,108,992         51,866,595     

Operating Expenses 35,443,080      35,443,080            35,184,067         35,184,067      *Capital Taxes
Deemed Interest Expense 7,572,332        7,572,332              7,570,996           7,570,996         ** In Requested Return
Total Cost and Expenses 43,015,412      43,015,412            42,755,063         42,755,063     

Utility Income Before Income Taxes 5,093,580        8,851,160              5,353,929           9,111,532        
   
Tax Adjustments to Accounting            
Income per 2009 PILs 81,498              81,498                     81,498               
Taxable Income 5,175,078        8,932,658              9,193,030        

   Income Tax Rate 32% 32% 32%
   Income Tax on Taxable Income 1,656,025        2,858,450              3,098,385         ***PILs
   Income Tax Credits (19,506)            (19,506)                 
Utility Net Income  3,457,061        5,983,102              6,013,147        

Utility Rate Base 187,675,530    187,675,530         187,675,529 187,675,529

Deemed Equity Portion of Rate Base  75,070,212      75,070,212            75,070,212         75,070,212     

Income/Equity Rate Base (%) 4.61% 7.97% 8.01%
Target Return ‐ Equity on Rate Base 8.01% 8.01% 8.01% 8.01%
Sufficiency/Deficiency in Return on Equity ‐3.40% ‐0.04%

Indicated Rate of Return 5.88% 7.22% 7.24%
Requested Rate of Return on Rate Base 7.24% 7.24% 7.24% 7.24%
Sufficiency/Deficiency in Rate of Return ‐1.36% ‐0.02%

Target Return on Equity 6,013,124        6,013,124              6,013,147        
Revenue Sufficiency/Deficiency 2,556,063          (30,022)                 
Gross Revenue Sufficiency/Deficiency 3,758,916        ‐                         

Notes:
* ‐ Capital Tax included in PILs in Table 3
** ‐ Return of $13,584,142
Deemed Interest  7,570,996        
Return  6,013,124        

13,584,120     
*** ‐ PILs of $3,098,385
PILs grossed up 2,839,372
Capital Tax 259,013



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

DOCSTOR: 1841565\1

11. Ref: Exhibit 2 / Tab 2 / Schedule 1 / Page 2

Request

Please confirm that the Applicant is proposing an increase in rate base from 2006 
actual to 2010 budget of 27.8%, and that this is a compounded annual increase of 
6.3% per year.

Response: 

Veridian understands the correct reference for this interrogatory to be Exhibit 2, Tab 1, 
Schedule 1, page 2 and has answered on this basis.

The amount of Veridian’s forecast capital expenditures for the 2010 Test Year has 
changed as a result of Veridian’s Application Update.  This interrogatory has been 
answered on the basis of the updated values.

Below is a revised version of Table 1:Summary of Rate Base – 2006 Board Approved to 
010 (000’s).

REVISED Table 1: Summary of Rate Base - 2006 Board Approved to 2010 - ($000's)

2006 
Actual

2007 
Actual

2008 
Actual

2009 
Forecast

2010 
Forecast

VC_Scugog 
VC_Graven

hurst Total

Net Fixed 
Assets 109,727$ 7,016$    116,743$ 115,666$ 124,952$ 134,660$ 143,355$   154,748$ 

Cost of Power 154,321$ 6,444$    160,765$ 180,367$ 191,960$ 185,991$ 195,629$   197,281$ 

Controllable 
Expenses 20,320$   1,698$    22,018$   19,413$   17,629$   19,589$   20,029$     22,236$   
Total for 
Working 
Capital 
Allowance 174,641$ 8,142$    182,783$ 199,780$ 209,589$ 205,580$ 215,657$   219,518$ 

15% 26,196$   1,221$    27,417$   29,967$   31,438$   30,837$   32,349$     32,928$   

Total Rate 
Base 135,923$ 8,237$    144,160$ 145,633$ 156,390$ 165,497$ 175,704$   187,676$ 

%age change in Rate Base - 2006 Board Approved to 2010 30.2%
Annual %age change (using 6 year period as 2006 Board Approved is based on 2004 values) 5.0%

2006 Board Approved



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

Using the updated values in the revised Table 1 above, Veridian calculates the increase in 
rate base from 2006 actual to 2010 budget as 28.9%, a 6.5% compounded annual 
increase.
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Response to School Energy Coalition Interrogatories
January 11, 2010

12. Ref: Exhibit 2 / Tab 2 / Schedule 2 / Attachment

Request

Please explain why the accumulated amortization of account 1808 did not 
increase from 2006 actual to 2008 actual, but once more started to increase with 
2009 and 2010 forecasts.

Response: 

For internal recording keeping, the accumulated amortization of accounts 1808, 1908 and 
1910 are calculated separately, but grouped together on continuity schedules and shown 
under account 1908.  The continuity schedules provided at Exhibit 2, Tab 2, Schedule 2, 
Attachment 1included this grouping practice from Veridian’s internal use continuity 
schedules for 2007 and 2008.  For clarity in the bridge and test years, the amortization for 
these accounts was shown separately. 

Provided below is a summary showing the total accumulated amortization across the 3 
accounts for 2007 and 2008.

From Ex 2/Tab 2/Sch 2/Attachment As Filed Restated As Filed Restated

Accumulated Amortization 2007 Ending 2007 Ending 2008 Ending 2008 Ending

1808-Building & Fixtures $         (471,244) (481,702)$         $          (471,244) (492,159)$       

1908-Building &Fixtures $      (2,642,994) (2,506,226)$     $       (2,926,911) (2,700,984)$    

1910-Leasehold Improvements $         (500,714) (627,025)$         $          (500,714) (705,726)$       

Total $      (3,614,952) $      (3,614,952) $       (3,898,869) $    (3,898,869)



Veridian Connections 
EB-2009-0140 

Response to School Energy Coalition Interrogatories 
January 11,2010 

13. Ref: Exhibit 2 / Tab 2 I Schedule 2 I Page 5 

With respect to Table 1 : 

Request 

(a) Please advise whether the first column is 2006 Board Approved or 2006 
Actual. 

(b) Please add two rows to the bottom of Table 1: 

i. Net investment after deducting contributed capital; and 

ii. Net additions to rate base. 

Response: 

The amount of Veridian's forecast capital expenditures for the 201 0 Test Year has 
changed as a result of Veridian's application update. This interrogatory has been 
answered on the basis of the updated values. 

(a) The first column is 2006 Actual. 

(b) A revision to Table 1 with the requested two rows is below. 

Revised Table 1 - Ex2/2/3, page 5 
2006 2007 2008 2009 2010 2011 2012 

Total Investment 22,447 20,920 23,934 19,877 29,271 22,722 21,726 
Less: Contributed Capital (7,320) (5,813) (6,968) (3,301) (3,527) (2,245) (2,880) 
Net lnvestment after deducting 
Contributed Capital 15,127 15,107 16,966 16,576 25,744 20,477 18,846 
Less: Non  Rate Base Investment (196) (162) 
Adj: SM Variance Account entries 1,444 
Net additions to Rate Base 15,127 14,911 18,248 16,576 25,744 20,477 18,846 

Note: 
2010 Forecast show updated values to reflect 2010 capitol expenditures as per Veridian's 
Application Update related to its Ajax Facility Expansion Project. 



Veridian Connections
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Response to School Energy Coalition Interrogatories
January 11, 2010

14. Ref: Exhibit 2 / Tab 3 / Schedule 2

With respect to Fleet capital spending:

Request

(a) Page 3.  Please provide details of any changes since 2006 to the replacement 
cycles set out in Table 2.

(b) Page 5.  Please explain the meaning of “2006 Board approved to 2006 
Actual”.

(c) Page 5.  Please reconcile the figure of $823,000 in Table 3 with the figure of 
$665,000 in Ex. 2/2/3, p. 5.

(d) Page 5.  Please show the calculation of the figure $1.34 million on line 17.

(e) Page 8.  Please provide a table showing the number of staff having their 
primary place of work at the Ajax facility for each of the years 2006 through 
2010 inclusive.  Please break the numbers down into executive, management, 
non-union and union categories if possible.

Response: 

(a) There have been no changes to the replacement cycles as shown in Table 2.

(b) This column represents the change in value in Fleet assets from the values included 
in the 2006 Board Approved rate base to the 2006 Actuals.  2006 Board Approved 
values were based on the 2004 historic test year.  

(c) The amount of $665,000 in Exhibit 2, Tab 2, Schedule 3, page 5 is the amount of 
Fleet spending in 2006.  The amount of $823,000 is, as explained in ( b) above, the 
change in the value in Fleet assets from the 2006 Board approved level to the 2006 
Actuals.  As 2006 Board Approved is based on the 2004 historic test year, $823,000 
represents Fleet spending in 2005 and 2006.

(d) The calculation for the average fleet spend from 2006 to 2008 is ($665,000 + 
$1,602,000 + $773,000 = $3,040,000/3 = $1,013,333).  The value on line 17 was 
incorrectly stated and should read the average fleet spend from 2006 to 2008 was 
$1,013,333.

(e) This interrogatory has been answered consistent with the changes that have been 
presented in Veridian’s Application Update.  The following table shows the number 



Veridian Connections
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Response to School Energy Coalition Interrogatories
January 11, 2010

of staff having their primary place of work at the Ajax facility for the years 2006 
through 2010 forecast.

Veridian Connections Inc. 
Year End Headcount - Ajax as Primary Place of Work

Position 
Category

2006
(actual)

2007
(actual)

2008
(actual)

2009
(actual)

2010
(forecast)

Executive 3 3 3 3 5
Management 16 16 20 26 37
Non-Union 11 11 15 16 26
Unionized 57 63 65 68 123
Part time 1 1 1 1 15
Students 0 0 0 3 3
Total 88 94 104 117 209

2010 includes 69 employees that will be relocated from Veridian’s Pickering location
to Ajax.  Veridian forecasts that these employees will be transferred in December 
2010 coincident with the completion of the Ajax building expansion.
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15. Ref: Exhibit 2 / Tab 4 / Schedule 2

With respect to the capital plan:

Request

(a) Please advise which of the 2010 capital projects could be deferred until 
subsequent years in order to smooth the capital spending plans and reduce the 
high level in 2010 relative to the years before and after.

(b) Please advise why none of the projects appear to continue over the end of a 
calendar year. Please identify those projects that are expected to do so. Please 
advise the amount expected to be in CWIP at the end of the calendar year with 
respect to each such project on this list.

Response: 

(a) None of the projects planned for 2010 can be deferred as they are all needed in that 
year. However, the following two 2010 projects will be deferred beyond the Test 
Year as a result of postponements by the requesting parties:

• Bayly Street Rebuild, Ajax: Ex 2, Tab 5, Schedule 1, Page 34 (postponed by 
Region of Durham); and

• Westney Road Rebuild, Ajax: Ex 2, Tab 5, Schedule 1, Page 35 (postponed by 
the Region of Durham).

It should be noted that although these two projects will be deferred beyond the Test 
Year, other projects will be carried over from 2009 to 2010. This is explained in the 
response to Energy Probe interrogatory number 4. As a result, capital spending in the 
Test Year will not be reduced by the two deferred projects.

(b) As illustrated by the response to Energy Probe interrogatory number 4, some projects 
do carry-over the calendar year. There will be no CWIP though, since the portions of 
the projects completed in each calendar year will be used and useful in that year.
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EB-2009-0140

Response to School Energy Coalition Interrogatories
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16. Ref: Exhibit 2 / Tab 5 / Schedule 4 / Page 4

With respect to the expansion and improvements of the Ajax facility:

Request

(a) Please file the existing project plan, as well as any business case.

(b) Please file the detailed cost breakdown as soon as it is available.

(c) Please describe how the renovations and other spending on the Ajax facility in 
2009 are not duplicative of the major work to be done in 2010, and how the 
two projects fit together.

(d) Please confirm that these costs will be added to account 1908, and that the 
amortization rate applicable is 2% per annum.

Response: 

(a) See Veridian’s Application Update – Amended Building Expansion for details of the 
Ajax facility project plan.

(b) See Veridian’s Application Update – Amended Building Expansion for details of the 
Ajax facility project plan Veridian’s application update.

(c) See the response to Consumers Council of Canada’s interrogatory number 7 for 
details regarding the 2009 improvements to the Ajax facility.

The expansion planned for 2010 and explained in Veridian’s Application Update is a two 
story structure that will be constructed adjacent to the footprint of the existing building. 
While it will be connected to the existing building, it will have minimal impact on the 
existing infrastructure. 

The 2009 upgrades are preparatory in nature and planned to improve the current facilities 
to accommodate the larger employee base expected in the future.  

(d) The building component costs for the expansion will be charged to account 1908 and 
will amortized over the remaining life of the Ajax facility. The Ajax facility is being 
amortized over 50 years to the year 2041.
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17. Ref: Exhibit 2 / Tab 9 / Schedule 3

With respect to capitalization of overheads:

Request

(a) Pages 1, 3.  Please provide the stores overhead percentage, the base labour 
overhead percentage, and the engineering labour overhead percentage, for 
each of the years 2006 through 2010.

(b) Page 2.  Please provide details of all changes in the fleet overhead rates from 
2006 through 2010.

(c) Attachment.  Please provide the capitalization policy in place prior to 
December 2008.

Response: 

(a) The table below provides the 2006 – 2010 details on overhead percentages as 
requested.

Overhead 
%ages

2006 2007 2008 
(Jan-
April)

2008 
(May-
Dec)

2009 2010

Stores 11% 11% 11% 11% 11% 11%
Base 
Labour

50% 55% 60% 63% 63% 63%

Eng. 
Labour

45% 45% 45% 51% 59% 59%

(b) Fleet overhead rates have remained unchanged from 2006 - 2010.

(c) Veridian did not have a written capitalization policy in place prior to December 31, 
2008.
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18. Ref: Exhibit 2 / Tab 9 / Schedule 4

Request

Please confirm that account #1905 should read #1908.

Response: 

Veridian confirms that account #1905 should read #1908.
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19. Ref: Exhibit 2 / Tab 10 / Schedule 1

Request

Please file all information in the Applicant’s possession relating to the actual lead 
or lag for any categories of its revenue or expenses.  Please advise whether any 
formal lead/lag or working capital studies have been done, or are planned. 

Response: 

Veridian has not completed a lead-lag study for this application and does not have 
information related to actual lead or lag for its revenue or expenses.  

No formal lead/lag or working capital studies have been done.  Veridian is relying on the 
Board’s 15% practice for determining working capital allowance.  Veridian will perform 
a formal lead-lag study in the future if required to do so by the Board.
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20. Ref: Exhibit 3 / Tab 6 / Schedule 1 

With respect to the forecast of customer connections in the GS>50 kW class:

Request

(a) Please advise the actual number of customers in this class as of December 31, 
2009 or, if that is not yet available, as of the most recent information available 
to the Applicant.

(b) Please advise what steps were taken, if any, to determine new building plans 
in 2009 and 2010 by MUSH sector customers, including school boards.  
Please advise if the Applicant is aware of any schools being built in Ajax or 
Pickering in 2009 or 2010.

(c) Please confirm that average growth in customer connections in this class from 
2003 through 2008 is 1.5% per year, and that if this trend continued the 
number of customers in the Test Year would be 1,069.

(d) Please provide an estimate of the changes to costs and to rates for this class 
that would result if the number of customers in this class continued to grow in 
2009 and 2010 at the same rate as the prior years’ average of 1.5% per annum. 

Response: 

(a) The actual number of customers in this class for the VCI_Main rate zone as of 
November 2009 was 1,003.  

(b) Veridian does not seek out new building plans from specific customer sectors.  
Forecasting of new building construction (in other words, new connections) is
generally segregated only into the broad categories of Residential or General Service  
for purposes of asset planning and system loading.  As noted in Exh. 2/3/1/Pg. 10, 
information is obtained from municipal economic development offices, land 
developers, and municipal community planners.  The latter 2 sources will often 
identify land parcels set aside for future schools or other institutions.  Specific 
projects are first brought to Veridian’s attention via the municipal development 
application review process, a circulation system common to most Ontario 
municipalities in which all prospective new customers, including those in the MUSH 
sector, must provide preliminary information for municipal and utility comments.  

As of the end of December 2009, Veridian is not aware of any new schools being 
built in Ajax or Pickering. 

(c) Confirmed.
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(d) Veridian has no reasonably accurate methodology of estimating increases in costs for 
this class (both capital and operating expenses) that would result if the number of 
customers in this class continued to grow in 2009 and 2010 at the same rate as the 
prior years’ average.  As costs cannot be reasonably estimated, neither can rates.  
Veridian proposes that should the revenue to cost ratios be held constant, rates would 
rise in proportion to costs.
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DOCSTOR: 1839469\1

21. Ref: Exhibit 3 / Tab 8 / Schedule 1

With respect to Other Revenue:

Request

(a) Please confirm that Specific Service Charges and Late Payment Charges have 
grown from $1,943,998 in 2006 to $2,390,950 in 2009, an increase of 23%, 
which is 7.2% per year over three years.

(b) Please confirm that, if those categories grew by the same rate in the Test Year, 
the Other Revenues for the Test Year would increase by $172,148.

(c) Please provide an explanation why Pole Rentals have been decreasing since 
2006.

Response: 

(a) Confirmed.

(b) Veridian confirms the calculation, but disagrees with the underlying premise 
proposed that revenues from specific service charges and late payment Charges 
would grow at the same rate as the 3 year average from 2007 - 2009.

Revenue from specific service charges and late payment charges vary directly with 
customer growth, as well as other factors.  

The table below shows the year-over-year percentage increases in these revenues and 
the year-over-year percentage increases in average customer connections for the 
period 2006 – 2009.   
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From Ex 3/ T8 / S1/Table 10 2006 2007 2008 2009

Specific Service Charges 1,398,572 1,628,942 1,664,987 1,772,300 
Late Payment Charges 545,426 573,032 583,221 618,650 

1,943,998 2,201,974 2,248,208 2,390,950 

Year-over-Year %age increase 13.3% 2.1% 6.3%

Average Annual Customer 
Connections  (From 
Ex3/T6/S1/ Table 6) 2006 2007 2008 2009

Residential 90,518 92,815 94,490 95,570 
GS < 50 kW 7,565 7,604 7,655 7,706 
GS > 50 kW 1,012 1,020 1,038 1,038 

99,095 101,439 103,183 104,314 
2.4% 1.7% 1.1%

As can be seen the percentage increase in customer count in 2007 is higher than that 
in 2008 and 2009, similar to the percentage increases in revenues over the same 
period.  

Another factor contributing to the large percentage increase in 2007 was the change 
in rates associated with specific service charges as approved in its 2006 Tariff of 
Rates and Charges, effective May 1st, 2006.  Most rates for specific service charges 
increased as Veridian adopted the Board Approved standard recovery rates for 
common specific service charges.  2007 would be the first full year of recovery of 
specific service charges at these higher rates.

 
(c) In 2008, a field audit of pole attachments was undertaken for Veridian’s major pole 

attachment customers. The number of attachments resulting from the field audit was 
lower than the numbers previously on record and a credit was calculated and issued to 
the appropriate customers.  The credit applied to 2008 as well as prior years.  As a 
result 2008 pole rental revenues were suppressed and are not representative of a full 
year of pole rental revenues.

The table below provides revised pole rental revenues for the period 2006 – 2008, 
applying the prior years’ credits to the appropriate periods.
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2006 2007 2008
Pole Rental Revenues (From 

Ex3/T8/S1/Table 10) 482,372 500,562 301,940 

Prior year credits applied in 
2008 based on pole count 
audit  (39,962) (40,029) 134,363 
Revised Revenues 442,410 460,533 436,303 

As can be seen from the revised revenues, the 2009 and 2010 forecast of pole rental 
revenues of $438,000 represents an increase of 0.4% in revenues over 2008 levels.
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22. Ref: Exhibit 3 / Tab 8 / Schedule 3 / Page 2

Request

Please add to Table 11 three columns showing the actuals/forecast for each of 
2007 through 2009 for each of the service charges listed.

Response: 

Below is a revision to Table 11 which includes the three requested columns.  2009 actuals 
are to September 30th.

Specific Service 
Charge

2007 Actuals 2008 Actuals 2009 Actuals to 
September 30th

2010 
Forecast

Change of 
Occupancy

$543,147 $508,194 $318,561 $500,000

Reconnection 
Charge

$230,302 $307,703 $244,620 $310,000

Dispute Meter 
Test Charges

Zero $240 $330 $200

Lawyer’s 
Letters

$3,051 $1,243 $1,490 $1,200

Collection 
Charges

$843,323 $837,038 $762,472 $950,000

Easement 
Letters

$1,228 $1,003 $555 $950

Account History $166 Zero Zero $150
Credit 
Reference 
Checks

$7,725 $9,566 $6,322 $9,800

Total $1,628,942 $1,664,987 $1,334,350 $1,773,300
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23. Ref: Exhibit 4 / Tab 2 / Schedule 1

With respect to the Cost Drivers exhibit:

Request

(a) Page 1.  Please restate the 2006 Actuals in Table 1 on the same basis as the 
following years, i.e. assuming that the services provided by affiliates have 
been internalized as part of the 2007 corporate restructuring.  Please 
disaggregate the $2,495,488 OM&A impact into the 2006 categories of 
Operations, Maintenance, and Administration, and recalculate the table.

(b) Page 1.  Please confirm that, after adjusting for the 2007 corporate 
restructuring, the Applicant is proposing an OM&A budget in the Test Year 
that is 32.4% higher than 2006 Actual, and that this represents a compound 
annual increase over four years of 7.3% per year.  

(c) Page 4.  Please confirm that, after adjusting for the 2007 corporate 
restructuring, the actual OM&A per customer in 2006 would be $157.76, and 
the Applicant is proposing to increase that by 25.4% to $197.85 over four 
years, an annual increase of 5.8%.

(d) Appendix 2-G.  Please restate the 2006 Actuals on this table on the basis set 
out in (a) above, so that the figures on each line are on a comparable basis to 
the figures for each of 2007 through 2010.

(e) Appendix 2-I.  Please confirm that the amounts on lines 2 and 11 for the Test 
Year are intended to be 25% of the total costs in these categories relating to 
the 2010 cost of service application.

Response: 

The amount of Veridian’s forecast OM&A for the 2010 Test Year has changed as a result 
of Veridian’s Application Update.  This interrogatory has been answered on the basis of 
the updated values.

(a) Below is a restatement of 2006 Actuals in Table 1, disaggregating the $2,495,488 
OM&A impacts from the 2007 corporate restructuring (from Table 3) into the 2006 
categories of Operations, Maintenance and Administration.
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Restatement of Table 1 - Summary OM&A Expenses - Restating 2006 Actuals as requested

2006 Board 
Approved

2006 
Actual 

Restated 2007 Actual
2008 

Actual
2009 

Forecast
2010 

Forecast
Operations 2,592 3,527 3,492 3,717 3,976 4,191 
Maintenance 2,281 2,262 1,731 1,941 2,311 2,838 
O & M Total 4,873 5,789 5,222 5,659 6,287 7,029 
Administration 14,861 11,129 12,407 13,930 13,742 15,207 
Total O M & A Expenses 19,734 16,918 17,629 19,589 20,029 22,236 
$ Change (2,816) 711 1,960 439 2,208 
%age Change -14.27% 4.21% 11.12% 2.24% 11.02%
%age Change 2006 Board Actual Restated to 2010 Forecast 31.44%
Annual Average % Change 2006 Actual Restated to 2010 Forecast 7.86%
Compound annual increase over four years 7.07%

Veridian would like to note, that the restatement of 2006 Actual OM&A expenses does 
not include the amortization and return on rate base for assets transferred to Veridian as 
part of the 2007 corporate restructuring.  These costs were included in the cost of services 
provided by affiliates in 2006 and have been removed in the restatement exercise 
provided above.  As part of this restatement, amortization expenses within Veridian 
Connections would be increased in 2006 by $917,524. The table below shows an 
alternate calculation, which includes the comparable impact on amortization resulting 
from a restatement of 2006 values for the 2007 corporate restructuring.

Restatement of Table 1 - Summary OM&A Expenses - Restating 2006 Actuals as requested
including impact of amortization

2006 Board 
Approved

2006 
Actual 

Restated 2007 Actual
2008 

Actual
2009 

Forecast
2010 

Forecast
Operations 2,592 3,527 3,492 3,717 3,976 4,191 
Maintenance 2,281 2,262 1,731 1,941 2,311 2,838 
O & M Total 4,873 5,789 5,222 5,659 6,287 7,029 
Administration 14,861 11,129 12,407 13,930 13,742 15,207 
Total O M & A Expenses 19,734 16,918 17,629 19,589 20,029 22,236 
Add: Increase in Amortization 918 

19,734 17,835 17,629 19,589 20,029 22,236 
$ Change (1,899) 711 1,960 439 2,208 
%age Change -9.62% 3.99% 11.12% 2.24% 11.02%
%age Change 2006 Board Actual Restated to 2010 Forecast 26.01%
Annual Average % Change 2006 Actual Restated to 2010 Forecast 6.50%
Compound annual increase over four years 5.67%
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(b) Using the restated 2006 values, the percentage change in OM&A from 2006 Restated 
Actuals to 2010 Test Year is 31.44%, 7.07% on a compounded annual basis.  

(c) Using the restated 2006 values, the restated 2006 OM&A per customer would be 
$157.76, the percentage change in OM&A from 2006 Restated Actuals to 2010 Test 
Year is $24.5%, 5.63% on a compounded annual basis.

(d) Please see attachment 1.

(e) This is incorrect. The amounts relating to 2010 rate application costs are shown in 
rows 5 and 6. Please see the response to Energy Probe interrogatory number 24 for 
details.
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Appendix 2‐G Detailed, Account by Account, OM&A Expense Table

2006 A
2006 Actuals 
Restated 2007 A 2008 A 2009 B 2010 T

OPERATIONS
5005‐Operation Supervision and Engineering 472,803            472,803              331,019               400,174       475,607         623,566        
5010‐Load Dispatching 692,400            692,400              689,747               734,782       812,025         816,017        
5012‐Station Buildings and Fixtures Expense 185,801            185,801              217,225               221,088       242,216         235,433        
5014‐Transformer Station Equipment ‐ Operation Labour ‐                     ‐                      ‐                       ‐                 63,031          64,920          
5015‐Transformer Station Equipment ‐ Operation Supplies and Expenses 58,623              58,623                ‐                       ‐                 ‐                 ‐                
5016‐Distribution Station Equipment ‐ Operation Labour ‐                     ‐                      117,809               135,508       77,435          78,996          
5017‐Distribution Station Equipment ‐ Operation Supplies and Expenses ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5020‐Overhead Distribution Lines and Feeders ‐ Operation Labour 728,670            728,670              652,533               850,078       846,541         648,238        
5025‐Overhead Distribution Lines & Feeders ‐ Operation Supplies and Exp ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5030‐Overhead Subtransmission Feeders ‐ Operation 10,252              10,252                13,683                 14,602         31,153          20,805          
5035‐Overhead Distribution Transformers‐ Operation 9,803                 9,803                  10,599                 9,576            11,635          251,501        
5040‐Underground Distribution Lines and Feeders ‐ Operation Labour 611,140            611,140              666,210               665,788       694,672         637,669        
5045‐Underground Distribution Lines & Feeders ‐ Operation Supplies & Ex ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5050‐Underground Subtransmission Feeders ‐ Operation 188                    188                     1,637                   1,970            3,059             2,948            
5055‐Underground Distribution Transformers ‐ Operation 66,766              66,766                62,971                 101,552       85,850          85,100          
5060‐Street Lighting and Signal System Expense ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5065‐Meter Expense 197,693            387,490              414,125               253,000       275,370         225,950        
5070‐Customer Premises ‐ Operation Labour 103,918            103,918              95,726                 92,763         74,723          79,355          
5075‐Customer Premises ‐ Materials and Expenses ‐                     ‐                      490                      ‐                 ‐                 ‐                
5085‐Miscellaneous Distribution Expense 109,661            109,661              136,321               144,574       129,858         261,802        p
5090‐Underground Distribution Lines and Feeders ‐ Rental Paid 86,286              86,286                ‐                       ‐                 ‐                 ‐                
5095‐Overhead Distribution Lines and Feeders ‐ Rental Paid 3,227                 3,227                  78,056                 88,655         152,574         158,215        
5096‐Other Rent ‐                     ‐                       3,447                   3,284            ‐                 ‐                
Total Operations 3,337,231           3,527,028             3,491,598              3,717,394      3,975,748      4,190,516      

MAINTENANCE
5105‐Maintenance Supervision and Engineering 137,650            137,650              127,650               111,794       229,708         375,660        
5110‐Maintenance of Buildings and Fixtures ‐ Distribution Stations 37,950              37,950                48,805                 55,810         50,809          49,570          
5112‐Maintenance of Transformer Station Equipment ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5114‐Maintenance of Distribution Station Equipment 128,663            128,663              137,502               203,709       145,282         105,930        
5120‐Maintenance of Poles, Towers and Fixtures 54,467              54,467                34,147                 58,602         24,800          34,747          
5125‐Maintenance of Overhead Conductors and Devices 189,176            189,176              180,421               253,014       303,222         400,308        
5130‐Maintenance of Overhead Services 60,488              60,488                28,796                 17,246         4,468             15,632          
5135‐Overhead Distribution Lines and Feeders ‐ Right of Way 380,746            380,746              626,255               544,341       762,341         920,679        
5145‐Maintenance of Underground Conduit 12,127              12,127                9,299                   22,114         16,424          17,107          
5150‐Maintenance of Underground Conductors and Devices 55,857              55,857                49,184                 117,046       153,794         154,417        
5155‐Maintenance of Underground Services 127,202            127,202              109,045               223,908       181,790         249,458        
5160‐Maintenance of Line Transformers 217,776            217,776              151,025               124,863       117,860         178,990        
5165‐Maintenance of Street Lighting and Signal Systems ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5170‐Sentinel Lights ‐ Labour 10,308              10,308                12,271                 16,279         4,033             ‐                
5172‐Sentinel Lights ‐ Materials and Expenses ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
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2006 A
2006 Actuals 
Restated 2007 A 2008 A 2009 B 2010 T

5175‐Maintenance of Meters 1,128,101         849,744               216,209               192,763       316,676         335,943        
Total Maintenance 2,540,511           2,262,154             1,730,609              1,941,489      2,311,205      2,838,442      

BILLING AND COLLECTING
5305‐Supervision ‐                     ‐                      ‐                 ‐                
5310‐Meter Reading Expense 491,426            331,554              533,059               429,520       387,880         192,880        
5315‐Customer Billing 4,088,659         1,519,368           1,689,496            1,892,785    2,050,238      2,357,046    
5320‐Collecting 737,915            784,852              893,575               1,015,439    1,079,300      1,174,351    
5325‐Collecting‐ Cash Over and Short (13)                     (13)                      (5)                         36                  ‐                 ‐                
5330‐Collection Charges ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5335‐Bad Debt Expense 581,987            581,987              1,007,305            1,505,608    945,000         945,000        
5340‐Miscellaneous Customer Accounts Expenses 1,641,018         863,049              933,762               1,065,183    984,137         1,136,590    
Total Billing and Collecting 7,540,992          4,080,797             5,057,192             5,908,571     5,446,555     5,805,867     

COMMUNITY RELATIONS
5405‐Supervision ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5410‐Community Relations ‐ Sundry 34,221              64,448                117,477               186,961       176,750         183,431        
5415‐Energy Conservation ‐                     ‐                      ‐                       ‐                 28,845          29,554          
5420‐Community Safety Program ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5515‐Advertising Expense ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5425‐Miscellaneous Customer Service and Informational Expenses 215                    215                     59,724                 88,695         98,509          176,758        
Total  Community Relations 34,436               64,663                  177,201                275,656        304,104        389,743         

ADMINISTRATIVE AND GENERAL
5605‐Executive Salaries and Expenses 103,624            289,261              1,339,378            1,403,092    1,500,223      1,816,896    
5610‐Management Salaries and Expenses ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5615‐General Administrative Salaries and Expenses 83,896              3,482,706           2,521,947            2,951,091    3,235,756      3,945,832    
5620‐Office Supplies and Expenses 257,520            447,151              522,887               550,479       560,700         576,244        
5625‐Administrative Expense Transferred Credit ‐                     ‐                      (42,723)                (41,809)        (42,759)         (45,009)        
5630‐Outside Services Employed 2,916,440         321,054              387,818               354,517       474,500         457,460        
5635‐Property Insurance ‐                     ‐                      ‐                       55,501         55,000          55,000          
5640‐Injuries and Damages 248,957            248,957              254,183               274,210       259,000         259,000        
5645‐Employee Pensions and Benefits ‐                     ‐                      ‐                       ‐                 3,000             3,000            
5650‐Franchise Requirements ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
5655‐Regulatory Expenses 246,920            246,920              369,381               547,105       438,400         555,899        
5660‐General Advertising Expenses 382,729            450,291              263,887               198,763       147,100         150,483        
5665‐Miscellaneous General Expenses 179,056            296,968              221,933               237,283       179,603         180,524        
5670‐Rent 1,056,032         73,357                466,120               370,190       368,000         50,001          
5675‐Maintenance of General Plant 478,872            1,120,249           681,822               791,631       757,423         946,428        
6205‐Donations ‐                     ‐                      185,706               36,242         55,000          60,000          
6215‐Penalties 6,190                 6,190                  207                      17,802         ‐                 ‐                
5680‐Electrical Safety Authority Fees ‐                     ‐                      ‐                       ‐                 ‐                 ‐                
Total Administrative and General 5,960,236          6,983,104             7,172,546             7,746,097     7,990,946     9,011,758     

Total OM&A Expenses 19,413,406         16,917,746          17,629,146           19,589,207    20,028,558    22,236,325    
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24. Ref: Exhibit 4 / Tab 3 / Schedule 3

With respect to Customer Services:

Request

(a) Pages 2, 3.  Please advise whether any reductions in the previously planned 
resource increases for LEAP are now expected and, if so, what the impact is 
on the OM&A budget.

(b) Page 2.  Please provide the basis for the estimate of 175,000 calls in 2010.  
Please confirm that it is expected the increase will not be sustained, but will 
revert to the previous levels in subsequent years.

(c) Page 4.  Please advise the actual number of notices to date in 2009.

Response: 

(a) No, Veridian does not plan any reductions in the previously planned increase in 
resources. See the response to VECC interrogatory number 27 for details.

(b) As stated in the pre-filed evidence, the estimate of 175,000 calls is based on a 40% 
increase from baseline levels; the projected increase is due to the introduction of 
time-of-use rates and bi-monthly billing. The magnitude of the projected increase is 
based Veridian’s experience in 2002 when the electricity market was opened to 
competition. Call volumes increased by 40% in that year. 

As of November 30, 2009 Veridian’s call centre had processed 115,943 calls during 
2009. The straight line projection of this volume to the end of the year provides for 
a projection of 125,167 calls for 2009. An increase of 40% above the projected 
2009 volume provides for the 2010 forecast of 175,000 calls. 

The increase in number of calls is expected to remain constant to April 2011 as 
Veridian rolls out time-of-use rates concurrent with the move to bi-monthly billing.  

(c) The total number of notices (mailed and hand delivered) for 2009 is approximately 
96,000.
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25. Ref: Exhibit 4 / Tab 3 / Schedule 4 / Page 4

Request

Please provide the current strategic plan of the Applicant, if it is different from the 
Strategic Plan of Veridian Corporation. 

Response: 

See response to School Energy Coalition Interrogatories, question 4 c).
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26. Ref: Exhibit 4 / Tab 5 / Schedule 2

With respect to Employee Headcount:

Request

(a) Page 1.  Please confirm that the figures in Table 1 denote average FTEE for 
the year in each case.

(b) Page 1.  Please provide the end of year headcount for each year and each 
category, including actuals at the end of 2009, and forecast for 2010.

(c) Page 1.  Please confirm that Table 1 includes both FTEE allocated to OM&A 
and FTEE allocated to capital, but does not include FTEE allocated to non-
utility activities. 

(d) Page 1. Please provide, for each new position proposed for 2009 and 2010, 
the dollar benefit the Applicant will achieve from adding the new position 
(e.g. saved overtime, increased collections, etc.), when that benefit is expected 
to occur, and where that benefit can be expected to be reflected in the OM&A 
or capital budget for the Test Year. 

(e) Page 3.  Please advise the increases in the number of FTEEs in each category 
for 2009 and 2010 caused by the increase in the size of the capital program.

Response: 

(a) Table 1 denotes average FTEE for the year in each case.

(b) The end of year headcount for each year is provided in the following table:

Veridian Connections Inc. 
Year End Headcount

Position 
Category

2006
(actual)

2007
(actual)

2008
(actual)

2009
(actual)

2010
(forecast)

Executive 4 4 4 4 5
Management 29 29 34 40 42
Non-Union 14 15 21 22 27
Unionized 120 126 126 132 155
Part time 5 5 9 11 15
Students 0 0 0 3 3
Total 172 179 194 212 247
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(c) Table 1 includes both FTEE allocated to OM&A and FTEE allocated to capital but 
does not include FTEE allocated to non-utility activities.

(d) Veridian cost projections for 2009 and 2010 have been prepared assuming that all 
planned 2009 and 2010 positions have been hired.  Were these positions not hired, 
then projected costs for overtime, consulting and contracted labour would be higher.  
Veridian does not have data that would attribute estimated cost savings to each 
planned individual hire. While Veridian cannot attribute cost savings to each planned 
individual hire, the application does identify cost savings that will be achieved which 
are directly attributable to additional hires.  For example, at Exhibit 4/Tab 5/Schedule 
6, overtime reductions from 2008 to 2010 of $407,386 is forecast. ($1,254,846 –
$847,460).  At Exhibit 4/Tab 4/Schedule 4/page 13 $500,000 in bad debt savings is 
identified.  Extra staff required to move from quarterly billing to bi-monthly billing in 
2010 supports this bad debt cost reduction.

(e) Veridian does not have the ability to attribute the proportion of the increase in the size 
of capital program to individual FTEE’s or employee categories.  Total compensation 
is projected to increase from $18.4M in 2009 to $21.3M in 2010.  Of this increase in 
total compensation, 45.7%, or $1.3M of the increase is estimated to be attributable to 
compensation that will be related to new capital addition requirements.
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27. Ref: Exhibit 4 / Tab 5 / Schedule 8

Request

Please advise the numbers of new employees actually hired and starting in each of 
Q1, Q2, and Q3 of 2009, and also advise those hired and starting so far in Q4 2009.

Response: 

See response to Vulnerable Energy Consumer Coalition Interrogatory 29 a) for a 
schedule that updates the Bridge and Test Year Hiring Schedule for actual 2009 hires and 
the revised hiring schedule plan for 2010.



Veridian Connections
EB-2009-0140

Response to School Energy Coalition Interrogatories
January 11, 2010

28. Ref: Exhibit 4 / Tab 5 / Schedule 9 / Attachment 1 / Page 5

Request

Please advise where, on the Balanced Scorecard, the metric for “achieve net 
income growth” appears.

Response: 

Veridian Connections does not have a Balanced Scorecard metric for achieving net 
income growth.  

Veridian notes that there is an error in the Non-union and Management Incentive Pay 
Plan filed at Exhibit 4/Tab5/Schedule 9/Attachment 1.  On page 5 of 6 of this document, 
it incorrectly states that “the focus is on managers and employees to achieve net income 
growth by achieving cost reductions and by creating other income generating 
opportunities”  This is not correct.  The document filed in response to School Energy 
Coalition interrogatory 4 c) names the corporate key business goals that are presently 
used for assessing incentive pay for non-union and management employees.
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29. Ref: Exhibit 4 / Tab 6 / Schedule 3

With respect to the purchase of assets from affiliates in 2007 and 2008:

Request

(a) Please provide the purchase agreement for each transaction.

(b) Please provide any valuations done to show that the assets had a value at least 
equal to the book value at which they were transferred.

(c) Please file any tax opinions or rulings received with respect to the 
transactions.

Response: 

(a) Asset purchases from Veridian Corporation and Veridian Energy are detailed at
Exhibit 4/Tab 6/Schedule 5/Attachment 2.  There are no purchase agreements related 
to these asset transfers.

(b) With regard to the 2007 purchase, please see response to Board Staff interrogatory 
number 4, part (a).

The distribution assets acquired by Veridian in 2008 were purchased by Veridian 
Corporation (Veridian’s parent company) in 2008 at market prices from arms length 
third party vendors. Veridian Corporation’s purchases were made in accordance with 
its procurement policy; a policy that includes provisions such as the use of 
competitive bidding to ensure that market prices are paid for goods and services. The 
procurement policy is held in common with Veridian. All distribution assets were 
purchased by Veridian at prices equal to those paid to third party vendors by Veridian 
Corporation. A separate valuation was not completed.  

(c) Veridian Connections Inc. does not have any tax opinions or rulings received with 
respect to the transactions.
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30. Ref: Exhibit 4 / Tab 9 / Schedule 4

With respect to PILs:

Request

(a) Please advise whether the Applicant is seeking a ruling, decision or 
interpretation by the Board as to qualification of the impact of the anticipated 
re-assessments for Account 1592 true-up.

(b) Please advise whether the Applicant is seeking a ruling, decision or 
interpretation by the Board as to whether when the changes to CCA rates and 
rules expire in 2011, any subsequent impact can be charged to Account 1592.

Response: 

(a) Veridian is not seeking a ruling, decision or interpretation by the Board as to 
qualification of the impact of the anticipated re-assessments for Account 1592 true-
up. Veridian is simply advising the Board of its intention in the anticipated situation.

(b) Veridian is not seeking a ruling, decision or interpretation by the Board as to whether 
when the changes to CCA rates and rules expire in 2011, any subsequent impact can 
be charged to Account 1592. Veridian is simply advising the Board of its intention in 
the anticipated situation.
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31. Ref: [Ex. 5/1/1]  

With respect to the proposed Return on Equity:

Request

(a) Please provide all formal valuations done within the last seven years of the 
Applicant or any of its predecessors, or of any significant portions of its 
assets.

(b) Please provide all reports, valuations, opinions, estimates, and other 
communications relating to the value of the Applicant, or referring to the issue 
value of shares of the Applicant if offered to the public.  

(c) Please provide all reports, valuations, opinions, estimates, and other 
communications relating to the value of Veridian Corporation, or referring to 
the issue value of shares of Veridian Corporation if offered to the public.  

(d) Please provide all documentation in the possession of the Applicant relating 
to:

i. The business and financial risks of the Applicant;

ii. The return on equity expected from an investment in common shares 
of the Applicant by the existing or any potential shareholders of the 
Applicant. 

Response: 

(a) through (d)

Veridian relies on the Board’s methodology for determining return on equity as set out in 
the December 11, 2009 Report of the Board on the Cost of Capital for Ontario’s 
Regulated Utilities. In light of the existence of a Board-approved methodology for 
determining return on equity, Veridian does not believe that the information requested is 
relevant. 
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32. Ref: Exhibit 5 / Tab 2 / Schedule 1

With respect to Long Term Debt:

Request

(a) Please provide details of any bank financing arrangements of the Applicant 
currently in place or proposed, whether to provide long term financing or 
otherwise, and for each such arrangement provide the commitment letter or 
term sheet, the loan agreement, and any promissory note or notes. 

(b) Page 1.  Please provide any legal opinions or other material in the possession 
of the Applicant relating to whether, as a result of the ability of the Lender to 
change the term of the Second Amended and Restated Promissory Notes 
unilaterally, the notes are unenforceable and therefore repayable at any time at 
the option of the Applicant.

(c) Page 1.  Please provide detailed information on all investigations, market 
reviews, requests for proposals, or other steps the Applicant has taken to 
obtain replacement financing for the Second Amended and Restated 
Promissory Notes from arms-length third parties.  Please provide copies of all 
communications from third party lenders or potential lenders, or advisors, 
with respect to such replacement financing including any terms proposed or 
discussed.

(d) Page 1.  Please provide details of any direction or instruction the Applicant 
has received, whether from Veridian Corporation, or from the shareholders of 
Veridian Corporation or any of them, with respect to seeking replacement 
financing for the Second Amended and Restated Promissory Notes, or with 
respect to refraining from doing so, or in any way limiting the freedom of 
management to carry out such investigations.

(e) Page 1.  Please provide details of any direction or instruction the Board of 
Directors has given to management of the Applicant with respect to seeking 
replacement financing for the Second Amended and Restated Promissory 
Notes, or with respect to refraining from doing so, or in any way limiting the 
freedom of management to carry out such investigations.

(f) Page 2.  Please provide the commitment letter or term sheet, the loan 
agreement, and the promissory note or notes with respect to the proposed $21 
million loan from Veridian Corporation.  

(g) Page 2.  Please provide details of any financing Veridian Corporation is 
obtaining contemporaneously with, or for the purposes of making, the loan to 
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the Applicant, including the commitment letter or term sheet, the loan 
agreement, and the promissory note or notes with respect to such financing.

(h) Page 2.   Please provide detailed information on all investigations, market 
reviews, requests for proposals, or other steps the Applicant has taken to 
obtain alternative financing to this loan, from arms-length third parties instead 
of from the parent company. Please provide copies of all communications 
from third party lenders or potential lenders, or advisors, with respect to such 
alternative financing including any terms proposed or discussed.

(i) Attachments.  Please provide details of any valuation, formal or informal, 
done with respect to the conversion right contained in the notes.  Please 
provide a calculation showing the percentage common share ownership of 
Veridian Corporation (and indirectly the Applicant) by the Town of Ajax 
before and after a hypothetical conversion of its promissory note into shares, 
and assuming that the other shareholders do not convert.

(j) Attachments.  Please provide a copy of any shareholders agreement between 
the municipal owners of Veridian Corporation (and indirectly the Applicant). 

Response: 

(a) An uncommitted demand facility for up to $20 million in short term credit was put in 
place on December 17, 2009.  The loan letter agreement is appended.

(b) Veridian has no reason to believe that the notes are unenforceable.  Veridian does not 
have any legal opinions or material relating to the enforceability of the notes.

(c) Veridian has not taken any steps to replace the Second Amended and restated 
Promissory Notes.  Please see the Veridian Financing Strategy appended to the 
response to Energy Probe interrogatory #39.

(d) Please see the Veridian Financing Strategy appended to the response to Energy Probe 
interrogatory #39 for a description of the process involved with renewing the Second 
Amended and Restated Promissory notes.

(e) Please see the Veridian Financing Strategy appended to the response to Energy Probe 
interrogatory #39 for a description of the process involved with renewing the Second 
Amended and Restated Promissory notes.  

(f) The promissory note with respect to the $21 million loan advanced from Veridian 
Corporation to Veridian Connections Inc. is appended. 
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(g) Veridian submits that Veridian Corporation’s cost of debt is not relevant to this 
application.  

(h) Veridian preferred to enter into a loan with the parent at a rate that would fluctuate 
with the deemed long term debt rate as set annually by the Ontario Energy Board. As 
such, Veridian did not compile information or take steps to obtain financing from 
third parties. Please see the Veridian Financing Strategy appended to the response to 
Energy Probe interrogatory #39 for a description of the process involved with 
obtaining the $21 million loan provided by its parent company. 

(i) Annually, the value of the conversion options of the promissory notes have been 
reviewed with Veridian’s auditors.  Veridian’s shareholder agreement provides that 
no shareholder may take any step to amend, convert, exchange, or enforce its 
Promissory Notes without the agreement of each other Shareholder which holds 
Promissory Notes to amend, convert, exchange or enforce its own Promissory Notes 
on the identical terms and conditions. Veridian management and Veridian’s auditors 
have agreed that given the requirement that all shareholders must act in unison, that 
the conversion option has no value.   The hypothetical conversion that is suggested 
cannot occur as it is prohibited by Veridian’s shareholder agreement. 

(j) The Veridian Corporation Shareholders’ Agreement, dated September 28, 2001 and 
the First Amending Agreement, dated September 30, 2003 that amends certain 
provisions of the September 28, 2001 Agreement are appended.  
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33. Ref: Exhibit 5 / Tab 2 / Schedule 2

Request

Please provide full details of the “demand credit facility” referred to, including 
the commitment letter or term sheet, the loan agreement, and the promissory note 
or notes, if any.

Response: 

Please see the response to School Energy Coalition interrogatory #32 (a)
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34. Ref: Exhibit 6 / Tab 1 / Schedule 1

Request

Please re-calculate Tables 1 through 3 using updated values consistent with the 
Board’s Report on Cost of Capital dated December 11, 2009.  Please use the most 
recent information available for the calculation of all components of the cost of 
capital and PILs.

Response: 

The amount of Veridian’s rate base and revenue requirement for the 2010 Test Year has 
changed as a result of Veridian’s Application Update.  This interrogatory has been 
answered on the basis of the updated values.

(a) Veridian provides below recalculated Tables 1 through 3 to be consistent with the 
Board’s Report on Cost of Capital dated December 11th, 2009.  Veridian has used the 
most recent information available for calculation of all components of the cost of 
capital as follows;

• ROE – 9.75% - As per the value published in the referenced report.
• Deemed Debt Rate – 7.62 % - Veridian has not updated its proposed cost of 

debt from that originally filed.  No value for the deemed debt rate was 
published in the referenced report and Veridian is unable to calculate an 
estimate of an updated debt rate as it does not have access to the referenced 
sources of information.

Veridian notes that any changes in rate base and revenue requirement provided in this 
response are not representative of the total changes or impacts anticipated by the 
Board’s referenced report as Veridian’s proposed long term debt rate was based on 
the Board’s deemed debt rate.  Veridian used the 2009 deemed debt rate of 7.62% as 
a placeholder, however Veridian expects that the 2010 deemed debt rate will be lower 
than 7.62%.  
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Recalculated Table 1: Service revenue requirement and base revenue requirement – 2010  

OM&A Expenses from sheet D1 22,236,324
3850-Amortization Expense from sheet E2 12,947,743

Total Distribution Expenses 35,184,067
Regulated Return On Capital from sheet D3 14,890,342
PILs (with gross-up) from sheet E4 3,713,078

Service Revenue Requirement 53,787,487
Less: Revenue Offsets from sheet C9 4,218,100

Base Revenue Requirement 49,569,387

Recalculated Table 2 – Calculation of 2010 Test year Utility Net Income

2010 Test Year
Revenue

Distribution Revenues 49,569,387
Other Revenues 4,218,100

Total Revenue 53,787,487

Expenses
OM&A Expenses 22,236,324
Amortization 12,947,743

35,184,067

Utility Income Before Interest and Taxes 18,603,420

Less: Deemed Interest Expense 7,570,996

Utility Income Before Taxes 11,032,424

Income Taxes and Capital Taxes 3,713,078

Utility Net Income 7,319,346
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Recalculated Table 3 – Statement of Rate Base and Requested Return for 2010 Test Year

Rate Base
2009 ending Net Fixed Assets 148,700,849
2010 ending Net Fixed Assets 160,794,899
Average Net Fixed Assets 154,747,874

Working Capital Allowance Base 219,517,700
Working Capital Allowance 15.0% 32,927,655

Rate Base 187,675,529

Return On Rate Base
Deemed Short-Term Debt % 4.00% 7,507,021
Deemed Long-Term Debt % 56.00% 105,098,296
Deemed Equity % 40.00% 75,070,212

Short-Term Interest 1.33% 99,843
Long-Term Interest 7.11% 7,471,153
Return On Equity 9.75% 7,319,346
Return On Rate Base 14,890,342
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35. Ref: Exhibit 6 / Tab 1 / Schedule 3

Request

Please restate the Table to disaggregate the impact of the 2007 corporate 
restructuring, and show the adjusted drivers after taking that out of the 
calculation.

Response: 

The total revenue deficiency calculated in the table is that which is calculated from 2006 
Board Approved levels to the 2010 Test Year levels.  Veridian understands the request to 
be to restate the table providing a summary of the components of the revenue deficiency 
as if the 2007 corporate restructuring had occurred prior to the last Board Approved 
revenue requirement.

The 2006 Board Approved levels were based on the historic test year of 2004.  To restate 
the components of the revenue deficiency on the requested basis, Veridian would need to 
recalculate all components of the 2006 Board Approved revenue requirement under the 
premise that the 2007 corporate restructuring had taken place prior to 2004.

The information required to restate the table in the noted reference is not readily available 
and therefore the request cannot be completed in the time provided for response to this 
interrogatory.  
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36. Ref: Exhibit 7 / Tab 2 / Schedule 1

Request

Please recalculate the Bill Impact Summary using updated values to calculate 
revenue requirement, consistent with the Board’s Report on Cost of Capital dated 
December 11, 2009.  Please use the most recent information available for the 
calculation of all components of the cost of capital and PILs.

Response: 

Veridian understands the correct reference for this interrogatory to be Exhibit 8, Tab 7, 
Schedule 2, Attachments 1 and 2 – VCI_Main and VCI_Gravenhurst Bill Impact 
Summaries.

The amount of Veridian’s Revenue Requirement for the 2010 Test Year and proposed 
Tariff of Rates and Charges has changed as a result of Veridian’s Application Update.  
This interrogatory has been answered on the basis of the updated values.

Veridian provides as Attachments 1 and 2 recalculated Bill Impact Summaries using 
updated values consistent with the Board’s Report on Cost of Capital dated December 
11th, 2009.  Veridian has used the most recent information available for calculation of all 
components of the cost of capital as follows;

• ROE – 9.75% - As per the value published in the referenced report.
• Deemed Debt Rate – 7.62 % - Veridian has not updated its proposed cost of 

debt from that originally filed.  No value for the deemed debt rate was 
published in the referenced report and Veridian is unable to calculate an 
estimate of an updated debt rate as it does not have access to the referenced 
sources of information.

Veridian notes that the any changes in  provided in this response are not representative of 
the total changes or impacts anticipated by the Board’s referenced report as Veridian’s 
proposed long term debt rate was based on the Board’s deemed debt rate.  Veridian used 
the 2009 deemed debt rate of 7.62% as a placeholder, however Veridian expects that the 
2010 deemed debt rate will be lower than 7.62%.  



100 000 500 $133 06 ($580 39) (16 5%) ($580 46) (5 2%)

Veridian_SEC IRR_36 ‐ Attachment 1

Revised VCI_Main Bill Impact Summary ‐ Based on Updated ROE ‐ 9.75%

Volume RPP Distribution Charges Delivery Sub-total Total Bill
Customer Class Name

kWh kW
Rate 
Class $ change % change $ change % change $ change % change

Residential 800 0 Summer $3.58 15.1% ($0.02) (0.1%) ($0.02) (0.0%)
1,000 0 Summer $3.94 14.7% ($0.56) (1.6%) ($0.56) (0.5%)
1,500 0 Summer $4.84 14.0% ($1.91) (4.1%) ($1.92) (1.2%)
2,000 0 Summer $5.74 13.6% ($3.26) (5.5%) ($3.26) (1.5%)
5,000 0 Summer $11.14 12.5% ($11.36) (8.7%) ($11.37) (2.1%)
800 0 n/a $3.58 15.1% $1.50 4.9% $1.50 1.6%

General Service Less Than 50 kW 1,000 0 Non‐res. $3.02 9.5% ($1.58) (4.0%) ($1.58) (1.4%)
2,000 0 Non‐res. $4.22 8.6% ($4.98) (7.7%) ($4.98) (2.2%)

10,000 0 Non‐res. $13.82 7.3% ($32.18) (12.2%) ($32.18) (3.0%)
35,000 0 Non‐res. $43.82 7.0% ($117.18) (13.2%) ($117.20) (3.1%)
25,000 0 Non‐res. $31.82 7.1% ($83.18) (13.0%) ($83.21) (3.1%)
2,000 0 Non‐res. $4.22 8.6% ($4.98) (7.7%) ($4.98) (2.2%)

25,000 0 n/a $31.82 7.1% ($35.68) (5.6%) ($35.71) (1.4%)
General Service 50 to 2,999 kW 435,000 1,480 n/a $372.38 7.6% ($1,475.33) (14.6%) ($1,475.63) (3.4%)

100,000 500 n/an/a $133 06. 7 6%7.6% ($580.39) (16 5%) ($580 46) (5 2%). . .
40,000 100 n/a $35.38 7.8% ($69.31) (8.6%) ($69.33) (1.8%)

General Service 3,000 to 4,999 kW 1,750,000 4,000 n/a $938.01 8.0% ($2,800.19) (10.3%) ($2,801.36) (1.7%)
Large Use 4,200,000 6,800 n/a $2,757.65 13.9% ($6,486.07) (14.0%) ($3,662.83) (1.0%)
Unmetered Scattered Load 800 0 Non‐res. $3.36 16.1% ($0.24) (0.9%) ($0.24) (0.3%)
Sentinel Lighting 180 1 Non‐res. $2.92 59.2% $2.08 34.5% $2.08 10.8%
Street Lighting 180 1 Non‐res. $0.42 18.1% ($0.39) (11.3%) ($0.39) (2.4%)
Note:  RPP Rate Class of "n/a" indicates Non-RPP customers subject to the Global Adjustment Rate Rider



Veridian_SEC IRR_36 ‐ Attachment 2 
Revised VCI_Gravenhurst Bill Impact Summary ‐ Updated for ROE ‐ 9.75%

Volume RPP Distribution Charges Delivery Sub-total Total Bill
Customer Class Name

kWh kW
Rate 
Class $ change % change $ change % change $ change % change

Residential Urban Year‐Round 800 0 Summer $5.54 21.8% $8.04 23.3% $8.79 9.0%

1,000 0 Summer $6.28 21.3% $9.42 23.2% $10.36 8.6%

1,500 0 Summer $8.13 20.7% $12.82 22.8% $14.22 7.9%

2,000 0 Summer $9.98 20.3% $16.24 22.7% $18.10 7.6%

5,000 0 Summer $21.08 19.4% $36.74 22.3% $41.40 7.0%

800 0 n/a $5.54 21.8% $8.30 24.1% $8.99 9.1%
Residential Suburban Year‐
Round 800 0 Summer $7.09 23.9% $9.59 24.8% $10.34 10.1%

1,000 0 Summer $7.95 23.6% $11.09 24.7% $12.03 9.6%

1,500 0 Summer $10.10 23.1% $14.79 24.4% $16.19 8.8%

2,000 0 Summer $12.25 22.7% $18.51 24.3% $20.37 8.4%

5,000 0 Summer $25.15 22.0% $40.81 23.9% $45.47 7.6%

800 0 n/a $7.09 23.9% $9.85 25.5% $10.54 10.3%

Residential Suburban Seasonal
800 0 Summer $10.60 21.3% $13.34 22.8% $14.09 11.6%

1,000 0 Summer $11.86 21.2% $15.30 22.8% $16.24 11.0%

1,500 0 Summer $15.01 20.9% $20.15 22.7% $21.55 10.2%

2,000 0 Summer $18.16 20.7% $25.02 22.7% $26.88 9.7%

5,000 0 Summer $37.06 20.3% $54.22 22.7% $58.88 8.9%

800 0 n/a $10.60 21.3% $13.60 23.2% $14.29 11.6%/ $ $ $
General Service Less Than 50  1,000 0 Non‐res. $7.12 23.6% $10.25 25.4% $11.19 9.4%

2,000 0 Non‐res. $11.22 22.6% $17.45 25.0% $19.31 8.2%

35,000 0 Non‐res. $146.52 21.2% $255.71 24.5% $288.33 7.1%

25,000 0 Non‐res. $105.52 21.3% $183.50 24.5% $206.79 7.2%

75,000 0 Non‐res. $310.52 21.2% $544.48 24.5% $614.35 7.1%

25,000 0 n/a $105.52 21.3% $191.52 25.6% $213.12 7.7%
General Service 50 to 4,999 kW 435,000 1,480 n/a ($58.87) (0.7%) $1,898.25 13.9% $2,274.00 4.7%

100,000 500 n/a $38.93 1.4% $685.06 14.8% $771.44 6.1%

40,000 100 n/a $78.85 13.8% $214.49 22.7% $249.04 6.0%
Sentinel Lighting 180 1 Non‐res. $3.47 >100%  $4.41 86.9% $4.56 24.3%
Street Lighting 180 1 Non‐res. $0.24 17.1% $1.29 30.3% $1.44 8.0%
Note:  RPP Rate Class of "n/a" indicates Non-RPP customers subject to the Global Adjustment Rate Rider
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