Kingston
—-'é Hydro

December 7, 2010

Ms. Kirsten Walli

Board Secretary

Ontario Energy Board

P.0. Box 2319

2300 Yonge Street, 27" Floor
Toronto, ON

MA4P 1E4

Dear Ms. Walli,

RE: Kingston Hydro Corporation
EB-2010-0136 Cost of Service Rate Application
Responses to Vulnerable Energy Consumers Coalition (VECC) Second Round
Interrogatories

Pursuant to the Board’s Procedural Order No. 1, issued on October 12, 2010, please
find attached Kingston Hydro Corporation responses to VECC second round
interrogatories for this rate proceeding which have been filed electronically through
the Board’s RESS filing system and emailed to intervenors in the proceeding.

Yours truly,

| —
VA

J.A. Keech, President & CEQ
Kingston Hydro Corporation

Copy: Andrew Taylor, Energy Law (by email)
Vulnerable Energy Consumers Coalition, Michael Buonaguro (by email)
Energy Probe Research Foundation, Randy Aiken (by email)
School Energy Coalition, Jay Shepherd (by email)
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

IN THE MATTER OF the Ontario Energy Board Act, 1998,
S.0. 1998, c. 15, (Schedule B);

AND IN THE MATTER OF an application by Kingston Hydro
Corporation for an order approving just and reasonable
rates and other charges for electricity distribution to be
effective May 1, 2011.

SECOND ROUND INTERROGATORIES OF
THE VULNERABLE ENERGY CONSUMERS COALITION
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

LOAD FORECAST/REVENUE OFFSETS

Second Round Interrogatory #40

Reference: VECC #1 a)

a) The referenced exhibit (/Exhibit 3/Tab 1/Schedule 1, Attachmentl) does not report
Revenue Offsets. Please confirm if the exhibit referred to is Exhibit 3/Tab 3/Schedule 4,
Attachment 1. If not, please provide the correct reference.

In Kingston Hydro’s response to VECC #1 a), paragraph two, the intended exhibit reference

that reports Revenue Offsets and includes the microFIT (there is no FIT) revenue forecast as
a revenue offset is Exhibit 3/Tab 3/Schedule 6, Attachment 1.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

Second Round Interrogatory #41

Reference: VECC #6 a)

a) In both 2008 and 2009 the changes to Accounts 4210, 4225, 4325, 4390, 4375 and 4405 do
not sum to the change in account 4235 due to restatements. Please respond to the original
question and identify those “restatements” for 2008 and 2009 that impact on the total
reported level of Other Revenue.

For 2009, the restated total level of Other Revenue went down $53,153. This was the result
of two items:

a. $41,952 of revenue was recorded in account #4235 related to IFRS transition costs. This
revenue and the corresponding expenses recorded to account #5630 had a net effect of
zero on the financial reports. The $41,952 was recorded to move the expenses from the
income statement to the OEB deferral account. The revenue and the corresponding
expenses were removed and in the future, IFRS transition costs will be recorded directly
to the deferral account

b. $11,561 of revenue was recorded to #4405 Interest and Dividend Income. This revenue
related to 2008 and was moved from 2009 to 2008. $41,952 plus $11,561 total $53,153.

For 2008, the restated total level of Other Revenue went up $11,561. This was made up of

one item; as explained above $11,561 of revenue recorded to #4405 Interest and Dividend
Income was reallocated from 2009 to 2008.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

COST ALLOCATION

Second Round Interrogatory #42

Reference: VECC #10
Exhibit 2/Tab 3/Schedule 3, Attachment 1

a) Please provide the rationale for the 2006 Cost Allocation assigning 100% of contributed
capital to the GS>50 class.

Per the 2006 Cost Allocation filing summary, the rationale for the 2006 Cost Allocation
assigning 100% of contributed capital to the GS 50 to 4,999 kW class was that capital
contributions recorded in 2004 were exclusively for interval metering for GS 50 to 4,999 kW
customers.

b) Over the past 10 years, has Kingston received contributed capital related other customer
classes?

Over the past 10 years, contributed capital received has typically been related to the GS 50 to
4,999 kW customer class however there has been some contributed capital received that was
related to other customer classes. Part (d) response provides further detail. Kingston Hydro
will rerun the 2011 CA to reflect contributed capital received that is related to other
customer classes.

c) Please confirm that the contributed capital directly allocated to GS>50 in the 2006 CA was
552,297 versus the 596,125 directly allocated in the 2011 CA.

The contributed capital directly allocated to GS 50 to 4,999 kW in the 2006 CA was $52,297

and this amount is the 2006 EDR adjusted accounting data value. The contributed capital
directly allocated to GS 50 to 4,999 kW in the 2011 CA was $596,128.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

d) Please provide a schedule that sets out the sources of the capital contributions reported in
Exhibit 2 for the years 2005-2011 (i.e., for each year provide a breakdown of contributed
capital by customer class).

The following table provides the capital contributions reported in Exhibit 2 for the years
2005-2011, and the breakdown of the capital contribution sources by customer class for each

year:

OEB Account #1995 - Contributions and Grants Sources of Capital Contributions by Customer Class and Year
Year Beginning Balance Additions |Ending Balance Residential GS <50 GS 50 to 4,999 Large Use Total
2005 (55,549) - (55,549)| - - - - -
2006 (55,549) (23,158) (78,707), - (23,158) - (23,158)
2007 (78,707) (124,494) (203,201) - (26,572) (97,922) - (124,494)
2008 (203,201) (298,831) (502,032) (5,342) (39,818) (253,671) - (298,831)
2009 (502,032) (94,096) (596,128) (12,079) (2,652) (79,365) - (94,096)
2010 (596,128) - (596,128) - - - -
2011 (596,128) - (596,128) - - - -
Total (540,579) (17,422) (69,042) (454,116) - (540,579)

Unmetered scattered load and street lighting customer classes were not capital contribution
sources for 2005-2011.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

DEFERRAL ACCOUNTS

Second Round Interrogatory #43

Reference: VECC #16

a) Please provide a schedule that sets out the current rates supporting the revenues for
Accounts #1518 and #1548. In the same schedule please set out the rates that would
required (assuming a uniform increase in all rate elements) so as to close the “gap”
between costs and revenues based on:

e 2009 costs and revenues
e Average costs and revenues for 2007-2009.

The following table sets out the current rates supporting the revenues for Accounts #1518
and #1548 and as well sets out the rates that would be required (assuming a uniform
increase in all rate elements) so as to close the “gap” between costs and revenues based on

a) 2009 costs and revenues and b) average costs and revenues for 2007-2009.

RCVA_Retail
OEB Account #1518
#1518- rates based on closing gap between
a) 2009 costs and b) Average costs and
revenues| revenues for 2007-2009
gap: 148.70% 99.30%
Current
Tariff of Rates and Charges - Description of Charge Metric Rate a) Rate b) Rate
One-time charge, per retailer, to establish the service agreement
between the distributor and the retailer $ 100.00 248.70 199.30
Monthly Fixed Charge, per retailer $ 20.00 49.74 39.86
Monthly Variable Charge, per customer, per retailer $/cust. 0.50 1.24 1.00
Distributor-consolidated billing charge, per customer, per retailer $/cust. 0.30 0.75 0.60
Retailer-consolidated billing credit, per customer, per retailer $/cust. (0.30) (0.75) (0.60)
RCVA_STR
OEB Account #1548
#1548- rates based on closing gap between
a) 2009 costs and b) Average costs and
revenues| revenues for 2007-2009
gap: 4075.87% 2058.12%
Current
Tariff of Rates and Charges - Description of Charge Metric Rate a) Rate b) Rate
Service Transaction Requests (STR)
Request fee, per request, applied to the requesting party $ 0.25 10.44 5.40
Processing fee, per request, applied to the requesting party $ 0.50 20.88 10.79
Electronic Business Transaction (EBT) system, applied to the requesting party
Up to twice a year \no charge no charge no charge
More than twice a year, per request (plus incremental delivery costs) '$ 2.00 83.52 43.16

VECC - Page 6




Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

CAPITAL SPENDING

Second Round Interrogatory #44

Reference: Energy Probe #6, VECC #23, and VECC #24 a)

a) Please provide the forecasted grants and contributions for 2010 and 2011.
Net expenditure amounts (capital costs) for the Princess St. Reconstruction project were
forecast by USofA account in the Capital Projects Table for 2010 of Exhibit 2 Tab 4 Schedule 7
Attachment 1. The following table summarizes the amounts netted out of the 2010 forecast

for the Princess St. Reconstruction project:

Princess St. Reconstruction — 2010 Forecast Expenditures

Net
USofA Amount Gross Amount Amount
Account # (as filed) Netted Out
1840 $858,000 $1,114,000 $256,000
1845 $297,000 $341,000 $44,000
1995 ($300,000) ($300,000)
Total $1,155,000 $1,155,000 SO

We are not aware of any other forecasted grants and contributions for 2010 or 2011.

b) The response to VECC #24 states that “The Board of Directors approved a $4.5 million
capital budget for both 2010 and 2011, and the President & CEO provided a verbal
overview of that planned spending, of which the Applicant has supplied capital project
details at Exhibit 2 Tab 4 Schedule 7.” Please provide the date(s) on which the Board of
Directors approved the capital budgets for 2010 and 2011. If both were approved at the
same time, please indicate whether the Board of Directors had previously ever approved
more than one year of capital spending at the same time.

The 2011 Capital and Operating Expenditures were approved by the Board of Directors on
July 12, 2010.

The 2010 Capital and Operating Expenditures were approved by the Board of Directors on
September 14, 2009.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

¢) Please provide the dates on which the Board of Directors approved the capital budgets for
each year 2005-2009 inclusive.

e 2009 Capital and Operating Expenditures: approved November 17, 2008
e 2008 Capital and Operating Expenditures: approved November 26, 2007
e 2007 Capital and Operating Expenditures: approved October 30, 2006

e 2006 Capital and Operating Expenditures: approved November 28, 2005
e 2005 Capital and Operating Expenditures: approved November 29, 2004

d) Please provide a copy of all hard and electronic materials, e.g., presentation slides,
summaries, etc., provided to the Board of Directors in conjunction with the 2010 and 2011
capital budget proposals presented for approval.

Please see attached reports to the Board

e) Please indicate whether the presentation made to the Board of Directors for approval of
the 2010 and 2011 capital budgets differed either in form or content detail from the
presentations than had been made to the Board of Directors for approval of earlier capital
budgets. If there was a change in form or content of the 2010 and 2011 capital budgets
presented to the Board of Directors for approval, from the form and content of the capital
budgets presented to the Board of Directors in previous years, please provide details of the
changes for the 2010 and 2011 capital budget presentations and explain why.

There was no change in form or content with respect to the 2010 or 2011 budget
presentations.

f) The response to VECC #24 indicates that for the vast majority of projects proposed for 2010
and 2011, no contingency amounts are included in the capital budget.

(i) Has it been Kingston’s experience that in most projects contingencies don’t arise OR is
there some “headroom” built into the capital budgets for projects that isn’t identified as
contingency, i.e., is the forecast expenditure greater than the expected project cost?
Please explain.

The Applicant has not found it necessary to include contingency amounts for most project
estimations. Kingston Hydro endeavours to estimate what projects will cost as accurately
as possible, and only include contingency amounts if specific considerations warrant it
prudent to do so. Estimates are based on market conditions (materials & labour), past
contractual pricing, scope of work involved, our understanding of the asset’s condition,
location, complexity of work, etc.
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Kingston Hydro Corporation

EB-2010-0136

Responses to VECC Second Round Interrogatories
Filed: 07 December, 2010

(ii) Are there any contingency amounts included in any OM&A expenditures associated
with these projects? If so, please provide details.

No, there are not.
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Filed: 07 December, 2010

REPORT TO BOARD OF DIRECTORS p Kingston
KINGSTON HYDRO CORPORATION — Hyd ro

MEETING NO. 2009-02 Regort KH09-09

Subject: Approval of the 2010 Operating and Capital Expenditures
Date of Meeting:  September 14, 2009

From: J A. Keech, President & C.E.O, Kingston Hydro Corporation
Prepared By: J. A. Keech, President & CEO, Kingston Hydro Corporation

R. Murphy, Treasurer, Kingston Hydro Corporation
J. Miller, Manager, Technical Services, Utilities Kingston

Recommendation

It is recommended that the Board approve expenditures of $60,000,000 to purchase
electricity, $6,354,000 for Operating Expenditures, and $4,500,000 for Net Capital
Expenditures for 2010

~And Further~

The Board approves in principal the 2011 and 2012 Financial Plan which will entail
applying for significant distribution rate increases.

Purpose

Following is an analysis of the Financial Plan for the Company.

Financial Plan 2008 through 2012

Kingston Hydro’'s Financial Plan Summary for 2008 through 2012 is included in this
report as Appendix A. The 2008 dollar figures are audited numbers while 2009 and
beyond are forecasted numbers.

The approach taken in the development of the financial plan for the next 3 years is
different than in the past. The financial plans developed in the past looked at available
revenues and then allocated those revenues amongst operating expenditures, capital
expenditures, interest and dividend payments. With the exception of the May 1, 2006
distribution rate increase, the amount of revenues available has not increased in any
year in any material way. This has resulted in operational challenges from a capital
reinvestment and operating and maintenance perspective. Over the past 12 months,
Kingston Hydro has commenced preparations for its 2011 rate application. This
application is very different than all other applications submitted for rate approval. The
2011 application will be based on projected future capital and operating expenses as

VECC - Page 10
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opposed to past capital and operating expenses. In order to provide for a strong,
sustainable electric system, significant asset management analysis and planning has
been performed over the past 12 months. The analysis has resulted in significant
capital replacement work that needs to be done over the next 6-8 years as well as a
required increase in operating and maintenance activities in order to sustain the assets
to their expected useful lives. In order to achieve this, the Company will be required to
obtain additional financing. Consequently, distribution rates must increase in order for
the Company to have the capability to service the debt that is required. Therefore we
will be applying for a distribution rate increase of approximately 25% in 2011 which will
result in an increase in a typical residential customer’s total monthly bill of approximately
7%. The results of this work is not unexpected as recent publications from the Ontario
Energy Board report that Kingston Hydro's distribution rates rank 65" lowest out of 77
reported distributors. Furthermore, we rank 13" lowest of our 15 cohorts in distribution
rates. In addition, our operating costs per customer ranked 13" lowest out of 15 for
2007, 15% below the cohort average.

Given the above facts and in order to provide sustainability to our Corporation and our
customers, we will be focusing on preparing and submitting the best possible rate
application in 2010 in order to get our distribution rates up to the top 1/3 of our cohorts
effective May 1, 2011.

A dividend payment of $250,000 is included in the financial plan for 2009 however future
dividend payments to the City of Kingston will be suspended while the Corporation
reinvests that money into capital infrastructure.

The Company’s affiliate, 1425445 Ontario Limited (o/a Utilities Kingston) is still expected
to repay its loan to Kingston Hydro in the amount of $250,000 each in 2009 and 2010.

Distribution Revenue

The 2010 distribution revenue is based on our approved 2006 rate application and rates
in effect as of May 1, 2006 plus 2" generation Incentive Regulation Mechanism
adjustments for May 1, 2007, May 1, 2008 and May 1, 2009 and May 1, 2010. These
revenues have also been adjusted for customer classification changes that have
occurred since May 1, 20086.

The 2011 and 2012 distribution revenue is a preliminary estimate of our rebased
revenues that we are hopeful of receiving effective May 1, 2011. These rebased
revenues are based on the expected Net Book Value of the Company’s assets, a
regulated rate of return on the approved operating expenditures by the OEB.
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Operating Expenditures
The following chart summarizes the actual audited operating expenses for 2003 through
2008 and the forecasted operating expenses for 2009 and 2010.

Amount Change

Audited 2003 $5,399,000

Audited 2004 $5,451,000 1.0%
Audited 2005 $5,348,000 -1.9%
Audited 2006 $4,743,000 -11.3%
Audited 2007 $4,928,000 52%
Audited 2008 $5,333,000 8.2%
Forecast 2009 $5,860,000 9.9%
Forecast 2010 $6,354,000 8.4%

Kingston Hydro is projecting its 2010 and 2011 operating and maintenance expenses to
increase from 2009. The main reasons for this increase are a 2 stage increase in our
maintenance activities. In particular, maintenance activities on our substations need to
increase in order to ensure continued reliability of our system and that are assets will
remain in service for as long as we expect them to. In addition, we anticipate the
following expenditures in 2010:

- Increased accounting expenses to facilitate the preparation of 2 different sets of
financial statements.

- Additional expenses for the preparation and review of our 2011 Cost of Service
Rate application.

- Increase expenses to absorb the requirements of the Low Income Consumers
Consultation

The large increase in operating expenses for 2009, 2010 and 2011 follow a number of
years whereby operating and maintenance activities were performed to the extent that
monies are available from the revenue that is collected. Distribution revenue collected is
a function of approved revenue requirements based on 2004 operating expenses with
very low yearly inflationary increase less a 1% productivity factor. The 2006 rate
increase was the first substantial increase for Kingston Hydro since deregulation.

Consequently we believe that it is imperative that the required maintenance and
operating activities be identified and included in our financial planning in order to have
the best chance at getting the required revenue increase in 2011, which will be based on
2011 expected expenses. The OEB has preferred staged increases in operating
expenses as opposed to one time increases.
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Capital Budgets

The chart below summarizes the actual capital expenditures for 2005, 2006, 2007 and
2008 and the forecasted capital expenditures for 2009 and 2010. Please note that these
expenditures are shown on a net basis. Any amount of customer funded work we do is
in addition to this work but has minimal impact on the company’s cash flow.

Capital

2005 Audited (net) $2,967,000
2006 Audited (net) $2,502,000
2007 Audited (net) $3,083,000

2008 Audited (net) $3,757,000

2009 Forecast (net) $4,029,000
2010 Forecast (net) $4,500,000

2010 and 2011 Infrastructure Investment

This year marks the first year in which Kingston Hydro utility begins to integrate the
budgeting exercise with formal asset management practices. At first glance noticeable
changes in the budget format are evident as the budget identifies the key infrastructure
components of the system and the spending associated with those assets. The budget
now identifies the major asset classification such as conductors, poles, transformers and
substations and then breaks those assets into sub-components such as found under
Conductors: 44kv over head, 3 Phase Primary over head and 1 phase primary over
head. In this way the tracking of the asset or component, for its life cycle, its
maintenance, repair and replacement activity can be identified for proper planning. This
new format also fits with new work order/management systems currently being
developed and will enhance the ability to track our investments in our systems. In
addition the capital budget format more closely parallels new financial accounting
practices identified under the IFRS requirements.

The asset management program also identifies theoretical spending levels associated
with maintaining the optimum life of our assets in the distribution system. The following
is a total of the spending levels by year required from our asset management analysis.

2010 2011 2012 2013 2014 2015
$5,363,698 $5,498,622 $16,372,122 $5,954,297 $7,879,315 $6,055,172

2016 2017 2018 2019
$4,216,941 2,703,622 2,703,622 2,703,622

As can be seen, the spending levels in the first 5-6 years are more developed and
refined than those in the last 4-5 year period. Work continues in the asset management
area to better define condition assessment methodologies, tracking of activities that
affect life cycle costing, criticality analysis etc to improve the capital asset budget

VECC - Page 13
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planning process and to improve our decision making processes and assets requiring
expenditures. Of note the major increase in projected spending for 2012 reflects the
reconstruction of Municipal Substation No. 1. The budget as presented is a compilation
of various capital projects involving overhead, underground, vaults, transformer type
projects. Please see Appendix B for further details.

Appendices

Appendix A: Kingston Hydro Corporation Financial Summary
Appendix B: Kingston Hydro Corporation Infrastructure Projects

A 1 N
Jim Keech President & C E.O.
Kingston Hydro Corporation
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Kingston Hydro Corporation - Infrastructure Projects
The following provides an overview of the work contemplated in 2010 and 2011:

Work in Conjunction with City Road Reconstruction

Wherever possible, Kingston Hydro coordinates Electric reconstruction work with City
Road reconstruction work. This allows for better coordination of surface restoration
activities.

= 2010 - Princess St. Reconstruction - Holiday Inn to King St.

= 2010 - Barrie St. - William to Princess

= An additional 2 blocks of underground electrical duct structures and cable
reconstruction is anticipated in 2011, but the location has yet to be determined.

System Capacity Upgrades

Hydro One recently upgraded the Gardiner Transformation Station to ensure that future
system capacity exists. Hydro One has informed Kingston Hydro that additional
contributed capital is required due to cost overruns on the Gardiner TS Expansion
project. Kingston Hydro expects to be invoiced by Hydro One for these additional costs
in 2010.

System Modeling — CYME

In 2009, Kingston Hydro initiated the process of establishing an Enterprise Database
and mapping this data for use in both the ESRI GIS system and the CYME Electric
modeling software. Additional funding is required in 2010 to further advance this
initiative. It is envisioned that updates to the ESRI GIS system will eventually be used
to directly update the Electric System model as a result of this work.

Substations

Kingston Hydro is initiating studies in 2010 to determine the best location and
configuration for reconstructing Substation MS1, our oldest substation located in the
downtown area of the City of Kingston. Various concepts will be considered including
reconstructing on the existing site or reconstructing on a vacant parcel adjacent to the
substation MS1. In 2011, Kingston Hydro will undertake the detailed design work for
reconstructing Substation MS1 with tendering and construction scheduled to start in
2012.

Kingston Hydro will replace a power transformer at Substation MS8 in 2010 that has
reached its End-of-Life.

Security systems will be installed at various substation locations in 2011 to address
vandalism and theft of copper grounding conductor.
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Annual programs have been initiated to reclaim the mineral oil in six (6) power
transformers and replace one (1) substation battery system. There are 37 Power
Transformers located at 17 substation sites. Each substation has a DC battery

Vault Reconstruction

In 2010, the 5kV network switch in underground electrical vault TV12 located at Brock
and Wellington. This switch has reached its End-of-Life. The new switch will provide
more switching flexibility and reduce the need for planned outages when undertaking
work in the downtown. The underground electrical duct and cabling for Circuit 103
(5kV) will be replaced on Wellington from Brock to Johnson in conjunction with the
planned work in electrical vault TV12.

= Various upgrades and replacements to civil structures and electrical equipment in
electrical underground vaults are planned for 2011. This work includes: TV74 at
LaSalle Mews, TV5 located on Bagot South of Princess, TV7 located on Montreal at
Princess, TV41 located at 116 Notchill

Distribution Lines

= Annual Underground Services Repairs/Rebuilds Various
= Annual Underground Cable Fault Repairs/Rebuilds Various
= Annual Overhead Services Repairs/Rebuilds Various

= Annual Pole Repairs/Rebuilds Various

= 2010 - Underground duct and cabling will be replaced in the vicinity of Westdale and
Princess Street in conjunction with the rebuilding of a customer transformer vault.

= 2011 - Reconstruct Underground Electric Distribution - Alfred Street from Earl to
Princess

= 2011 - Frontenac St. - Upgrade 1phase to 3-phase pole line - 501 Frontenac

= 2011 - King St. - Relocation of infrastructure for Queen's QPAC (Tett Centre) -
Beverley to George

Recoverable Work

Although the majority of the capital budget deals with the management of our assets,
work that is attributed to our customers also forms a significant component of our
system activity. This activity area encompasses customer connection work and
distribution improvements required to connect customers. This work is financially
recoverable from customers and includes institutions such as Queens, the Hospitals,
commercial developments such as the Dalton Power centre and medium to high density
residential activity within our distribution territory.
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REPORT TO BOARD OF DIRECTORS PZ- Kingston
KINGSTON HYDRO CORPORATION == Hydro

MEETING NO. 2010-02 Regort KH10-10

Subject: Approval of the 2010 — 2014 Financial Plan
Date of Meeting: ~ July 12, 2010
From: J. A. Keech, President & C.E.O, Kingston Hydro Corporation

Prepared By: R. Murphy, Treasurer, Kingston Hydro Corporation

Recommendation

It is recommended that the Board approve expenditures of $55,000,000 to purchase
electricity, $7,200,000 for Operating Expenditures, and $4,500,000 for Net Capital
Expenditures for 2011

~And Further~
The Board approves in principal the 2010 to 2014 Financial Plan which will entail
applying for maximum distribution rate increases and incurring total debt up to
$31,000,000.

Purpose

Following is an analysis of the Financial Plan for the Company.

Financial Plan 2010 through 2014

Kingston Hydro’s Financial Plan Summary for 2010 through 2014 is included in this
report as Appendix A. The 2009 dollar figures are audited numbers while 2010-2014
are forecasted numbers.

The plan outlines an increased capital expenditure requirement that has resulted from
the asset management analysis that was performed over the past 12 months. The
analysis has resulted in significant capital replacement work that needs to be done over
the next 6-8 years. In order to achieve this, the Company will be required to obtain
additional financing. Consequently, distribution rates must increase in order for the
Company to have the capability to service the debt that is required. Therefore we will be
applying for a distribution rate increase effective May 1, 2011 which will result in an
increase in a typical residential customer’s monthly total bill of up to 10%.

This increase is not unexpected as the latest report from the OEB has Kingston Hydro’s
distribution rates rank 76™ out of 82 reported distributors. Furthermore, we rank 15"
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lowest of our 15 cohorts in distribution rates. See Appendix B for a list of our Cohorts’
Delivery rates.

Interrogatories

In addition, based on the OEB reports, our operating costs per customer were $182 per
customer and ranked 13" out of 15 for 2007, 15% below the average of $214 per
customer. In 2008, our operating costs per customer were $193 per customer and
ranked 11" out of 15, 11% below the average of $218 per customer. For 2009, our
operating costs increased to $197 per customer. Comparative data has not yet been
released for 2009. For 2010 and 2011, operating costs per customer are projected to
increase to $226 and $259 per customer.

The financial plan does not include any dividend payments to the City of Kingston as all
after tax profits are projected to be reinvested into capital infrastructure.

The Company’s affiliate, 1425445 Ontario Limited (o/a Ultilities Kingston) will repay its
loan to Kingston Hydro in the amount of $250,000 in 2010.

Distribution Revenue

The 2010 distribution revenue is based on our approved 2006 rate application and rates
in effect as of May 1, 2006 plus 2" generation Incentive Regulation Mechanism
adjustments for May 1, 2007, May 1, 2008 and May 1, 2009 and May 1, 2010. These
revenues have also been adjusted for customer classification changes that have
occurred since May 1, 2006.

The 2011 and 2012 distribution revenue is a preliminary estimate of our rebased
revenues that we are hopeful of receiving effective May 1, 2011. These rebased
revenues are based on the expected Rate Base of the Company, a regulated rate of
return on the approved operating expenditures by the OEB.

Operating Expenditures

The following chart summarizes the actual audited operating expenses for 2003 through
2009 and the forecasted operating expenses for 2010 and 2011.

Amount Change
Audited 2003 $5,399,000
Audited 2004 $5,451,000 1.0%
Audited 2005 - $5,348,000 -1.9%
Audited 2006 $4,743,000 -11.3%
Audited 2007 $4,928,000 5.2%
Audited 2008 $5,333,000 8.2%
Audited 2009 $5,435,000 1.9%
Forecast 2010 $6,221,000 14.5%

Forecast 2011 $7,150,000 14.9%
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Kingston Hydro is projecting its 2010 and 2011 operating and maintenance expenses to
increase from 2010. The main reasons for this increase are a 2 stage increase in our
maintenance activities. In particular, maintenance activities on our substations need to
increase in order to ensure continued reliability of our system and that are assets will
remain in service for as long as we expect them to. In addition, we have a need to hire
staff for succession planning purposes as outlined in the presentation to the Board at the
meeting of July 12, 2010.

We believe that it is imperative that the required maintenance and operating activities be
identified and included in our financial planning in order to have the best chance at
getting the required revenue increase in 2011, which will be based on 2011 expected
expenses.

Capital Budgets

The chart below summarizes the actual capital expenditures for 2005 through 2009 as
well as the forecasted capital expenditures for 2010 and 2011. Please note that these
expenditures are shown on a net basis. Any amount of customer funded work we do is
in addition to this work but has minimal impact on the company’s cash flow.

Capital
2005 Audited (net) $2,967,000
2006 Audited (net) $2,502,000
2007 Audited (net) $3,083,000
2008 Audited (net) $3,757,000

2009 Audited (net) $3,641,000
2010 Forecast (net) $4,500,000
2011 Forecast (net) $4,500,000

2010 and 2011 Infrastructure Investment

A detailed presentation will be presented to the Board regarding the work required for
2010 and 2011.

The asset management program also identifies theoretical spending levels associated
with maintaining the optimum life of our assets in the distribution system. The following
is a total of the spending levels by year required from our asset management analysis.

2010 2011 2012 2013 2014 2015
$5,363,598 $5,498,622 $16,372,122 $5,954,297 $7,879,315 $6,055,172

2016 2017 2018 2019
$4,216,941 2,703,622 2,703,622 2,703,622
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As can be seen, the spending levels in the first 5-6 years are more developed and
refined than those in the last 4-5 year period. Of note the major increase in projected
spending for 2012 reflects the reconstruction of Municipal Substation No. 1. This has
not been included in the rate application planning as it will require special consideration
for rate making purposes.

Appendices

Appendix A: Kingston Hydro Corporation Financial Summary
Appendix B: Kingston Hydro Corporation Cohorts Delivery Rates

7 —

J.A. l%e'éch President & C.E.O.
Kingston Hydro Corporation
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Comparison of Kingston Hydro Rates to our Cohorts APPENDIX B
Residential Customer using 800kWh per month

Prices include Smart Meter charge of $1 plus transmission rates paid to Hydro One of $6
Companies in bold are scheduled to re-base in 2011

Welland Hydro-Electric System Corp. S 36.86
Festival Hydro Inc. S 36.73
Bluewater Power Distribution Corporation S 36.64
Erie Thames Powerlines Corporation S 36.10
Woodstock Hydro Services Inc. S 35.85
Essex Powerlines Corporation 5 3575
Westario Power Inc. S 34.02
Niagara Falls Hydro Inc. $ 33.95
Chatham-Kent Hydro Inc. S 3285
St. Thomas Energy Inc. S 3242
COLLUS Power Corp. S 30.97
Peterborough Distribution Incorporated S 30.78
E.L.K. Energy Inc. S 30.22
Wasaga Distribution Inc. $ 29.59
Kingston Hydro Corporation 5 2713
Average (excluding Kingston) S 33.77
Median (excluding Kingston) S 33.98
Current projection S 32.76
Percent increase to obtain Average 24%

Percent increase to obtain Median 25%

Effect on overall bill 6%

Currently 76th our of 82 distrbutors
Kingston West and East customers pay $47.54
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Second Round Interrogatory #45

Reference: VECC #24 b)

a) According to the referenced response, as of September 30, 2010, Kingston has spent just
over half of its 2010 capital spending forecasted for the entire year. Does Kingston still
expect to spend $4.446M in 2010 on capital? If so, please explain fully. If not, please
provide an updated forecast for 2010 capital expenditures.

Please refer to the updated capital expenditures table below.

2010 End of
Year

Project Forecast
Princess St. Reconstruction $767,438
Princess St. Condition Assessment $25,000
Hydro One Incremental Cost for Gardiner TS Expansion $609,000
Barrie St. Reconstruction $177,608
Transformer Vault 12 (TV12) & Circuit 103 $207,815
Transformer Vault 10 (TV10) $161,744
Transformer Vault 13 (TV13) $15,096
Transformer Vault 5 (TV5) $0
Annual Substation Battery Replacement $60,684
Annual Overhead & Underground Services $64,123
Annual Underground Cable Rebuilds $0
Annual Overhead Line Rebuilds $1,271,429
Distribution System Modeling $72,000
Annual RFP for Structural Engineering Services $0
Enterprise Asset Management System Implementation $62,500
SCADA $98,605
Meters $236,007
Tools & Equipment $154,028
Fairway Hills — Poletrans Replacement (from 2011 Projects) $110,149
Transformer Vault 37 (TV37) $20,000
Transformer Vault 51 (TV51) $60,048
Benson St. Transformer and Cabling $40,000
Service Truck $242,652
Substation Equipment $17,300
Radio Equipment $55,581
Metering Equipment $79,370
Substation WorkVan $43,000
Grants & Contributions ($333,000)
Total $4,318,177

b) Please provide the actual capital spending in 2009 as of September 30, 2009.

Expenditures as of September 30, 2009 were $2,337,450, (approximately 52% of budget).
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