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OM&A EXPENSES

1. General — Accounting policies

Please confirm that PUC Distribution has not made changes to the company’s
accounting policies in respect to capitalization of operation expenses and/or has
not made any significant changes to accounting estimates used in allocation of
costs between operations and capital expenses post fiscal year end 2004. If any
accounting policy changes or any significant changes in accounting estimates
have been made post 2004 fiscal year end, please provide all supporting
documentation and a discussion highlighting the impact of the changes.

Response

PUC Distribution has made changes to the allocation of costs between
operations and capital expenses based on the consultant’s (RDI) report
included in the application. The consultant’s report is included in Exhibit 4,
pages 21 to 50. Please refer to Question 8 of these interrogatories.
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(i) Please present the breakdown for actual and forecast, where applicable, for
the 2006 Board approved, 2006 actual, 2007 bridge year, and 2008 test
year regulatory costs as shown in the table below.

(i) Under “Ongoing or One-time Cost”, please identify and state if any of the
regulatory costs are “One-time Cost” and not expected to be incurred by
the applicant during the impending two year period when the applicant is
subject to 3rd Generation IRM process or it is “Ongoing Cost” and will
continue throughout the 3rd Generation IRM process.

Response
% Change % Change
Ongoing or One-| 2006 Board 2007 (as of |in 2007 vs 2008 in 2008 vs
Regulatory Cost Category time Cost? Approved | 2006 Actual Dec 07) 2006 Forecast 2007
OEB Annual Assessment Ongoing $112,875 $77,941 $97,909 26% $100,800 3%
OEB Hearing Assessments
(applicant initiated)
OEB Section 30 (OEB
initiated) Ongoing $3,847 $3,217 $10,000 211%
Expert Witness costs for
regulatory matters
Ongoing - 2008
is estimate of
Legal costs for regulatory average of three
matters years $166,629 $2,828 $62,570 2113% $18,002 -71%
Ongoing - 2008
is estimate of
Consultant costs for regulatory [average of three
matters years $6,500 $46,958 622% $18,002 -62%
Operating expenses
associated with staff resources
allocated to regulatory matters |Ongoing $29,362 $115,270 $133,741 16% $122,485 -8%
Operating expenses
associated with other Ongoing - travel
resources allocated to to OEB
regulatory matters (please meetings, rate
identify the resources) notifications $271 $13,274 $7,743 -42% $9,067 17%
Other regulatory agency fees
or assessments
Any other costs for regulatory
matters (please define)
$309,137 $219,659 $352,139 60% $278,356 -21%

(iif) Please provide PUC Distribution’s proposal on how it intends to recover the
“One-time” costs as part of its 2008 rate application.
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Response

The 2008 Forecast is the estimated average annual costs that are expected
to be incurred over the three year period.



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 4 of 198

3. Ref: Exhibit 4

Exhibit 4, Page 2 of PUC Distribution’s application shows 2006 Board Approved
Total Operations cost of $12,705,114. However, according to the 2006 EDR
model worksheet “5-1 SERVICE REVENUE REQUIREMENT” cell F17, the
Board approved total is $ 9,495,354, as shown below in the following Table 1
created by Board staff.
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Per
Per PUC  Board staff Difference
$

Operation 1,496,528 1,496,528 0
Maintenance 1,793,258 1,793,258 0
Total Operation & Maintenance 3,289,786 3,289,786 0
0
Billing and Collections 959,171 959,171 0
Community Relations 400,269 375,332 24,937
Administrative and General Expenses 2,451,253 2,215,726 235,527
Total Administrative and General 3,810,693 3,550,229 260,464
0
Total Controllable OM&A 7,100,479 6,840,015 260,464
0
Taxes other than income 199,669 61,448 138,221
Other Operating Costs 2,830,510 2,830,510
Total Other Operating 3,030,179 61,448 2,968,731
0
Amortization Expenses 2,574,456 2,593,891 -19,435
0
Total Operating Costs 12,705,114 9,495,354 3,209,760

a) Please confirm that PUC Distribution agrees with the figure of $9,495,354,

as found in the 2006 EDR model worksheet “5-1 SERVICE REVENUE
REQUIREMENT” cell F17. If PUC Distribution does not agree, please

explain why it does not agree.

Response

PUC Distribution confirms agreement with the figure of $9,495,354 as found

in the 2006 EDR model worksheet “5-1 SERVICE REVENUE

REQUIREMENT” cell F17.

b) Please reconcile and explain the differences identified in Table 1 above.

Response

PUC Distribution used the Actual 2004 balances as the 2006 Board

Approved.

1. Community Relations - $24,937. The difference represents charitable
donations and non-utility specific advertising which were excluded
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from the revenue requirement. In PUC’s 2008 forecast the treatment
was consistent and charitable donations and non-utility specific
advertising has been excluded from the revenue requirement.

2. Administrative and General Expenses - $235,527.

$348,788 — In the Board’s 2006 rate order (EB-2005-0412) general and
administrative expenses were set at the 2002 amount plus one-
half of the difference between the 2002 and 2004 amounts
resulting in a reduction of $348,788.

($12,494) — The Board approved includes a standard distribution
expense Tier 1 adjustment that represents the increase in
insurance premiums between 2004 and 2005.

($79,422) — The Board approved includes a Tier 1 adjustment for OEB
annual dues and other regulatory costs from 2004 to 2005
assessments as received from the OEB.

($21,345) — The board approved includes a Tier 1 adjustment that
represents the increase in pension costs as aresult of OMERS
premium increase.

3. Taxes other than income - $138,221.
In the Board approved the Ontario Capital tax has been removed and
included in income taxes as per the EDR model instructions.

4. Other Operating costs - $2,830,510.
The $2,830,510 is the interest on debt to associated companies that
was included in the 2004 Actual but not in the 2006 Board Approved.

5. Amortization Expense — ($19,435).
The difference represents increased amortization related to Tier 1
adjustments to the rate base.

c) PUC Distribution has included an entry called “Other Operating Costs” in
the amount of $2,830,510. Board staff notes that this amount includes
“Interest On Debt to Associated Companies” and “Other Interest
Expense”. Please provide a detailed explanation of why PUC Distribution
believes that this amount should be included.

Response

PUC Distribution included the “Other Operating Costs” of $2,830,510 in the
table in Exhibit 4, page 4 for comparative purposes. The Other interest
expense is not included in the rate base.
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Table 2 below was prepared by Board staff to review PUC Distribution’s OM&A
expenses. Note rounding differences may occur, but are immaterial to the

guestions below.

Table 2

Operation
Maintenance
Total Operation & Maintenance

Billing and Collections

Community Relations

Administrative and General Expenses
Total Administrative and General
Total Controllable OM&A

Taxes other than income

Other Operating Costs

Total Other Operating

Amortization Expenses

Total Operating Costs

2006 Board

Approved 2006 Actual 2007 Bridge 2008 Test

$ $ $ $
1,496,528 2,051,174 2,156,507 3,018,799
1,793,258 1,430,922 1,448,545 2,277,648
3,289,786 3,482,096 3,605,052 5,296,447
959,171 941,104 934,991 1,338,873
375,332 428,632 408,719 473,852
2,215,726 1,832,913 2,361,110 1,397,298
3,650,229 3,202,649 3,704,820 3,210,023
6,840,015 6,684,745 7,309,872 8,506,470
61,448 167,942 157,151 170,151
2,845,705 2,829,662 1,984,620
61,448 3,013,647 2,986,813 2,154,771
2,593,891 2,764,612 3,046,595 3,310,978
9,495,354 12,463,004 13,343,280 13,972,219

Table 3 below was created by Board staff to review PUC Distribution’s OM&A
forecasted expenses from the evidence provided in Exhibit 4 of the application.
Note rounding differences may occur, but are immaterial to the following
guestions. Board staff notes that PUC Distribution are forecasting increases to
2008 Controllable OM&A Expenses by $1,821,725 or 27.3% from 2006 Actual.

Table 3
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Variance

$ $ $ $
Operation 1,496,528 554,646 2,051,174 105,333 2,156,507 862,292 3,018,799 967,625
8.1% 1.6% 11.8% 14.5%
Maintenance 1,793,258 -362,336 1,430,922 17,623 1,448,545 829,103 2,277,648 846,726
-5.3% 0.3% 11.3% 12.7%
Total Operation & Maintenance 3,289,786 192,310 3,482,096 122,956 3,605,052 1,691,395 5,296,447 1,814,351
2.8% 1.8% 23.1% 27.1%
Billing and Collections 959,171 -18,067 941,104 -6,113 934,991 403,882 1,338,873 397,769
-0.3% -0.1% 5.5% 6.0%
Community Relations 375,332 53,300 428,632 -19,913 408,719 65,133 473,852 45,220
0.8% -0.3% 0.9% 0.7%
Administrative and General Expenses 2,215,726 -382,813 1,832,913 528,197 2,361,110 -963,812 1,397,298 -435,615
-5.6% 7.9% -13.2% -6.5%
Total Administrative and General 3,550,229 -347,580 3,202,649 502,171 3,704,820 -494,797 3,210,023 7,374
-5.1% 7.5% -6.8% 0.1%
Total Controllable OM&A 6,840,015 -155,270 6,684,745 625,127 7,309,872 1,196,598 8,506,470 1,821,725

-2.3%

9.4%

16.4%

27.3%

Board staff created Table 4 below to review PUC’s OM&A actual and forecasted
expenses from the evidence provided in OM&A Cost Table in Exhibit 4. Note
rounding differences may occur, but are immaterial to the following questions.

Table 4

Cost Drivers

Opening Balance (previous year)

Additional Engineering Staff
PCB Removal Program

Increased Fees Railroad Crossings

Unexplained Difference

Closing Balance (current year)

2006 2007 2008
6,840,015 6,684,745 7,309,872
155,656
141,227
117,868
-155,270 625,127 781,847
6,684,745 7,309,872 8,506,470

a) Please confirm that PUC Distribution agrees with the four tables presented
above. If PUC Distribution does not agree with any table please explain
why it does not agree. If PUC Distribution determines that the tables
require modification owing to the reconciliation of the difference resulting
from Table 1, please provide amended tables with a full explanation of

changes made.

Response
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PUC Distribution agrees with the four tables above.

b) Please complete Table 4 identifying the key cost drivers that are
contributing to the overall increase of 27.3%. Please clearly identify and
explain the key cost drivers in groupings of common costs such as labour
increases for current staff, labour costs for new hires, unique projects (e.g.
incremental value of implementation of full absorption cost allocation,
impact of Capex/OM review which includes tree trimming charge).
Additionally, for each key driver, please provide a detailed explanation
discussing the driver and include in the discussion any assumptions made
in calculating the value. The objective is to reduce the line item
“Unexplained Difference” for all three years to within a margin of
materiality.

Response
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2006 Board
Approved to 2007 to
2006 Actual 2006 to 2007 2008
Opening Balance (Previous Year) $6,840,015 $6,684,745 $7,309,872
PCB Removal Program $130,000
Increased Fees Railroad Crossings $108,000
Pole testing $43,500
Reduction in joint costs allocated to OM & A as a result of the Cost Allocation study -$192,000
New maint. programs - transf. gauges, breakers, relays $130,000
Increased line clearing $145,000
Smart meter processing $365,000
Reduction in legal fees -$75,000
Labour rate increase for current staff
3% increase in 2005 $63,270
3% increase in 2006 $65,168
3% increase in 2007 $71,132
3% increase in 2008 $73,266
Additional staff - for justificaton of staffing needs refer to the Long Term Capital and O&M Needs report
prepared internally and the third party report - Review of Capex and P&M Plan. These reports are
included with the rate application - Exhibit 1 page 41 and Exhibit 1 page 126.
Staff increases part way through 2006 = 4, 3 linemen, distribution engineer $133,000 $133,000
Staff increase in 2007 = 1, line supervisor $96,800
Reduction in overtime over 2004 -$275,000
Staff increases part way through 2007 = 1, engineering tech. $29,643 $29,643
Staff increases in 2008 = 8, Protection and Control Engineer (partial allocation to LDC), Billing Supervisor
(partial allocation to LDC), 2 Engineering Techs., Line Planning Tech, 3 Linemen, 1 Forestry Tech. $490,219
OEB adjustment to reduce requested admin expenses in 2006 EDR to one half of increase between
2002 and 2004. Although not approved for 2006 rates due to insufficient evidence as sited by the Board,
the increased expenses continued in 2006 and beyond. The expenses include increased energy costs
as a result of PUC paying provincial rates rather than previous lower rates to Great Lakes Power,
increased building maintenance costs due to the age of facilities, increased regulatory staffing and costs,
increased safety staff and costs, increased customer service staff and costs, etc. $348,788
Review of accounting for engineering unallocated time - portion removed from capital and included with
expenses $187,147
Adjustment for transformers that should have been capitalized in prior year -$80,000
Reduced Stations Labour -$12,000
Costs to operate GIS $165,000
Adjustment in 2006 following regulatory accounting review $148,000
Change to allocate a portion of joint use assets to capital in addition to expense -$184,749
Large amount of substation work (Subs. 14, 18, 21) completed in 2004 -$220,000
Bad Debts - improvement in economic environment, application of rebates to customer accounts,
improved collections -$112,852
Pensions - Adjustment in 2006 following regulatory accounting review -$350,000 $350,000
Architect fees for new service centre - did not proceed with project -$104,000
Increase in utility costs as a result of installation of meters at substations $138,000
Reduced legal fees for the supply of energy dispute. -$140,000
Change in accounting for Bell Canada pole use fees - previously netted in revenue $98,000
Unexplained Difference -$23,042 -$55,448]  -$51,030
$6,684,745 $7,309,872 $8,506,470

10
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c) Please prepare a comprehensive listing of all operational costs by work
unit for smart meter costs included in the 2008 budget. Please include in
this listing the work unit where the smart meter cost is accounted for in the
budget, description of activity, and amount budgeted. In particular, please
identify for each of the reported budget amounts whether PUC Distribution
considers the cost to be a component of minimum functionality, or if the
amount is incidental/incremental to minimum functionality.

Response

Operating costs for smart meters included in the 2008 smart meter
operating budget are $521,685. A portion of the costs have not been
included in the test year costs as they are to be recorded in a deferral
account. An amount of $365,000 has been included in the test year
operating expenses in account 5315 Customer Billing. The $365,000 is the
average of budgeted costs for 2008 ($291,124), 2009 and 2010 that are not
included in the deferral account.

Repair of unsafe meter bases $80,428 (def acct)
Smart meter entity MDMR $150,133 (def acct)
$230,561
AMRC including WAN $58,673
AMCC $26,991
AMI operations $121,877
Measurement Canada re-verification $83,583
$291,124
$521,685

The above operating costs are a component of minimum functionality.
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PURCHASE OF SERVICES OR PRODUCTS
5. Ref: Exhibit 4/ Page 52

i. Please provide a detailed description of the specific methodology used in
determining the price, i.e., purchasing methods.

Response
Procurement at the PUC typically occurs through one of three methods.

They include Request for Quotes (RFQ), Request for Tenders (RFT) and
Request for Proposals (RFP). RFQ are used when the specifications and
terms are very simple and little or no explanation is required and the PUC
is looking to compare prices with three suppliers in the market place. RFT
are used when the specifications and requirements are more complicated
and require a document outlining our expectations. In addition the value of
a RFT is typically greater than a RFQ however we have no specific dollar
guidelines for when one document is used over the other. Depending on
the nature of the RFT, an evaluation criteria is used which may include
professional qualifications, health and safety and pricing. We refer to this
as a one, two or three envelope system. Again, the method used is
determined by the type of product or service we require. RFP are used
when the dollar value is high and where some type of service is needed.
The response typically proposes how the work will be done and the
specifications are subject to alternatives. In this case, an evaluation
criteriais used ensuring a fare and appropriate outcome.

In some circumstances there are very few suppliers for certain products
and/or services. They are chosen because of there “Expertise in the field”.
In this case an evaluation is done of the product/service they supply.

Purchasing Process

PUC employs several methods for requisitioning products for purchase. In all cases the
requisitioners identify their requirements, provide account numbers, descriptions, and
price where known, etc.

A requisition is completed by the requisitioner, submitted for approval to the appropriate
signing authority, approval obtained, and forwarded to Materiel Resources for
processing.

For authorized credit card purchases (typically low dollar value amounts), expense
accounts with accompanying receipts are submitted.

Signing authority for requisitions is defined by PUC’s purchasing policy. The policy is
published and distributed to appropriate departments.
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Materiel Resources representatives process the approved requisitions, obtaining
guotations (verbal or written) or tenders as applicable. The product or service
requirements are identified by the Purchasing Specification or identified on the
requisition.

Quotations/tenders are assessed and the business awarded. A hardcopy purchase order
(PO) printout is prepared for purchase orders issued.

ii. Please explain how each purchasing method is chosen for a specific purchase
of services/products.

Response

Further to the information above the following general guideline is used.
Under $5,000 RFQ and RFT

Over $5,000 RFT and RFP

As earlier indicated the nature of the purchase will often determine what
method of purchase is used. Signing limits are as follows:

The value of the proposed purchase will determine the level(s) of approval
required. Approvals are as follows:

1. Purchase transactions valued up to $250.00 taxes excluded may be made
using a P-card. The P-card eliminates the need for Purchase Orders (PO’s) for
small purchases where the value of the PO does not justify the cost of
processing the PO. Managers issued P-cards have various limits.

2. Purchases up to $2,000.00 require the signature of the applicable
Department Manager whose budget or account the purchase will be charged to.

3. Purchases from $2,000.01 to $5,000.00 require the signature of the
Department Manager whose budget or account the purchase will be charged to,
as well as the signature of the Vice President of the applicable Department.

4. Purchases from $5,000.01 to $50,000.00 require the signature of the
Department Manager whose budget or account the purchase will be charged to,
as well as the signature of the Vice President of the applicable Department and
the Vice President of Finance.

5. Purchases from $50,000.01 to $500,000.00 require the signature of the
Department Manager whose budget or account the purchase will be charged to,
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as well as the signature of the Vice President of the applicable Department, the
Vice President of Finance and the President.

If a purchase is in excess of $500,000.00, the above approvals are necessary
plus the Board of Directors. Approval by the Board of Directors of an item as part
of the annual budget process will be considered their authorization to purchase
for the purposes of this clause.
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SHARED SERVICES

6. Ref: Exhibit 2/ PUC’s Long Term Capital and O&M Needs Report
Ref: Exhibit 2/ Page 46 and Page 47

PUC Distribution makes use of PUC Services Inc. for maintenance and
presumably capital projects to some extent.

i. How does PUC Distribution ensure that the work done by PUC Services Inc. is
done at a competitive rate as compared to alternative service providers who are
not affiliated with PUC Distribution?

Response

PUC Services charges PUC Distribution labour and vehicles at cost with no
markup. Allocations to PUC Distribution are reviewed periodically — an
outside consultant was utilitized in 2007 to review the allocations. The
consultant’s report is included in the rate application in Exhibit 4 page 21.

PUC Distribution regularly utilizes local and out-of-town contractors for a
number O&M works and capital projects. Contractors are used where
specific expertise beyond PUC Services ability is required or where the
work is more cost effectively done by workers of lower qualifications than
PUC Services staff. (An example is tree trimming crews which typically are
from out of town.)

For live line work, there are no qualified contractors available locally. To
contract live line work would require importation of contractors from
outside the Sault Ste. Marie area with the associated additional costs of
mobilization, meals and accommodation.

PUC reviewed pricing in 2007 from qualified contractors for comparison
purposes. Pricing from contractors for typical 3-man crews ranged from
$500/hr to $370/hr. PUC Services crews perform work at cost (with no
markup) for PUC Distribution. The hourly rate charged by PUC Services is
approximately $210/hr.

In addition PUC Distribution compares its costs to other LDCs’ cost ratios,
labour rates and distribution rates to customers. The shared services
model for administrative services also provides savings to the LDC and
affiliated companies as was noted in a 2007 consultant’s report.
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ii. What is the end date of the 10 year contract with PUC Services?
Response

The agreement continues to January 1, 2011 with successive renewal
periods of 5 years thereafter.
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7. Ref: Exhibit 4/ Page 18

It is stated that “KPMG reviewed PUC Services’ method for allocating shared
services in the fall of 2001.” Please provide a copy of this report.

Response

Please see below for KPMG’s 2001 report. An updated study was
undertaken in 2007 and is included with the rate application in Exhibit 4,
page 21.
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Mr. Terry Greco, CA
PUC Services Inc.

765 Queen Street Tast
Sault Ste. Marie, Ontario
P6A GP2

January @, 2002

Dear Mr., Greco:

As you have requested we have reviewed altemative methods of allocating commen joim
costs saocinled with the operation of the Tocel atility amongst PUC Inc_ and subsidinnes
and the related Water Utility, The following organizations have been considered in our

revigw;

PUC Inc.

PUL Services [ne
PUC Encrpies Inc.
PLIC Distributions Inc.

FUC Telecom Lnc.
Sault Ste. Mane Public Utihtics Commussion (Water Litality)

Ag g part of the review we held discussion with Mrs. Diano Caputo, CA who provided us
with the identification of costs to be allocated and a listing of departments and the
organizations, which benefit from the costs. Based on preliminary discussions with her,
the departments that have overhead to be allocated are:

Customer service

Bilking and coliecting
Office salarics and expense
Office building

Service centre
Miscellaneous expense

Ll e

We also have held discussions with our collzagues in other KPMG offices 10 determing
what methods are being used elsewhere. These discussions included utilines in Ontaro

and Manitoba,

TR0 a bl Crevm § Bt b 1 e E i f e Fra
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.
Mir. Terry Greco, CA
January 9, 2002

Cur review also includsd considerstion that the method of determining cost allocation
must be appropoale for many different users such as the Ontario Energy Board, Canadian
Cuseom &nd Revenue Agency, the City of Sault Ste. Marie and in sccordance with
sccounting principles gencrally sccepted in Crnada.

It iz important to mention that all costs which are directly related to a particular

compan Worganization must be directly charged 1o that company/organization when ever
possible. This would include items swech ns legal fees, bad debts, insurance cle. This will
then result in 2 reduced amount of cozts which have 1o be allocated, In determining &
basis for cost allocation it is impaortant (o enssre the base or driver used does net result in
any cross subsidy between eompanylorganizations. Cross subsidy would oceur if the
ullpcation method wsed resulted in assigning cost too heavily on one
companylorganization while benefiting another. The cost allocation basis must be fair,

reasonahle and unbiased.

We have found there are a number of gllocaton drivers, which may be considered. Our
discussions with our colleagues tndicated that most organizations tend to maintain no
more than Five different drivers. Generully, the more these drivers are founded on
activity-based measures or specific identification, the more defensible they will be. Our
discussion resulted in the following drvers which are currently being used as a basis for

allocating overhead:

+  Mumber of customers
« Mumber of bills gencrated

Tatal relative expenditures before allocsted sdministrative cosis
Number of invoices processed

Mumber of transactions processed

Square footage of buildings atilized

Mumber of employees

Diirect labour howrs

Mumber of computer terminals

Salary and wage cosls

Budgered expenditures

Service Revenues

Fixed percentages

Relative asset values

Relative usage

LA A L I

LI |

FACLIENTS FINALQORN Fina\CEIENTS N - FWPLICW AT allarariome caes



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 20 of 198

bl
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Mr. Terry Greco, CA
January 9, 2002

We have reviewed the options available for each company/organization and the
calculated allocation percentages of relevant drivers to each company as prepared By o
staff. The analysis of these calculations are presented in zppendix A for your
information. We have reviewed results of the analysis and have discussed them with
Mrs. Diana Caputo the resultunt essignment of overheads which will result from the
drivers. As the analysis shows, some of the different drivers result in a similar allocatior
percentage. Where appropriate we are recommending adjustments to the allocation in
order o avoid cross subsidies between companies or departments. Based on the above,
the following is our recommendsd allecations:

Customer Seryico g illing and Collections

For the customer service and billing and collections departments, the key driver of the
overhead is closely related to the number of customers and number of bill generated,
Appendix A indicates the nurnber of customers and the number of bills result in the came
percentage allocations for all the reluied companies. As a result we recommend the usage
of the number of customers as the driver for allocating overheads for these departments.
Owr discussions with you revealed that a great amount of the time spent on customer
service is really limited to PUC Distribution and the Water Utility. The other related
companies do not require costomer service. The rotios in Appendix A result in 8.8% of
the overhead be allocated 1o PUC Energies. This is not reasonable as the customiers in
this area are water heater and sentinel lighting customers whom do not require this
service on @ regular basis. All customer service time such as installations are directly
charged to Encrgics when delivered, In addition PUC Telecom only has 20 customers at
present whom again do not require services from the customer service department as their
concerns are handled by the General Manager of PUC Telecom or the Oneel sales
representative. As a result we recommend the allocations of the customer service
department only be made to PUC Distribution and the Water Utility in the amount of

36% and 44% respectively.

The billing and collection department should be allocated based on the samea driver
except that time is also spent on billing the PUC Energies customers, The billings 1o
Energies customer are relatively small and routine which basically consists of a flat
monthly charge. We recommend adjusting the percentage allocation to 2% for Energies
a5 this more closely relates Lo the actual activity spent on these customer billings.
Correspondingly, the allocations w Distribution and the Water Utility would be 2t 55%
and 43% respectively. The customers of Telecom do not warrant an allocation in respect

20
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Mr, Terry Greco, CA
Jamymary 9, 20072

to billing #nd collecting as the customers are minimal and the billing function is curme
being performed by ONieleom.

Based on our discussions, the service centre howses inventory and service vehicles for
group of companies. Square footage of space occupied is most commonly used as a b
for allocating costs of this type of department. Howcver based on your circumstances
this would result in allocating the greatest amount of costs to Services as this company
responsible for the inventory and service vehicles, These costs would then have to be
allocated 1o the other companies sgain on a different methed, We have reviewed the
ather alternutives decumented in Appendix A and have lound service revenue to be the
best alternative which matches the level of activity to the expense. We again recomme
the adjustment of the raw peroentage for Energies resulting from the analysis as it may
teo high refative to the level of activity in this company., We recommend adjusting this
percentage o 1% and adjusting the other allocetion percentages resulting in the followi
percentage allocations: Distribution 53,13%, Water Utility 39.36%, Services 3.819%,
Telecom 70% and Energies 1.00%,

Otfice Building

Squarc footage allocations are the best method for aliocating of the office building

expenses. As with the Service Centre Building, PUC Services would be charged with t
highest costs which then must be reallocated among the other companiesiorganizations.
As all companies are indirectly housed in the office building, we recommend the use of
service revenues as the driver for the allocations on the same basis as the Service Centr

CHfice Saleres and Expense

Office salaries and expense appears (o be the most difficult to allocute, [f possible, the
best method would be to allocate the number of hours spent by employees for each
company. Because this is often too cumbersome and net always identifiable and in an
effort i keep the number of drivers to a minimom we recommend using scrvice revenus
us used for the service centre znd office building as the method lor allocating office

salaries and eapenses,

Miscellaneous Expense
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REns

-5-

Mr. Terry Greco, CA
January 9, 2002

Miscellaneous expense, which are general charges such as insurance, professional fees,
memberships ete. should be a direct charge whenever possible or allocated on an
individual basis whenever possible. General insurance costs would likely be best
allocated on the basis of relative asset values andfor liahility coverage. All other
miscellencous expense 15 not deemed to be significant therefore we recommend these
expenses be allocated based on the service revenue percentages.

We have not recommended the sllocation of overhead costs to PUC Inc. as we
understand a portion of the President’s office expenscs and other direct administration
costs are directly charged to this company. As PUC Inc. serves as a holding it has no
customers or service revenue. Its operations are limited and as a result docs not directly

utilize the services of the other companies.

The above allecations have been recommended based on our analysis of the current
information supphed to us and our discussions with vou, These allocation methods nes
to be revicwed from Hime to time to ensure they are =il appropriate cspecially if there j:
a significant change in the operations of any of the related companics,

We trust the above is satisfactory for your purposes. If you require further discussion m
clarification on any of the above, do not hesitate to coniact Paiy Desjarding or myself a

YOUT CONVERiSnce,
Youes truly,

KPMG LLP

PBI_' X . /’_.r'""r. %
Vs P -

z.{fé' =7 -.1{-;-"—‘{:’ R Tr :

Michael A. Mannovich, CA
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Basad on the analysis in Appendix A, the 1gllowing allozafion methods have baen selected lor 2002, These will be reviewsd annually.

ALLOCATION BASE DISTRIAUTION

ALLOCATION PERCENTAGES
CUSTOMER SERVICE # OF CUSTOMERS
BILLING & COLLECTING ¥ OF CUSTOMERS
OFFICE SAL & BXP % OF SEAVICE REY
BUSINESS DEVELOPMENT % OF SERVICE REY
MISG % OF SERVICE REY
QFFICE BUILDING % OF SERVICE REV
SIC % OF SERVICE REY
L

ic]

BE%
55%
85.13%

55.13%
65.13%
55.13%

Appendis

WATER SERVICES ENERGIES TELECOM INC TOTAL

44%
43%
30.36%

39.36%
38.36%
38.36%

Tha numier of cuslomens wan modiied i lems of PUC Trangies since i e of biling 8 collacing & Erangos

custama & Wt ey work 15 reqrired. Baond om b 5,500 cusinmars Sal Enygins has § would have been
algeabend B,8% of ol Biling and collecting costa. Alles anabysis of WS i wan citarmired (hal s numitss
ol cupheinam usod intha Alocalion byt ba adjushed Irom 500 In 1,260 By ueing Ma | 250 cusfoming

Enages ln allecstod 2% of ll ling & colieclrg coala
% OF SERVICE REVENUE

azed o the 2000 nevled burge the stove perinige alotatian war deled ualng Sorvon

el §5 e coTman dansminster Thmughoul the companios. A0 acis imeil was s i T Fraenles e e S==

B

3.81%

A.81%
3.61%
2.81%

2%
1.00%

1.00%
1.00%
1.00%

0.70%
0.70%

070%
0.70%
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100%
0%

(L

100.C
100.L
100
100.(
100
1000
1000
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PUG Services Ing Appendis B
PBEFORE MLOCATIONS RIETAIEUTIN HETER  SERVICES ERERGES TELECOM e
CLETOMER EERWNCE § 404 § AnEH § G § = .8 - % 5 L0
DRLPG & COLLECTIMNG [icchudai Mgl tnsding) H TSN § il o§ pm 8 ELT ] . b D43
CFFICE SAL & EXP [Excutn Asssl changej i Wime ¥ JaTe § NTETS 3 I T b SRR
BUSMESS DEVELCPMERT 8 = ¥ - 5 T § § .k 5 00,5407
MIsC i ®oom § BEMG 3 [LLE ] LE T S | § Mema
OFFCE BULGNG § L0 TE T T 1 i 4 . 8 T | « |y §  iTzEH
£ § B § GahiEh 4 TEiF 4 . | . | §  uiie
¥ INa4y 5 \WAT & 6M0ATE | 05T § ¢ & 64

ALLOCATION PERCENTAOES ALLOCATICN BRSE TN WATER  SERVIES  ENERGIES TELEGDM & LaTAL
CAISTOMER EERWVCE 1OF CUSTOMERS 6 [ 1000 475
EILLIMG & COLLECTRGG §OF GUSTOMERS % i s eluit
CFFICE AL & EXP 1, O EERVICE REV S510% ¥ TEI% 100% 07 o O 0%
BUBINEES DEVELOPMENT % OF SEAVCE REY 000 LTk i 104 1 808 07% o LETEY
wInS % OF SERVICE REV (1851 0 .36% ETTEY | o i o 00 DL
CFFICE BLLDNG 4% O JERNCE MEV A5 A imw 100 ¥ % 100 D'
&G % OF SEAVICE AEY A3 L I81% 10 0T a8 100 0%
Tl

1.0F CUSTONERS

The number o cuslonnr i medfisd in e of UG Enaigies incs inbsims of bling § coloctieg a Ensrgies

Castmee 4 1o ala v i requied, Psed on e 3 500 customens that Ererpes b B winkd bired tean

alucariedt B % of o ilBng el colicting eomm. Aller Aalyits al i 1 wict deseamingd nal i rumbey

of rusiomess wed in tha slocalion hasy b aduiied fom 5,500 o 2,500, By wsing tha 2,500 cuglasion:

Erenpies b abocatid 4% ol ol il B colncing comls,

H0F SERVICE REVEMUE

Bt o v 0011 vt bl 1 il il Albocaiines e dorived usng S

e a3 the cmmon dangiry Haoughed e compinke
AMOANT ALLECATED TO EACH COMPANY fEATERLTION WATER  SEMVICEE ~ EKERGIES IEMECDY e
COSTOMER SERVICT i WA F 2Than 3 458w
FALLING & £X0LECTiaG jescies Maler peadieg) i MR § dndiid 1 20,201 § 36
QFFICE SAL & EXP (Exhucies Asset chargs) 5 pam § E0s 4 0B § 16580 & 64 8 S L
BISINESS DEVELDPHENT § &y § 0 ADDAW
WMST 5 AT 5 TER § 090 § 0 § 1R § - 5 1gE
CFFICE BURLDMG H 95315 §  R0S) 3 6587 5 s B i2ie 3 - 5 e
L] ¥ __HOgTY 5 V6RAH) § 14,180 3 3008 § 278 & & wAhE

H IEA0E S LEEN § ;om 3§ LEALL 6736 § 0sHT § 4 AR]

T & A Py e i P 17
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Puc Services Inc. Appendi
ANALYSIS OF ALLOCATING ADMINISTRATION COSTS
In the 2002 bidget all adminitation costs i naw gong ko b gong hiouh th servics company
inially and then a) manth ead nvolced (o the aiher companies & cosl,
n the pasl the 23 electric and 173 water spit has been Used lor alliealng cosls 18 cach compary,
Basod on the new corparala sruciwa, costs should be akecated o Al corpaniis hiough soma comman denerminator.
This “danarmnator mey change depending upon whal departmentdl cosls are bong mloeakesd
Thia labi beow denotos sema cormman denominabors or diresrs thal migd be used n 1ha cost allocation process:
DAIVERS Distribution Haler Serviees  Teocom  Enefgles lng TOTAL
¥ ol cunlemars AL00 26,000 ! X 6,500 o4 62,530
§al bl ais4 000 300,000 ! Mo 86,300 0§ 7TE240
Riverua base (200 projected) 6 Ga00000 5 GEAO0D § 1300000 § 440000 5 30000 § 1000000 § 18800000
| Sarden rvanun only (2001 prejecla) $ GBB00D00 § Gi20000 § Goooon £ 1000 & 20000 § . § 15750000
N espene (echuing In) § AEADBD 5 LTOBO00 § 20000 § 250000 § 40000 § 7o0a0 € 5A80000
Cerating & Micn mpersss § BB0OOD § AB0O000 F J0g00 § Bo0 § 0 w000 - § BABSDOD
T olnl esgoeries fromluding Rl § 610000 § 600000 § 6000 §  Zogod § 0 135000 § momy § 12375000
(Gt ol flvnd agaala § BS0E000 § TIO0000D § 4fo0fob § 1800000 § 2100000 § « B 155466000
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Appendi

B100% Hank 1000

B.18% 8.00% G0 o0 B [T T

i ol il B1.18% 5% 01 003% BED 0.00% 100 0%,
Fevveanuio bass (2001 proiasied) 4470% M4k % 130% 1 6 8% 100 64
St FevenLsR ity (2001 prefeciad) Bd 6l 30 86% 1% o 0% 200 00, 1000,
et et come
HAdin depenen {athucing inf) 81,18% 2 BA% 4,005 4 24% {80 I 14% 100,00
oaNu AREEY ST, B VRIS 1.46% 0.00% 100.00%
T nial sponsai (ichiding inf] 3.29% 4200% 4 15% 1% 1.08% 057% 106 0%
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Shared costs allocated to PUC Distribution are shown as increasing from
$2,480,758 in 2007 to $3,248,899 in 2008, an increase of 31%.

(i) Please confirm whether the effect of implementing the changes discussed in
the evidence arising out of the RDI report is an overall 31% increase in costs
in this area to PUC Distribution. If not, please provide the relevant offsets of
the new arrangements for the overall costs of PUC Distribution and a
breakdown of the factors that are causing the overall increase/decrease. If
PUC Distribution is experiencing a 31% increase in its costs as a result of the
new arrangements, please explain why this is justified.

Response

Please note the correction to the allocation of shared services to Fixed
Assets in 2006 and 2007.

Fixed Assets

Load Dispatching
Transmission

Stations

Overhead Lines
Underground Lines
Transformers

Meters

Misc. Distribution Expenses
Engineering Operations
Billing & Collecting
Customer Service
Administrative Expenses
Facilities

Miscellaneous

Cost of Capital Charge
Use of Assets Charge
Joint Services Allocation

The increase in shared costs consists of:

2004 2005 2006 2007 2008

$125,369 $207,750 $960,431

$12,388

$6,320

$68,894

$158,299

$35,684

$16,853

$34,920

$23,240

$24,144

$513,978 $544,134.00 $516,651 $581,030 $644,051

$310,923 $316,510.00 $300,046 $265,998 $351,995

$1,280,342 $1,319,496.00 $1,075,522 $1,117,891 $541,657

$565,154 $501,571.00 $321,812 $460,837 $289,054

$30,760 $49,085.00 $64,947 $55,002 $80,969

$2,701,157 $2,730,796  $2,404,347 $2,688,508 $3,248,899
2008 2007 Change
$ 381,391 $ - $ 381,391
$ 647,015 $ 557,451 $ 89,564
$ 2,220,492 $ 2,131,057 $ 89,435
$ 3,248898 $ 2688508 $ 560,390

- the implementation of the cost of capital charge as discussed in the cost
allocation study included in Exhibit 4, page 21,

27
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- anincrease in the asset charge as aresult of the use of additional
vehicles by the LDC due to the increased operations staff and the
implementation of upgraded software driven by the need of the LDC to
better maintain records as a result of Reg. 22. In addition the asset charge
allocation has been revised as per the cost allocation study to use a more
appropriate allocation based on the asset type, for example — the allocation
of vehicle depreciation based on vehicle hours utilized, and

-asmall increase to joint services allocated from PUC Services. A
reduction in the percentage of joint services costs allocated (as discussed
in the cost allocation study) is offset by wage increases of 3% and the
addition of a shared Billing Supervisor (2008) and a shared IT Manager (end
of 2007).

The three cost categories listed above are discussed in the cost allocation
study and provide for the recovery of costs of the affiliated service
company with no mark-up.

(i) For the Table entitled “Shared Costs Allocated to PUC Distribution”, please
provide a line by line explanation of the changes resulting in the increase in
costs from $2,480,758 in 2007 to $3,248,899 in 2008 (e.g. “Fixed Assets” has
increased from zero in 2007 to $960,431 in 2008.) Please explain the reason
for this increase and similarly, for the increase in each of the other line items.

Response
Please note the correction to the allocation of shared services to Fixed
Assets in 2007.



Fixed Assets

Load Dispatching
Transmission

Stations

Overhead Lines
Underground Lines
Transformers

Meters

Misc. Distribution Expenses
Engineering Operations
Billing & Collecting
Customer Service
Administrative Expenses
Facilities

Miscellaneous
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2007 2008
Admin Allocation Asset Charge Total Admin Allocation Cost of Capital Asset Charge Total

1. $207,750  $207,750 $394,771 $212,561 $353,099 $960,431
2. $4,520 $7,868 $12,388
2. $2,306 $4,014 $6,320
2. $25,136 $43,758 $68,894
2. $57,754 $100,545 $158,299
2. $13,019 $22,665 $35,684
2. $6,149 $10,704 $16,853
2. $12,740 $22,180 $34,920
2. $8,479 $14,761 $23,240
2. $8,809 $15,335 $24,144
3. $581,030 $581,030 $618,561 $9,300 $16,190 $644,051
3. $265,998 $265,998 $342,629 $3,417 $5,949 $351,995
4. $768,190 $349,701 $1,117,891 $528,786 $4,696 $8,175 $541,657
5. $460,837 $460,837 $289,054 $289,054
6. $55,002 $55,002 $46,691 $12,506 $21,772 $80,969

$2,131,057 $557,451 $2,688,508 $2,220,492 $381,392 $647,015 $3,248,899
1. |Increase a result of implementing recommendations of cost allocation study - allocation of admin. charges, Cost

of Capital Charge and Asset Charge to Fixed Assets.
2. Increase a result of implementing recommendations of cost allocation study - allocation of Cost of Capital
Charge and Asset Charge to operating expenses.
3. Increase a result of implementing recommendations of cost allocation study - allocation of Cost of Capital
Charge and Asset Charge to operating expenses and addition of shared Billing Supervisor.
4. Decrease a result of portion of admin charges to capital and allocation of asset charge to capital and other
operating accounts.

5. Decrease a result of allocation of portion of expenses to capital.
6. Increase a result of implementing recommendations of cost allocation study - allocation of Cost of Capital

Charge and Asset Charge to operating expenses.
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9. Ref: Exhibit 4/ Page 32

The “Full Absorption Cost Allocation Report” prepared by RDI Consulting Inc.
discusses rate of return and it is stated that: “Currently only depreciation related
to PUC Services owned assets is recovered from the users of these assets. The
cost of capital (COC) used to finance the purchase of these assets is not
reflected in the recovery by Services....RDI recommends that Services recover a
cost of capital charge from all the users of the assets that it owns using the LDC
deemed weighted average pre-tax cost of capital.”

Please provide RDI’s justification of the use of the LDC deemed weighted
average pre-tax cost of capital for the Services company.

Response (from RDI)

The primary factor in the recommendation to use the LDC deemed weighted average pre-
tax cost of capital is drawn from the Affiliate Relationship Code section 2.3.3:

“Where a fair market value is not available for any product, resource or service,
a utility shall charge no less than a cost-based price, and shall pay no more than
a cost-based price. A cost-based price shall reflect the costs of producing the
service or product, including a return on invested capital. The return
component shall be the higher of the utility’s approved rate of return or the
bank prime rate.”

The utility’s rate of return is interpreted to mean its weighted average cost of capital as all
assets are deemed to be financed through the same combination of debt and equity.
Generally, it is not possible to identify differential financing methods for individual
assets.

The use of a pre-tax weighted average cost of capital is also consistent with the inclusion
of the pre-tax debt and equity return in the setting of cost based LDC rates. Pre tax debt
costs are included in rates and the after tax return on equity is grossed up by the tax rate
to embed the pre-tax equity component in distribution rates.

The LDC pre-tax weighted average cost of capital is higher than the bank prime rate.

Services is currently 100% equity financed and it was felt that a cost of capital charge
reflecting 100% equity financing would not be appropriate for transfer pricing.

As a result, for transfer pricing purposes to the LDC, the LDC pre-tax weighted average
cost of capital was felt to be a fair cost based price and in alignment with the Affiliate
Code direction.
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Please state what capital costs PUC Services would incur on behalf of PUC
Distribution.

Response

Capital costs incurred by PUC Services to provide services include
vehicles, tools and equipment, office furniture, computer equipment,
buildings and communication equipment.
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10. Ref: Exhibit 4/ Page 50

Appendix M is entitled “Summary of Costing Changes.” In Exhibit 4/Page 33 of
the Application, this appendix is described as providing “The impacts of all the
recommendations for all the PUC businesses using 2006 data.” For PUC
Distribution, the appendix shows an increase in overall costs by $111,824 and
$110,392 under Options 1 and 2, respectively. These increases arise from
decreases in OM&A expenses allocated, offset by increases in capital expenses
allocated. Please provide an explanation of the overall increase, including why
the capital expense allocation is increasing to a greater extent than the OM&A
allocation is decreasing.

Response
A multitude of impacts both negative and positive to the LDC (OM&A and Capital)
result from the methodologies employed in the study.

The impact to the LDC (and all other businesses) is affected by the following
drivers:

1. Changes to the allocation of existing costs to each business (same total dollars
but different impact from carving up the pie)

2. Incremental costs charged to all businesses (eg. rate of return on Vehicles &
Equipment which was not previously charged)

3. Changes in the split of costs between Operations and Capital within each
business due to different allocators

Driver number 1 in the case of an incremental or a reduced charge to the LDC
would increase or decrease both OM&A and capital by the percentage split. Both
OM& and capital would increase or decrease as opposed to an equal and opposite
impact.

Driver number 2 works in the same way as Driver 1 (both OM&A and Capital
increase).

There are 2 scenarios related to Driver 3. In conjunction with Driver 1 and 2 both
OM&A and Capital would have either an increase or decrease but based on a
different percentage.

Only in the scenario where the exact same dollars are being allocated on a different
percentage split would there be an equal and offsetting impact to OM&A and
Capital. This is evidenced on Appendix M on the line titled Eligible Directly
Charged Administrative and General Expenses Allocated to Capital. The total costs
that are direct charged to the LDC did not change however they are now split
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between both OM&A and Capital (previously 100% charged to OM&A). Appendix
M shows a reduction in OM&A costs of $107,093 and an equal and offsetting
increase in capital costs of $107,093.
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EMPLOYEE COMPENSATION
11.Ref: Exhibit 4

On Page 53, PUC Distribution provides a comparison of the number of
employees by employee type.

(a) Please provide the rationale and justification for the increase from 35 to 40
unionized positions, between the 2006 Board approved amount and the
2006 actual amount.

Response

Increase of 5 employees: three additional linemen in 2005 and two
additional linemen in 2006. Please refer to part (b) of this question for the
rationale.

(b) Please provide the rationale and justification for the increase from 40 to 47
unionized positions, from 2006 to 2008.

Response
Increase of 7 employees in 2008: three additional linemen, a forestry tech,
a line planner and two engineering techs

The increase in staffing is required to address an existing, and growing,
deficit in renewal of infrastructure. Replacement of end-of-life plant has
been under-funded since the early 1990's resulting in a significant deficit at
this time, which continues to grow with each year of continued under-
funding.

An internal report has been prepared by PUC staff (starting at page 42,
Exhibit 2) that identifies, in detail, the urgent need to accelerate the
replacement of aged infrastructure. The report outlines the LDC’s Capex
and O&M programs developed to address this growing deficit in order to
ensure ongoing long-term reliability for the customers served by PUC
Distribution Inc. The information presented in this report provides the
rationale and justification for the proposed increase in staffing. The
increase in staffing is required in order to carry out the increased level of
plant renewal capital works and the increased level of maintenance activity
required to improve system reliability and satisfy Ontario Regulation 22/04
requirements.

This internal report has been reviewed and corroborated by an independent
consultant, METSCO, who is a specialist in distribution utility design,
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operations and maintenance. METSCO'’s report begins at page 127 of
Exhibit 2.
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12.Ref: Exhibit 4

On Page 53, PUC Distribution provides a comparison of total employee salary
and wages from 2006 to 2008. Please provide a breakdown of total salary and
wages by employee type: Executive and Unionized, for the 2006 Board approved
year, 2006 actual year, 2007 bridge, and 2008 test year.

Response
2006 Board 2006 Actual 2007 Bridge 2008 Test
Approved
Executive $134,576 $259,731 $285,571 $281,521
Management $294,255 $498,830 $504,046 $556,368
Unionized $1,821,747 $2,170,683 $2,381,125 $2,923,638
Total $2,250,578 $2,929,244 $3,170,742 $3,761,527
Compensation

36
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13. Ref: Exhibit 4

On Page 53, PUC Distribution provides a comparison of total salary and wages
from 2006 to 2008. Controlling for the increase in number of employees, this
table indicates that there is a 16% differential between the 2006 Board approved
amount and the 2006 actual amount. Please provide the rationale and
justification for this increase.

Response

The first table on page 53 provides the number of employees that are
primarily assigned to PUC Distribution. The following compensation table
on page 53 provides i) wages and benefits charged directly from PUC
Services by the employees noted in the first table whose primary function
is to provide services to PUC Distribution plus ii) wages and benefits
charged directly to PUC Distribution by employees whose primary function
is not to provide services to PUC Distribution (ie employees not included in
the first table). Therefore the increase in number of employees in the first
table does not have a direct correlation to the compensation table.

Increase of $679,000 from 2004 to 2006

- Wage rate increase of 3% in 2005 and 2006 = $130,000

- Addition of Rates and Regulatory Officer in 2005 to address additional
regulatory requirements = $70,000

- Addition of Distribution Engineer to address additional regulatory
requirements = $ 90,000

- Filling of customer service rep. position for part of year that was vacant in
2004 = $12,000

- Addition of six line staff offset by reduction in overtime = $100,000

- Additional work performed by Stations Electricians = $140,000

- Addition of customer service clerk = $21,000

- Addition of accounting clerk = $27,000
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14.Ref: Exhibit 4

On Page 53, PUC Distribution provides a comparison of total salary and wages
from 2006 to 2008. This table indicates that total salary and wages have
increased from $2,929,244 in 2006 to $3,761,527 in 2008. Please provide the
rationale and justification for this two-year increase of 28%.

Response

Increase of $832,000

Wage increases in 2007 and 2008 projected @ 3% = $180,000

New union staff = $452,000, 2 Engineering Techs., Line Planning Tech., 3
Linemen, Forestry Tech.

New management staff =$60,000 P & C Engineer

New management staff = $45,000 Billing Supervisor

Six linemen with only part wages in 2006 due to hiring dates, sickness,
leaves, etc. = $100,000

The increase in staffing is required to address an existing, and growing,
deficit in renewal of infrastructure. Replacement of end-of-life plant has
been under-funded since the early 1990’s resulting in a significant deficit at
this time, which continues to grow with each year of continued under-
funding.

An internal report has been prepared by PUC staff (starting at page 42,
Exhibit 2) that identifies, in detail, the urgent need to accelerate the
replacement of aged infrastructure. The report outlines the LDC’s Capex
and O&M programs developed to address this growing deficit in order to
ensure ongoing long-term reliability for the customers served by PUC
Distribution Inc. The information presented in this report provides the
rationale and justification for the proposed increase in staffing. The
increase in staffing is required in order to carry out the increased level of
plant renewal capital works and the increased level of maintenance activity
required to improve system reliability and satisfy Ontario Regulation 22/04
requirements.

This internal report has been reviewed and corroborated by an independent
consultant, METSCO, who is a specialist in distribution utility design,
operations and maintenance. METSCOQO'’s report begins at page 127 of
Exhibit 2.
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On Page 53, PUC Distribution provides a comparison of total employee
compensation from 2006 to 2008. Please confirm whether or not PUC

Distribution has overtime compensation. If so, please provide a breakdown of
overtime amounts for 2006, including Historical Board Approved and Historical

Actual, 2007 and 2008.

Response
TG

PUC Distribution has overtime compensation.

The following is the estimate of overtime paid in the line, stations, meter
and engineering departments.

2006 Board 2006 Actual 2007 Bridge 2008 Test
Approved
Overtime $ $571,519 $276,462 $281,434 $387,869
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On Page 54, PUC Distribution provides a comparison of total employee benefits
from 2006 to 2008. Please provide a breakdown of employee benefits by
employee type: Executive and Unionized, for the 2006 Board approved year,
2006 actual year, 2007 bridge, and 2008 test year.

Response
2006 Board 2006 Actual 2007 Bridge 2008 Test
Approved
Executive $31,625 $57,524 $65,681 $59,542
Management $69,150 $111,155 $115,931 $117,670
Unionized $744,464 $935,856 $991,563 $1,152,558
Total $845,239 $1,104,535 $1,173,175 $1,329,770
Compensation

Management vacation included in wages — union vacation included in

overhead
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17.Ref: Exhibit 4

On Page 54, PUC Distribution provides a comparison of total benefits from 2006
to 2008. Controlling for the increase in number of employees, this table indicates
that there is a 14% differential between the 2006 Board approved amount and
the 2006 actual amount. Please provide the rationale and justification for this
increase.

Response

The first table on page 53 provides the number of employees that are
primarily assigned to PUC Distribution. The benefit table on page 54
provides i) benefits charged directly from PUC Services for the employees
noted in the first table whose primary function is to provide services to
PUC Distribution plus ii) benefits charged directly to PUC Distribution by
employees whose primary function is not to provide services to PUC
Distribution (ie employees not included in the first table). Therefore the
increase in number of employees in the first table does not have a direct
correlation to the compensation table.

Benefits as a percentage of wages has decreased from 2006 to 2008.
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18. Ref: Exhibit 4

On Page 54, PUC Distribution provides a breakdown of “Total Costs charged to
O&M” from 2006 to 2008. On average, PUC Distribution has only charged 58%,
50%, 47%, and 53% of its total employee compensation costs to O&M for the
2006 Board approved year, 2006 actual year, 2007 bridge, and 2008 test year
respectively. Please explain where the remaining amount of total compensation
costs was charged in 2006, 2007 and 2008.

Response
Remaining was charged to capital.
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CORPORATE COST ALLOCATION
19. Ref: Exhibit 4

i. Please confirm that there are no shared services between the Corporation of
the City of Sault Ste. Marie and PUC Distribution Inc.

Response
There are no shared services between the Corporation of the City of Sault
Ste. Marie and PUC Distribution Inc.

ii. Please confirm that there are no shared services between PUC Inc. and PUC
Distribution Inc.

Response
There are no shared services between PUC Inc. and PUC Distribution Inc.

iii. If shared services do exist, please provide the information required under
Section 2.5 (Exhibit 4 Part D) of the Filing Requirements for Transmission
and Distribution Applications. Applicants are required to file: (a) a detailed
description of the assumptions underlying the corporate cost allocation
and (b) documentation of the overall methodology and policy.
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RATE BASE - CAPITAL EXPENDITURES

20.Ref: General

a) For the years 2002 to 2008 inclusive, please provide a table listing the
following information (actual dollars where available, or expected, planned
or projected dollars, or % where indicated):

i Netincome;

il Actual Return on the Equity portion of the regulated rate base (%);
iii Allowed Return on the Equity portion of the regulated rate base (%);
iv. Retained Earnings;

v. Dividends to Shareholders;

vi. Sustainment Capital Expenditures excluding smart meters;

vii. Development Capital Expenditures excluding smart meters;

viii. Operations Capital Expenditures;

iXx. Smart meters Capital Expenditures;

X. Other Capital Expenditures (identify);

xi. Total Capital Expenditures including and excluding smart meters;
xii. Depreciation;

xiii Construction Work in Progress

xiv. Number of customer additions by class.

xv Rate Base

Response
To be filed at a later date.



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates

EB-2007-0931
Page 45 of 198

2002

2003

2004

2005

2006

2007

2008

Net Income

Actual Return on Equity
portion of the regulated
rate base %

Allowed Return on the
Equity portion of the
regulated rate base %

Retained Earnings

Dividends to Shareholders

Sustainment Capital
Expenditures excluding
smart meters

Development Capital
Expenditures excluding
smart meters

Operations Capital
Expenditures

Smart meters Capital
Expenditures

Other Capital Expenditures
(identify)

Total Capital Expenditures
including smart meters

Total Capital Expenditures
excluding smart meters

Depreciation
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Construction Work in
Progress

Number of Customer
Additions by class:

Residential

GS<50

GS>50

Street Lights (connections)

Sentinal Lights
(connections)

USL (connections)

Rate Base
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b) Please identify the type of construction work-in-progress projects and the
expected completion date.

Response

PUC Distribution includes capital work that is in process but not yet in
service in the Work in Progress account. Due to the nature of typical
capital works, PUC Distribution does not anticipate material amounts in
this account at year end.
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21.Ref: Exhibit 2/ Rate Base Summary Table/ Page 3

Asset Value at Cost and Accumulated Depreciation Year 2006: Both Asset
Value at Cost and Accumulated Appreciation were approximately $3.5 million
above the Board approved amounts. Please provide the reasons for this.

Response

The board approved amount for asset values at cost and accumulated
depreciation are the average of 2003 and 2004 balances. The 2006 amounts
for asset values at cost and accumulated depreciation are the average of
the 2005 and 2006 balances. The difference in the balances is 2 years of
capital additions and the related depreciation.
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22.Ref: Exhibit 2/Gross Asset Table and Continuity Statements

a) Account 1850, Transformers, Page 17: The Board approved 2006 Gross
Assets were $13,009,995 versus actuals of 13,714,424, an over-
expenditure of $704,429. Please provide the reasons for this.

Response
The Board approved 2006 Gross Assets are 2004 balances. The 2006
actual balances include additions in 2005 and 2006.

b) Account 1850, Transformers, Page 10: The 2006 capital additions for
transformers of $920,913 are followed by additions of $596,408 for 2007
and $653,590 projected for 2008. Please identify the drivers for
continuing this quantum of capital expenditures on transformers.

Response
Voltage conversion and customer demand (new or upgraded services), are
driving the capital expenditures.

c) Account 1855, Services, Page 17: The Board-approved 2006 Gross
Assets were $877,246 versus actuals of $1,496,938, an over-expenditure
of $619,692. Please provide the reasons for this.

Response
The Board approved 2006 Gross Assets are 2004 balances. The 2006
actual balances include additions in 2005 and 2006.

d) Account 1855, Services, Page 10: The 2006 capital additions for services
of $344,182 are followed by additions of $96,583 for 2007 and $154,550
projected for 2008. Please identify the drivers for continuing this quantum
of capital expenditures on services.

Response
Customer demand for new and/or upgraded services is driving the capital
expenditures.

e) For the years 2002 to 2006 inclusive, please complete the following table
showing actual dollars and % where indicated. Please identify the cost
drivers, as indicated in the table. Examples of cost drivers are: building
new transformer station, replacement of obsolete poles, replacement of
aging underground cables, etc. Please identify the type and amount of
any one-time or unusual expenditure in any particular year that caused the
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change outside the given threshold, as shown in the table. Please exclude
the smart meters from the $ amount for the capital expenditure figures
used in the table.

Response
AYear |BYear |A$ B$ $ Change (A-|% Change |Cost Drivers for the change (increase or decrease) if the
B) % change is either less than zero or more than 10%
(A/B)
2003 2002 $70,152,267| $69,269,498 $882,769 1%
2004 2003 $71,826,102| $70,152,267] $1,673,835) 2%
2005 2004 $74,198,638| $71,826,102]  $2,372,536) 3%
2006 2005 $76,170,010 | $74,198,638] $1,971,372 3%
Actual
2006 2006 $76,170,010 | $71,476,129] $4,693,881 %)
Actual |Board
Approved
2007 2006 $79,274,399 | $76,170,010]  $3,104,389 4%
Bridge |Actual
Year
2008 2007 $83,263,237 | $79,274,399]  $3,988,838] 5%
Test Year|Bridge
Year
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23.Ref: Exhibit 2/ Capital Budget by Project

a) Carry Over Projects and their Costs

Please identify the carryover projects where applicable, for the 2006 actual,
2007 bridge year, and 2008 test year.

0] For each carryover project, please provide and present the
information as indicated in Table 1 below.

Response
To be filed at a later date.
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Table 1 — Identification of Carryover Project

Type of the $ % Carryover $ % Carryover $ % Carryover
Carryover Carryover | from2005to | Carryover | from 2006to | Carryover | from 2007 to
Project (e.g. | from 2005 2006 to total from 2006 2007 to total | from 2007 | 2008 to total
Undergrou to 2006 2006 Capital to 2007 2007 Capital to 2008 2007 Capital
nd cable expenditure expenditure expenditure
replacemen
t, smart
meters, etc.)

1.

2.

3.

4.

5.

6.

(i) For each carryover project, please provide the reasons for the
carryover in the format of Table 2 shown below. Please specify
whether the project is a one-time or an ongoing project.

Table 2 — Reasons for the Carryover Projects

Type of the Carryover Project (e.g. One-time or Reasons for the Carry Over
Underground cable replacement, smart meters, | ongoing
etc.) project?

a)

b)

c)

d)

€)

f)
Response

b) Please provide any existing PUC Distribution asset management plan that
outlines the method of prioritizing capital expenditures and work plans.

Response

An internal report has been prepared by PUC staff (starting at page 42,
Exhibit 2) that identifies, in detail, the urgent need to accelerate the
replacement of aged infrastructure. The report outlines the LDC’s Capex
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and O&M programs developed to address this growing deficit in order to
ensure ongoing long-term reliability for the customers served by PUC
Distribution Inc. The information presented in this report provides the
rationale and justification for the proposed capital and O & M programs.

This internal report has been reviewed and corroborated by an independent
consultant, METSCO, who is a specialist in distribution utility design,
operations and maintenance. METSCOQO'’s report begins at page 127 of
Exhibit 2.

c) Please confirm that PUC Distribution has no projects for which a Leave to
Construct under section 92 is required, or, if there are such projects, please
provide the information about each project in the format of the above
reference and any other relevant clarifying information.

Response
To be best of PUC Distribution’s knowledge there are no projects for which
a Leave to Construct under section 92 is required.

d) Exhibit 2/ Page 29 (2006) and Page 30 (2007): Economic Analysis for the
Installation of Services to Meet Customer Demand.

Please provide the economic analysis for 2006 and 2007 for this revenue-
producing capital investment costing $776,639 and $748,705 respectively and
the resulting profitability indexes (PI's).

Response

Economic analyses were not completed. PUC Distribution will be
reviewing the methods used to handle contributed capital in order to
improve in the future. The installations include residential services,
upgrades to services, and new services which lie along the existing
distribution system.

e) Exhibit 2/ Page 33: Overhead included in Capital Budget.
Please indicate the total dollar overhead allocation included within the

$12,160,383 capital budget for 2008. Please provide the overhead allocation
in each of the amounts $3,356,044 (for 2006) and $3,831,237 (for 2007).

Response
Year Total Capital Overhead
2006 $3,356,044 $125,369
2007 $3,831,237 $207,750
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2008 $12,160,383 $960,431
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24.Ref: Exhibit 2/ BDR, Metsco Report

a) Reliability Statistics, Pages 138 & 139: Please quote the reference
sources for the data in figures 2.4 and 2.5 on the expectations of failure
rates of relevant cable type.

Response
To be filed at a later date.

b) Exhibit 2/ Page 25/ Capital Budget by Project. Please provide the
reliability statistics for the years 2002 through 2007 that show the dramatic
decrease in system reliability mentioned in the fourth paragraph of this
sub-reference.

Response
Year SAIDI SAIFI CAIDI
2002 2.06 1.78 1.16
2003 2.77 1.80 1.54
2004 3.61 2.65 1.36
2005 4.04 3.97 1.02
2006 2.38 3.29 0.73
2007 3.10 2.77 1.12

Reliability Indices - January 1 to December 31
(excluding Loss of Supply)

4.5

4.0
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c) Please provide PUC Distribution’s reliability improvement targets, if any,
for the SAIDI, SAIFI and CAIDI. If PUC Distribution has established
service reliability improvement targets, please advise on the programs that
PUC Distribution will implement to achieve these targets.

Response
Please refer to Exhibit 2, pages 70 to 72 for a detailed response to this
guestion.

d) Substation Circuit Breakers, Page 154: Please confirm whether the
capital cost of $1,415,000 is included in the 2008 capex estimate for
calculation of rates. If not, please indicate how much of this amount is
allocated for 2008 capital projects.

Response

This question refers to the METSCO report (page 154 of Exhibit 2) The
guoted amount, $1,415,000, refers to the Consultant’s estimate of the total
cost to replace/refurbish all anticipated end-of-life circuit breakers over the
next five years. The 2008 Budget includes an allocation for part of this cost
in the amount of $78,960.

e) Manhole Modifications, Page 157: Please advise whether the modification
of manholes to larger dimensions is mandated by any safety codes,
standards or regulations. Please provide the underlying justification for
the recommendation of the Report that manhole modifications expected to
cost $800,000 over the next few years be done.

Response

Manhole upgrades are required in order to provide safe working conditions
for workers. This requirement is mandated under the Occupational Health
& Safety Act.

f) Two additional Positions, Page 164: Please confirm whether a decision
has been made to fill these positions. If these positions are to be filled,
please provide the annual total cost, including overhead and burden for
these two positions. Please advise if PUC Distribution has included the
cost of these two positions in the cost estimates of the projects to be
undertaken in 2008. If so, please indicate the percentage of time that the
individuals occupying these positions will spend on capital projects and
maintenance, respectively.
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Response

The 2008 Test year includes the cost of the two positions: a forestry
technician and a construction planner. The annual cost for these two
positions is $164,000 including overhead. Capital projects have been
allocated 16% of the costs and maintenance 84%.
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25.Ref: Exhibit 2/ Working Capital/Page 167

a) Electricity Supply Expense and 15% thereof for Working Capital, 2007
bridge year to 2008 projected: Please advise how much of the rise in
Power Purchased cost (from $40,314,676 to $49,044,109) is due to
increased purchased electricity unit price cost and how much is due to
increased customer usage.

Response

The $49,044,109 includes total power supply expense, therefore the
increase is from $47,605,372 2007 bridge to $49,044,109 2008 test, an
increase of 3%. The revised 2007 estimate is $49,300,000 based on IESO
invoices.

b) Please confirm whether the projected Power Purchased for 2008 at
$49,044,109 includes the total Power Supply expenses for accounts 4705
through 4750. If not, please explain what that figure represents.

Response

In 2008 the total projected power purchased at $49,044,109 is recorded as
one amount in account 4705. For forecasting purposes PUC Distribution
used one cost of power account (4705) but the expense in that account
represents the total power supply expense for account 4705 to 4750.
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COST OF CAPITAL
26.Ref: Exhibit 6 — Short-term Debt

In the table shown under “Capital Structure”, PUC Distribution has used a short-
term debt rate (under “Cost Rate”) of 4.77% for the 2008 Test Year.

The Board Report on Cost of Capital and 2nd Generation Incentive Regulation
Mechanism for Ontario Electricity Distributors, issued December 20, 2006 (the
“Board Report”) states the following in section 2.2.2:

“The Board has determined that the deemed short-term debt rate will be
calculated as the average of the 3-month bankers’ acceptance rate plus a
fixed spread of 25 basis points.” This is consistent with the Board’s method for
accounting interest rates (i.e. short-term carrying cost treatment) for variance and
deferral accounts. The Board will use the 3-month bankers’ acceptance rate as
published on the Bank of Canada’s website, for all business days of the same
month as used for determining the deemed long-term debt rate and the ROE.

For the purposes of distribution rate-setting, the deemed short-term debt rate will
be updated whenever a cost of service rate application is filed. The deemed
short-term debt rate will be applied to the deemed short-term debt component of
a distributor’s rate base. Further, consistent with updating of the ROE and
deemed long-term rate, the deemed short-term debt rate will be updated using
data available three full months in advance of the effective date of the rates.”
[Emphasis in original]

a) Please provide the derivation of the 4.77% short-term debt rate estimate
showing the calculations, data used and identifying data sources.

Response

PUC Distribution used data from the Bank of Canada’s website a the time
the Return on Capital was being prepared in June 2007. At that time, the
average rate for the three-month bankers’ acceptances was 4.52%,
resulting in a deemed short-term debt rate of 4.52% + 25 basis points =
4.77%.

b) Please confirm if PUC Distribution is proposing that the deemed short-term
debt rate would be updated based on January 2008 Consensus Forecasts
and Bank of Canada data, in accordance with the methodology
documented in section 2.2.2 of Board Report. If PUC Distribution is not
proposing that the methodology in the Board Report be followed, please
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provide PUC Distribution’s reasons for varying from the methodology in
the Board Report.

Response

PUC Distribution expects the Board will adjust the proposed revenue
requirement, using a deemed short-term debt rate based on financial data
available in January 2008.
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27.Ref. Exhibit 6 — Return on Equity

PUC Distribution states that it is requesting a Return on Equity (“ROE”) of 8.69%
per the Board’s formulaic approach as documented in Appendix B of the Board
Report, with the final ROE for 2008 rate-setting purposes to be established
based on January 2008 Consensus Forecasts and Bank of Canada data per the
methodology in the Board Report. The table “Return on Equity” shown on page 8
of Exhibit 6 provides a summary of the data upon which the 8.69% is calculated.
Please provide the source data used in the calculation and identify the specific
data series, data sources and the date(s) of the data used to derive that table.

Response

On August 1, 2007, Board staff advised PUC Distribution’s representative,
Elenchus Research Associates that is calculation yielded an ROE of
around 8.69% based on the methodology described in the Board Report,
the underlying details of the calculations were not communicated.
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28.Ref: Exhibit 6 — Long-Term Debt

PUC Distribution provides data on its cost of debt in Exhibit 6 in the table “Cost of
Debt” on page 5. The following table summarizes the long-term debt instruments
shown on that table:

2006 Board- 2006 Actual 2007 Bridge 2008 Test
approved
Principal Rate Principal Rate Rate Rate
(%) (%) (%) (%)
Note $11,650,000 | 8.5 $11,650,000 | 8.5 $11,650,000 | 5.82 $11,650,000 | 5.82
payable
to PUC
Inc.
Note $30,290,000 | 5.0 $30,290,000 | 5.0 $14,250,000 | 5.82 $14,250,000 | 5.82
payable
to PUC
Inc.
Third $8,200,000 | 5.82
Party
Loan
Total $41,940,000 $41,940,000 $25,900,000 $34,100,000
Long-
term
Debt

In the Board Report, the Board states, in section 2.2.1, the following policy for
setting the debt rate:

“For rate-making purposes, the Board considers it appropriate that further
distinctions be made between affiliated debt and third party debt, and between
new and existing debt.

The Board has determined that for embedded debt the rate approved in
prior Board decisions shall be maintained for the life of each active
instrument, unless a new rate is negotiated, in which case it will be treated
as new debt.

The Board has determined that the rate for new debt that is held by a third
party will be the prudently negotiated contracted rate. This would include
recognition of premiums and discounts.

For new affiliated debt, the Board has determined that the allowed rate will
be the lower of the contracted rate and the deemed long-term debt rate.
This deemed long-term debt rate will be calculated as the Long Canada
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Bond Forecast plus an average spread with “A/BBB” rate corporate bond
yields. The Long Canada Bond Forecast is comprised of the 10-year
Government of Canada bond yield forecast (Consensus Forecast) plus the actual
spread between 10-year and 30-year bond yields observed in Bank of Canada
data. The average spread with “A/BBB” rate corporate bond yields is calculated
from the observed spread between Government of Canada Bonds and “A/BBB”
corporate bond yield data of the same term from Scotia Capital Inc., both
available from the Bank of Canada.

For all variable-rate debt and for all affiliate debt that is callable on demand
the Board will use the current deemed long-term debt rate. When setting
distribution rates at rebasing these debt rates will be adjusted regardless of
whether the applicant makes a request for the change.” [Emphasis in original]

a) For the long-term Note payable to PUC Inc. with a principal of $11,650,000,
please provide the following:

i) Provide a copy of the Note Payable;

Response
Please see below
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PROMISSORY NOTE

ISSUED TO: PUC INC.
(herein referred to as the "Holder”)
ISSUED BY: PUC DISTRIBUTION INC.
(herein referred to as the “Borrower”)

AMOUNT: $11, 650,000.00 (the “Principal”)

1.0 PROMISE TO PAY

1.1 ON DEMAND, the Borrower hereby promises to pay to the Holder at 765 Quean
Street East, Sault Ste. Marie, Ontario the Principal in lawful money of Canada in the
manner hereinafter provided, together with interest and other moneys which may
from time to time be owing hereunder or pursuant hereto.

2.0 INTEREST

2.1 Interestatthe rate of 8.5 percent ber annum from January 1%, 2001 to and including
the date of repayment in full shall be calculated and payable in arrears on the last
days of June, September and December in each year on the balance from time to
time outstanding of the Principal amount of this Note, and on any other moneys due
and payable hereunder both before and after maturity, default or judgment.

2.2 The first interest payment shall be due on the 30" day of June 2001.

2.3 Interest shall also be calculated and payable on overdue interest from time to time
outstanding at the aforesaid rate.

3.0 DEFAULT

3.1 Inthe event of default, the full unpaid balance of the Principal and all accrued and
unpaid interest thereon shall at the option of the Holder forthwith become due and
payable.

4.0 PREPAYMENTS

4.1  The Borrower may, atany time, prepay the outstanding aggregate Principal amount
of this Note either in whole or in part without notice, bonus or penalty.

50 WAIVER

51 Presentment for payment, demand, protest, notice of protest and notice of

dishonour of this Note are hereby waived.
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SUCCESSORS AND ASSIGNS

The Holder shall not assign any interestin this Note without the prior written consent
of the Borrower, which consent shall not be unreasonably withheld or delayed. This
Note shall be binding upon the Borrower and its successors and assigns and shall
ensure to the benefit of the Holder and successors and permitted assigns.

GOVERNING LAW

The Note shall be governed and construed in accordance with the laws of the
Province of Ontario and the federal laws of Canada applicable therein.

COLLECTION COSTS
To the extent permitted by applicable law, the Borrower agrees to pay all costs of
collection including, without limitation, reasonable solicitor’s fees, disbursements

and expenses on a solicitor and his own client basis incurred by the Holder in
connection with the enforcement of this Note.

TIME OF ESSENCE

Time is of the essence.

INTERPRETATION

The division of this Note into sections and insertion of headings in this Note are for
convenience of reference only and shall not affect the construction or interpretation

of this Note.

IN WITNESS WHEREOF, the Borrower has executed this Note as of the 15™ day

of August, 2001.

PUC DISTRIBUTION INC.

Per: 40?/:'—'4—""‘—‘
gria}zu?ran, President

S

Per: oL (,( j’({'ﬁ,—_ﬂ_&.?
lyde Healey, Secrefary

We have authority to bind the Corporation
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i) Please explain why and when the interest rate (or “Calculated Cost Rate”)
changed from 8.5% in 2006 to 5.82% in 2007. Please provide the basis
for the 5.82%;

Response

PUC Distribution’s intent was to adjust the original loans with the
shareholder in late 2007. However due to time constraints this has not yet
occurred. Discussions have been held with the shareholder and they are in
concurrence with the proposed changes to bring the debt to equity
structure in line with the Board’s deemed levels and rates. PUC
Distribution is working with the shareholder to make the changes. Please
refer to part d) of this question for the basis of the 5.82%.

iii) Please confirm whether the Note payable has a fixed rate and term or is
variable; and

Response
The note payable has a fixed rate of 8.5% and no fixed term.

b) For the long-term Note payable to PUC Inc. with a principal of $30,290,000 in
2006, please provide the following:

i) Provide a copy of the Note Payable;
Response
Please see below
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PROMISSORY NOTE

ISSUED TO: PUC INC. (the "Holder")
ISSUED BY: PUC DISTRIBUTION INC (the “Borrower”)
AMOUNT: $30,290,000.00 (the “Principal”)

1.0 PROMISE TO PAY

1.1 Inconsideration of the redemption by the Borrower of 3,029 Special Shares,
the Borrower hereby promises to pay to the Holder at 765 Queen Street
East, Sault Ste. Marie, Ontario the Principal in lawful money of Canada in the
manner hereinafter provided, together with interest and other moneys which
may from time to time be owing hereunder or pursuant hereto.

2.0 PRINCIPAL PAYMENTS

2.1  On demand the issuer shall pay to the Holder the balance of Principal,
interest and all other monies which may be owing hereunder.

3.0 INTEREST

3.1  This note shall bear interest at the rate of 10% per annum calculated from
December 1%, 2001. The first interest payment shall be due on the 317 day
of December 2001 and thereafter interest shall be payable quarterly on the
last day of March, June, September and December. Notwithstanding the
foregoing, the interest rate may be adjusted on a quarterly basis by mutual
agreement between the Borrower and the Holder. The Borrower agrees that
in the absence of manifest error, the record kept by the Holder on this Note
of such changes in the interest rate shall be conclusive evidence of the
matters recorded

3.2 Interest shall also be calculated and payable on overdue interest from time
to time outstanding at the rate in effect at the date of default.

40 DEFAULT
4.1 In the event of default, the full unpaid balance of the Principal and all

accrued and unpaid interest thereon shall at the option of the Holder
forthwith become due and payable.
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2.
5.0 PREPAYMENTS

5.1 The Borrower may, at any time, prepay the outstanding aggregate Principal
amount of this Note whether in whole or in part without notice, bonus or
penalty.

6.0 WAIVER

6.1 Presentment for payment, demand, protest, notice of protest and notice of
dishonour of this Note are hereby waived.

7.0 SUCCESSORS AND ASSIGNS

7.1 The Holder shall not assign any interest in this Note without the prior written
consent of the Borrower, which consent shall not be unreasonably withheld
ordelayed. This Note shall be binding upon the Borrower and its successors
and assigns and shall enure to the benefit of the Holder and successors and
permitted assigns.

8.0 GOVERNING LAW

8.1 The Note shall be governed and construed in accordance with the laws of
the Province of Ontario and the federal laws of Canada applicable therein.

9.0 COLLECTION COSTS
9.1 To the extent permitted by applicable law, the Borrower agrees to pay all
costs of collection including, without imitation, reasonable solicitor's fees,

disbursements and expenses on a solicitor and his own client basis incurred
by the Holder in connection with the enforcement of this Note.

10.0 TIME OF ESSENCE
10.1 Time is of the essence.
11.0 INTERPRETATION
11.1  The division of this Note into sections and insertion of the headings in this

Note are for convenience of reference only and shall not affect the
construction or interpretation of this Note.
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9.

IN WITNESS whereof the Borrower has executed this Note as of the 17 day of December,
2001,

PUC DISTRJBUTION INC.

Per d:t/i/; jese
W Curran, President

T o and .
Per: (). ST R ey
Clyde Healey, Secrgfary

We have authority to bind the Corporation

DATE INTEREST RATE NOTATION MADE BY
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i) Please explain why and when the interest rate (or “Calculated Cost Rate”)
changed from 5.0% in 2006 to 5.82% in 2007. Please provide the basis
for the 5.82%;

Response

PUC Distribution’s intent was to adjust the original loans with the
shareholder in late 2007. However due to time constraints this has not yet
occurred. Discussions have been held with the shareholder and they are in
concurrence with the proposed changes to bring the debt to equity
structure in line with the Board’s deemed levels and rates. PUC
Distribution is working with the shareholder to make the changes. Please
refer to part d) of this question for the basis of the 5.82%.

iii) Please explain when and why the principal changed from $30,290,000 in
2006 to $14,250,000 in 2007. Was the note payable renegotiated at this
time?

Response

PUC Distribution’s intent was to adjust the original loans with the
shareholder in late 2007. However due to time constraints this has not yet
occurred. Discussions have been held with the shareholder and they are in
concurrence with the proposed changes to bring the debt to equity
structure in line with the Board’s deemed levels and rates. PUC
Distribution is working with the shareholder to make the changes.

iv) Please confirm whether the Note payable has a fixed rate and term or is
variable; and

Response
The note payable has no fixed term and a rate which may be adjusted on a
quarterly basis by mutual agreement between the parties.

c) With respect to the third party loan in 2008 with a principal of $8,200,000,
please provide the following:
i) Please explain the purpose of this new debt;

Response

The new debt is to be put in place to finance the installation of smart
meters and to finance a portion ($2,000,000) of the planned capital
expenditures.
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i) Please explain if this debt has been negotiated;
Response
This debt has not yet been negotiated — it is pending smart meter
installation and 2008 rate approvals.

iii) Please confirm if the 5.82% is a pre-negotiated rate. If so please explain;

Response
It is not a pre-negotiated rate.

d) With respect to the long-term debt rate of 5.82%, please provide the derivation
of this rate. Please provide the calculations and identify data used,
including the data sources as applicable. ; and

Response
Average long-term corporate bond yield (V121761) 525 *
Average 30-Year Government of Canada bond yield (V121791) 418 *
3-Month Yield Forecast for 10-Yr
Bond 46 **
12-Month Yield Forecast for 10-Yr
Bond 4.8 **
10-Year CB Actual Month Average (V39055) 412 *
30-Year CB Actual Month Average (V39056) 417 *
Deemed Long-Term Debt Rate 582 %

*Based on June 1-30, 2007

data

**Based on June 2007 Issue of Consensus

Forecasts

e) If necessary, please update the tables labelled “Capital Structure” and “Cost of
Debt” in Exhibit 6 based on PUC Distribution’s responses to the above.

Response
To be filed at a later date.
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OTHER DISTRIBUTION REVENUE

Vanance

form 2006 Variance
2006 Board Board Variance form form 2007
Approved 2006 Actual | Approved | 2006 Actual | 2007 Bridge | 2006 Actual | 2007 Bridge | 2008 Test Actual
{$'s) (§'s) ($'s) {$'s) 18's) 18's) 1¥'s) §'s) §'s)
Other Distribution Revenue
Distribution Services Revenue 112,488 111,483 (1,005 111,483 104,000 (7,483 104,000 104,000 -
Retail Services Revenues 32 487 53782 21,285 53,782 58,600 4,718 58,500 58,520 20
Service Transaction Requests (STR) Revenues 127 1,658 1,541 1,668 1,200 (468 1,200 250 [EEE
Electric Services Incidental to Energy Sales
Transmission Charges Revenue
Iﬁavenue from Merchandise, Jobbing, Eic. 77 541 26,047 {48 454)) 20 047 30,000 853 30,000 30,000
Miscellaneous Mon-Operating Income 12,070 12,154 24 12,154 10,000 (2,154 10,000 10,000 -
Rent from Electric Property 80,578 10 456 (71,122} 10 458 303 459 284 003 ﬁn:!,»i?n 304,060 21
Other Utility Operating Income
Other Electiic Revenues
Late Fayment Charges 158,171 100,058 31,887 190,055 155,000 4,342 155,000 195,000
[Eales of Water and Water Fower
Miscellaneous Service Revenues 219,407 229,364 9,957 T, 364 140,300 (85,064 140,200 172,900 32,600
Interast and Dividend Incoms 50,534 217,338 148,504 217,338 150,200 [GRED | 150,200 97,972 B2.220)|
[TOTAL T EE] 864,350 02 847 64,350 02 655 122 3089 r.r.?,s?n g?-?,??? (15,837 )

Revenue Offsets

a) Please explain why the number for Total Revenue Offsets for 2006 Board
Approved ($771,403) is different from the approved 2006 EDR Model,
Sheet 5-5, Cell F25 ($1,100,386).

Response

PUC Distribution used the Actual 2004 balances for comparative purposes
in the table above. The differences are as follows:

$164,717 —

Miscellaneous Service Revenues. The board approved

amount includes an estimated average volume of services at
revised rates. The table above is the actual 2004 revenue. The
difference is $164,717.

$254,844 —

includes regulatory carrying charges of $254,844. The

Interest and Dividend Income. The board approved amount
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regulatory carrying charges have been excluded in the 2008
projections as other distribution income and for comparative
purposes to 2004 Actual the carrying charges were not
included in the table above.

($90,578) — Rent from electric property. The 2006 EDR model did not
include account 4210 in the revenue offsets in the amount of
$90,578. In 2008 projections other electric property rent is
included as arevenue offset and was included in the table
above for consistency and comparative purposes.

b) Please explain why the number for Miscellaneous Service Revenues for 2006
Board Approved ($219,407) is different from the approved 2006 EDR
Model, Sheet 5-2, Cell N64 ($384,124).

Response
The miscellaneous service revenue in the table above is the actual 2004
revenue not the revenue from the 2006 EDR model.

c) Please explain why the number for “Interest and Dividend Income” for 2006
Board Approved ($68,534) is different from the approved 2006 EDR
Model, Sheet 5-5, Cell D22 ($412,989).

Response

The $412,989 from the EDR model is other income and deductions that
consists of the following:

$75,541 — Revenue from merchandise, jobbing etc. This amount is included
in the table above

$12,070 — Miscellaneous non-operating income. This amount is included in
the table above.

$323,378 — Interest and dividend income. As explained above there is a
difference of $254,844 in this account ($323,378-$68,534). The board
approved amount includes regulatory carrying charges of $254,844.
The regulatory carrying charges have been excluded in the 2008
projections as other distribution income and for comparative
purposes to 2004 actual the carrying charges were not included in
the table above.

d) Please provide an explanation of each variance from 2006 Board Approved
versus 2006 Actual, 2006 Actual versus 2007 Bridge and 2007 Bridge
versus 2008 Test, respectively.

Response
To be filed at a later date.
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30. Exhibit 7, Page 2

The value used in the 2008 Test Year Other Operating Revenue (net) is reported
as $992,659. According to Exhibit 3, Page 15 of the Application, this value is the
2007 Bridge value. Please confirm that the number presented is correct or
provide a corrected amended schedule.

Response

PUC Distribution used the 2007 bridge year other operating revenue of
$992,659 to calculate the revenue deficiency. The schedule on Exhibit 7
page 2 compares the 2007 total revenue to the projected 2008 costs and
expenses to determine the utilities revenue deficiency.
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31.Exhibit 3/ Page 5
FORECASTING

The Applicant states that the weather-normalization that was generated was
performed by Hydro One.

Please provide the Hydro One report and any spreadsheets containing data
supporting the calculations of the normalized historical load.

Response

The Hydro One report and spreadsheets which supports the weather
normalization information used in the cost allocation as well as this
application are provided in Appendix B submitted with these responses as
PUCDistribution_IRR_OEB_AppendixB_20080229.
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32.Ref: Exhibit 3/ Pages 5 to 10

In pages 5 to 10, the Applicant explains how it developed its 2008 load forecast.
While some details are missing, the essential approach used appears to be that
the Applicant:

. determined the 2008 forecasted customer count for each customer
class,

. determined the weather-normalized retail energy for each customer
class for 2004,

. determined the 2004 retail normalized average use per customer

(“retail NAC”) for each class by dividing each of the weather-
normalized retail energy values by the corresponding number of
customers/connections in each class existing in 2004,

. applied the 2004 retail NAC for each class to the 2008 Test Year
without modification, and

. determined the 2008 Test Year energy forecast for each customer
class by multiplying the applicable 2004 retail NAC value for each
class by the 2008 forecasted customer count in that class.

Please:
a) Verify that the above is the essence of the Applicant’s load forecasting
methodology,

Response

The above description of the load forecast methodology is in essence the
method used to determine the weather normalized values for the weather
sensitive classes (i.e. Residential, GS<50 kW and GS > 50 kW classes.

b) Differentiate the approach used for weather sensitive loads from that used for
non-weather sensitive loads, and

Response

For the non-weather sensitive classes such as Street Lighting and Sentinel
Lighting the actual average usage per connection from 2003 to 2006 is
applied to the forecasted number of connections in 2008 to determine the
load forecast for these classes.

For the Unmetered Scattered Load class which is also non-weather
sensitive the actual 2006 usage per connection is applied to the forecasted
number of connections in 2008 to determine the load forecast for this
classes.
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c) Correct any errors in the above explanation.

Response
N/A
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33.Ref: Exhibit 3/ Page 9
The Applicant outlines the method used for determining the class loss factor.

Please provide:
a) A detailed description of this process, and

Response
The class loss factor is the estimated 2004 wholesale purchases for the
class divided by the actual 2004 retail sales for the class.

b) Supporting values and calculations.
Response

The supporting values and calculations are provided in Exhibit 3, page 9
of the application.



34. Ref: Exhibit 3/ Page 10

The Applicant outlines the method used for determining kW billing.

Please provide:
a) A detailed description of this process, and
b) Supporting values and calculations.

Response
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a) For all classes that have $/kW distribution volumetric charge the
billed kW was based on the weighted average ratio of historical billed
kW to historical billed kWh for the years 2002 to 2006. The weighted
average ratio was applied to the 2008 weather corrected kWh to

determine the 2008 bhilled kW

b) The following tables provides the calculation of the ratios referenced
in a) and how they are used to determine the 2008 kW by rate class.

GS > 50 kW class

2002 2003 2004 2005 2006
kWh 254,358,678 | 260,690,987 | 267,276,598 | 265,759,098 | 259,141,405
kw 649,990 662,472 681,668 677,082 653,427
kW/kWH 0.002555 0.002541 0.002550 0.002547 0.002521
Weighed Average kW/kKWh 0.002543
2008 Weather Corrected kWh 265,745,829
2008 Forecasted Billed kW 675,865

Sentinel Lighting

2002 2003 2004 2005 2006
kWh 283,745 305,203 285,603 281,406 275,397
kW 788 847 793 782 762
kW/KWH 0.002777 0.002776 0.002778 0.002779 0.002766
Weighed Average kW/kWh 0.002775
2008 Forecasted kWh 273,329
2008 Forecasted Billed kW 759
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Street Lighting

2002 2003 2004 2005 2006
kWh 6,711,914 6,929,107 6,973,456 6,947,864 7,019,943
kw 23,069 21,295 19,565 21,295 21,224
kW/KWH 0.003437 0.003073 0.002805 0.003064 0.003023
Weighed Average kW/kWh 0.003078
2008 Forecasted kWh 7,051,649
2008 Forecasted Billed kW 21,706
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35. Ref: Exhibit 3/ Pages 5 to 10

In pages 5 to 10, the Applicant explains how it determined the 2004 retalil
normalized average use per customer (“retail NAC”) for each class and
apparently used this value for other years also. This does not appear to
adequately weather-normalize the energy usage in historical years and does not
allow for the possible change in energy usage per customer over the 2002 —
2008 period due, for example, to Conservation and Demand Management. The
minimal amount of weather normalization and the constant retail energy
assumption could potentially lead to forecasting errors.

a) Please file a data table for the historical years 2002 to 2006 that shows:

I. the actual retail energy (kWh) for each customer class in each year,

ii. the weather normalized retail energy (kwh) for each customer class in each
year (where, for the customer classes that the Applicant has identified as
weather sensitive, the weather normalization process should, as a minimum,
involve the direct conversion of the actual load to the weather normalized load
using a multiplier factor for that year and not rely on results for any other year),

iii. the values of the weather conversion factors used,

iv. the customer count for each class in each year,

v. the retail normalized average use per customer for each class in each year
based on the weather corrected kWh data in item ii. above, and

vi. as a footnote to the table, the source(s) of the weather correction factors.
b) Please file a data table for the 2002 to 2008 period:

i. utilizing the retail normalized average use per customer values for each class
in each year obtained in a) v. above for the historical years 2002 to 2006,

ii. including 2007 and 2008 projections for the retail normalized average use per
customer values (where, for each of the weather-sensitive classes, this is
based on trends in the data) for each class, and

iii. as a footnote to the table, for each of the weather-sensitive classes, describe
in detail the trend analysis performed in ii. above.
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c) Please file an updated version of the historical/forecast table presented in
Exhibit 3, Page 10 of the Application utilizing the weather corrected data

determined in b) above.

Response
a.

i. Thefollowing table outlines the actual retail energy (kWh) for each
customer class for 2002 to 2006.

Customer 2002 2003 2004 2005 2006
Class

Residential | 354,194,523 | 358,254,404 | 352,458,116 | 347,284,966 | 335,488,361
GS <50 kW | 99,913,189 | 99,363,684 | 95,261,036 | 96,706,426 | 94,285,761
GS > 50 kW | 254,358,678 | 260,690,987 | 267,276,598 | 265,759,098 | 259,141,405
f%”;{ge' 283,745 305,203 285,603 281,406 275,397
Streetlights | 6,711,914 | 6,929,107 | 6,973,456 | 6,947,864 | 7,019,943
USL 58,389 814,639 833,198 889,645 813,406
Total 715,520,438 | 726,358,024 | 723,088,007 | 717,869,405 | 697,024,273

ii. The following table outlines the weather normalized retail energy (kWh) for
each customer class for 2002 to 2006. The classes that have classified as
weather sensitive are the Residential, GS <50 kW and GS > 50 kW.

Customer 2002 2003 2004 2005 2006
Class

Residential | 345,006,371 | 355,818,274 | 352,916,312 | 342,284,062 | 338,071,621
GS <50 kW | 97,575.220 | 98,688,011 | 95,384,875| 95313.853 | 95011762
GS > 50 KW | 248,406,685 | 258,018,288 | 267,624,057 | 261,932,167 | 261,136,794
fg”;;ge' 283,745 305,203 285,603 281,406 275,397
Streetlights | 6,711,914 | 6,929,107 | 6,973,456 | 6,947,864 | 7,019,943
uSL 58.389 814,639 833,198 889,645 813,406
Total 698,942 324 | 721,473,522 | 724,017,501 | 707,648,998 | 702,328 922

iii. The values of the weather conversion factors are shown below

2002

2003

2004

2005

2006

97.66%

99.32%

100.13%

98.56%

100.77%

iv. The customer/connection count for each class for 2002 to 2006 is provided
in the following table.

Customer Class 2002 2003 2004 2005 2006
Residential 28,495 28,544 28,576 28,577 28,615
GS <50 kW 3,243 3,230 3,265 3,283 3,319
GS > 50 kW 416 419 430 431 432
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Sentinel Lights 466 466 466 453 446
Streetlights 8,568 8,619 8,650 8,635 8,691
USL 12 12 27 28 28
Total 41,200 41,290 41,414 41,407 41,531

v. Theretail normalized average use per customer/connection for each class
in each year based on the weather corrected kWh data in item ii. above, is
outlined in the following table

Customer Class 2002 2003 2004 2005 2006
Residential 12,139 12,466 12,350 11,978 11,814
GS <50 kW 30,088 30,554 29,214 29,033 28,627
GS > 50 kW 597,131 617,943 622,382 607,731 604,483
Sentinel Lights 609 655 613 621 617
Streetlights 783 804 806 805 808
USL 4,866 67,887 30,859 31,773 29,050
vi In order to prepare this application PUC Distribution and its advisors

researched various weather normalization methods and concluded that
there were limited resources available in the industry to prepare a cost
effective weather normalization forecast which would reflect the
characteristic of PUC Distribution. However, in order to prepare the recent
cost allocation study PUC Distribution, retained Hydro One, as most other
distributors in the province did, to weather normalize the 2004 volumes by
rate class. From the documentation provided by Hydro One the following
summaries the weather normalization process used in the cost allocation
study.

“Weather correction is a statistical process designed to remove the impact
of abnormal or extreme weather conditions from historical load data.
Normal weather data is defined to be data that is based on the average
weather conditions experienced over the last 31 years. A weather-normal
load forecast is a forecast of load assuming normal weather conditions
with a weather-corrected base year. The weather correction method is
applicable to the total utility load as well as by rate class.”

Hydro One was approached to conduct a weather normalized forecast for
the 2008 test but the resources that were available to prepare the weather
normalized information for the cost allocation study were no longer
available. In addition, the IESO was approached to prepare a weather
normalized forecast but they also did not have the resources. Other
options were pursued but the cost of preparing the weather normalized
forecast were unreasonable considering a simplistic approach could be
produced in a cost effective manner.

In the view of PUC Distribution, the method of using the 2004 weather
normalized data as base data in the application to produce the weather
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normal forecast for 2008 is the most reasonable approach considering the
2004 weather normalized values reflects 31 years of average weather
conditions . In the view of PUC Distribution, at the time the application was
prepared the only improvement that could have been made to the process
would be to include 2005 and 2006 actual data in the 31 year average but it
is expected this would not significantly change the 2004 weather
normalized results and the cost to include 2005 and 2006 data would not be
outweighed by the benefits.

However, in order to respond to this interrogatory PUC Distribution
reviewed the responses of Halton Hills Hydro to the interrogatories for their
2008 rebased rate application. In response to question 17 a iii, Halton Hills
Hydro Responses to Second Round of OEB Staff Interrogatories, EB-2007-
0696, dated December 21, 2007, Halton Hills Hydro used weather
normalized data from the IESO website to develop weather conversion
factors to address an interrogatory similar to this one. PUC Distribution
has used these same factors to respond to this interrogatory. It is PUC
Distribution view that using these factors to produce weather normalized
data would be inferior to the method used in the application as it does not
reflect specific rate class characteristic of PUC Distribution.

b) The following table outlines the weather corrected average kWh/Customer

values for the years 2002 to 2008 for the rate classes that are weather

sensitive.
Customer 2002 2003 2004 2005 2006 2007 2008
Class
Residential 12,139 | 12,466 | 12,350 | 11,978 11,814 | 12,149 12,149
GS <50 kW 30,088 | 30,554 | 29,214 | 29,033 28,627 | 29,503 | 29,503
GS > 50 kW 597,131 | 617,943 | 622,382 | 607,731 604,483 | 609,934 | 609,934

The method used to determine the values for 2007 and 2008 reflects the
average for the years 2002 to 2006. The average was chosen as there did not
appear to be a consistent trend line in the numbers.

c¢) The updated version of the historical/forecast table in Exhibit 3, page 10
using utilizing the weather corrected data determined in b) is as follows
Historical  [Historical Bridge Year [Test Year
Historical Board Actual Bridge Year - Estimate Normalized
Actual Approved |Normalized [Est. Normalized |Forecast
Year 2006 2004 2006 2007 2007 2008
Customer
Class
Residential # 28,615 28,576 28,615 28,645 28,645 28,675
kWh 335,488,361 [354,615,620 [347,655,041 (335,840,087 (348,019,523 [348,384,005
GS<50kW # 3,319 3,265 3,319 3,284 3,284 3,294

84




Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 85 of 198

kWh 94,285,761 [100,117,704 97,920,484 193,291,485 96,887,879 (97,192,666
GS > 50 kW Iz 432 430 432 426 426 426

kWh [259,141,405 260,711,019 263,491,571 [255,542,219 [259,831,966 259,831,966

kW 653,427 664,816 664,396 649,914 660,824 660,824
USL lid 28 27 28 26 26 26

kWh 813,406 833,198 813,406 813,406 755,305 755,305
Sentinel Lights i# 446 466 446 441 441 436

kWh 275,397 291,509 275,397 276,343 276,343 273,329

kW [762 801 762 767 767 759
Street Lighting ¥ 8,691 8,650 8,691 8,722 8,722 8,753

kwh 7,019,943  [7,031,314  [7,019,943 7,026,565 7,026,565 [7,051,649

kW 21,224 22,000 21,224 21,629 21,629 21,706
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COST ALLOCATION AND RATE DESIGN

Cost Allocation

36. Informational Filing

Please file the “rolled-up” Cost Allocation Informational Filing EB-2007-0001 as
an official part of the record of this Application. (The hard copy reply needs to
include only the input tables (Sheet I3 — 18) and Sheets O1 and 02.)

Response

PUC Distribution has filed the ‘rolled-up” Cost Allocation Informational
Filing with these responses as Appendix C
(PUCDistribution_IRR_OEB_AppendixC_20080229).
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37.Ref: Exhibit 8 / Page 10

a. Please provide the rationale for raising the Revenue to Cost Ratio to an
amount of only 40% for each of the two classes, Streetlighting and
Sentinel Lights.

Response

The streetlighting and sentinel lights classes were raised to a revenue to
cost ratio of only 40% to mitigate the rate impact. In both cases the
increase to 40% represents a bill increase in excess of 10%.

b. Please provide a calculation of the hypothetical rates that would yield a ratio of
70% for each of the two classes, and a calculation of the total bill impact if
the hypothetical distribution rates were implemented.

Response
Hypothetical Rates at a ratio of 70%

Monthly Fixed Volumetric Bill Impact | Bill Impact
$ %
Streetlighting $1.56 $24.2815 $36,127 66%
Sentinel Lights $1.93 $35.8541 $1,658 71%
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Rate Design
38.Ref: Exhibit 8 / Page 9

Please provide the rationale for the proposed increase in the monthly service
charge for the GS < 50 kW class by 37.5%, considering that the proposal is to
increase the kWh rate by 13.4%, and considering that the currently approved
monthly service charge appears to be within the range of customer-related costs
in the Informational Cost Allocation study.

Response

PUC Distribution proposes the increase to reach the upper limit of the
minimum system fixed charge. This increase in fixed charges reduces
revenue volatility and results in an overall bill increase of 3.6% for low
consumption GS < 50 class customers.
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Reqgulatory Asset Recovery Rate Riders

39.Ref: Exhibit 5/ Page 6 / Step 4

Please explain why the period to clear the account is set at two years rather than
a single year given that the rate rider for each class is a rebate.

Response
A two year clearing period was selected based on prior regulatory asset
settlement being over more than one year.
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40.Ref: Exhibit 3/ Page 10, and Exhibit 5/ Page 5

For three classes -- GS <50 kW, GS > 50 kW, and USL -- the volumetric units
used in Exhibit 5 do not match the test year normalized forecast in the final
column of Exhibit 3. Please explain this discrepancy, and if appropriate please
provide the correct calculation in Exhibit 5.

Response
To be filed at a later date.
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Retail Transmission Service Rates

41.Ref: Exhibit 9 / Pages 21 — 31

In response to the decrease in the Wholesale Transmission Network rate, the
proposal is to decrease the Retail Transmission Service rate by 10.2 % or 10.3%
for some classes, and by 11.2% for others, as shown in the applicable line in the
impact calculations. Please explain why the decrease is not a uniform
percentage decrease for all classes.

Response

The decrease is not a uniform percentage for all classes due to the
rounding of rates to four decimal places after decreasing all the rates by a
uniform percentage.
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Loss Factors

42. References:

iii.
iv.

Exhibit 4. Page 56 (Loss Adjustment Factor Calculation)
Exhibit 4, Page 57 (Materiality Analysis On Distribution Losses)
Exhibit 9, Page 16 (Existing Rate Schedule)

Exhibit 9, Page 19 (Proposed Rate Schedule)

» The 1st reference provides a calculation of actual distribution loss factors (DLF)

for 2004 to 2006 and an average for the 3-year period. This reference
further provides proposed total loss factors (TLF) for 2008.

» The 2nd reference provides a comparison between the approved loss factor for

2007 and proposed loss factor for 2008.

» The 3rd and 4th references provide TLFs for 2007 (approved) and 2008

(proposed) respectively.

a. The loss factor calculation in rows A to H in the upper table in the 1st

reference follows the framework of the 2006 EDR Handbook Schedule 10-
5, wherein the factor calculated corresponds to DLF for secondary
metered customer < 5,000 kW. Row H titled “Distribution Loss Adjustment
Factor” confirms the calculated factors as DLF. The average DLF for the
3-year period is shown in the column titled “Total” in the upper table as
1.0454. However the same value is replicated both in the lower table with
the label “Total Loss Factor” and in the 4th reference as the proposed TLF
for 2008. As TLF = DLF x Supply Facilities Loss Factor (SFLF), we need
to establish whether the proposed loss factor of 1.0454 refers to DLF or
TLF.

Please further confirm whether kwh values shown in row A titled
“Wholesale kWh (IESO)” correspond to:

. the metering installation on the secondary or low voltage side of the
transformer, or

. the defined meter point on the primary or high voltage side of the
transformer

If it is the former, row H refers to DLF:

o Please confirm if the label in the lower table is incorrect, as 1.0454
is DLF and not TLF.

. Please provide the correct TLF based on a DLF of 1.0454 and the
corresponding SFLF.
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. Please provide a correction for the proposed TLF for 2008 in the
4th reference.

If it is the latter, row H refers to TLF:

. Please confirm if the label in upper table is incorrect, as 1.0454 is
TLF and not DLF.

. Please provide the correct DLF based on a TLF of 1.0454 and the
corresponding SFLF.

o Please confirm that the loss factors in the lower table refer to
proposed factors for 2008.

b. The 2nd reference refers to 1.0430 as the approved 2007 DLF, whereas the
3rd reference refers to 1.0430 as the approved 2007 TLF. Please confirm
that the terminology in the latter is correct.

c. Please explain the rationale for proposing that the loss factor for 2008 be an
average of the loss factors for the 3-year period (1.0454) rather than a
lower value such as the actual loss factor in 2005 of 1.0437.

d. Please describe any steps that are contemplated to decrease PUC
Distribution’s loss factor during the test year (2008) and/or during a longer
planning period.

Response:
To be filed at a later date.
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SMART METERS
43.Ref: Exhibit 1 /Draft Issues List

In the 1st paragraph of Page 33 (under “Draft Issues List”), PUC Distribution
states: “In this rate application PUC has included costs related to Smart
Metering. PUC’s smart meter plan has been compiled by a consultant as part of
the EDA’s Northeast District LDCs. As part of the group’s plan, PUC is scheduled
to install all its smart meters in the spring of 2008. The costs included are based
on the consultant’s estimates which have been drawn from costs approved for
other LDCs in the province.”

a) PUC Distribution is not one of the thirteen licensed distributors authorized
by Ontario Regulation 427/06 to conduct discretionary metering activities
with respect to smart meters.

i. Inlight of its “un-named” status, please explain under what authority
PUC Distribution has decided to undertake smart meter activity in
2008;

Response

PUC Distribution has not been authorized to undertake smart meter
installations. The utility is a member of the Northeast Ontario utilities
working group (referred to in some documents as District 9) who are
working together to meet the government mandate of smart meter
installations by the end of 2010. The District group through its consultant is
participating as an observer in the London Hydro Smart Meter RFP
process. The Ministry of Energy has been informed of the status and
approach by the Northeast utilities with respect to smart meters. The
Assistant Deputy Minister, Consumer and Regulatory Affairs, has provided
correspondence (attached) dated December 21, 2007, that the Ministry of
Energy will recommend to Cabinet an amendment to O. Reg. 427/06 to
accommodate London Hydro and consortium members as well as any
other LDCs outside the consortium (PUC Distribution as part of the District
9 group) that have chosen to participate in the process. Subject to the
evaluation process and negotiations with the AMI vendors and installation
vendors, PUC Distribution is hopeful that implementation can commence in
late summer or early fall of 2008.

Costs incurred with respect to the smart meter initiative are being collected
in a variance account to be offset by the smart meter rate adder of $.26 per
month subject to amendments to required regulations to allow PUC
Distribution to proceed with full implementation.
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Ministry of Energy Ministére da I'Energie

880 Bay Streal BA0, rue Bay %

3rd Fiaar

o L Ontario
Tel: (418) 325-6544 TEL  (416) 3258544

Fax: (416) 325-7041 Téléc.: (418) 314-7041

Office of Consumer & Regulatory Affairs

December 21, 2007

Mr. Bernie Watts
Chief Executive Officer
London Hydro Inc.

111 Horton Street
P.O. Box 3060
London, ON, NE6A 4J8

Pl

-
roJ

i t )¢/ pAA—
Dear Mr. Watts, a
/’-

| understand that London Hydro and a consortium of more than 20 additional local
distribution companies (LDCs) are currently working diligently considering bids received
from the now closed smart meter RFP. | want to personally congratulate London Hydro
and consortium members on the hard work and collaboration that has resulted in a
process that strives to ensure economies of scale, cost-effectiveness, and best value for
customers. We are eager to see the results from this process to establish a second
round of smart meter procurement in the province.

In our letter to London Hydro on July 25, 2007, the government reiterated its view that,
wherever possible, individual procurements of the same product should be combined to
capture any economic benefits from a common statement of work. This was also
communicated in subsequent discussions between Ministry staff and London Hydro
regarding the consideration of options for aliowing LDCs outside of the consortium to
participate in the procurement process.

As you are no doubt well aware, this procurement has attracted attention from LDCs
across the province and several have expressed an interest in participating. | am
appreciative of the work done by London Hydro to develop a participation process that
offers non-consortium LDCs with an opportunity to investigate a suitable technology for
their own customers. | understand that the participation guidelines ensure that the
integrity of the procurement process (which will be monitored by London Hydro's
fairness commissioner) will be maintained in the event of expanded LDC pariicipation.
The participation process also provides opportunities for both consortium and other
LDCs to achieve greater cost-savings and volumetric discounts in those cases where
the same bidder's technology is selected.
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Following the successful completion of the RFP and Minister Phillips’ approval, the
Ministry will recommend to Cabinet an amendment to O. Reg. 427/06 to accommaodate
London Hydro and consortium members as well as any other LDCs outside the
consortium that have chosen to participate in the process. As you know, the Ministry
cannot bind Cabinet's decision making. As such, nothing in this letter shall be construed
as obligating the Cabinet or the legislature of the Province of Ontario to approve or

promulgate the proposed amending regulation.

Please accept my congratulations on your accomplishments to date on this initiative. |
encourage you 1o continue the dedication you have shown thus far toward the
successful implementation of smart metering for your customers.

Sincerely,

Rosalyn Lawrence

Assistant Deputy Minister

Consumer and Regulatory Affairs

ce:

Electricity Distributors Association

Niagara Erie Power Alliance

Cornerstone Hydro Electric Concepts Group

District 9

Whitby Hydro

96



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 97 of 198

il. Please indicate the accounts to which these costs will be applied in
2008;

Response

The costs will be applied to Account 5315 Customer Billing and 1860

Meters.

iii. Has PUC Distribution undertaken any smart meter activity in 2007? If
so please explain in full all smart meter activities, when they occurred,
and all associated capital and OM&A costs;

Response

PUC Distribution has undertaken the following smart meter activities in

2007:

O O0O0o

Formation of Northeastern Ontario smart meter working group
Hired consultant, cost shared amongst district working group,
as aresource for planning, procurement and selection of
gualified vendors, negotiation with qualified vendors,
implementation and acceptance, integration of data from the
AMI system with the MDMR and CIS system, transition to time
of use billing and customer education

Preparation of evaluation document of AMI vendors
Preparation of evaluation document for installation vendors
AMI vendor meetings to assess various AMI technologies
Meeting with and demonstration from utilities that have
installed smart meters to assess various AMI technologies,
installation experience and data integration

Preparation of smart meter capital and operating budget for
the 2008 rate application based on response from 4 potential
AMI vendors who are participating in the Ontario smart meter
initiative.

Preparation of a draft smart meter capital and operating
budget based on cooperative possibilities amongst the
participating district utilities

Capital costs in 2007 are $53,625.

iv. Please explain in full all smart meter activities planned for 2008
including all associated capital and OM&A costs.

Response
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Smart meter activities planned for 2008 include:

0 regulatory approval to proceed with smart meter initiative
evaluation of approved AMI vendors and selection
evaluation of installation vendors and selection
upgrades to CIS system as required, installation of field
management applications as required,
evaluation and installation of customer presentment
applications as required

o implementation of AMI infrastructure, component testing and

validation of data collection

o0 integration with CIS and MDMR and related testing

o staff education and training

0 preparation of customer education program
It is expected that Time of Use Pricing would commence in May 2009.

O OO

@]

Capital costs for 2008 are estimated at $6,737,612 and summarized as
follows:

o0 smart meter infrastructure, installation $5,970,259
0 cis upgrades, mdmr, $220,115
o planning, security $52,080

o internal cost allocations $495,158

Operating Costs for 2008 are estimated at $521,686 and summarized as
follows:
0 AMI operations including WAN costs,
data administration $371,553
o MDMR (def account) $150,133

v..Please indicate the accounts to which these costs have been applied.
Response

The costs will be applied to Account 5315 Customer Billing and 1860
Meters.

98
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44.Ref: Exhibit 2 /Smart Meter Plan Comments

In the 4th paragraph of Page 34, PUC Distribution states: “Hydro One, as well as
the Coalition of Large Distributors (CLD) in conjunction with the Ministry of
Energy (MOE), have undergone procurement processes resulting in qualified
AMI vendors and implementation service companies for Phase One of the smart
meter initiative. These qualified vendors form the “short list” of vendors available
for use in Phase One deployments and any Ontario LDC’s procuring in 2007.
Options have been presented which include awaiting the release of the Phase
Two RFPQ which may or may not qualify different vendors from that approved in
Phase One. The Group SMI Planning has incorporated both processes into their
planning, and members are currently waiting the Phase Two outcome to reach a
decision regarding AMI and implementation vendors, which will allow contract
negotiations to be finalized in early 2008.”

b) Please indicate whether PUC Distribution has finalized its decision
regarding AMI and implementation vendors. If so, is the chosen vendor
one of the approved vendors in Phase One? If so, has PUC Distribution
signed a contract with the vendor? If so, please provide a copy of the
contract.

Response

PUC Distribution has not finalized its decision regarding AMI and
implementation vendors. It is awaiting the evaluation of the London Hydro
RFP for smart meters and the possible participation role in that process. It
is understood that approval is through separate Regulations or
amendments to Ontario Reg. 427/06 will be required.

c) Please indicate whether PUC Distribution has started to install any smart
meters in 2008.

Response
PUC Distribution has not installed smart meters in 2008 as of this date.

In the 3rd paragraph of Page 36 of Exhibit 2, PUC Distribution states: “PUC has
included approximately $215 per meter in 2008 fixed asset additions and an
average additional monthly operating cost of $1.00 per meter per month. Under
the current Group plan, PUC is scheduled to have all smart meters installed in
2008, commencing in April.”
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d) Please indicate the number of smart meters that PUC Distribution plans to
install in 2008 and the associated total 2008 smart meter capital
expenditure amount.

Response
PUCD will install all the smart meters as required by regulation by the end
of 2008.

In the preparation of the smart meter capital budget PUCD estimated that
30,587 residential and 935 general service <60kW would require smart
meters.

e) Please confirm whether the approximately $215 per meter amount for
smart meters in 2008 will meet or exceed the “minimum functionality”
criteria which formed the basis in the Board’s August 8, 2007 Decision
with Reasons in EB-2007-0063 to allow the recovery of smart meter
capital costs. In that Decision, the Board determined that there were
fourteen cost categories in relation to “minimum functionality” that were set
out in Appendix “A”.

Please advise if any part of this approximately $215 per meter cost is
outside of these fourteen cost categories. If so, please describe these
costs and why PUC Distribution is seeking to recover them. If part of PUC
Distribution’s proposed smart meter per unit amount is beyond the
“minimum functionality” criteria, please provide, for 2008, the per unit cost
breakdowns for “minimum functionality” and “beyond minimum
functionality” cost categories.

Response

Per meter costs reported, approximately $215 per meter, falls only within
the fourteen cost categories and the minimum functionality criteria as
identified in EB-2007-0063.

f) Exhibit 4, Page 12, under Customer Billing: PUC has identified that the
change of $413,390 from 2007 to 2008 is an “increase in operating costs
as a result of smart meters”.

Please confirm that the entire $413,390 is due entirely to smart meters,
and explain how the amount of $413,390 was calculated. If the entire

amount is not all related to smart meters please provide the amount that is
related to smart meters and explain fully how this amount was calculated.

Response
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The amount of the increase related to smart meters is $365,000. The
$365,000 is the three year average of budgeted smart meter operating costs
for 2008, 2009 and 2010 as noted above. It does not include amounts to be
accumulated in the deferral account.

g) Please confirm whether PUC Distribution will incorporate the 2008 smart
meter capital expenditure amount into its rate base and recover the
associated rate of return through its proposed 2008 revenue requirement.

Response

PUC Distribution has included the smart meter capital expenditure in its
2008 rate base and as a result one half of the amount is included in the
2008 proposed revenue requirement.

I. If not, please confirm whether PUC Distribution is going to maintain its
current Smart Meter Rate Adder of $0.26 per month per metered
customer which was approved by the Board on April 12, 2007 in
EB-2007-0568.

Response
N/A

ii. If PUC Distribution is not intending to maintain the Smart Meter Rate
Adder of $0.26, what is the amount of the new Smart Meter Rate
Adder PUC Distribution is intending to collect. Please explain in detall
how the new amount for Smart Meter Rate Adder was arrived at.

Response
N/A
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DEFERRAL AND VARIANCE ACCOUNTS
45.Ref: Exhibit 1/Page 31

PUC Distribution is requesting to establish a deferral/variance account for capital
works during the non-rebasing years to collect the revenue requirements
costs (i.e. depreciation and return) associated with the cost of construction.

a. What is the regulatory precedent for the collection of these costs in this
proposed deferral account?

Response
PUC Distribution is not aware of any regulatory precedent for the collection
of these costs in this proposed deferral account?

b. What is the justification for this account?

Response

In the OEB’s Filing Requirements for Transmission and Distribution
Applications dated November 14, 2006, Page 7, Section 2.0 Preamble
Framework, last paragraph it states

“For the distributors, recognizing that rebasing may occur every three
years, a distributor may consider applying for deferral accounts for capital
works during the non-rebasing years to collect the cost of construction.”

Based on the above reference it is PUC Distribution’s view the requested
deferral is justified since it has been suggested in the filing requirements
and it is a reasonable approach to address the cost associated with capital
that occurs in a non-rebasing year.

c. What are the types of the underlying capital expenditures to be recorded
in this account?

Response
The types of underlying capital expenditures that will be used as a basis to
record amounts in this account will be capital expenditures required to
maintain and sustain a reliable distribution system

d. What are the journal entries to be recorded?

Response
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PUC Distribution’s DC will debit a deferral account and credit a
corresponding liability account

e. When does PUC Distribution plan to ask for its disposition?

Response
It is PUC Distribution plan to dispose of this deferral account next time
rates are rebased.

f. How does PUC Distribution plan to allocate this amount by rate class?

Response

At this time, PUC Distribution plans to allocate this amount to each rate
class based on the proportion of rate class distribution revenue. However,
this may change at the time the proposal to dispose of the deferral account
is developed as experience may indicate a better allocator would be more
appropriate.

g. PUC Distribution has identified new capital spending for the 2008 test
year. If PUC Distribution under-forecast or over-forecast the 2008 capital
costs, should PUC Distribution be required to record the difference in this
deferral account? If no, please explain the rationale for not doing this?

Response
PUC Distribution expects to record any under-forecast or over-forecast of
2008 capital costs in this deferral account.

h. Please confirm that PUC Distribution will record the amounts related to the
annual cost of service associated with the new assets (i.e. depreciation,
return, PILs, etc.), and not the total capital costs in this account. If the
former, please provide an example showing all the relevant calculations
and amounts. If the latter, please confirm that PUC Distribution is
proposing to recover the total capital costs outside of rate base in the
future (i.e. via a future rate rider), and therefore these amounts will not be
included in rate base in the future.

Response

PUC Distribution will record the annual cost of service associated with the
new assets in this account. The cost items to be included will be
depreciation and return but not PILs as the process to calculate
incremental PILs on incremental capital assets is difficult and could be
very controversial at the time of disposition. Depreciation will be calculated
as the approved deprecation rate times the new assets. The return will be
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the value of assets minus accumulated deprecation on the new assets
times the approved rate of return.

- 104



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 105 of 198

46.Ref: Exhibit 1/Page 31

PUC Distribution is requesting for a new deferral and variance account - Meter
Depository Management Repository Account (MDMR).

a. What is the regulatory precedent for the collection of these MDMR costs
in this proposed deferral account?

Response
PUC Distribution is not aware of any regulatory precedent for the
collection of MDMR costs in a deferral account.

b. What is the justification for this account?

Response

With the deployment of smart meters PUC Distribution expects the IESO
will be charging PUC Distribution for the usage of the Meter Data
Management Repository before the next rebasing rate application. Since
PUC Distribution does not know what these charges will be it has not
included any MDMR costs in the projected revenue requirement. However,
PUC Distribution may be charged for a service which it may not be able to
recover from customers until the next rebasing rate application. As a
result, ERDHC is requesting a deferral account to record the MDMR costs.

c. What are the journal entries to be recorded?
Response
PUC Distribution would debit a deferral account and credit a corresponding
liability account

d. When does PUC Distribution plan to ask for its disposition?
Response
It is PUC Distribution’s plan to dispose of this deferral account next time
rates are rebased.

e. How does PUC Distribution plan to allocate this amount by rate class?
Response
At this time, PUC Distribution plans to allocate this amount to each rate

class based on the population of smart meters in each rate class. However,
this may change at the time the proposal to dispose of the deferral account
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is developed as experience may indicate a better allocator would be more
appropriate.

f. Since the costs or fees are not known, please explain the basis of the
approval to record these amounts in a deferral account.

Response

The basis of the approval to record costs in the proposed deferral account
is that these costs have been reasonably incurred in the normal course of
business. The fairness and reasonableness of the costs can be tested
when they are proposed to be recovered in rates.

g. Please provide any new or additional information that would assist the
Board in its decision to approve the recording of these costs or fees in
a deferral account.

Response
PUC Distribution is not aware of any new or additional information that
would assist the Board in its decision to approve the recording of these
costs or fees in a deferral account.

h. Please provide a brief description of the account.

Response
See response to b)
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47.Ref: Exhibit 1/Page 31

PUC Distribution is requesting approval to establish a new variance account to
collect the difference between the return on smart meter assets and smart meter
depreciation expense for the full years in 2009 and 2010 (as the amount included
in the 2008 rates for the return on smart meter assets and smart meter
depreciation expenses only included one half of smart meter expenditures due to
the use of the average opening and closing capital asset balances).

a. What is PUC Distribution’s proposed account name and number for this
new deferral and variance account?

b. How does this new account differ from the use of 1555 and 15567

c. How does the use of this account tie to the EB-2007-0063 Smart Meter
Decision, particularly Appendix E?

d. Has PUC Distribution received permission from the Board to record
smart meter-related costs in any deferral account? If yes, please
guote the Decision number and provide the details of the instruction
received, including which accounts are affected. If no, please state
the rationale for recording such smart meter-related costs in
deferral accounts.

e. Please provide the calculation of the difference between the return on
smart meter assets and smart meter depreciation expense.

f. What is the regulatory precedent for the collection of this difference in
the proposed deferral and variance account?

g. What is the justification for this account?

h. What are the journal entries to be recorded?

i. When does PUC Distribution plan to ask for its disposition?

. How does PUC Distribution plan to allocate this amount by rate class?

k. Since the costs or fees are not known, please explain the basis for
approving the recording of these amounts in a deferral account?
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l. Please provide any new or additional information that would assist the

Response
a.

Board in its decision to approve the recording of these costs or fees
in a deferral account.

PUC Distribution’s does not have proposed account name and
number for this new deferral and variance account. However,
PUC Distribution suggest it could be a sub account of the
proposed deferral/variance account for capital works during
the non-rebasing years as it would be treated in a similar
manner.

In PUC Distribution’s view accounts 1555 and 1556 are used
for smart meter costs that occur separately from the
distributor’s rate base and revenue requirement. The proposed
deferral account or sub account would record the revenue
requirement amount associated with smart meter capital
incurred before the next rebasing rate application that is not
included in the approved rate base for 2008 rates but
otherwise would be included in the revenue requirement if
rates were rebased every year.

It is PUC Distribution’s understanding that Appendix E in the
EB-2007-0063 Smart Meter Decision outlines the calculation to
collect the revenue requirement for actual smart meters
installed in 2006 and 2007. The proposed account would
record the revenue requirement amount associated with smart
meter capital incurred before the next rebasing rate
application that is not included in the approved rate base for
2008 rates.

Yes, PUC Distribution has received permission from the Board
to record smart meter-related costs in a variance account. In
Generic Decision — RP-2005-0020, EB-2005-0529 the smart
meter variance account was generically establishment for all
LDCs. In PUC Distribution 2006 rate order — EB-2005-0412, the
variance accounts (i.e. 1555 and 1556) were specifically
established for PUC Distribution. In PUC 2007 rate order — EB-
2007-0568, the smart meter variance accounts were continued.
PUC Distribution has followed the Accounting Guidance for
the Smart Meter Variance Accounts as outlined in the OEB
letter dated June 13, 2006 to LDCs regarding Smart Meters
and Low Voltage Accounting Matters arising from the Board’s
2006 EDR Decision on Common or Generic Issues Board File
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No. EB-2006-0136. However, PUC Distribution would like to
reiterate that these approval and procedures relate to
accounts 1555 and 1556 which are used for smart meter costs
that occur separately from the distributor’s rate base and
revenue requirement. The proposed deferral account or sub
account would record the revenue requirement amount
associated with smart meter capital incurred before the next
rebasing rate application that is not included in the approved
rate base for 2008 rates but otherwise would be included in the
revenue requirement if rates were rebased every year.

PUC Distribution will record in this account the annual cost of
service associated with the smart meter assets not included in
the approved rate base. The cost items to be included will be
depreciation and return but not PILs as the process to
calculate incremental PILs on incremental capital assets is
difficult and could be very controversial at the time of
disposition. Depreciation will be calculated as the approved
deprecation rate times the new assets. The return will be the
value of assets minus accumulated deprecation on the smart
meter assets times the approved rate of return.

PUC Distribution is not aware of any regulatory precedent for
the collection of these costs in this proposed deferral
account?

In the OEB’s Filing Requirements for Transmission and
Distribution Applications dated November 14, 2006, Page 7,
Section 2.0 Preamble Framework, last paragraph it states

“For the distributors, recognizing that rebasing may occur
every three years, a distributor may consider applying for
deferral accounts for capital works during the non-rebasing
years to collect the cost of construction.”

Based on the above reference it is PUC Distribution’s view the
requested deferral is justified since it has been suggested in
the filing requirements and it is a reasonable approach to
address the cost associated with smart meter capital that
occurs in a non-rebasing year

PUC Distribution would debit a deferral account and credit a
corresponding liability account
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It is PUC Distribution’s plan to dispose of this deferral account
next time rates are rebased.

At this time, PUC Distribution plans to allocate this amount to
each rate class based on the population of smart meters in
each rate class. However, this may change at the time the
proposal to dispose of the deferral account is developed as
experience may indicate a better allocator would be more
appropriate.

The basis of the approval to record costs in the proposed
deferral account is that these costs have been reasonably
incurred in the normal course of business. The fairness and
reasonableness of the costs can be tested when they are
proposed to be recovered in rates

PUC Distribution is not aware of any new or additional
information that would assist the Board in its decision to
approve the recording of these costs or fees in a deferral
account.

- 110



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 111 of 198

48.Ref: Exhibit Exhibit 5/ Pages 4 & 5
a) Please explain the composition of the balance in Account 1508.

Response

Account 1508 “Other Regulatory Assets” consists of sub-accounts that
record incremental OEB cost assessments above the level that was
included in rates up to April 30, 2006 for the period January 1, 2004 to April
30, 2006 and incremental OMERS cost above the level that was included in
rates up to April 30, 2006 for the period January 1, 2005 to April 30, 2006.

b) Is there a balance in Account 1508 sub-account OMERS that represents
costs paid to OMERS by an affiliate of the LDC?
I. If yes, what is the balance?

Response
Yes. The balance as of December 31, 2007 is $404,292.

ii. If yes, have the billings by the affiliate to the LDC reflected an increase
in OMERS pension costs beginning in the period that costs were
collected in 15087 If so, what has been the increase in burden
beginning in this period? What is the period?

Response

Yes the billings from the affiliate to PUC Distribution reflected increased
OMERS costs. The additional costs are recorded in account 1508 for the
period January 1, 2005 to April 30, 2006. The increased cost was $367,909
for the period.
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49.Ref: Exhibit 2/Page 39

a. Is PUC Distribution using the Board-prescribed interest rate, as per the
Board's letter to LDCs dated November 28, 2006, for construction work in
progress (CWIP) since May 1, 20067

Response
PUC Distribution is not recording interest on CWIP —there are no major
projects of long duration.

b. If not, what interest rate has PUC Distribution been using for CWIP?

Response
N/A

c. If PUC Distribution was not using the Board-prescribed interest rates, what
would the impact on ratebase, revenue requirement, and CWIP be if PUC
Distribution did use the prescribed interest rates?

Response
N/A
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50.Ref: Exhibit 5/ Pages 4 & 5

PUC Distribution is requesting for the disposition of regulatory variance accounts
in Exhibit 5/ Page 5. The totals in the exhibit do not agree with the totals
reported to the Board as per 2.1.1 of the Reporting and Record Keeping
Requirements for the period ending December 31, 2006.

Please provide the information as shown in the attached continuity schedule for
regulatory assets and provide a further schedule reconciling the continuity
schedule with the amounts requested for disposition on Exhibit 5/ Page 5.
Please note that forecasting principal transactions beyond December 31, 2006
and the accrued interest on these forecasted balances and including them in the
attached continuity schedule is optional.

Response

Response

The balances reported to the Board under S.2.1.1.(January 31, 2007) do not
capture the final year end figures as information is still outstanding at that time
2.1.1 submission is required by the OEB ie. power expense for December,
therefore the variance account totals are not final. The power invoice is not
received until February therefore the final balances to calculate the variances are
not available to be reported by January 31°. The adjustments are reflected in the
S.2.1.1. filing March 31, 2007.

The continuity schedule will be filed at a later date.
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51.Ref: Exhibit 1/Page 143 & Exhibit 5/Page 4

a. Please explain why there are no forecasts for the deferral and variance
accounts in the 2008 pro forma balance sheet.

Response
To be filed at a later date.

b. Please state why net loss has increased from $329,739 in 2006 to a pro
forma loss of $517,419 in 2007 and to a pro forma net income of
$1,571,858 in 2008.

Response

The increase to net income in 2008 compared to losses in 2006 and 2007 is
the result of the large decrease in interest expense as a result of the
projected loan restructuring and increased rates which will recover the
expense levels PUC Distribution has experienced which are not in the
current rate base.
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52.Ref: Exhibit 5/Pages 2 &3, Exhibit 1/Pages 31 & 32

a. Please describe the deferral and variance accounts in these exhibits.

Response

1588 Retail Settlement Variance Account Power — This account is used to
record the net differences between the energy amount billed to customers
and the energy charged to PUC using the settlement invoice received from
the IESO.

1518 Retail Cost Variance Account Retail - This account is used to record
the net of :
1. revenues derived from the following services described in the Rates
handbook:

a) Establishing Service Agreements

b) Distributor-Consolidated Billing

c) Retailer-Consolidated Billing; and

d) Split Billing

AND

2. the costs of entering into Service Agreements, and related contract
administration, monitoring, and other expenses necessary to maintain the
contract, as well as the incremental costs incurred to provide the services
in (b) and (d) above, as applicable, and the avoided costs credit arising
from Retailer-Consolidated Billing.

1548 retail Cost Variance Account STR — This account is used to record the
net of :

1. revenues derived from the Service Transaction Request services
described in the Rates Handbook and charged by the distributor, as
prescribed, in the form of a:

a) Request Fee

b) Processing Fee

c) Information Request Fee

d) Default Fee; and

c) Other Associated Costs fee;

AND
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2. the incremental cost of labour, internal information system maintenance
costs, and delivery costs related to the services associated with the above
items.

1580 Retail Settlement Variance Account — Wholesale Market Service
Charges

This account is used to record the net of:

1. the amount charged by the IESO based on the settlement invoice for the
operation of the IESO administered markets and the operation of the IESO
controlled grid (as defined in the Electricity Act, 1998)

AND
2. the amount billed to customers using the Board approved Wholesale
Market Service Rate.

1584 Retail Settlement Variance Account — Retail Transmission Network
Charge — This account is used to record the net of :

1. the amount charged by the IESO based on the settlements invoice for
transmission service network services.

AND

2. the amount billed to customers for the same services using the Board
approved transmission network charge rate.

1508 Other Requlatory Assets

This account included amounts of regulatory-created assets not included
in other accounts

PUC Distribution has OMERS and OEB costs in account 1508. Refer to
description above for “Other Regulatory Assets”.

b. On Exhibit 5/Page 2 Account 1589 is listed and this is not an APH
account. Please provide the correct account number.

Response

The correct account number for the account listed on Exhibit 5/Page 2 as
1589 is account number 1588 — Retail Settlement Variance Power.
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53.Ref: Exhibit 5/Page 5

a) Please provide allocations and rate riders for recovery of regulatory
deferral and variance accounts balances comprised of the December
31, 2006 balances with interest forecast to April 30, 2008 for the period
after December 31st, 2006.

Response
To be filed at a later date.

Re-run model with interest included?

b) Are principal balances on 1590 being forecasted beyond December 31,
2006 and included in the amount for disposition in the schedule?

Response
To be filed at a later date.
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PILs

1) For the 2006 tax year, please provide the following:

i. Actual federal T2 tax return and supporting schedules — signed

original and any returns that were subsequently amended and re-
filed;

Response
Please see below
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PLUC Distribution Inc.

This form serves as a federal, provincial, and territorial corporation income tax return, unless the corporation is
located in Quebec, Ontario, or Alberta. If the corporation is located in ona of these provinces, you have to file

a separate provincial corporation return.
Parts, sections, subsections, and paragraphs mentioned on um may
contain changes that had not yet become law at the time of late the

return, see the T2 Carporation — Income Tax Guids (T4012J

Send one completed copy of this return, including schedules and the General Index of Financial information (GIFI), to your

tax services office o tax cenire. You have to file the return within six menths after the end of the corporation’s tax year.
For more infarmation on when and how ta file T2 returns, refer to the Guide under the heading "Before you star.”

- |dentification
Business Number (BN) .. . ....
Corporation's name

I:I'E PUC Distribution Inc,

Has the corporation changed its name

7 2008-12-31

;g&%gfggug;;nc IR 86709 5778 RCO001
/ 200

Bl oo T2 CORPORATION INCOME TAX RETURN |

. [T 86709 6778 RCO0OL . |

If Yes, do you have a copy of

g
since the last time we were notified? 1Yes |__J 2 No @ . thg_gni_c_lles of amendment? . 1Yes D 2No ||
Addrﬁss céfdhead %ﬁlceed i To which tax year does this return apply?
Has this address chan since the — Tax year start Tax year end
last time we were notified? ... ... [QI91Yes[ | 2No[X] (060 2002_01_01 = 2006-12-31
{If Yes, complete lines 011 to 018) VY MM DD TYYYYNMMOD
UGl 765 Queen Street East -~ Has there been an acquisition of contral
iy P.o. Box 9000 i i to which subsection 249(4) applies -
City Province, territory, or state | gince the previous tax year? 1Yes D 2No (X
sautsteMarie  |BRE O |itves srovide the date
Country (other than Canada) Postal code/Zip code control was acquired . . ...... ... 065
018 BTN YYYY MM DD

Mailing address (if different from head office address)

] : 5 Imt.he orporation a professional
Has this address changed since the m 4 [ ¥ corp P
es

corporation that is a member of
' a partnership?

last time we were notified?
/If Yes, complete lines 021 to 028)

....... 2No X

1Yes[—] ?_NOE

Wajco Is this the first year of filing after:
022 L Incerparation? 0 1 Yes 2No X |
023 S | Amalgamation? ............. 1Yes 2No [X]
5 City _ Province, territory, or state | Yes, complete lines 030 to 038 and attach Schadule 24,
025 3 iy
: : | Has there been a windup of a subsidiary
- Country (other than Canada) Fostal codefZip code under section 88 during the current

2 No [X]

tax year?
If Yes, complele and attach Schedule 24.

| Is this the final tax year
| before amalgamation?

1Yes| |
_ocation of books and records T

Has the location of books and records
shanged since the last time we were

1otified?
If Yes, complete lines 031 to 038)

mn’esz ENOE ENOE

Wk§M 765 Queen Street £ Is this the final return up to

032 e dissolution? ... ... ...l B8 1ves| | 2no[X]
cty Province, territory, or state | |s the corporation a resident of Canada?

@ Sault Ste. Marie ON s el 1 vas/ X2 NOD" No, give the country of residence on line |
Country (other than Canada) Postal code/Zip code | . 081 and complete and attach Schedule 97.

PGA 6P2

=

43
YYYY MM DD

Do not use this area

Is the non-resident corporation claiming
an exemption under an income tax
treaty?
If Yes, complete and atiach Schedule 81,
If the corporation is exempt from tax under section 149,
tick one of the following boxes:

1 _ Exempt under paragraph 149(1)(e) or (1)

2 | | Exempt under paragraph 149(1)(j)

3 | | Exemptunder paragraph 149¢1)(t)

4 | | Exempt under other paragraphs of section 149

1Yasj—i 2No@

093

1 Canadian-controlled 4 Corporation controlled
2 || corporation {specify, below)
f the type of corporation changed during
o

1 || private corporation (CGPC}) by a public corporation
5 I__
— Public
he tax year, provide the eﬁectlve
2E(08)

m Type of corporation at the end of the taxation year
1 Other private Other corparation
8 |_| corporation _Electrity Act o
late of the change
IRPORATE TAXPRER | TAXPREF DES SOCIETES - EPDG
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PUC Distribution Inc 06.206 2006-12-31 PUC Disbibution Inc.
2007-10-18 14:52 ART09 6778 RCO001
[ Attachments —————— — —

Financial statement information: Use GIF| schedules 100, 125, and 141.
| Schedules - Answer the following questions. For each Yes response, attach to the T2 retum the schedule that applies.

Yes Schedule|
| Is the corporation related to any other corparations? T U SE—— R 150 [P 9 1
e tha corporation an associated Canadian-controlled private corporaion? . o .ottt e e e e e 160 |8 23 |
| 1s the corporation an associated Canadian-controlled private corporation thatis claiming the expenditure imit? ... ... ..y ou v 161§ 49
| Doesthe carporation have any non-residentShareOlderS? ..o v e vavvnns e s e e vnane s s amn e 151 19

Has the corporaticn had any transactions, including section 85 transfers, with its sharsholders, officers, ar employees,

|
|
| other than transactionsin the ordinary course of business? Exclude non-arm's length transactions with non-residents 11 |
If you answered Yes tothe above question, and the transaction was between corporations not dealing at arm's length, ‘
were all or substantially all of the assets of the transferordisposed ofto the transferee? .. ... .. .. o oo I 44
Hasthe corporation paid any royalties, management fees, or other similar payments to residents of Canada? ... .. ... ... ... | 14
|s the corporation claiming & deduction for payments lo atype of employee benefitplan? ... ... .. . ... . ool 15 ‘
Is the carporation claiming a loss or deduction from a tax shefter acquired after August 31, 19897 . ... .. .ot iiia s T5004 |
Is the corporation a member of a partnership fer which a partnership identification number has been assigned? T5013 |
Did the corporation, a forsign affiliate contrelled by the corparation. ar any other corporation or trust that did '
| not deal at arm's length with the corporation have abeneficialinterest in a non-resident discretionary trust? . ... ... ............. |22
Did the corporation have any foreign affiliates duringtheyear? ... ... ... ... . .o it 25
| Has the corporation made any payments to non-residents of Canada under subsections 202(1) andfor 106(1)
|ofthefederal Income Tax Regulalions? . oo e i it ittt anenans e stoaasonnaeesanaassaccnsscaasasonsansnns 170 29
| Hasthe corporation had any non-arm's length transactions with a nonresident? L. . L. ... ... ... .iii e 171 T106
| For private corporations: Does the corporation have any shareholders who own 10% or more of the corporation’s
lcommonandirproferred shares? oo i ba DER e DR L BIE S0 @ B e R e e W e SRR A R ST e s e e e J | 50
| Hasthe corporation made payments lo, of received amounts from, a refirement compensation plan arrangement during the y=ar? Cm—
|15 the net incomelloss shown on the financial statements different from the net incomefioss forincome tax purposes? ... ... ... . i
Has the corporation made any charitable danations; gifts to Canada, a province, or a temitory; or gifts of cultural or ecological property? 2
Has the corporation received any dividends or paid any taxable dividends for purposes of the dividend refund? .. . .. ... .o o 3
Is the corporation claiming any type of 1058887 . . . .. . . . it it e e e s et s st 4
Is the corporation claiming & pravincial or territorial tax credit or does it have a permanent establishment in more than one jurisdiction? 5
Has the corporation realized any capital gains orincurred any capital losses during the taxyear? .. .. ... ... ... ... oLl 6
i} s the corporation claiming the small business deduction and raporting income from: a) property (other than
dividends deductible on line 320 of the T2 retum), b} a partnership, ¢) a foreign business, or d) a personal
services business; orii)is the corporation claiming the refundable portion of Part [ tax? .. ... .. ... i e 7
Does the corporation have any property thatis eligible for capital costallowanes? .. ... .. L. i e 8
Doesthe corporation have any proparty thatis eligible capital property? ... . oo oo o i 10
Doesthecorporationhave anyresource-related deductions? . . . . .o . L Lo i e e 12
Isthe corporation claiming reserves ofanyKind? . . .. . .. i i it e e it e s s e e 13
Isthe corporation claiming apatronagedividend deduction? L .. . ... L. L oo e it i s | 16
Is the corporation a credit union claiming a deduction for allocations in proportion to borrowing or an additional deduction? ... ... ... .. { ; 17
Is the corporation aninvestment corporation oramutualfund corporation? . ... ool e e e 18
Was the corporation carrying on business in Canada as anon-resident corporation? . ... ... i i i i s i wie 20
|s the corporation claiming any federal or provincial foreign tax credits, or any federal or provincial logging taxcredits? .. ..o v s L 21
|s the corparation anon-resident-owned investmentcorporation claiming anallowablerefund? ... .. ... o oo 26*
Does the corporation have any Canadian manufacturingand processing profits? ... ... ... L. oo it i i i e |27
|= the corporation claiming an investment tax credit? i R S S e e S A S i R 2: kil
|s the corporation claiming any scientific research and experimental development (SR&ED) expenditures? ... ..o | Test
|s the total taxable capital employed in Canada of the corporation and its related corporations over 10,000,000 . ....... .. v 33 et
| |2 the corporation 2 member of a ralated group with one or more members subject togross Part 1. 3tax? .. ... ... o Lot | 36
|s the corporation claimingasurtaxeredit? .. ... .. ... ... ii i ieieseee e as e s | 7
Is the corporation subject to gross Part Vi tax on capital of financial institutions? .. ... i ittt i e e | 38
{gthecorporation daiming e Part [laxcredR? s o b voivas B B0 5 DR ERE UL L SR PR b SR R | 42
|s the corporation subject to Part 1V 1 tax on dividends received on taxable preferred shares or Parl V1.1 lax on dividends paid? | a3
|s the corporation agreeing lo a transfer of the liability for Part ML 11ax? .. ... oo oo 2 5 45
Is the corporalion subjectto Part |1 - Tobacco Manufacturers' surtax? .. . ... oottt i i 46 |
For financial institutions: Is the corporation a member of a related group of financial inslitutions with one or |
more members subjectto gross PartVItax? . ... ... e e . ] 39
Is the corporation claiming a Canadian film or video production tax creditrefund? ... ' T3
Is the corporation claiming a film or video production services tax credit refund? .. .. L L L L L oo i e | TH77
Isthe corporation subjectto Part XL 1tax? .. ... oo inn i aian ik e ceshe s e et o B Wk Mk e R e e e e R g2+
* We do not print this schedule.
CORPORATE TAXPREF | TAXPREP DES SOCIETES - EPDS Page 2 of 9

- 120



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 121 of 198

>UC Distribution Inc 06.206 2008-12-31 PUC Distribution Inc.
1007-05-08 16:31 86709 6778 RCO001

- Attachments - continued from page 2

Yes Schedule

Did the corporation have any foreign affiliates that are not controlled foreign affiliates? ... ........... ... .. ... ......... T1134-A
Did the corporation have any controlled foreign affiliates? . . . . . e e e e T1134-B
Did the corporation own specified foreign property in the year with a cost amount over $100,0007 T1135
Did the corporation transfer or loan property to a non-resident trust? .. . .. ... .. L o e e T1141
Did the corporation receive a distribution from or was it indebted to a non-resident frust in the year? T1142
Has the corporation entered into an agreement to allocate assistance for SR&ED carried out in Canada? T1145
Has the corporation entered into an agreement to transfer qualified expenditures incurred in respect

of SR&ED contracts? T E& ] 11146
Has the corporation entered into an agreement with other associated corporations for salary

or wages of specified employees for SREEDT . .. . e e D T1174
- Additional information

Is the corporation inactive? P Y 1 Yes H 2 No
Has the major business activity changed since the last return was filed? (enter Yes for first-time filers) R 251 R 2 No [ X]

What is the corporation's major business activity? . ................ @

(Only complete if Yes was entered at line 281.)

If the major business activity involves the resale of goods, show whether it is wholesale or retail m 1 Wholesale D

Specify the principal product(s) mined, manufactured, PRE Electrical distributor P 100.000 %

sold, constructed, or services provided, giving the

2 Retail |_|

approximate percentage of the total revenue that each 265 267 2’“
product or service represents. 288 289 )
Did the corporation immigrate to Canada during the tax year? . ... . ... . .. 1 Yes| 2 No
Did the corporation emigrate from Canada during thetax year? ... ... ... ... .. ... ... .. .. ... 1 Yes 2 No [ X
- Taxable income
Net income or (loss) for income tax purposes from Schedule 1, financial statements, or GIFI. ... ... ... m 1,705,567 A
Deduct: Charitable donations from Schedule2 .. .......... ... ... .... n
Gifts to Canada, a province, or a territory from Schedule2 . ... . .... 312
Cultural gifts from Schedule2 ............ ... ... ... ... ... 313
Ecological gifts from Schedule2 . .. ... ... ... ... . ... ... ... 314
Taxable dividends deductible under section 112 or 113, or
subsection 138(6) from Schedule 3  ............. ... .. .......
Part VI.1 tax deduction from Schedule 43* . ...................
Non-capital losses of preceding tax years from Schedule4 . ...... .. 1,705,567
Net capital losses of preceding tax years from Schedule4 . ....... .
Restricted farm losses of preceding tax years from Schedule 4
Farm losses of preceding tax years from Schedule4 ... .. .. ... . ..
Limited partnership losses of preceding tax years from Schedule 4
Taxable capital gains or taxable dividends allocated from
acentral creditunion ... 340
Prospector's and grubstaker's shares .. ............... . ...... 350
Subtotal 1,705,567 » 1,705,567 B
Subtotal (amount A minus amount B) (if negative, enter "0" c
Add: Section 110.5 additions or subparagraph 115(1)(a)(vii) additions .. .. .................. D
Taxabledneonte (amount-C plug-amount D) & su sy s o5 v B0 0 w0 o0 SRR I TR A B B 6 m
ncome exempt under paragraph 149(1)(1) . e 370
Taxable income for a corporation with exempt income under paragraph 149(1)(1) (line 360 minus line 370) Z
" This amount is equal to 3 times the Part VI.1 tax payable at line 724.
JRPORATE TAXPREP / TAXPREP DES SOCIETES - EPD6 Page 3 0f 9
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>UC Distributien Inc 06.206 2006-12-31 PUC Distribution inc.
2007-05-08 16:31 86709 6778 RGO001

- Small business deduction
Canadian-controlled private corporations (CCPCs) throughout the tax year

Income from active business carried on in Canada from Schedule 7 .. ... ... ... ... 400} 1,705,567 A
Taxable income from line 360, minus 10/3 of the amount on line 632*, minus 3 times the amount on
line 636**, and minus any amount that, because of federal law, is exempt form Part Itax ~ ............ m B

Calculation of the business limit:
For all CCPCs, calculate the amount at line 4 below.
250,000 x Number of days in the tax year in 2004 = 1
Number of days in the tax year 365
300,000 X Number of days in the tax year in 2005 and in 2006 365 = 300,000 2
Number of days in the tax year 365

400,000 x Number of days in the tax year after 2006 = 3
Number of days in the tax year 365

Add amounts at lines 1, 2, and 3 300,000 4

Business limit (S8e NOIES 1 8Nd 2 DEIOW)  « o oo vt e e et et et e e e 172,253 C
Notes: 1. For CCPCs that are not associated, enter the amount from line 4 on line 410. However, if the corporation's
tax year is less than 51 weeks, prorate the amount from line 4 by the number of days in the tax year
divided by 365, and enter the result on line 410.
2. For assaciated CCPCs, use Schedule 23 ta calculate the amount to be entered on line 410.
Business limit reduction:
Amount C 172,253 x _ [ERE - B =% o wie s son sos sas s o sem g o 03 B E
11,250
Reduced business limit (amount C minus amount E) (if negative, enter "0") . ...... ... .o  425] 172,253 F
Small business deduction
Whichever amountis the least A, B, COrF ... vui i vin s sie vh se s ss 0n 0n 0d 0 b s sie sie wis ve e s G1
Amount G1 X Number of days in the tax year before 2008 365 x  16.00% = G2
Number of days in the tax year 365
Amount G1 X Number of days in the tax year in 2008 X 16.50% = G3
Number of days in the tax year 365
Amount G1 X Number of days in the tax year after 2008 X 17.00% = G4
Number of days in the tax year 365
Small business deduction — total of amounts G2, G3,and G4 .. ... ... 430 G

(enter amount G on line 9)
* Calculate the amount of foreign non-business income tax credit deductible on line 632 without reference to the refundable tax on the
CCPC's investment income (line 604) and without reference to the corporate tax reductions under section 123.4.
** Calculate the amount of foreign business income tax credit deductible on line 636 without reference to the corperate tax reductions under section 123.4.
*** Large corporations
e The amount to be entered at line 415 is the total taxable capital employed in Canada minus $10,000,000 x 0.225%, calculated on Schedule 33,
Part [.3 Tax On Large Corporations, Schedule 34, Part |.3 Tax On Financial Institutions or Schedule 35, Part 1.3 Tax On Large Insurance
Companies.
® |f the corporation is not associated with any corporations in both the current and the preceding tax years, use the applicable schedule for
the prior year. (Amount P in Part 6 of Schedule 33; Amount O in Part 6 of Schedule 34; Amount DD in Part 6 of Schedule 35)
® |f the corporation is not associated with any corporations in the current tax year, but was associated in the preceding tax year, use the applicable
schedule for the current year.
e For corporations associated in the current tax year, see Schedule 23 for the special rules that apply.

IRPORATE TAXPREP [ TAXPREP DES SOCIETES - EPO6 Page 4 of 9
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2UC Distributien Inc 06.206 2006-12-31 PUC Distribution Inc.
1007-05-08 16:31 86709 6778 RCO001

- Accelerated tax reduction
Canadian-controlled private corporations throughout the taxation year that claimed the small business deduction

. - " 300,000
-

Reduced business limit (amount from line 425) . ........ e 172,253 x e above 172,253 A
Net active business income (amount from line 400) * . .. ... 1,705,567 B
Taxable income from line 360 minus 3 times the amount at line 636™* on,
and minus any amount that, because of federal law, is exempt from Part | Tax c
Deduct:
Aggregate investment income (amount from line 440) .. ............. ... ..... D
Amount C minus amount D (if negative, enter "0") . ... ... ... L > E
Amount A, B, or E above, whichever is 18ss . .. . .. . e F
Amount Z from Part 9 of Schedule27 . ...... x 100/ 7 =

Amount QQ from Part 13 of Schedule 27 ... . ... i e
Taxable resource income (amount from line 435) .. .. ... ....... .. ... ... ... _
Amount used to calculate the credit union deduction (amount E in Part 3 of Schedule 17)
Amount on line 400, 405, 410, or 425 of the small business deduction, whichever is less
Total:of amounts:G, M, |2k and i, . oq cc o e s 53 s 55 U B R e 58 n s B w L
Amount F minus amount L (if negative, enter "0") . e M
Accelerated tax reduction— 7.00 % of amount M (enter amount Non line637) . ............... e N
" If the amount at line 450 of Schedule 7 is positive, members of partnerships need to use Schedule 70 to calculate net active business income.
** Calculate the amount of foreign business income tax credit deductible at line 636 without reference to the corporate tax reductions under section 123.4.

- Resource deduction

Taxable resource income [as defined in subsection 125.11(1)] .. .. .. ... i 435 A

Amount A X Number of days in the tax year in 2004 X 2% = B
Number of days in the tax year 365

Amount A X Number of days in the tax year in 2005 X 3% = C
Number of days in the tax year 365

Amount A o X Number of days in thetaxyearin2006 365 X 5% = D
Number of days in the tax year 365

Amount A X Number of days in the tax year after 2006 X 7% = E
Number of days in the tax year 365

Resource deduction — total of amounts B, C, D, and E (enter amount Fonline 10) .. ... .............. mﬂ F

- General tax reduction for Canadian-controlled private corporations
Canadian-controlled private corporations throughout the tax year

Taxableincome from Bne 3800  cxvae e ve o w5 50 F5 W8 8 PO B B aw BE BE 0 AR O S VN YE s A
Amount Z1 from Part @ of Schedule 27 .. .. oo v v vn on v v e e e e o e B
Amount QQ from Part 13 of Schedule 27 . .. oo v v a o ae v b s s s e ve s s o]
Taxable resource income from line 435 above ... ........... ... D
Amount used to calculate the credit union deduction (amount E in Part 3 of Schedule 17) E
Amount on line 400, 405, 410, or 425, whicheveris theleast . ................. F
Aggregate investment income from line 440 ... ... ... ... .................. G
Amount used to calculate the accelerated tax reduction (amountM) .. ........... H
Total of amounts B, C, D, E, F, G, and H .. ... ... ... >

Amount A:iminusamount| (if negative; enter "0 i vu v in e s 0a S S RGN TR LRGN AR e B N |

Amount J X Number of days in the tax year before 2008 365 x 7% = K1
Number of days in the tax year 365

Amount J x Number of days in the tax year in 2008 X 7.5% = k2
Number of days in the tax year 365

Amount J X Number of days in the tax year in 2009 X 8% = K3
Number of days in the tax year 365

Amount J . X Number of days in the tax year after 2009 X 9% = K4
Number of days in the tax year 365

General tax reduction for Canadian-controlled private corporations — total of amounts K1, K2, K3, and K4 K

(enter amount K on line 638)
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2UC Distributicn Inc 06.206 2006-12-31 PUC Distribution Inc.
2007-05-08 16:31 86709 6778 RC0001
- General tax reduction —————————
Corporations other than a Canadian-controlled private corporation, an investment corporation, a mortgage investment
corporation, or a mutual fund corporation; and for tax years starting after May 1, 2006, any corporation with taxable income
that is not subject to the full tax rate of 38% (eg. deposit insurance company).
Taxable income from line 360 TG VR R WA S TN B R TR T R R R N A R S S 8 &
Amount Z1.from Part B of SChedUIe 27 . ... iv ior sis o s eumminn v teie o meise ininia et M
Amount QQ from Part 130of Schedule 27 . ... .. ..., . ... N
Taxable resource income from line 436 above . .................. ... ..., (o]
Amount used to calculate the credit union deduction (amount E in Part 3 of Schedule 17) P
Total oFamountsS M BE G-and P conm o s e 5o i e s e s s g S oy | 2 Q
Amount L minus amount Q (if negative, enter "0") . ... ... e R R
Amount R x Number of days in the tax year before 2008 365 x 7% = _ S1
Number of days in the tax year 365
Amount R X% Number of days in the tax year in 2008 X 75% = S2
Number of days in the tax year 365
Amount R X Number of days in the tax year in 2009 X 8% = S3
Number of days in the tax year 365
Amount R x Number of days in the tax year after 2009 x 9% = S4
Number of days in the tax year 365
General tax reduction - total of amounts S1, S2, S3, and S4 (enter amount Sonline639)  .............. S
- Refundable portion of Part | tax
Canadian-controlled private corporations throughout the tax year
Aggregate investment income . .. .. 440 X 262 F 3% B gue A A
(amount O from Part 1 of Schedule 7)
Foreign non-business income tax credit from line 632 R o
Deduct:
Foreign investment income . ... ... m X 9 L F 3% =
(@amount L from Part 2 of Schedule 7) (if negative, enter "0") > B
Amount A minus amount B (if negative, enter "0") . ... ... .. TR E TR LS MR PR Eh Bh R G G
Taxable income from line 360 . .. . .. .. .
Deduct:
Amount on line 400, 405, 410, or 425,
whicheveristheleast .......................... -
Foreign non-business
income tax credit
from line 632 o x 251 9 =
Foreign business
income tax credit
from line 636 —— x 3 =
»>
x 26 2/ 3% = D
Part | tax payable minus investment tax credit refund (line 700 minus line 780) ... .. I
Deduct: Corporate surtax from line BO0 «.cwuaimsiv i i a0 b i sie s
NELaMOIE, % oo s boan oo e o N e N R A S U S P S B R > E
Refundable portion of Part | tax — Amount C, D, or E, whichever is the least ey T T T @
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- Refundable dividend tax on hand
Refundable dividend tax on hand at the end of the preceding tax year . ........ 460 B B
Deduct: Dividend refund for the previous tax year .. .................... 465

> G

Add the total of:
Refundable portion of Part | tax from line 450 above
Total Part IV tax payable from line 360 of Schedule3  .....................
Net refundable dividend tax on hand transferred from a predecessor
corporation on amalgamation, or from a wound-up subsidiary corporation BN 480

Refundable dividend tax on hand at the end of the tax year — Amount G plus amount H

- Dividend refund
Private and subject corporations at the time taxable dividends were paid in the tax year

Taxable dividends paid in the tax year from line 460 of Schedule 3 . .. ... .. .. x 1/ 3 |
Refundable dividend tax on hand at the end of the tax year from line 485 above . .................... J
Dividend refund — Amount | or J, whichever is less (enter this amounton line 784) . ...................
ORPORATE TAXPREP | TAXPREP DES SOCIETES - EPO6 Page 7 of 9
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-Part | tax = T
Base amount of Part | tax —  38.00 % of taxable income (line 360 or amount Z, whichever applies) .. .......... @ A

Corporate surtax calculation

Base amountfiom line Aabove i woveimnees vs an @0 05 8% 95 ¥ 5% 85 05 & By 1
Deduct:
10 % of taxable income (line 360 or amount Z, whichever applies) . .......... 2
Investment corporation deduction from line 620 below ... ...... ... ... R - 3
Federal logging tax credit from line640 below .. ...... .. ..............0... 4
Federal qualifying environmental trust tax credit from line 648 below ... ... .. .. 5
For a mutual fund corporation or an investment corporation throughout the
tax year, enter amount a, b, or c below on line 6, whichever is the least:
28.00 % of taxable income from line 360 ... ... o o
28.00 % of taxed capital gains . ............. b 6
Part | tax otherwise payable ................ &
(line A plus lines C and D minus line F)
TOlAl ol liNEs: 2406 waruepaa el S 150 19 D 0 SHVSRRIE N R NS R TS U WA 7
Net amount (line1 minus line7) . ... ... ... e 8
Corporate surtax
line 8 x 4% X Number of days in the tax year before 2008 365 = m B
Number of days in the tax year 365
Recapture of investment tax credit from line OO in Part 17 of Schedule 31 ... .. .................. [602] G
Calculation for the refundable tax on the Canadian-controlled private corporation's (CCPC) investment income
(if it was a CCPC throughout the tax year)
Aggregate investment income from line440 . ... .. ...... ... L. i
Taxable income from line 360 .. .....................
Deduct:
Amount on line 400, 405, 410, or 425,
whicheveristheleast . ......... .. ciiiiiiiinonan.
NEEAMOUDL, wo-aim w i v i ab s 9% 903 85 06 698 B0 o S8Emes > ii |
Refundable tax on CCPC's investment income~ 6 2 / 3 % of whichever is less: amountiorii . ... m D
Subtotal (add lines A, B, C, and D) E
Deduct:
Small business deduction from line 430 . .. ... .. ... ... 9
Federal tax @abatement .. .. ...
Manufacturing and processing profits deduction from amount BB
or.amolnt RR OESChedUlei2? . o wa . waisarme en w20 56 Gk 08 B8 W% W8 &% W 5 616
Investment corporation deduction ... .. ... .. ... e 620
(taxed capital gains 2 )
Additional deduction — credit unions from Schedule 17 . ... ... ... ... 628
Federal foreign non-business income tax credit from Schedule 21 ... ........ 632
Federal foreign business income tax credit from Schedule 21 . ............. 636
Accelerated tax reduction from amountN . ........ ... ... L 637
Resoirce deducion from liDB438 .o v warwrerse wm wmion s i s 5o oow s s M s e 10
General tax reduction for CCPCs from amount K .. ..................... 638
General tax reduction from amount S ... ... ... L e 639
Federal logging tax credit from Schedule 21 . ......... ... ... . 00 640
Federal political contribution tax credit ... ......... ... ... .. ... ... 644
Federal political contributions
Federal qualifying environmental trust tax credit ... ..................... 648
Investment tax credit from Schedule 31 . ...................... N 652
Subtotal > K
Part | tax payable — Line E minus line F (enter amount Gon line 700) . ........... ...t
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- Summary of tax and credits
Federal tax
Partl4@x payable:  =: oo s ow sm o v s w si 20 00 9% BT 5 25 05 S e
Part 1.3 tax payable from Schedule 33, 34, or 35
Part Il surtax payable from Schedule 46 e e
Part IV tax payable from Schedule 3 . ......... ... ... .....
Part IV.1 tax payable from Schedule 43 . . . .. ...
Part Vitaxpayablefrom Schedtlai3B8  wo i vo om v esi wos wmsnss imam s is s e ositisaisil o o s sia e %
PAIT VI taXpayabia fom SCHatHG IS . oo sovemsmeonsmm st s s s s s i s e s s S W &
Part XIN.1 tax payable from Schedul@ 92 .. oo v iimrimomm e in o e en se e s B e e e ae s

Part XIV tax payable from Schedule 200  c.vanavsmrensrastn e da en e s ws s w5 S e s aE e 2
Total federal tax

Add provincial or territorial tax:
Provincial or territorial jurisdiction Ontario
(if more than one jurisdiction, enter "multiple” and complete Schedule 5)

Net provincial or territorial tax payable (except Québec, Ontario, and Alberta) 760
Provincial tax on large corporations (New Brunswick and Nova Scotia) . ... .. 765
>
Total tax payable A
Deduct other credits:
Investment tax credit refund from Schedule 31 .. ..................... -
Dividend refund . . . ...
Federal capital gains refund from Schedule 18 e
Federal qualifying environmental trust tax credit refund ... ... ... ........
Canadian film or videc production tax credit refund (Form T1131) . ... ...
Film or video production services tax credit refund (Form T1177)
Tax withheld at source 5w ow e W A SE e e : . : LY
Total payments on which tax has been withheld . . . EIHl
Allowable refund for non-resident-owned investment corporations from Schedule26 . . . . . . _
Provincial and territorial capital gains refund from Schedule 18 . . ... ... ... o
Provincial and territorial refundable tax credits from Schedule 5 .. .. ..
Tax instalments paid . ... ....... <
e Total credits il | 2 B
Refund‘Fo‘de " Overpayment — Balance (line A minus line B)
XY Direct deposit request 7 - If the result is negative, you have an overpayment.
To have the corporation's refund deposited directly into the corporation's If the result is positive, you have a balance unpaid.
pank account at a financial institution in Canad_a, or 1o change banking Enter the amount on whichever line applies.
information you already gave us, complete the information below: Generally, we do not charge or refund a difference
D Start 3 Change information m of $2 or less.
w7 (918 Branch number Balance unpaid . ......
Institution number Account number Enclosed payment 898
If the corporation is a Canadian-controlled private corporation throughout the tax year,
does it qualify for the one-month extension of the date the balance of tax is due? ... ........... 1Yes I:l 2 No

- Certification —
i, BB Greco Terry B vice-President
Last name First name Position, office, or rank
am an authorized signing officer of the corporation. | certify that | have examined this return, including accompanying schedules and statements, and that
the information given on this return is, to the best of my knowledge, corwﬂher certify that the method of calculating income for this
tax year is consistent with that of the previous year exggpt as specifically(distlosed in a statement attached to this return.

EE3  2007-05-08 EEd (705) 759-6566

Date (yyyy/mm/dd) Signature of the authorized sigﬁ‘ing officer of the corporation Telephone number
Is the contact person the same as the authorized signing officer? If No, complete the information below . . . . . . 1Yes E 2 No D
Name Telephone number

-Language of correspondence — Langue de correspondance

Indicate your language of correspondence by entering 1 for English or 2 for French. : F 3
@ Indiquez votre langue de correspondance en inscrivant 1 pour anglais ou 2 pour frangais. 1:English /Anglais 2 Frangais / French %

ORPORATE TAXPREP | TAXPREP DES SOCIETES - EPOG Page 9 of 9
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2UC Digtribution Inc 06.206 2006-12-31 PUC Distribution Inc.
1007-05-08 16:31 86709 6778 RC0001
Dol 5005 "o Godimada ™ SCHEDULE 1
~_ NET INCOME (LOSS) FOR INCOME TAX PURPOSES
Caorporation's name Business Number Tax year end
Year Month Day
PUC Distribution Inc. 86709 6778 RC0O001 2006-12-31

* The purpose of this schedule is to provide a reconciliation between the corporation's net income (loss) as reported on the financial
statements and its net income (loss) for tax purposes. For more information, see the T2 Corporation Income Tax Guide.

* Please provide us with the applicable details in the identification area, and complete the applicable lines that contain a
numbered black box. You should report amounts in accordance with the Generally Accepted Accounting Principles (GAAP).

¢ Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act.

Net income (loss) after taxes and extraordinary items per financial statements ... ................... -329,739 A
Add:
Amortization of tangible 8SSES . .. .. ...t [104] 2,764,612
Subtotal of additions 2,764,612 b 2,764,612

Other additions:
Miscellaneous other additions:

Xl retail settlement variances 291 1,307,586
Subtotal of other additions ~ ERE] 1,307,586 » 1,307,586
Total additions  El 4,072,198 » 4,072,198
Deduct:
Capital cost allowance from Schedule8 . .......................... I m 2,036,892
Subtotal of deductions 2,036,892 b 2,036,892

Other deductions:

Miscellaneous other deductions:

Subtotal of other deductions  EEE] [l d 0

Total deductions  EX[] 2,036,892 » 2,036,852

Net income (loss) for income tax purposes — enter on line 300 of the T2 return FE 1,705,567
il
2 SCH 1 E (06) Canada
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>UC Distribution Inc 06.208 2006-12-31 PUC Distribution Inc.
1007-05-08 16:31 86709 6778 RC0O001
| ol sl b i SCHEDULE S,
CORPORATION LOSS CONTINUITY AND APPLICATION
Name of corporation Business Number Tax yearend
Year Monty Day
PUC Distribution Inc. 86709 6778 RC0O001 2006-12-31

* For use by a corporation to determine the continuity and use of available losses; to determine the current-year non-capital loss, farm loss, restricted farm
loss, and limited partnership loss; to determine the amount of restricted farm loss and limited partnership loss that may be applied in a year; and to request
a loss carryback to previous years.

The corporation can cheose whether or not to deduct an available loss from income in a tax year. It can deduct losses in any order. However, for each
type of loss, deduct the oldest loss first

In accordance with subsection 111(4) of the Income Tax Act, when control has been acquired no amount of capital loss incurred for a tax year ending
(TYE) before that time is deductible in computing taxable income in a TYE after that time AND no amount of capital loss incurred in a TYE after that
time is deductible in computing taxable income of a TYE before that time.

When control has been acquired, subsection 111(5) provides for similar treatment of non-capital and farm losses, except as listed in

paragraphs 111(5)(a) & (b).

For information on these losses, see the T2 Corporation — Income Tax Guide.

File one completed copy of this schedule with the T2 return, or send it by itself to the tax centre where the return is filed.

Parts, sections, subsections, and paragraphs referred to on this schedule are from the federal Income Tax Act.

2art 1 — Non-capital losses

e e 0

Determination of current-year non-capital loss
Net income (loss).for INCOMa tax:PUrPOSES .. vivevh i idre s v st Ra 25 o8 wars s sina walsliie wiam waleis sie 1,705,567
Deduct: (increase a loss)
Net capital losses deducted in the year (enter as a positive amount) ... ... ...
Taxable dividends deductible under sections 112, 113, or subsection 138(6)
Amount of Part VI.1 tax deductible .. ... .. ... ..
Amount deductible as prospector's and grubstaker's shares — Paragraph 110(1)(d.2)
Deduct: (increase a loss) Subtotal (if positive, enter "0")
Section 110.5 and/or subparagraph 115(1)(a)(vii) — Addition for foreign tax deductions ~ ...................

Add: (decrease a loss) Subtotal
CUrrerE-year B fOB8: oo swms sase coow mwsios on e o SR NS SRS eI R S RIS s S
Current-year non-capital loss (if positive, anter "07)  wu comoum sms s ase suos svm e s s e aie it il s i
Continuity of non-capital losses and request for a carryback
Non-capital loss at the end of preceding tax year & G IR SR RS T RS & 1,961,509
Deduct: NOn-capital ToSSieRkpitad™ s v v s siewsm wei o@s SuE a5 s E
Non-capital losses at beginning of taxyear — ........... ... ... ... ... ... - 1,961,509
Add: Non-capital losses transferred on an amalgamation or the
windup of a subsidiary corporation .. ..., ... ... B 105
Current-year non-capital loss (from calculation above)  ..................... 110 1,961,509
Deduct:
Other adjustments (includes adjustments for an acquisition of control)  ...... .. 150
Section 80 — Adjustments for forgiven amounts  .......... ... o 140
Subsection 111(10) — Adjustments for fuel taxrebate . .....................
Deduct:
Amount applied against taxable income (enter on line 331 of the T2 return) .. ... 130 1,705,567
Amount applied against taxable dividends subjectto Part IVtax ~ .......... ... 135 1,705,567
Subtotal 255,942

Deduct — Request to carry back non-capital loss to:
First preceding tax year to reduce taxablz income  ....................
Second preceding tax year to reduce taxable income  ............ ... ... ...
Third preceding tax year to reduce taxable income  ................ .. ......
First preceding tax year to reduce taxable dividends subject to Part |V tax
Second preceding tax year to reduce taxable dividends subject to Part IV tax
Third preceding tax year to reduce taxable dividends subject to Part [Vtax .. ...
Non-capital losses — Closing balance ... ...ttt [180] 255,942
* A non-capital loss expires as follows:
» After 7 tax years if it arose in a tax year ending before March 23, 2004;
o After 10 tax years if it arose in a tax year ending after March 22, 2004 and ending before 2008, or
o After 20 tax years if it arose in a tax year ending in 2006 and later.
—— Election under paragraph 88(1.1)(f)
Paragraph 88(1.1)(f) election indicator S ST e SR BT, SR SN S DI SN SR A Yes L___]
Loss from a wholly owned subsidiary deemed to be a loss of the parent from its immediately preceding tax year.

1]

Canadid

Page 10of 5
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2art 2 - Capital losses

PUC Distribution Inc.
86709 6778 RC0001

Continuity of capital losses and request for a carryback

Capital losses at end of preceding tax year
Capital losses transferred on an amalgamation or the windup

of a subsidiary corporation
Deduct:

Other adjustments (includes adjustments for an acquisition of control) ... ..... 250 .
Section 80 — Adjustments for forgiven amounts ... ..o 240
Add: Subtotal
Current-year capital loss (from Schedule 6 calculation) ... ......... . ... il
Non capital losses from a preceding tax year* that expired thisyear  .............. - A
Allowable business investment losses (ABIL) incurred in the
same preceding tax year* referredto atline A . ... ... ... B
Enter amount from line A or B, whicheveris less ...... 215
Allowable business investment loss expired as non-capital loss:
line 215 divided by inclusion rate** 75.0000 % .o e
Note: If there has been an amalgamation or a windup of a subsidiary, do a separate Subtotal
calculation of the allowable business investment loss expired as non-capital
loss for each predecessor or subsidiary. Add all these amounts and enter
the total at line 220 above.
Deduct: Amount applied against current-year capital gain (see Note 1) ........ ... ... ........ ..., @
Deduct — Request to carry back capital loss to: (see Note 2) Sublotal
Capital gain Amount carried
(100%) back (100%)
First preceding taxyear ........... ... iiiiinnn, 951 e
Second preceding tax year ......... — 952 -
953

Third preceding tax year
Capital losses — Closing balance

Note 1
On line 332 of the T2 return, enter the amount from line 225 multiplied by 50%.
Note 2

Enter on lines 225, 951, 952, or 953, whichever applies, the actual amount of the loss. At the time of the application of the loss carryback, the net capital

loss amount will be calculated at the inclusion rate of the year to which the net capital loss is applied.

* Losses from a preceding tax year to be entered at line A and line B are the following:

« If the loss was incurred in a tax year ending before March 23, 2004, enter the loss from the 8th preceding tax year, which has expired this year;
o If the loss was incurred in a tax year ending after March 22, 2004 and before 2008, enter the loss from the 11th preceding tax year, which has

expired this year

o If the loss was incurred in a tax year ending in 2006 and later, enter the loss from the 21th preceding tax year, which has expired this year.

*+ The inclusion rate is the one that you used to calculate your ABIL referred to at line B. Therefore, use one of the
following inclusion rates, whichever applies:
® For ABILs incurred in 1999 and preceding tax years, use 0.75
« For ABILs incurred in 2000 and 2001 tax years, the inclusion rate is equal to amount M on Schedule 6 - version T2SCH6(01).

* For ABILs incurred in 2002 and later tax years, use 0.5.
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*UC Distribution Inc 06.206 2006-12-31
007-05-08 16:31

Jart 3 — Farm losses

PUC Distribution Inc.
86708 6778 RC0001

Continuity of farm losses and request for a carryback

Farm losses at end of preceding tax year ... ... .. .. .. i,
Deduct: Farm loss expired after 10taxyears  .......... ... ... . ..o ivnnn @
Farmilosees at BEgiANINg O tANVEEE cowe snn srvn o semapsnssn ses SoREmEEE.;

Add: Farm losses transferred on an amalgamation

or the windup of a subsidiary corporation ~ ......... ... ... ..., 305
CUMantyearfaimlDss o s e sy oioesssss i B e Sseimmsmge o 310
Deduct:
Other adjustments (includes adjustments for an acquisition of control) ... ..... 350
Section 80 — Adjustments for forgiven amounts . ... ... L 340
Amount applied against taxable income (enter on line 334 of the T2 return) ... .. 330
Amount applied against taxable dividends subject to Part IVtax — ........ ..... 335

Subtotal

Deduct - Request to carry back farm loss to:
First preceding tax year to reduce taxableincome  ........................
Second preceding tax year to reduce taxableincome . ....... ... .. ... ...
Third preceding tax year to reduce taxable income  ........................
First preceding tax year to reduce taxable dividends subject to Part IV tax
Second preceding tax year to reduce taxable dividends subject to Part IV tax
Third preceding tax year to reduce taxable dividends subject to Part IV tax

Fann:losses=Glosing balancs:  soovme: s oy Dip SO SN Een DeDEveh FenR I S Sl

art 4 — Restricted farm losses

TotalTossesfortheryearflom:faming business: = .os.oi i Seiin 008 Deer s Buans VELaTe Do m C
Minus the deductible farm loss:
$2,500 plus D or E, whichever is less $ 2500
(Amount C above - $2,500) divided by 2 = o D
$ 6,250 E 2,500 F
Current-year restricted farm loss (amount C minus amount F) (enter this amount on line410)  ...............
Continuity of restricted farm losses and request for a carryback
Restricted farm losses at end of preceding tax year —
Deduct: Restricted farm loss expired after 10 taxyears  ..................... 400
Restricted farm losses at beginning of tax year .. ........ ... .. .. .. L 402 -
Add: Restricted farm losses transferred on an amalgamation or the
~indup of a subsidiary corporation . ... .. 405
Current-year restricted farm loss (enter on line 233 of Schedule 1) . ........... 410
Deduct:
Amount applied against farming income (enter on line 333 of the T2 return) R 430
Section 80 — Adjustments for forgiven amounts  ........... ... ... ... 440
Otfieradiustments oo sy vrs s Pus BrTREAT BEETEEEE PRORIETE SEE B 450
Subtotal B
Deduct — Request to carry back restricted farm loss to:
First preceding tax year to reduce farming income ~ ........................ 941
Second preceding tax year to reduce farming income ~ ........... ... ... 942 I
Third preceding tax year to reduce farming income ~ ........... ... ... ... .. 943 § -
Jestricted farm losses — Closing balance . ... ... i i 480
Note
T'he total losses for the year from all farming businesses are calculated without including scientific research expenses.
Page 3 of 5
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Part 5 — Listed personal property losses

Listed personal property losses at end of preceding tax year
Deduct: Listed personal property loss expired after seven tax years
Listed personal property losses at beginning of tax year
Add: Current-year listed personal property loss (from Schedule 6)

Deduct:

Amount applied against listed personal property gains
(enter on line 655 of Schedule 6)
Other adjustments

Deduct — Request to carry back listed personal property loss to:

First preceding tax year to reduce listed personal property gains

Second preceding tax year to reduce listed personal property gains

Third preceding tax year to reduce listed personal property gains
Listed personal property losses - Closing balance

2006-12-31

Continuity of listed personal property loss and request for a carryback

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 500
.............................. 502
............................... 510

Subtotal
Subtotal
.......... 961
....... 962 -
.......... 963

EB-2007-0931
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J7-05-08 16:31

2006-12-31

Part 7 — Limited partnership losses

PUC Distribution Ir
86709 6778 RCOO:

Current-year limited partnership losses

1

2 3 4 5 6 7
Partnership Fiscal Corporation's Corporation's Total of Column 4 minus Current-year
identifier period share of at-risk corporation's share column 5 limited
ending limited amount of partnership If negative, partnership losses
partnership loss investment tax enter "0".

credit, farming Column 3-6
losses,
and resource
expenses
606 608 ; 620 |

Total (enter this amount on line 222 of Schedule 1) I;

[ Limited partnership losses from prior tax years that may be applied in the current year
1 2] 3 4 5 6 7
Partnership Fiscal Limited Corporation's Total of Column 4 minus Limited
identifier period partnership at-risk corporation's share column 5 partnership losses
ending losses amount of partnership If negative, that may be
at end investment tax enter "0". applied in the year
of preceding | credit, business or
tax year | property losses, The lesser of
and resource columns 3 and 6
expenses
630 632 ] 634 636 638 650 |

Continuity of limited partnership losses that can be carried forward to future tax years

Partnership
identifier

, 660

Limited partnership

losses at end o
preceding tax
year

f losses transferred

| orthe windup of a
| subsidiary

Limited partnership

on an amalgamation|

Current-year ‘
limited partnership
losses

(from column 620)

670

Limited Limited partnership
partnership losses losses closing
applied balance
(cannot exceed
column 650) (662 + 664 + 670 - 675)
675 680

Total (enter this amount on line 335 of the T2 return) ;l
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PUC Distribution Inc.

1007-05-08 1631 86709 6778 RC0O001
Non-Capital Loss Continuity Workchart
Part 6 — Analysis of balance of losses by year of origin
- Non-capital losses
Loss Applied to reduce
Year Balance at Loss incurred carried
of beginning in current Adjustments back Taxable Part IV Balance at
origin of year year and transfers Parts | & IV income tax end of year
Current N/A N/A
2005 N/A N/A
2004 1,961,509 NI/A N/A 1,705,567 255,942
2003 N/A N/A
2002 N/A N/A
2001 NIA N/A
2001 N/A N/A
2000 N/A N/A "
Total 1,961,509 1,705,567 255,942
-Farm losses
Loss Loss Applied to reduce
Year Balance at incurred Adjustments carried
of beginning in current and back Taxable Part IV Balance at
origin of year year transfers Parts 1 & IV income tax end of year
Current N/A N/A
2005 N/A R N/A
2004 N/A _ o N/A o
2003 N/A N/A
2002 N/A N/A
2001 N/A N/A
2001 N/A o N/A - o
2000 N/A N/A o
o199 N/A o NIA
1998 NIA N/A
1997 N/A N/A #
Total
Restricted farm losses
Loss Loss Applied to reduce
Year Balance at incurred Adjustments carried
of beginning in current and back Taxable Part IV Balance at
origin of year year transfers Parts | & IV income tax end of year
Current N/A N/A N/A
2005 NIA N/A N/A
2004 NIA N/A o N/A
2003 o N/A N/A o N/A
2002 N N/A N/A NIA
2001 N/A N/A NIA
2001 N/A N/A NIA
2000 N/A N/A N/A
1999 N/A . N/A - NIA
1998 N/A N/A N/A
1997 N/A N/A N/A A
Total NIA

* This balance expires this year and will not be available next year.

JRPORATE TAXPREP / TAXPREP DES SOCIETES - EPOG
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FUL UBlUUII L VO.£U0

ZUUD- 12721 FUL Distriouton Inc.
2007-05-08 16:31 86709 6778 RCO001
I*I Canada Revenue  Agence du revenu SCHEDULE 8

Agency du Canada
CAPITAL COST ALLOWANCE (CCA)
Name of corporation Business Number Tax year end
Year Month Day
PUC Distribution Inc. ) . 86709 6778 RCO001 | 2006-12-31
For more information, see the section called "Capital Cost Allowance" in the T2 Corporation Income Tax Guide:
Is the corporation electing under regulation 1101(5q)? m 1Yes H 2No m
1 ) 2 3 I 5 8 7 |8 9 10 T 7
Class Description Undepreciated Cost of Net Proceeds of | 50% rule (112 Reduced CCA'| Recaplureof | Teminalloss | Capital cost | Undeprecated
number capitalcostal | acquisitions | adjustments™ | dispositions | of the amount, | undepreciated | rate | capital cost (line 404 of allowance capital cost
the beginning | during the year during the year | if any, by which |  capital cost % allowance Schedule 1) (column 7 atthe end of
of the year (new property (amountnotto | the net cost (line 107 of multiplied the year
(undepreciated must be exceed the of acquisitions Schedule 1) by column 8; (column 6
capital cost at available capital cost) exceeds or a lower plus column 7
the end of last for use)* column 5)™* amount) minus
yean (line 403 of column 11)
Schedule 1)
0 B B @ I B B B | B E
L I A 49,496,678 2,851,259 0 1,425,630 50922,307| 4 0 0 2,036,892 50,311,045
Total| 49,496,678 1,851,259 1425630 50,922,307 2,036,802 | 50,311,045

* Include any property acquired in previous years that has now become available for use. This property would have been previously
excluded from column 3. List separately any acquisitions that are not subject to the 50% rule, see Regulation 1100(2) and (2.2)
= Include amounts transferred under section 85, or on amalgamation and winding-up of a subsidiary. See the T2 Corporation Income
Tax Guide for other examples of adjustments to include in column 4,
«= The net cost of acquisitions is the cost of acquisitions (column 3) plus or minus certain adjustments from column 4. For exceptions
tathe 50% rule, see Interpretation Bulletin IT-285, Capital Cost Allowance - General Comments.

== If the tax year is shorter than 365 days, prorate the CCA claim. Some classes of property do not have to be prorated. See the
T2 Corporation Income Tax Guide for more information

T2 SCH 8 (06)
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2UC Distribution Inc 06.206 2006-12-31 PUC Distribution Inc.

1007-05-08 16:31 86709 6778 RCO001

I*I gggﬁs; Revenue Qsecn::a%:revenu SCHEDULE 9
RELATED AND ASSOCIATED CORPORATIONS

Year Month Day

Name of corporation Ii Businéss Number Tax year end
|_86709 6778 RC0001 2006-12-31

PUC Distribution Inc.

This schedule is to be completed by a corperation having one or more of the following:
- related corporation(s)
- associated corporations(s)

Name ‘Counlry Business Number | Rela- Number of % of Number of % of Book value of
of resi- (Canadian tion- | common shares | common | preferred shares | preferred | capilal stock
dence | corporation only) | ship owned shares owned shares
(fother|  (seenotet) | code owned owned

than (see
Canada) note 2)
[100) 200 N 300 IR oo NN oo RN 55 NN o0 N 0 I 70
1{ PUCInc o 898397518 RC000L | 1 2,000 100.000, 4,656,146
2/ PUC Services Inc 87626 3526 RCO001 | 3
3/ PUC Telecom Inc. 88614 1811 RC0001 | 3
4, PUC Energies Inc 87626 3724 RCO00L | 3

date 1: Enter "NR" if a corporation is not registered.
Jate 2: Enter the code number of the relationship that applies from the following order: 1 - Parent 2 - Subsidiary 3 - Associated 4 - Related, but not associated.

"2 5CH 8(99) Canadﬁ'
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UC Distribution Inc 06.206

2006-12-31

PUC Distribution Inc.

1007-05-08 19:31 86709 6778 RC00Q1
I*I Eanada Revenue :ge(?ce 31” revenu SCHEDULE 23
gency u Canada
AGREEMENT AMONG ASSOCIATED CANADIAN-CONTROLLED PRIVATE CORPORATIONS TO

ALLOCATE THE BUSINESS LIMIT

» For use by a Canadian-controlled private corporation (CCPC) to identify all associated corporations and to assign a percentage

for each ass

ociated corporation. This percentage will be used to allocate the business limit for purposes of the small business

deduction. Information from this schedule will also be used to determine the date the balance of tax is due and to calculate the

reduction to

the business limit.

* An associated CCPC that has more than one tax year ending in a calendar year, is required to file an agreement for each

tax year end
Column 1:

Column 2:
Column 3:

Column 4:
Column &:

Column 6:

- Allocating tl

Date filed (do not use this area)

Snter the calen

s this an amended agreement for the above-noted calendar year that is intended to replace

ing in that calendar year.
Enter the legal name of each of the corporations in the associated group. Include non-CCPCs and CCPCs that
have filed an election under subsection 256(2) of the Income Tax Act not to be associated for purposes of the
small business deduction.
Provide the Business Number for each corporation (if a corporation is not registered, enter "NR").
Enter the association code that applies to each corporation:
1 -Associated for purposes of allocaling the business limit (unless code 5 applies)
2 -CCPC that is a "third corporation" that has elected under subsection 256(2) not to be associated for
purposes of the small business deduction
3 -Non-CCPC that is a "third corporation" as defined in subsection 256(2)
4 - Associated non-CCPC
5 - Associated CCPC to which code 1 does not apply because of a subsection 256(2) election made by a "third corporation"
Enter the business limit for the year of each corporation in the associated group. The business limit is computed at line 4 on
page 4 of each respective corporation's T2 return,
Assign a percentage to allocate the business limit to each corporation that has an association code 1 in column 3.
The total of all percentages in column 5 cannot exceed 100%.
Enter the business limit allocated to each corporation by multiplying the amount in column 4 by the percentage
in column 5. Add all business limits allocated in column 6 and enter the total at line A. Ensure that the total at line A
falls within the range for the calendar year to which the agreement applies:

Acceptable range |

| Calendar year

[ 2004 $225.001 to $250,000 !
2005 $250,001 to $300,000 |
2006 ; maximum $300,000 q
2007 ’ $300,001 to $400,000

If the calendar year to which this agreement applies is after 2007, ensure that the total at line A does not exceed $400,000.

he business limit
Year Month Day

Year

dar year to which the agreement applies =T | 2006

an agreement previously filed by any of the associated corporations listed below? — ............... 075 IR I:] 2 No
1 2 3| 4 5 | 6
Names of Business Asso- Business limit Percentage | Business
associated Number of ciation for the year | ofthe limit
corporations associated code | (before the allocation) | business allocated”
corperations $ limit $
%
[ 100 . 200 300 350 400 |
1| PUC Distribution Inc. | 86709 6778 RC0OQ01 1 300,000 57.4175 172,253
2| PUCInc o | 89839 7518 RCOO01 1 300,000 42.5825 127,748
3| PUC Services Inc | 87626 3526 RC0O001 1 300,000 | |
4| PUC Telecom Inc. o | 88614 1811 RCO001 | 1 300,000 | == |
5| PUC Energies Inc | 876263724 RCO001 | 1 300,000 |
Total [ 100.0000 300,001] A
JRPORATE TAXPREP / TAXPREP DES SOCIETES - EPDS Page 1 of 2
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>UC Distribution Inc 06.206 2006-12-31 PUC Distribution Inc.
1007-06-08 16:31 86700 6778 RCOODA

Business limit reduction under subsection 125(5.1)

The business limit reduction is calculated in the small business deduction area of the T2 return. One of the factors used in this calculation
is the "Large corporation amount” at line 415 of the T2 return. If the corporation is a member of an associated group** of corporations in the
current tax year, the amount at line 415 of the T2 return is equal to 0.225% x (A - $10,000,000) where, "A" is the total of taxable capital
employed in Canada*** of each corporation in the associated group for its last tax year ending in the preceding calendar year.

*Each corporation will enter on line 410 of the T2 return, the amount allocated to it in column 6. However, if the corporation's tax year is
less than 51 weeks, prorate the amount in column 6 by the number of days in the tax year divided by 365, and enter the result on

line 410 of the T2 return.

Special rules apply if a CGPC has more than one tax year ending in a calendar year and is associated in more than one of those
years with another CCPC that has a tax year ending in the same calendar year. In this case, the business limit for the second

(or subsequent) tax year(s) will be equal to the lesser of the business limit determined for the first tax year ending in the calendar year
and the business limit determined for the second (or subsequent) tax year(s) ending in the same calendar year.

**The associated group includes the corporation filing this schedule and each corporation that has an "association code" of 1 or 4
in column 3.
“*+"Taxable capital employed in Canada" has the meaning assigned by subsection 181.2(1) or 181.3(1) or section 181.4 of the
Income Tax Act.

r2 SCH 23 (06) Canad'a'
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UC Distribution Inc 06.206 2006-12-31 PUC Distribution Inc.

1007-05-08 16:31 86709 6778 RCO001

I*I Canada Revenue Agence du revenu SCHEDULE 36
Agency du Canada

AGREEMENT AMONG RELATED CORPORATIONS - PART 1.3 TAX

* Members of a related group of corporations should use this schedule to allocate the capital deduction of $50,000,000 among
the members of the related group. Do not file this agreement if no members of the related group have to pay Part 1.3 tax.

* In cases where a related corporation has more than one taxation year ending in a calendar year, it has to file an
agreement for each of those taxation years.

* A corporation that is related to any other corporation at any time in a taxation year of the corporation that ends in a calendar
year may file such an agreement.

¢ In accordance with subsection 181.5(7) of the federal Income Tax Act, a Canadian-controlled private corporation is not considered
to be related to another corporation for purposes of the capital deduction unless it is also associated with that corporation.

~ Agreement

Year Month Day
Date filed (do not use this area)

Is this an amended agreement? ... ... ...l et e e e m 1 Yes D 2 No

Year

................................... 2006

Note: This agreement must include all the information indicated below for all members of the related group, including
members to which no amount of capital deduction is allocated for the year. However, any member that is exempt from
Part 1.3 tax under subsection 181.1(3) does not have to be included.

Calendar year to which the agreement applies

Names of all corporaﬁoﬁs which 1 Business Number \ Allocation of capital Taxation year end to which
are members of the related group ‘ (if a corporation is not | deduction for the year this agreement applies™
| registered, enter "NR") s (YYYY/MM/DD)
200 300} 400 EQ
| PUC Distribution Inc. , 86709 6778 RCO001 | 24,260,489
1| PUC Inc 89839 7518 RCO001
2| PUC Services Inc 87626 3526 RCO001 | 25,739,511
3| PUC Telecom Inc. | 88614 1811 RCO001 |
4| PUC Energies Inc 87626 3724 RC000L | |

Total (cannot be more than $50,000,000) 50,000,000 |

* Entries are only required in this column for a corporation that has more than one taxation year ending in the same calendar year
and is related in two or more of those taxation years to another corporation that has a taxation year ending in that calendar year.
The capital deduction of the first corporation for each such taxation year at the end of which it is related to the other corporation is
an amount equal to its capital deduction for the first such taxation year. Enter the taxation year end to which this agreement applies.

"2 SCH 36 (04) Canad'a'
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GENERAL INFORMATION

However, we may reassess a T2 return for a taxation year at any time if:
e the person filing the return has made any misrepresentation that is attributable to neglect, ca
wilful default, or has committed any fraud in filing the return or in supplying any information; «

e the person filing the return has filed Form T2029, Waiver in Respect of the Normal Reasses
within that taxation year's normal reassessment period that has not been revoked.

- 141
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ii.  Actual Ontario CT23 tax return and supporting schedules — signed

original and any returns that were subsequently amended and re-
filed;

Response
Please see below
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Ministry of Finance

@ Ontario gg:porakor:slax

King Street West
0O Box 620
Oshawa ON L1H BES

This form is a combination of the Ministry ef Finance (MOF) CT23 Corporations
rax Return and tha Minisiry of Govermnmen! Sendces (MGS) Annual Return
Jage 1 is a common page required for both Retums. F

S, ollecied
CHIENT'S GOR
m - us®e completed by Ontario share-capital corporations or

in pages 3-17. Corporations that do not mest the EFF criteria but do meet
he Shart-Form criteria, may request and file the CT23 Short-Form Return

iepending on which critena the corporation satisfies, |
ha Exempt from Filing (EFF) declaration on page 2
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2006

CT23 Corporations Tax and
Annual Return

tams Tar Aot - Minisiry of Financs (LMDF)
Corporatians nformadion Act - Minisiry of Cavemmenl Sanaces (MGS)

For taxation
an

ars COmmEncing
r Decem, 003

er 31, 2\

The Annual Return (common page 1 and MGS Schedule A on pages
18 and 19, and Schedule K on page 20) conlains non-lax information

the authority of the Corporations information Act for the

alntaining a public database of corporate information. This

Foreign-Business share-capital corporations that have an extra-provincial
licerce to operate in Ontaro.

see page 2) - Ministry Use
{Naot required if already filed or
4GS Annual Return Required? g o) erum exempt. Refer to Guide) !ﬂ‘res | |no  Page 1 of 20
Garporation's Legal Name (including punctuation) Ontarlo Corporations Tax Account No. u\laﬁ
1800173
PUC Distribution Inc. This Return covers the Taxation Year
Mailing Address year man day
sttt 2006-01-01
765 Queen Street East year mon:
P.o. Box 9000 o 2006-12-31
Sault Ste Marie
ON CA PBA BP2
Has the mailing address changed . yeat month day Date of Incorporation or Amalgamalion
g , 5 |Yes Date of Change
since Iast filed CT23 Retumn? — ! o T £
Regisiored/Head Office Address 2000-02-18
765 Queen Street East
P.o. Box 9000 Onlario
Sault Ste Marie Corporation No
oN CA PEA 6P2 (MGS) 1800173
Lecation of Bocks and Records
765 Queen Street £ Canada Revenue Agency Business No
¥ aplicacia, eaiar
Sault Ste. Marie
on CA PEA 67 86709 6778 RCO0O1 |
.Nan*e. of person to contact regarding this CT23 Return [ Telephons No_ | FaxNo
Juriseiction - ]
Incorporated Ontario ]
Terry Greco (705) 755-6566
Address of Principal Office in Ontano (Exira-Provincial Corporations only) (MG5) PR
o = e i & If net incorporated in Ontario, indicate the
date Ontario business aclivity commenced
and ceased
T year menth day
Commenced
Ontario Canada
SIS * - year month day
Former Corporation Name (Exira-Provincial Corparations only) !—x_| Not Applicable (MGs) | Ceased
m Not Applicable
Preferred La ! Langue ge
Information on Directors/Officers/Administrators must be compleled on MGS No. of Schedulels) ry |English —iErandh
Schedule A or K as appropriate. If additional space is required for Schedule A, | | Lang.‘am frangais
only this schedule may be photocopied. State number submitted (MGS). P Mirssiry Usa
If there is no change 1o the Directors'/Officers /Administrators’ information previously — No | III‘” III “l"l "IIl ||I‘ lIII
submilted 1o MGS, please check (X) this box Schedule(s) A and K are not required (MGS) » Ei ghanua
| certify that all information set out in the Annual Return is true, correct and completa.
Name of Authorized Parson (Print clearly or typs in fuil)
Terry Greco
o 2 E. Other indiiduals h knowled
q I . her indive LA edge
Tite: [ |oirector  [X] Officer P et o
Note: Sections 13 and 14 of the Corporations Information Act provide penalties for making false or misleading statements or omissions.

CORPORATE TAXPREP - 2006 CT23 - 2006 V.2 - 0704
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Cq’pm’alim’s Legal Nama Ontario Corperations Tax Account No, (MOF)  Taxation Year End CT23 paga 3 of 20
PUC Distribution Inc. 1800173 2006-12-31

CT23 Corporations Tax Return

Identification continued (for CT23 filers only)

Please check applicable (X) box(es) and complete required information.

Type of corporation

n 1 D Canadian-controlied Private (CCPC) all year (Generally a privale
corporation of which 50% or more shares are owned by
Canadian residents.) (fad.s.125(7)(b))
2 || other Private
3 |__J Public
_:T] Mon-share Capital
'X | Other (spacity) ¥

Electrity Act

[ B

Share Capital with full voling rights |
owned by Canadian Residents L %

|" Family Farm corporation 5.1(2)

D Family Fishing corporation s 1(2)

3 :l Mortgage Investment corporation s 47

4 [ | Credit Union s.51

5 —] Bank Mortgage subsidiary 5 61(4}

6| |Banks.1(2)

7 J Loan and Trust corporation s.61(4)
8[| Non-resident corperation s 2(2)(2) ot (b)
9 [ | Non-resident corporation s.2(2)(c)
10[ | Mutual Fund corporation 5 48

11'? Non-resident owned it corporation s .49

12[ | Non-resident ship or aircraft under reciprotal agreement with
— Canada 5 28(b)

14| Bare Trustes corporation

15[ | Branch ef Nen-resident s.63(1)
15 D Financial institution prescribed by Regulation only
17 j Invesiment Dealer

18| | Generator of electrical energy for sale or producer of steam for
~ use in the generation of elecirical energy for sale

19’: Hydro successor, municipal electrical utility or subsidiary of either

20| |Producer and seller of steam for uses ather than for the generation
— of electnicily

21| |insurance Exchange 5.74.4
22| | Farm Feeder Finance Co-operative corporation
23[ | Professional corporation {incorparated professionals only)

| This is the first year filing after incorparation or an amalgamatica

(if checked, atiach Ontanio Schedule 24.)
I:] Amended Return

’:| Taxation year end change - Canada Revenue Agency
approval required

|:| Final ion year up to dissciution (Note: for discontinued
businesses, see gusds )

[_J Finat taxalion year before amalgamation
':] The corporation has a floating fiscal year and

C] There has been a transfer or receipt of assel(s) involving a corporation
havinga C ian permanent hlist ! outside Ontario

=

[ | There was an acquisition of control to which subsection 249(4)
of the federal fncome Tax Acl (ITA) applies since the previous
taxation year

If checked, date centrel was acquired year month day |

|:| The corparation was involved in a transaction where all or substantially
all (80% or mare) of the assets of a non-arm's length corporation were
received in the taxation year and subsection 85(1) or 85(2) of the
federal [TA applied (o the transaction (If checked, attach Ontario
Schedule 44.)

| | First year filing of a parent corporation afler winding-up a subsidiary
ceporation(s) under section 88 of the federal ITA during the laxation
year (If checked, attach Ontario Schedule 24 }

I:‘ Section 83,1 of the CTA applies (redireclion of payments for cerlain
electricity corporations)

Yes No
]:I | X | Was the corporation inactive throughout the {axation year?

i_?] E Has ihe corporation’s Federal T2 Relum been filed wilh the
Cznada Revenue Agency?

Are you requesting a refund due to;
[ ] [X] thecamybackofsLoss?
E| rl an Overpayment?
[ ] [X] = Specified Refundabie Tax Crecit?
I:‘ IZ‘ Are you a member of a Parinership or Joint Venture?

Complete if applicable

Onlario Retail Sales Tax Vendor Ontario Employer Health Tax
PﬁﬂTﬂl ND, (Use head office na | ACCOUNt NO. {Uss head ctica na |
Specify major business activity

CORPORATT TAXPRER - 2005 CT23 - 2006 V.2.1 - 270A
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Income Tax CT23 Page 4 of 20
4.rl'qcat.fon =If you carry on @ business Ih_ruugh @ permanent establishment in & jursdiclion aulside Ontario, you may allocate (hat DOLLARS ONLY
Jortion of taxable income deemed samed in that jurisdiction te (hat jurisdiction (5.39) (IntB. 3008).
et Income (loss) for Ontario purposes (per reconciiation schedule, page 15) “ s - e = - = - - -+ -« X Fum|esn] 1,705,567 & !
Sublract: Charitable donations S s = F O m e F W W I -
Sublract: Gifts io Her Majesty in right of Canada or a province and gifts of cultural property fAnach schedule 2 - - - =
Jubltract: Taxable dividends deductible, per federal Schedule 3 - - ERCE S T
subiract: Ontanio pofitical contributions fAttlach Scheduke 24) {Inl.B. 3002R) B R T -
Subtract: Federal Part VI 1 lax «® 3 R
Jubtract: Prior years' losses applied - Nen-cagital losses wogm m m W WL R D CEIEDomsemreis i dx g G =
Fiom [715] inclusion

Net capital losses  (page 15) = X rate | = -

Farm losses EE - - -

Restricted farm losses e - =

Limited partnership losses T _— -
Faxable Income (Non-capital loss) = = e om v T om e ow e e oeoea e e = o= - =
sddition 1o taxable income far unused fareign tax deduction for federal purposes = s - - - -
Adusted Taxable Income [ 101+ [ 11| (if [10 ] is negative, enter [ 11| § e - - - - =[z|

Number of Days in Taxation Year
(Days attar Dec, 31, 2002

faxable Income nd before Jan 1, 2004 Tolal Oays
rom [735 ] {or [20 ] tappicatie) . ¥[30]| 1oooooolsw ¢ o12s% x| @ + [E] 365
Ontario Allocation
Crays atter Cag. 31,2003 Toted Dayy |
rem [0 ] e [20] W appicable) «%[30] 1o0.00000% * 149 X [[32] 365 -+ (73| 185

Ontario Allocation

5] +

ncome Tax Payable (before deduction of 1ax cradits)

ncentive Deduction for Small Business Corporations (IDSEC) (s.41}

Jf this section is not compieted, the IDSBC will be denied.

Jid you claim the federal Small Business Deduction (fed.s,125(1)) in the taxaien year or would you have claimed the
ederal Small Business Deduction lad te provisions of fed.s. 125(5.1) not besn applicable in the taxaton year? (x)

Incame from zctive business camed anin Canada for federal purpases (fed 5 125 13a)) -

3] .
+E]_ 0 .
-] .

P[]

‘ederal taxable incame, less adjustment for forelgn tax credit (fed.s. 125(1)(b))
vdd: Losses: of other years deducted for federal purposes (fed.s.111)
subllract: Lasses of ofher years deducted for Onlario purposes (5.34)

[X]no

1
| fwes

‘ederal Business himit (line 410 of the T2 Retum) for the year

wefare the application of fed.s, 125(5.1) - - - - e 172 353,

[ss] 172253,
Intario Business Limit Calculation

2002
dan 1, 2004

320,000 x| [31 + " 365 | = +[46 .
| Days after Dec. 31, 2001 1 T “
| Percentage of Federal
“ 34 L | = Business limi
100,000 x |[34]_36¢ 303 A00000 | rom T2 Schaduls 23)
Enter 100% if
. - not associated.
lusiness Limil _ | o
or Ontario purposes 48] + [a7] =44 400,000 4 x| [ 48 || 574175 (% =] 48 228,670
- — 2, —— =B
ncame aligible far the IDSBC Sl IS S Fom [ 28] 100.00000% x[58 ]

“**Dntanio Allccation

Note: Madified by 5.41(6) and (7} for corparations that are mambers of a partaership. (Refer ta Guids.)
*  Note: Adjust accordingly for a floaling taxation year and use 366 for a leap year,

** Note: Ontario Allocation for IDSEC purposes may differ from I?_o # Taxabe Income is aliocaled (o forelgn jurisdictions, See special rules (5.41(4)).

ontinved on Pags 5

CORPORATE TAXPREP - 2006 {723 -

06 V.21 - 0308
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Corporation's Legal Name Ontario Corporations Tax Account Mo, (MOF)  Taxalion Year End CT23 page 5 of 20 !

PUC Distribution Inc, 1800173 _ 2006-12-31 DOLLARS OMLY

ncome Tax cantinuad from Page 4

Humber of Days in Taxaticn Year
( Dy arior Dwc. 31, 2002 = 7
| 8nd balom an 1, 7004 Tatsl Daya |
|

salculation of IDSBC Rate eEETeETSTE R e B 2 D E & 7% x|[31] +[73] 385 |= +[88] :

Days afior Deo. 31, 2003 Taotal Days

B5% x[[34] 365 +[73] 365 |= +[Go 8.5000
DSBC Rate for Taxation Year [ 88 | + [80] oo s s =[] =

Zlaim < = s = =+ o= = o+ = = - - Fmm|8D] o X Frum[78]| 8.5000|% o =|E

Zorporations claiming the IDSBC must complete the Surtax section belew if the comoration's laxable income
of i associated, Ihe associated growp's laxable income) is greater than the amcunt 400,000 in [17¢ below

Surtax on Canadian-controlled Private Corporations (s.41.1)

Applies if you have claimed the Incentive Deduction for Small Business Corporalions

Associated Corporation - The Taxable Income of associaled cerporations is the taxable income
of the taxation year ending on or before the date of this corporation's taxation year end.

Taxable Income of the carporation S e e o e e e e e e o - o - e [1D] (or [20] if applicable) + ] B .
fyou are @ member of an asseciated group {X) Cat |£. {Yes}
CQnianio Corparations Tax
dame of assooiated eorporabon (Canadian & foreign) Azsount No. [MOF) Tasatioh Year End * Tawable Income
if insufficient space, afach schedule) {if zpplicabla) {al lass, enfar mil)
Sea schedule = = - 82 .
+[ 8] .
. I - e .
sggregale Taxable Income [eo] + [az] + | + B4 el e e Rl =[ 88 .
_Number of Days In Taxation Year
Doy afiar Dec 31_3007 ]
ad bafore Jan 1, 2004 Days
320,000 x{[31] = 73| 3&5 = +[115] .
| Diays atter Dus 31, 2003 Total Days 1
400,000 % |34 365 = [73] 385 |= +[1E 400,000 o
[ms] + 18] = 400,000 4 ¥ B — [ 400,000 o
(It negative, enter nil) R T T =[8 s

Number of Days In Taxation Year
| Days ator Dsc. 31, 2002 Tolal Days

salculation of Specified Rate for Surtax s s s - - - - - ape70% *|[33] 365 + (73] 385 |= +[e7]] 4.6670
Feom & Lo r ] R 2 A
From [ 87 | - o X Frm [ 80 » & Frm El 400,000 o = @8] .

jurtax Lesserof | 70 or @8 | LI S RN T R S S TR TR T SHLIL SEE SIC T IR R S .

Nate: Short Taxation Years - Special rules apply where the taxation year |s less than 51 weeks for the corporation and/or any corperation associated with it

rontinued on Page 6
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CT23 Page 6 of 20
DOLLARS ONLY

Income Tax continued from Page 5

bdditional Deduction for Credit Unions (s.51(4}) (arech scheduie 17) eie e e mom i a a e s [A10] a

Manufacturing and Processing Profits Credit (M&P) (s.43)

fpplies to Ehgible Canadian Profits from manufacturing and processing, farming, mining, legging and fishing carried on in Canada, a5 defermined
1y regulations.

Zligible Canadian Profits fram mining are the “resource prafits from the mining operations™, as determined for Ontario depletion purpeses, after deducting
depletion and resource aliowances bul excluding amounts from sale of Canadian resource property, rentals or royaities, If you are claiming this credit,
sttach a copy of Ontario schedule 27

The whole of the active business income gualifies as Eligible Canadian Profits if: a) your active business income from sources other than manufacturing and
recessing, mining, farming, logging or fishing is 20% or less of the tolal active business income and by the lotal active business inceme is $250,000 o less.

zligible Canadian Profits wimm e o= mom v ow W W e osie e Eoem m e = 8 & aom ow [320 P
Subtract:  Income eligible for the Incentive Deduction for Small Business Corperaions (IDSBC) - =+ - e - = — Fam|[58] -
idd: Adjustment for Surtax on Canadian-controdled private corposalions
From Fram Fram | =
100 o = [30]| soooooo/% + (78]l sso00f% = {iE(] .
*Ontario Allocation

esserof [ 58] or L A R = = = x LR - S + =
12| - | s8] + 2oz s onm oz o i m o o om omr om ThiEimesmiimcite = u= - = X
laxable Incama = = = = = = = = = = = r o+ = = o % = om = o s e s o= & e = o= e = + a .
subtract  Income eligible for the Incentive Ceduction for Small Business Corporalions (IDSBC) s F8 BB oS oo i -
Add: Adjustments for Surtax on Canadian-contrelled privale carperations R i T + .
subtract:  Taxable Income | 10 ¥ Allocation % to jurisdicions ouiside Canad k3 - - = B
subtract:  Amount by which Canadian and foreign investmenl income exceeds nel capial losses = Vi W OR =B = =
o] — (88| + [122] — [140] = [141] % e e W e el wleamlmlaiaoo s oL A R T E: [74z] n

slaim Number of Days in Taxatlon Year

‘Diays aler Dec 31, 2002 e

nnd bats danm 1, 7004 Tetal Days
[143] o Xew [30]] 100.0000|% ¢ 15% % |[o3 +[73] 385 |= %

sesercf | 130 |er| 142] tari i [ "

Luosserof | 130 |or| 143] Oritario Allacation P —— —
&) o % rmm [30]] 100.0000]% e 2% x|[B4]_365 +[73] 365 |=+[wE] .

Lesser of [ 130 or[142] Onitario Allocation = =

N&P claim for taxation year [154] + [158] s B B E D e o o m ] .

Note: Ontario Allocation for M&P Credit purposes may differ from | 30 | f Taxeble income is alocated fo foraign jurisdietions, See special rukes {5.43(1))

Manufacturing and Processing Profits Credit for Electrical Generating Corporations =[] %
flanufacturing and Processing Profits Credit for Corporations that Produce

ind Sell Steam for uses other than the Generation of Electricity ive e o o= R E s =N62] .
sredit for Foreign Taxes Paid (s.40)

ipplies if you paid tax to a jurisdiction cutside Canada on foreign investmant ingsoma (Int.B. 3001R), (Atach sehedule), - [170] .

sredit for Investment in Small Business Development Corporations (SBDC)

Applies if you have an unapplied, previously approved credit from priar years' invesiments in new issues of eggnty shares in Small Business Development
sorporalions. Any unused portion may be camed forward indefinitely and applied fareduce subsequent years' income taxes. (Refer to the former Small
lusiness Develpment Corparatians Acl)

Eligible Credit (175 - Credit Claimed [180] x
jubtotal of Income Tax [40 | —[ 70|+ 100} —[110] - [160] = [161] = [162] = [170] — [1a0 s = o o= =[180] .

ontinued on Fage 7
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Corporation's Legal Name Cntario Corporations Tax Account Mo, (MOF)  Taxation Year End | CT23 page 7 of 20

|
PUC Distribution Inc. 1800173 _ 2006-12-31 |
Income Tax continued from Page &

Specified Tax Credits (Refer to Guide)

Ontario Innovation Tax Credit (OITC) {s.43.3) Applies lo scientific rasesrch and experimental develapment in Ontario
Zligible Credit  Frem [ 5620 | OITC Claim Form (Aftach orginal Claim Farm) T T I +[181]

So-operative Education Tax Credit (CETC) (5.43.4) Appiies to emplayment of eligible students

Ziigible Credit  Frem [5758 | CT23 Schedule 113 fAltach Schadule 113) SR I R I A A e o T +[192 -

Intario Film & Television Tax Credit (OFTTC} (s.42.5)

Appifes to qualifying Ontario labour expenditures for MName of Fraductan
sligible Canadian content film and tefevision preductions |ane]

zligible Credit  From | 5850 | of the Cerificate of Eligibility issued hy the Onlario Meda Development Corporation [OMDC}
‘Attach the onginal Certficale of Elgibility) - - . . . +[183]

Sraduate Transitions Tax Credit (GTTC) (s.43.6) Mo of Graduales. Frem [550a]
Applies to employment of efigible unemployed pest secondary graduates, for emplayment 184 ]
sommencing prior 1o July 6, 2004 and expenditures incurred prier ta January 1, 2005,

zligible Credit  From | 8536 | CT23 Schedule 115 (Aftach Scheduke 115) Fomod o W EoEeEERETAS G d A #[195]

Intario Book Publishing Tax Credit (OBPTC) (s.43.7)
Applies to qualifying expenditures in respect of eligible literary works by eligible Canadian authors
Zligible Credil  Fram 4900 | OBPTC Claim Form (Attach both the argine! Claim Form and the Cenficate of Elgibilty) - - +[128]

Jntarie Computer Animation and Special Effects Tax Credit (OCASE) (5.43.3)

Applies o labaur refa'mg to computer animation and special effects an an aligible predustion

zligible Credit Fram of the Certificale of Elgibility issued by the Ontaria Media Dovelapmenl Corporation (OMOC)
-‘ln‘achmeongrr;-an'Cerr-ﬂcareofEhgtbmy) L T T i T R I +|187 |

Intario Business-Research Institute Tax Credit (OBRITC) (5.432.9)
ipplies to qualifying RED expenditures under an eligible research institute contragl.
Tigibte Credit  From [ 7100 | OBRITE Claim Farm (Attach original Claim Form) & F e TE AT B 55 25 IS 3 5 128]

JIntario Production Services Tax Credit (OPSTC) (s.43.10)
ipplies 1o qualifying Or‘tarm labour expenditures for eligible productions where the OFTTC has nat besn claimed.
Zigible Credit  Freem [ 7300 | of the Certificate of Eligitility issued by the Ontaric Media Development Corporation (QMOC)

Attach the onginal Certificate of Ebgibility) T T R 18R]

Jntario Interactive Digital Media Tax Credit (OIDMTC) (s.43.11)

1pplies to qualifying labour expanditures of eligible produsts for the taxation year

tligible Cradit  Frem [7400 | of the Certificate of Eligibility issued by the Ontaria Media Develapment Corpaoration (OMDC)

Aftach the original Certificate of Engibiiity) R B +|200

Intario Sound Recording Tax Credit (OSRTC) (s.43.12)
ipplies to qualifying expenditures in respect of eligitle Canadian sound recardings

DOLLARS ONLY

Iligible Credit  Frem | 7500 | DERTC Claim Form (Altach bath the onginal Claim Fomm and the Cartiicate of Eligibilty) - - +[z01] .
\pprenticeship Training Tax Credit (ATTC) {s.43.13} o of Apsrenuzes From [5836]

\pplies to employment of eligitle apprentices [z02]

fligible Credit  Fram [ 5930 | CT23 Schedule 114 (Aftach Schedule 114) TR TR e & B OE R B LB +[209] _ .
Jther (specify) ATANEVIETECSIS R = e e W e a . +|203_'|i . .
Total Specified Tax Credits [121]+ [152] + 193]+ [185]+[ 186] + [ 167 ] + [108] + [185] + [Z00] + [Z01] + [203 | +/202.1] =[z20 .
ipecified Tax Credits Applied to reduce Income Tax T =[225] 3
ncome Tax iBlJ - ___2_2_!1! OR Enter NIL if reporting Non-Capital Loss (amount cannal be negative) oo =[230 .

To determine if the Corporate Minimum Tax (CMT) is applicable to your Cerporation, see Determination of Applicability section for the CMT
cn Page 8. If CMT is not applicanla, transfer ameunt in |230' o Income Tax n Summary section on Page 17,
IR
IF TMT 1= not applicable for the current taxalion year bul your corporation has CMT Credit Carryavers that you want to apply o reduce
income tax ctherwise payable, then proceed to and complele the Application of CMT Credit Carryovers section part B, on Page 8.

CORPORATE TAXPREP - 2006 CT23 - 2005 ¥.2.1 - [70A
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Corporate Minimum Tax (CMT)

CT23 Page 8 of 20 |

DOLLARS ONLY

lotal Assets of the carporation Porowom o mimsnmismetimm o o= oW o +|240] 53,115,654
lotal Revenue of the corporation T TS S T TP + [2a1] 57,861,615 4

The atove amounts include the corporation's and assoclated corparations' share of any parinership(s) /joint vaniures) folal assels and folal revenue.

{you are a member of an associated group (X)  [242]| | (ves)

Ontario Corparations Tax

lame of associaled corporation (Canadian & foreign) Account Na, (MOF) Taxation ¥ear End Toial Assels Total Ravanug
if insutficient space altach schedule) (It applicable)
+[243 o+ [244] -
== o + [225] o bl248] .
B o+ 247 & +[248] A
\ggregate Total Assets [230] + [243] + [245] + [247] , ele. R : = [za3] 53,115,654 o
‘ggregale Total Revenue :2-“] + iﬁ‘ + ’E + .@ Lelo SninaEE R @ owoE R OB ¥ EE S g L@ d = @ 57,861,619 o

Jetermination of Applicability

pplies if either Total Assets [249] exceeds 55.000,000 or Total Revenue | 250 exceeds $10,000.000.

short Taxatlon Years — Special rules apply for determining Lotal revenue where the taxation year of the corporation or any associated corporation or
wny fiscal period of any partnership(s} / joint venture(s) of which the corporation or 2ssocialed corporation is a member, is less than 51 woeks.

issociated Corporation — The fotal assels or fotal revenue of associated corporalions is the total assets or total revenue for the taxation yaar ending
= of bafore the dale of the claiming corporation's taxation year end

T'CMT is applicable to current taxation year, complete section Calculation; CMT below and Corporate Minimum Tax Schedule 101

Zalculation: CMT jAttach Scheduia 101.)

3ross CMT Payable - - CMTBase  Fom Schedule 101 [2138] o ¥ Frm [ 30| 100.0000] % X "
If negative, enter zero Ontario Allocation

iubtract: Foreign Tax Credit for CMT purposes {Atfach Schedule) £ B SrSSA uRNIARE W M W oZ OE b - -

aubtract: Income Tax e I T - = e S 2 2 = = - .

det CMT Payable (If negative. enter Nil on Page 17 ) S EFE & e ele e e m am im e gy = m .

* | 280] is less than zero and you do not have a CMT credit camyover, (ransfer [23¢] from Page 7 to Income Tax Summary,

an Page 17.

f [230] is less than zerg and you have a CMT credit carryaver, complete A & B below

0| is greater than or equal lo zero, transfer [230| to Page 17 and transfer  280]
sradit Carryovers.,

ta Page 17, and to Part 4 of Schedule 101: Continuity of CMT

IMT Credit Carryover available

From Schadule 101 e Fram [ 2333 48,179
\pplication of CMT Credit Carryovers
A, Income Tax (before deduction of specified cradits) s e e e e e e e e e e o o o= = < o« o« 4+ Fom[160] = .
Grozs CMT Payable e e . B
Subtract: Foreign Tax Credit for CMT purposes voe e e e e s+ o = Frm 277 - i
If 7278 | — [277] is negative, enfer NIL in [2a0] = oF = |290] .
Income Tax ellgible for CMT Credit S e T - - - - - - = - |20 .
3. Ineome Tax (after deduction of specified credits) R T S TR R O o - i
Subtract: CMT eredit used 1o reduce income taxes e s e mes - = S w E o = A
Income Tax - = - = 5 - = = - e e e e e s Zme o s s e e e e e - =

.
Transter fo page 17

FA & Bapply, (310 cannot exceed the lesser of [230], [300] and your CMT credit carryover avaifable [z

Tonly B appiies, |2

| cannot exceed the lesser of [230] and your GMT crodit carryover available | 2213]

WCOAPORATE TAXPREP - 2006 CT23 - MEHa V.21 - 0704
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Carporation's Legal Name

ntano Corporations Tax Account No. (MOF)

CT23 Page 9 of 20
DOLLARS ONLY

Taxation Year End
_ 2006-12-31

_ PUC Distribution Inc. 3 1800173
Capital Tax (Refer to Guide and int 8 30118)
f your corparation s @ Financial instiution {5.58(2)), compiete fhes (480 and

430| on page 10 then proceed to page 13,

f your corporation is not & member of an assccialed group and/or partnershis
ind the Gross Revenue and Tolal Assats as calculated on page 10in  [480]
ind | 430| are both $3,000,000 or fess, your corporation is exempt from Capital
Tax for the taxation year, except for 8 branch of 8 non-resident corporation

A corparation that meets these cnforia should disregard all other Capial

Tax items (including the cakuiation of Taxable Capital). Enfer NIL in @

w1 page 12 and complate the return from that point. AN other corporations must
sompute their Taxabla Capifal in order fo deterrmine their Capial Tax payable.

Jdembers of a pannership (limited or general) or & joint venture, must attach
ill financral statements of each parinership or joint venture of which they are
1member, The Paid-up Capital of each corporate partner must include iis
+hare of liabilities thal would otherwise be included if the parinership were

1 cerparation. IF Investmen! Allowance is claimed, Tatal Assels must be

adjusted by adding the corporation’s share of the parinership's Tolal Assels
and by deducting investmanis in tha parinership as it appears on tha
cerporation’s balance sheet, in addition to any other required adjustments
{s.61(5)). Special rules apply to limited partnerships (InLB. 3017R).

Any Assets and liabilities of a corporation thal are being utilized in a joint
wenture must be included along with the corporation’s ether Assels and
ligbilities. when calculating its Taxable Paid-up Capilal.

Special rules znd rates apply to Non-Resident corporations (563, 5.64 and
5.69(3)),

Paid-up Capital of Non-resident: Paid-up capital employed in Canada of
a nan-resident subject to tax by virtue of 5 2(2)(a) or 2(2)(b), and whose
business is not carried on solely in Canada is deemed to be the greater
of {1} taxable Incoma in Canada divided by 8 percent or (2) tolal assats in
Canada minus cerlain indebtedness in accordance with the provisions of
s.63(1)(a) (Int.B. 3010)

2aid-up Capital

‘aid-up capital stock (Int.B. 3012R and 3015R) - - = e e e
tetained eamings (if deficit, deduct) (InL.B. 3012R) emEistT = s in
“apital and other surpluses, excluding appraisal surplus (Inl.B.3012R) -
.0ans and advances (Affach schedwie) (Int8. 3013R) amm vm e a2
3ank loans (Int.B. 3013R) Hm S o

lankers acceplances (In.B. 3D13R) S ATEEENESE T S E E &
londs and debentures payable (Int. B8, 3013R) atnEidITVE O
Aertgages payable (IntB. 3013R) e T
Jen notes payabla {InlB. 3013R) B B A e e sn wm im

Jeferred credits {including Income 1ax reserves. and defered revenue where it would also
2 included in paid-up capital for the purpeses of the large corporations tax) {Int B. 3013R) R + |2

sonmtingent, investment, iInventony and similar resenves (IntB. 30128} -

Jther regerves not allowed as deductions for income tax purposes {Altach scheduk) (Int.B. 3012R) & ¥ EmsEEiE A +
ihare of partnership(s) or joint venture(s) paid-up capital (Attach scheduleys]) (InL8, 3017R) P st +

subtotal - - = - - - SRR e - - s

iubtract:
(Retain calcuiations. Do not submit) (Int.B. 3012R) e aa

+ 4+ o+ o+ 4 o+ o+ o+

- - = = e = = & e oo TaiimoL &

Amaunts deducted for income fax purposes in excess of amounis booked

an .

Deductible R & O expenditures and OMTTI costs deferred for income tax

it not already deducted for beok purposes (Int 8. 3015R) -
“otal Paid-up Capital B s R mremmoz oz ixocw o m m
subtract

Deferred mining exploration and development expenses (£ B2(1)(d)) (Int.B 30158) U S

48,605,769

Electrical Generating Gorporations Only - All amounts with respezt to elecirical generaling assels, ascept
10 the extent thal hey have been deducted by the corperation in computing its income for income fax purposes
for the current or any priar taxation year, that are deductible by the comperation under clause 11(10)(a) of the
Corporations Tax Act, and the assels are used both in generating electricity from a renewable ar allernalive
energy source and are qualifying property as prescribed by requlation

iet Paid-up Capital SUSWERSICERLL G R 2 2 2 B

— [ze2] .

[300 48,605,769 o

tligible Investments (Refer fo Gude and int. 8. 30158)

‘ttach computations and list of corporation names and invesiment amounts. Shor-tzrm investments (bankers acceptancas, commercial paper, afc)
re edigible for the allowance only if issued for a ferm of and held for 120 days or move prior to the year end of the investor corporation.

tonds, lien notes and similar 15, (similar oblig « 8.9, siripped
Jteres! coupons, appiies to taxation years ending after October 30, 19%8)

tortgages due from other corporations @ a s s s om =
shares in olher corporations (certain restrictions apply) (Refer fo Gurde)
oans and advances to unrelated corporations - - - s - = -

ligible loans and advances to related corporations (certain restriclions apply) (Refer to Guida) P e T R T

hare of partnership(s) or joint venture(s) eligible investments (Attach schedule)
“otal Eligible Investments R R S T I TR

ontinued on Page 10

6,065,2E1 »

.

+ oA+ o+ o+

[#10] 6,065,261 o
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Sapital Tax continued fram Page 9 CT23 Page 10 of 20 i
Total Assets (InLE 3015R) DOLLARS ONLY
Total Assels per balance shest B mlom L omlmlimaas s = e m E ow o= om o= oW ED w o m e e e + [420] 53,115,654 « i
Jdortgages of other lizbilities deducted from assels et R SR B R O TR S Sttt L TR +: @] L L] i
share of partnershipis)joint venture(s) folal assets (Aftach scheduie) I T S + (422 N N I
subtract: Investment in parinership{s)/fjcint venture{s) e R T T e — 483 .
Total Assets as adjusted I T L | 53,115,654 o
imounts in [380] and [381] (if deducted from assets) EngA i R R N R D & © 0 oo 8 posmnmeasmesa o i
subtract: Amounts in [371],[372] and [381] T T = e P 7Y %
jublract, Appraisal surplus if booked T T I 71| i .
\dd or Subfract; Other adjustments (specify on an altached schedule) T F i R R M W R A B s s amessmaoeme miom B .
Total Assets S s s N RINEETEE TR SRR W e & s w8 eE ey = 450 53,115,654
nvestment Allowance ([410] + [450]) x [350] © - e e .- - .. .- o - - Hottoexceed [#10] =[a80] 5,550,297 o
laxable Capital | 2g0| - [40] e e e e e e e e e e e e e e e e e e e o2 o - - =[470] 43 055,472
3ross Revenue {as adjusted ta include the share of any parinership(s)faint veniure(s) Gross Revenus) .- - |;1E|o|l_ 57,861,619 il
Total Assets (as adjusted) < mom R oaf s s Rl Siimiieiidiie o w Im W e oW & W o= 50 = =0 Fgm |4_3°||. 53,115,654 &

Calculation of Capital Tax for all Corporations except Financial Institutions

Wote: This version (2006} of the CT23 may only be used for a taxation year thal commenced after December 31, 2003.
Anancial insffufions use calculafions o page 13

If the corporation is a family farm corporation, family fishing corporation or a credit union that is net a Financial
Institution, complete only Section & below,

OR  If the corporation is not a member of an associated group and/or partnership, complete Section B below, then review
only the Capital Tax calculations in Seclion C below, selecting and completing the one specific subsection (e.g. C3) that
applies to the corporation,

OR If the corporation is @ member of an associated group andfor partnership, complete Section B below and Section D
on page 11, and if applicable, complete Section E or Section F on page 12. Note: if the corporation is a member of a
connected parnership, please refer to the CT23 Guide for additional instructions before completing the
Capital Tax section.

SECTION A

“his section applies only if the corporation is a family farm carporation, a family fishing
:orporatien or a credil union thial is nol a Fmangial Institulion (Ind,B8. 3018)

nter MiL in [550| on page 12 and complete the return from that paint.

Caleulation af Taxable Capital Deduction (TCD) Kumber of Days in Taxation Year
| payasefoms Jan, 1, 2005 Tatal Days
Daysator Dec. 34, 3004 Tatal Dags |
ard befor Jan 1, 2005
7,500,000 * | [35] +[73] 365 |=+ [3] .
TR
10,000,000 % |[37] 365 +[73] 365 |= + [s0z| 10,000,000 «
Taxable Caplital Deduction (TCD)  [500| + [501] +[802] = [503 10,000,000 o

SECTIONC

“his section applies if the corporation is not a member of an associated group and/ar partnership

n If [430] and [480] on page 10 are both $3,000,000 or less, enter NIL in  [550] on page 12 and complete the return frem that point

a If Taxable Capitalin (470 is equal to or less than the TCDin (503, enfer NILin 550 on page 12 and complete the refurn from thal point

a If Taxable Capital in  [470] exceeds the TCOin [502] complete the following calculation and transfer the amount from | 525 to [543 on page 12,
and complete the return from that point

+ From [470] .
— From | 503 ca Days i islian year
= [ « x rem[o0]| 100.00000% X c3% *[sE]_ 365 - - - - - - =+[E]_ .
Ontario Aliccation 485 (368 lesp yen] Transferta [543] on page 12 and
:ontinued on Page 11 i fizating taxation year, refer ta Guide campleta the return from that point
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Corporation's Legal Name Omiario Corperations Tax Account Mo, (MOF)  Taxafion Year End CT23 page 11 of 20

PUC Distribution Inc. 1800173 2006-12-31 | DOLLARS ONLY
Capital Tax Calculation continued from Page 10

SECTION D

This section applies ONLY to a corperation that is a member of 2n asseciated group (excluding Financial Institutions and corporaticns exempt from Capital Tax)
indfor partnarship, You must check either | and complete this section before yeu can caleulate your Capital Tax Calculation under either Section E
o Seclion F.

m[ ] :50‘}| {* if applicable) All corparations that you are assoclated with do not have a permanent establishmant in Canada.

on page 12 and complata the return from that poinl,

If Taxable Capital |.{1_'|‘:G| on page 10 exceeds the TCD | 503 | on page 10, procesd to Section E, enter the TCD amaount in
|542| in Section E, and complete Section E and the return from that point,

|E E 4| (X if applicanle) Gne or mose of e corparations that you are associated with maintains a permanent establishment in Canada,
You and your associated group may continue to aliocate the TCD by completing the
Calculation below. Or, the associated group may file an election under subsection 63(2.1)
of the Corporations Tax Act, whereby lotal assels are used to allocate the TCD amang the
asseciated group. Once a s&.69(2.1) election is filed, all members of the group will then be
required to file in accordance with the election and allocate a podtion (pertion Is hencefarth
referred to as Net Deduction) of the capital lax effect relating to the TCD 1o each
carperation in the group on the basis of the ratio that each corporation's total assels
multiplied by its Ontario allocation is te the toal assets of the group.

The total assel amounts and Cintario allocation percentages to be used for thiz calculation
must be taken from each corporation’s financial information from ils last taxation year ending
in the immediataly preceding year

In addition, althaugh each corporation in the asscciated group may deduct its Net Deduction
amount as apportioned by the total asset formula, the group may, at the group's option
reaflecate the group's total Net Deduction among the group an what ever basis the corporale
group wishas, as long as the tetal of the realizcated amounts does not exceed the group's
total Met Deduction amount eriginally calculaled for the associated group.

Calculation Do net compiets this calculation if 55.63(2.1) election is filed
Taxable Capital  From [478] G pays 10 e I T ICIS ¥  ET] .
Determine aggregate taxable capital of an associated group (excluding fnancial institutions and

corporations exempt from capital tax) and’or partnership having a permanent establishment in Canadz

Marmes of assooiated corporations (excluding Financial . y
Institulions and corporations exempt frem Capital Tax) D:“a"e Cor Dombﬁﬂs Tax

having a permanent establishment in Canada .hr,cuunl Nc: IMOF) Taxation Year End Tamable Captal
(ifinsutficient space. aftach seheduie) IIf applicabia)

+[m32] +[533] ete. - - - - e o e e e

Aggreqate Taxable Capital

Vv

If [540] above is equal to or less than the TCD [503] on page 10, the corporation's Capital Tax for the taxation
year, is NIL.

Enter NIL in [523] in section E on page 12, as applicable.

If [540] above is greater than the TCD [563] on page 10, the corporation must compute ils share of

the TCD below in order to calculale its Capital Tax for the taxation year under Section E on page 12.

From [ 470 o % Fram [540] o % From [503] . =[0 .

Transferio | 542| |n Secton £ on page 12

55.69(2.1) Election Filad

[X] [581] (% il applicable)  Election filed. Attach a capy of Schedule 581 with this CT23 Raturn.
Proceed to Section F on page 12

‘ontinued on Page 12
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CT23 Page 12 of 20 |

DOLLARS ONLY
Capital Tax Calculation continued from Page 11

"hig section applies if the corporation is a member of an associated group andfor partnership whose total aggregate ]
Taxable Capital |§4_D| on page 11 exceeds the TCD | 503 | on page 10,

Jemplete the following calculation and fransfer the amount from  [523 ] to [543 |, and complete the return from that point.

+ From [ 470] M Total Capital Tax for

- 542] _ i B T i the taxation year

=[] =% ren[30]| 1000000f% % 03% *[555] 365 ce e - - - - = v [ .
~ Onlaria Allocation ' g5 (388 freap yoar] o '543 and complate

the raturn from that pednl

“his section applies if a corporation |s 8 member of an assoclated group and the asscciated group has filed a s5.63(2 1) election

+ Feom [

] 43,055,472 « * o[ 30| 100.0000[% X 03% I T B e 51 129,166 4

Ontano Allocation

= Capital tax deduction from | 895| relating lo your corporation’s Capital Tax deduction, on Schedule 531 5 = — From [995) .

= 3 129,166 o
Total Gapital Tax for
the taxation year

Daya in 1ation year

;apital Tax T S 7] 129,166 4 % 555|365 - e e e = [Ga3] 129,166 o
"t 385 GGt inap yeary Transfer ta [543]  and complete

rha refdr frovm (had podnt

I foating faxation year, refer fo Guida.

‘apital Tax hafree application of specified credits e R R R - - - - - 129,160 o
iubtract: Spacified Tax Credits applied to reduce capilal tax payable {Refer to Guide) - e e e e e = oo o %
sapital Tax 543 | — __'5-45_ (amount cannot be negatve) SEANEE O R o B R R W S E 8 @ = :'515:. 179,165 ,

Transigr iz Fage 17

ontinued on Page 13
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Corporation's Leqgal Name Ortario Corporations Tax Account Ne. (MOF)  Taxation Year End CT23 Fage 13 of 20

Capital Tax continued from Page 12

PUC Distribution Inc. ) 1800173 2006-12-31 DOLLARS ONLY

Zalculation of Capital Tax for Financial Institutions |

1.1 Credit Unicns only
“or taxation years commencing after May 4, 1999 enter MIL in - [550] on paga 12, and complete the retum from that point.

1.2 Other than Credit Unions
Retain details of cakulations far amounts in boxes | 565 | and [570]; Do not subrit with this tax returm )

565 |

Dy & tnalion year

I

= x D&% X Fom| 20 100.0000[% x |sss] 385 + 7 365 (355ifleap year) = + [588) .
Lesser of adjusied Cntaria Allocation
Taxable Paié Up Capital

and Basic Capital Amount
in accordance with

Dinision 8.1
Days in lacation poar
- _eox [ET] ® rem[30]| 100.00000% x[5855] 365 + T 365 (366 ifleap year) = 3
Adjusted Taxable CaJ:utaJ Tax Rala QOntario Allocation
Faid Up Capital (Rednr ia Guida)

In accordance with
Division B.1 in excess
of Basic Capital Amount

Zapital Tax for Financial Institutions — other than Credit Unions (before Section 2) e =s75] .
if floating taxation yaar, refer fo Guide.

!, Small Business Investment Tax Credit

fRetain detals of elgible nvestment caiculation and, if claiming an nveslment in CIBIF, retain the onginal elter approving

tie cradit issued in accordance with the Community Small Business Invasiment Fund Act Do not submit with this tax returs. )

\liowable Credit for Eligible Invesiments sm W G R & R RO E R W e B B e aoeisniimsaie sl o —|585] .
‘inancial Institutions: Claiming a 1ax credit for mvestment in Community Small Business Investmen! Fund {CSEIF)7 (x) Yes

apital Tax - Financial Institutions  [575| — [ 583 T T = [586] .

remium Tax (s742&743)  (Refer to Guids)

1} Uninsured Benefits Arrangements S e e e e e e e - . [BET] PR L. = [588] "
Applies ta Ontang-related uninsured benefils arangements.
2} Unlicensed Insurance {enter premium tax payable in | 588 and atlach a detalled schedule of calculations. Il subject to tax under
(1) above, add both taxkes (egather and enter iotal taxin  [583].)
Applies to Insuranee Brokers and other parsons placing insurance for persens resldent or property situated in Cntanio with
unlicensed insurers.
Jeduct: Specified Tax Credits applied to reduce premium tax (Refer to Guide) ORISR LI AR s 2 — [ 58] .
*remium Tax [s88] —[52a] = [5an]
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CT23 Page 14 of 20

DOLLARS ONLY

Reconcile net income (loss) for federal income tax purposes
with net income (loss) for Ontario purposes if amounts differ

Net Income (loss) for federal income tax purposes, per federal T2 Schedule 1 EEE * [e00] 1,705,567 &
Transfer io Page 15

add:

Federal capital cost allowance e T T T 11 2,036,892 o

Federal cumulative eligible capilal deduction C e e e e e e e e o + ] B .

Onlario taxable capital gain T i e T T R e I T + -

Federal non-allowable reserves. Balance beginning of year I T +| -

Federal allowable reserves. Balance end of year Em VA B R W R o m W W s & + .

Ontario non-allowable reserves, Balance end of year ST + | 608 .

Ontario allowable reserves. Balance beginning of year R T T oy T . =

Federal exploration expenses (e.g. CEDE, CEE, CDE,. COGPE) F s E o= oW R e + .

Federal resource aliowance (Refer io Guida) SOME e R R OE M oE M & W R & o +| z

Federal deplation aliowance FEERSIAUS S B R B OE B E B E T L L0 + .

Federal forsign exploration and development expenses O B SR CR + .

All Crown charges, royalties, rentals, etc, deducted for Federal purposes (Refer to Guids) - - B _

Management fees, rerts, royallies and similar payments o non-arms’ length non-esidents W
Humber of Days in Toxation Year
Days attar
Gec 31,7007 and
bafarg Jan 1, 2004 Tolal Dags
[B32] a% 5 ¢ 12.5%[38]_ 365 |=+623 .

Cays alinr
Dec 31,2001

X 5/ 14

] = oV 5 :

Federal Scientific Research Expenses claimed in year fram line  [480] of fed. form TE61
excluding any negative amount in - [473] from Ont. CT23 Schedule 161 e

Tolal add-back amount for Managament fess, stc,

Add any negative amount in | 473 | fram Onl, ©T23 Schedule 161 N TR T

Federal allowable business investmant loss = o o= o o ow o= o= TEomowmlw e ea e

Total of other ifems nat allowed by Onlario but allowed federally {Attach schedule) - - - - .

‘otal of Additions  [e0t]to[811] + [517] + [813] + [815] + [615] + [620] - [&14] Srim v 2036892, blsan] 2,036,892,
Teansfer o Pega 15
Jeduct:
Ontario capital cost allawance (sxcludes amounts deducted under (675 ) T A | 2,036,892 o
Ontario cumulative eligible capital deduction R T + (B3] )
Federal taxable capital gain S = m = = m e el m s e e e owaa ool + [Bsz N
Cntario non-allowable reserves. Balance beginning of year e T T =+ .
Ontaria llowable reserves. Balance end of vear oS oE W e e TETERATTSS W Te W + .
Federal non-aliowable reserves. Balance end of year = oS SETRLEGelhe e 2 E s W .
Federal allowable reserves. Balance beginning of year - - SURSSTSC e e e e R .
Ontario exploration expenses {e.g. CEDE, CEE, CDE, COGFE} (Retain cafculations. Do not submit.) F .
Oniario depletion aliowance - e T AT U TEEF N T S +i .
Ontario resource alfowance (Refer to Guida) - mh o omlm o miieoaimisio oo e ow . .
Cntario current cos! adjustment (Attach schedule) R I .

CCA on assels used fo generate eleciricily from natural gas, allernative or renewable rescurcas

2,036,892 o
Traasfet o Page 95

Subtotal of deductions for this page 0] to[e52] + [g81] + [675] SUSCR TR O M 881

antinued on Pags 15
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Corporaticn's Legal Name Onlaria Corporations Tax Account Mo, (MOF)  Taxation Year End CT23 pag& 15 of 20

PUC Distribution Inc. 1800173 2006-12-31 DOLLARS ONLY

Reconcile net income (loss) for federal income tax purposes with net income (loss)
for Ontario purposes if amounts differ |
zontinued from Page 14

et Income (loss) for federal income tax purposes, per federal Scheduls 1 e & = 11| 1,705,567 « |

Total of Additions on page 14 S T T it 11| 2,036,892 «
3ub Total of deductions on page 14 B N B 1] 2,036,892 o
Jeduct:

Ontario New Technology Tax Incentive (ONTTI) Gross-up

(Applias only to those corporations whose Ontanio allocation is less than 100% ir the current taxation year.)
Capital Cost Allowance (Ontaris) ({CCA) on prescribed qualifying

intellectual propery deducted in the current laxation year - . - |62 .
ONTTI Gross-up deduction calculation:

Gross-up of CCA

| From .
|62 . 100 — Fom [862] «  =[883]
Fom[20 || 100.0000]
Ontaria Allecation |
Warkplace Child Care Tax Incentive (WCCT)
{Applies o eligible expenditures incurred pnor to January 1, 2005}

655 « X 30% 2 100 | =[ess] -
Qualifying expenditures; From [ 30 ]| 100.0000

Qntano allocation

Workplace Accessibility Tax Incentive (WATI)
(Applies lo eligible expenditures incurred prior to January 1, 2005.)

« X 100% X 100 j = [668] i

Qualifying expenditures: Frem [0 ] 1000000/

Ontario allocation

Number of Empioyess accommodated [eBg |

Ontario School Bus Safaty Tax Incentive (OSBSTI)
[Appiies to the eligible acquisition of school buses purchased
after May 4, 1999 and befare January 1, 2008.) (Refer fo Guida)

[670 W % 3% % 100 ] =)
Qualifying expendituras Feom | 30 100.0000)
Qntario allocation

Educational Technology Tax Incentive (ETTI)
(Applies to eligible expenditures incurred prior to January 1, 2005)

eraj_ <% 15% X 00 | =[&73] .
Qualifying expenditures: From [ 30 100.0000] |
Ontario allacation |
Ontario allowable business investment loss R + @] .
Ontario Scientific Research Expenses claimad in yearin |47 from Ont CT23 Schedule 1641 +[878] _ i

Amount added to Income federally for an amount that was negative an

federal form T661, line 454 or 455 (if filed after June 30, 2003) S T ] .
Tatal of other deductions allowed by Ontaric (Attach schaduls) - - = = = = « « +[G5d| ».

“otal of Deductions [ssi|+[683]+ e8] + [658|+ (671 +|672|+ | 678 +|&78] + [€77] + [584 = 2,036,852 « P [as0] 2,036,892 «
det income (loss) for Ontario Purposes  [6on |+ &40 |- 6eg) e T L) 1,705,567 &

Transfar fa Page 4
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Continuity of Losses Carried Forward

CT23 Page 16 of 20

DOLLARS ONLY

Listed Parsonal Limited Partnership

Non-Caphal Losses Total Capital Farm Losses Restricted Farm
11) Losses Losses Froperty Losses Losses (6]
L [7oa]z 710] (2 [720] @) 730 740 750
3alance at Beginning of Year : LR ez [7sa]
1,961,509
[7o1] 7] [Fa1] |[731 7a1] 751
Current year's lasses (7) o [ el
Losses from predecessor | 792 712] 722 [72z] |782
corperations {3)
(73] [713 723 733 743 [782 o
Subtotal (723 . [743] [75a]
Subtract:  Utilized during the year 704 12) (71s] @ [724] 12y (73442 [Tad ] [754] 4
ta reduce taxable income 1,705,567 ]
[Fos] 725 [73s] [745]
Expired during the year 'l L (745
Carried back to prior [708]12 'oFeas17|[71g] 1z 'oPage([Ta5|p @ PAm 1|y 16 Fage 7 |[ 74|
rears to reduce T - i
axable income (5) — X
707 717 777 747 [757)
subtotal [zaz] : (72 L1 L2l
1,705,567
[709] ) 718 [72a] [738] 748
3alance at End of Year e e L [[742]
255,942

Analysis of Balance at End of Year by Year of Origin

‘Yoar of Orlgin Mon-Capital Losses Total Capital Losses i
(oldast year first) | Mon-Capital Losses | of Pradecessar from Listed Personal Farm Losses R"s‘l'_'c‘ed Farm
year month day Corporations Property only araes
#hprocading laalion year (317 |1g \[BET] sy BS0 |[B7o|
1558-03-30 -
Bth precading lasation year [ﬁW (5] '?ﬁT‘ (o I[B51]
1559-09-30 =
T preceding waon yoar | 818 ] ) il
2000-09-30
Gl proceding temnen year = '[Ej,j] TEan)| o
2001-09-30 U 74
Sih procadding tazation year | 831 L& ara
0011231 | _
41N procening taaaton year B2z 42 | 875 |
2002-13-31
Ird precacing tlion year B33 Fa43] (856 |a7s
2003-12-31 ;
Fraproseting walon e |[B24] 34 528 857 o [677
_2004-12-31 255,042 _—
Tat pracading lasaban yoor | 525 B35 | 84s] [858 (78
2005-12-31 I_ S
ER Current taxation year (838 (246 878
2006-12-31
i B29 B39, B4g 852 [283]
otal
255,942
lotes:

1) Mon-capital losses include allowable business investmen losses,

fed.s.111(8)(b}, as made applicable by .34,

12} Where acquisition of control of the corparation has occurred, the

utilization of losses can be restricted, See fed 5,111(4) through

111{3.5), as made applicable by 534,

{5) Generally a three year carry-back applies. See fed s.111(1) and
fed 5.41{2)(b}, as made applicable by 5.34.
() Whera a limiled paniner has limited partnership lossas, atlach loss
caleulations for each parinership.

(7) Include amoum from |11 | if taxable income is adjusted to claim unused
forgign tax credit for federal purpases.

13) Includes fosses on amalgamaticn {fed 5.87(2.1) and 5.87(2.11)) and/or

wind-up (fed.s BE(1 1) and BB(1.2}), as made applicable by 5.34
14) Tothe extent of applicable gainsfincomalat-risk amount only.

(B) Amountin [708] must equal total of

{9) Inciude non-capital losses incurred in taxation years ending after March 22,
2004,
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Corporation's Legal Mame

PUC Distribution Inc,
Request for Loss Carry-Back (s.80{16))

Applies to corporations requesting a reassessment of the relum of one or more
revious taxatien years under s.80(16) with respact to one or more types of losses
:armied back.

* If, after applying a loss carry-back to one or more previous years, thereis a
balance of loss available to carry forward to a future year, it is the corporation’s
responsibility to claim such a balance for those years following the year of loss
within the limitations of fed.5.111, as made applicable by 5.34

1800173

* Where control of a corperation has been acquired by a person or group of
persons, cerain resinctions apply to the carry-forward and carry-back
provisions of losses under fed.s.111(4) through 111(5.5), as made applicable
by 5.34,

+ Refunds arising from the lass carry-back adjustment may be applied by the
Minister of Finance ta amaunts owing under any Act administered by the
Ministry of Finance.

Ontario Corporations Tax Account No, (MOF)

Taxation Year End |

CT23 Page17 of 20

2006-12-31 | DOLLARS ONLY

+ Any late filing penalty applicable to the return for which the loss is being
applied will not be reduced by tha loss camy-hack
» The application of a loss carry-back will be available for interest calculation
purpases en the day that is the latest of the following:
1) the first day of the taxation year after the loss year,
2) the day an which the corparation’s return far the loss year is delivered 1o
the Minister, or
3} the day on which the Minister receives a request in writing from the
corporation to reassess the parficular taxalion year to take into account
the deduction of the loss.
* If & loss is being camied back 1o a predecessor corporation, enter the
predecessor corporation’s account number and {axation year end in the
spaces provided under Application of Losses below,

T Hon-Capital Tatal Capital Farm Losses Restricted Farm
Application of Losses o Lossas | | Losses
- e T —
a1d 420 830 240
— (o]  |i3E) [ [za0]
Jeduct: Loss to be carried back to preceding taxation years |
ind applied to reduce laxatle income
Pragecessar Ortario Corporation's Tazation Year Ending
Tax Account Mo ::ﬁ:\n yuar manth day = a1
[3a1] .
| 3" preceding 2003-12-31 .
— —
[z e =
1 2% preceding 2004-12-31
(@] [ 923 [#33] 543
i) 1% preceding ) | 2005-12-31 B
Frar 708 From [T16 | From | 721 From [ 736
“otal loss to be carried back = A rom L 728 R
" EFE] | aan
Jalance of loss available for carry-forward [~ —/— ==
summary Certification
womeTax - - = = = - + From|230) o[ 320 ) o
om [ 230] or [a20] am an authorized sigring officer of the corporation, | certify that this ©T23
‘orparate Minimum Tax T + From | 280] o | return, including all schedules and statements filed with o as part of this CT23
Al —= return, has been examined by me and is a lrue, corect and complete raturn and
‘apital Tax = gz g E w4 + Fram | 55 125,166 o | 'hat the information ig in agreement with the books and records of the carparation.
further certify that the financial statements acourately reflect the financial
‘remium Tax S T + From | 59¢ » | position and operating resulls of the corporation as required under section 75 of
. Ihe Corporations Tax Act The method of computing inceme for this taxation year
otal Tax Payable T 125,186 o | is consistent with that of the previous year, except s specifically disclosed ina
statement attached.
iubtract; Payments R T TR T 132,038 &
Capital Gains Refund (s .48) - - o | Hame (plase print] -
Qualifying Environmental —
Trust Tax Credit (Refer to Guide) — 8BS - ) -
Specified Tax Credits . _lerry Greco —
(Referto Guide) - - - - - —[4g8] o | Tite
Other, spacif = .
PRoH *| Vice-President -
lalance = =+ == = = -« . =[mw|___ -2872.| FullResidence Address
' payment due - - - - Enclosed *[ 830 s
overpayment: Refund (Refer fo Guios) =[a75] 28724
yoar month day
Apply to | egn | . D
e .
" Make your cheque (drawn on 3 Canadian firancial instiluticn) or a money ’()r 2007-05-08
arder in Canadian funds, payable to the Minister of Finance and prnt _"
your Ontario Corporation's Tax Account Mo, (MOF) on the back of Mote: Seclien 76 of the Corporations Tax Ac! provides penalties for making false
cheque or meney order. (Refer fo Guida far ather payment methods.) or misleading staterments o omissions.
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Corporate Minimum Tax (CMT) Page 1 of 3 !

CT23 Schedule 101
CUI'DD'a n's Legal Name :;.'.‘I'erio Corporations Tax Account Mo, (MOF) fTa'xa'{inn Year Endm |
PUC Distribution Inc. | . 1800173 | 2006-12-31 |

Part 1: Calculation of CMT Base
3anks — Net incemelfloss as per report accepted by Superintendent of Financial Institutions (SFI) ]
Jnder the Bank Act (Canada), adjusted so consolidation/equity methods are not used.
-ife insurance corporations — Met income/loss before Special Additional Tax as determined under 5.57.1(2)(c) or (d)
el Income/Loss (unconsolidated, determined in accordance with GAAP) ... .. ... ... .. .. .. +[2100]| 329,739 .I
Subtract (to the extent reflected in net incomelloss): _
Provision for recovery of income taxes / benefil of current income taxes  +[2101]| »
Provision for deferred income taxes (credits) / benefit of future
mgomistanes: Gl R T T T e +|2
Equity income from corporations > v [ N - =
Share of partnership(s)fjeint venture(s) income e |
Dividends received/receivable deductible under fed.s. 112
Dividends received/receivable deductible under fed 5,113
Dividends receivedireceivable deductible under fed s 83(2)
Dividends receivedireceivable deductible under fed.s.138(6)
Federal Part V.1 tax paid on
dividends declared and paid, o m
under fed.s.191.1(1) . J= 3 ... + 2109 o
subtotal . R~ LB — (2170 |
Add (to extent reflected in net income/loss):

Provision for current taxes / cost of current income taxes . . ¥ 111] .

Provision for deferred income taxes {debjts] / cost of future

income taxes ... : PP P E | |
Equity losses fram corpurat[ons .............. _ + (2113 .
Share of parinership(s)fjoint venture(s) losses .. ... .......... +12114 .'

Dividends that have been deducted to arrive at net income per Flnanmal

Statements 5.57 4(1.1) (excluding dividends under fed.s.137(4.1)) .. + 2115 [ '.i
Subtotal ! AT . o = o +[2116] o

Add/Subtract:
Amounts relating to 3.57.9 election/regulations for dispasals eto, Ufproperlf for curren \Wprior years

CFedsBE L +[2117l[ ) Jor - L
= FedsB51 .. +(2119, WO .
“Feds®7 .............. o+ L or ]

** Amounts relating 1o amalgamations
(fed 5.87) a5 prescribed in regulations . e ——————————————
for current/prior years . L. L. ... +121 2.31: ar —[2124]] 2]
" Amounts relating to wind-ups (fed.s.88)
as prescribed in regulalions for current! T - P—
price years . . .. . .. +[2125]| W ar - [2128] .
* Amounts relating to s, 5? 10 elecnom’
regulatians for replacement re fad s13(4), . R T —
14(6) and 44 for currenUprior years |, ., + [2127|| sor —|2128 o o
Interes! allowable under $5.20(1)(c) or (d} of
ITA to the extent not otherwise deducted in ) .
determining CMT adjusted net income - 2150 o

ubtotal (Additions) ... ... ... . = [ > i +'Ezg| B
subtotal [Subteactions), o SV e .= —[2130] B .

== Other adjustments e _m =

subtotal * [2100] - [2110] + [2116] + [2120] - [2130) £[2131] ... ..o =[2132] -329,739,
** Share of partnership(s)joint venture(s) adjusted nel income/loss » 5 A m .

rdjusted net income (loss) (if loss, ransfer ta (2202 in Part 2: Continuity OFCMTLossas Carrled Famard) S = (2134 -329,739 ,

Jeduct, * CMT losses; pre-1994 Loss 0o
* CMT losses; othereligiblelosses 000000

—[2138] . .
* CMT losses applied cannot exceed adjusted net income or increase a loss
** Retain calculations. Do not submit with this scheduls

SMT Base B A A o T e o e e

........ . =[2138]] 4

Transfor fo CMT Base on Page 8§ of the CT23 or Page & of the CT8

COAPORATE TAXPRER - 2006 ¥.2.1
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Corporate Minimum Tax (CMT)
CT23 Schedule 101
Corporation’s Legal Fwiame

Page 2 of 3

' Ointario Corparatians Tax Account Mo. (MOF)

Taxation Year End ‘

PUC Distribution Inc. 1800173 2006-12-31

Part 2: Continuity of CMT Losses Carried Forward
3alance at Beginning of year NOTES (11,021 ... .00t + 2201 2,125 836_]
Add: Current year's losses e +[2202] 329,739,

Lossas from predecessor corporations on

amalgamation NOTE (B} ...\ oo + m ‘

Losses from predecessor corporations on wind-up NOTE (3) +{ 2_204

Amalgamation (X) [2205][ | Yes Wind-up (X) Er Yes

Subbotal  osmssnadRR RS ST - 329,739 |» +[2207] 329,739,
Adjustments (attach schedul®) + [2208] o
ZMT losses available [2207] #BEOT]E [BRB08]  oocmtind i b s = [2209]| 2,455,575,

Subtract: Pre-1984 loss utilized during the year to reduce adjusted

(L3l e A e +[2210]] o
Other eligible losses utilized during the year to reduce .
adjusted net income NOTER) . ..o +[2211] i
Losses expired during the year +2212]| o

Subtotal
3alances at End of Year NOTE (5}

|

................................ = [2214]| 2,455,575 )

Yotes:

1) Pre-1994 CMT loss (sea 5.57.1(1)) should be included in the
balance at beginning of the year. Attach schedule showing
computation of pre-1994 CMT loss

2) Where acquisition of control of the corporation has occured,
the utilization of CMT losses can be restricted. {see 5.57.5(3)
and a 57.5(7))

{3} Include and indicate whether CMT losses are a resull of an
amalgamation to which fed.s. 87 applies and/or a wind-up to
which fed.s.88(1) applies. (see 5.57.5(8) and 5.57.5(3))

(4) CMT Ipsses must be used to the extent of the lesser of the
adjusted net income [2134]and CMT losses available [2209],

(5) Amount in [ 2214] must equal sum of (2 +|2290].

art 3: Analysis of CMT Losses Year End Balance by Year of Crigin

‘or a pre-1994 loss, use the date of the last taxation year end before your corporation's first taxation year commencing after 1933,
T —————

Year of Crigin CMT Losses of
{oldest year first} CMT Losses of Corporation | Predecessor Corporations

year month day
2‘;’3’@ 5th preceding taxation year 2250 m
- ___1998-09-30 )
m Bth pre::edlng faxation year 2961 @
| 1999-09-30 [
3747]| Tih preceding taxation year 7362 2982

[ 2000-09-30 = i

2243]| 6t preceding taxation year (3283 m]

2001-09-30 -
52aal| 5th adi 5 1 oodl
1244 th preceding taxaticn year |2_2_5‘1 @284

2001-12-31 = ==
3745 | #h preceding taxation year | 9oge| 3285

| 2002-12-31 S :
324 | 3rd preceding 1axation year | 2266| (2785,
| 2003-12-31 —

2247|| 2nd preceding taxation year |[5 Zﬁﬂ 223?|

2004-12-31 1,387,081
1248/ 18! preceding taxation year 5568]

__2005-12-31 | 738,755

12439] Current taxation year 2260 (2288
— 2006-12-31 i 329,739 B
) (2270 2550 The sum of amounts |2270) + 2290
otals = 2,455,575 must equal amount in g:g_{‘

CORPORATE TAXPREP - 2006 V.2.1
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Corporate Minimum Tax (CMT)
2T23 Schedule 101
mm Namea
PUC Distribution Inc.
2art 4: Continuity of CMT Credit Carryovers

3alance at Beginning of year NOTE (1)
Add:

Page 3 of 3

Oniario Corparations Tax Accoun! No. (MOF)

Taxation Year End ‘
1800173

2008-12-31 |

Current year's CMT Credit ([280]on pageﬂuflha CT23

or 347 on page 6 of the CT8. If negative, enter ML} + Fiom [280

3ross Special Additional Tax noTE (2 [312|0n page 5 of CT8.
Life Insurance corparations only.
Jthers enter NIL.) F

3ubtract Income Tax

([190] an page & of the CT23 or
page 4 of the CT8)

Subtotal (If negative, enter NIL) .. . = ' > —[2308) 4
Surrenl year's CMT credit (If negative, enter NIL) [2 ]or 347]-[2308] ... = B+ (2310

SMT Credit Carryovers from predecessor corporations NOTE(8) ..., + [2325][
Amalgamallon ()(J 2315'1— Yes  Wind-up (X) 2320 :‘ Yes

+[2301] 48,179 ,|

or[347| )

e S
+ From [312]| ol

|
il
o
3
iy
i)
=]
0

I
N
all 48,179,
| — |
=[2333 48,179 ]

Transfer fo Paga 8 af’ the CT23 or Page 6 of the CTS

\djusirnErlts (Atiach schedufe)
MT Credit Carryover available

[2330) + 23 3z2]

subtract: CMT Credit utilized during the year fo reduce income tax

([310] on page 8 of the CT23 or [357] on page 6 of the CT8.) + From 310 or[ 351 B

CMT Credit expired during the year . ..., . ... . S + 2334 af - )
subtotal oL = o - [2335] R
Jalances at End of Year NOTE (4) |2333] 35 =|2336 48,179 ,
Vaotes:

1) Where acquisition of cantrol of the corporation has occurred, the utilization of CMT credits can be restricted. (see 5.43.1(5))

2} The CMT credit of life insurance corporations can be restricted (see s.43.1(3)(b)).

3) Include and indicate whether CMT credits are a result of an amalgamation to which fed.s.87 applies and/or a wind-up 1o which
fed s B8(1) applies. (see 5.43.1(4))

4) Amount in |2338 must equal sum of [2370] + [2300]

*art 5: Analysis of CMT Credit Carryovers Year End Balance by Year of Origin

Year of Origin CMT Credit Carryovers CMT Credit Carryovers of
(eldest year first) of Corperation Predecessor Corporation(s)
year month day
23 '5% 9th preceding taxation year |[3350] 2380
| 1998-09-30 ' _ )
2341|| 8th preceding taxation year |2351] 2381
1595-09-30 ; |
3347]| Tih preceding taxation year 2362 [2382]
— | 2000-09-30 N ) 3
Em 6h praceding taxation year 75324 (2383
- 2001-09-30 i =i [
2344] 51h preceding taxation year |23645 E;,g,—,.;
| 20011231 | ' S| e — .
2345]| 41h preceding taxation year |2355 @gl
= _2002-12-31 A
3734p|| rd preceding taxation year 12355] lﬁaﬁl
~ | 2003-12-31 I 48,179
234ﬂ 2nd preceding taxation ysar FECH ’TB?l
- 2004-12-31 | i
2348 Tistpr precedlng taxation year 23@
. 2005-12-31 | _
2349 Current taxation year —3_9'1 2389|
2006-12-31 2 2 - s
P =0 The sum of amounts [2370| + [239
otals == 48 179 =] must equal amount in [2338].

CORPORATE TAXPREP - 2004 W.2.1
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Corporate Minimum Tax (CMT)

CT23 Schedule 101 — Supporting Schedule

Corporation’s Legal Nama Ontario Corporations Tax Accouni No. (MOF} | Taxation Year End ]
PUC Distribution Inc. 1800173 2006-12-31

CMT Losses Carried Forward Workchart (continued)
- Predecessor Corporations Only — Wind-Up
Indicate the amaounts of eligible CMT losses from predecessor corporations. Do not include these amounts in the ‘opening balance'
of the Filing Corparation.

Year of Origin  Opening Balance Add Adjustment Deduction Expired Closing Balance
YYYYMMDD

1997-09-30

1598-09-30 B L |
1999-09-30 _ R

2001-09-30

0011231 [ S [ — - R

2002-12-31 R | Et—— I ]
2003-12-31 - [ .
_2004-12-31
2005-12-31 | | I I ,

Total i ]

CORPORATE TAXPREP - 2006 V. 2.1
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Corporate Minimum Tax (CMT)
CT23 Schedule 101 — Supporting Schedule

l'J_brpcraﬂun's Legal Mama
PUC Distribution Inc. -

Cntario Corporalions Tax Account Mo, (MOF)

Taxatian Year End ‘
1800173

2006-12-31

CMT Losses Carried Forward Workchart

- (i) Continuity of Pre-1994 CMT Losses

Date of the last tax year end before the corp's 1st tax year
commencing after 1993
Pre-1894 Loss (per schedule)

Pre-1994 Loss available for the current year
Less: Deducted in the current year
(max, = adj. net income for the year]
Expired after 10 years S
Pre-1994 Loss Carryforward

Less: Claimed in prior taxation years wmmencmg aﬂer 1993 )

Predecessors’ Pre-1894 Loss

Corporation's
Amalgamation Wind-Up

Pre-1994 Loss

(for losses occurring in tax years commencing a

- (ii} Continuity of Other Eligible CMT Losses - Filing Corporation —— —

fter 1993)

Year of Origin  Opening Balance Adjustment Deduction Expired Closing Balance
o YYYYIMMIDD .
10th Prior Year 1997-09-30 |
9th Prior Year | 1598-03-30 —
Bth Prior Year 1999-09-30
Tth Prior Year 2000-09-30 N _ |
6ih Prior Year 2001-09-30 .

Year of Origin

199? 09-30

5th Prior Year 2001-12-31

4th Priar Year 2002-12-31

3rd Prior Year 2003-12-31

2nd Priar Year | 2004-12-31 1,387,081 1,387,081

1st Prior Year 2005-12-31 738,755 ] 738,755
Total 2,125,836 [ 2,125,835

Predecessor Corporations Only — Amalgamation
Indicate the amounts of eligible CMT losses from predecessor corporetions, Do not include these amounts in the * opening balance’
of the Filing Corparation.

Opening Balance

Add

Adjustment Deduction Expired Closing Balance

1598-09-30

2000-09-30

19990930 |

2001-09-30

2002-12-31 |
2003-12-31 |

2001-12-31 |

2004-12-31

2005-12-31
Total |

CORPORATE TAXPREP - 2006 V.21
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Corporate Minimum Tax (CMT)
CT23 Schedule 101 - Supporting Schedule
Corporation's Legal Name Ontario Carporations Tax Account No. (MOF) | Taxation Yaar End 1
PUC Distribution Inc. 1800173 | 2006-12-31
CMT Credit Carryovers Workchart
- Filing Corporation
Year of Origin  Opening Balance Adjustment Deduction Expired Closing Balance ‘

o FYYYIMMIDD
10th Prigr Year 1997-09-30
Sth Priar Year 1998-09-30
8th Prior Year 1599-05-30
7th Prior Year 2000-09-30 Ll
8th Prior Year 2001-09-30
5th Prior Year 2001-12-31 N—
4th Prior Year 2002-12-31
3rd Prior Year 2003-12-31 48,179 ) ] 48,179
2nd Prior Year 2004-12-31 ]
15t Prior Year 2005-12-31 o o

- Total 48,179 48179

Predecessor Corporations Only — Amalgamation |
Indicate the amounts of CMT credit carryovers from predecessor corporations. Do not include these amounts in the ‘opening balance' |
of the Filing Corporation.

Year of Origin  Opening Balance Add Adjustment Deduction Expired Closing Balance |

YYYYMM/DD |

1997-09-30
1998-09-30
1999-09-30

2000-09-30
2001-08-30

2001-12-31

2004-12-31
2005-12-31
Total

- Predecessor Corporations Only — Wind-Up z =
Indicate the amounts of CMT credit carryovers from predecessor corporations. Do not include these amounts in the ‘opening balance'
of the Filing Corporation.
Year of Origin  Opening Balance Add Adjustment Deduction Expired Closing Balance
YYYYIMMIDD
1997-09-30 | |
_1998-09-30 | [ — |
1995-03-30
2000-03-30
2001-09-30
2001-12-31
2002-12-31
2003-12-31
2004-12-31 _
2005-12-31 | | |
_ Total

CORPORATE TAXPREP - 2006 V.2.1
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- Ministry of Finance
%) Ontario Carporatgns TasBanch
FO Box 620
33 King Street West
Oshawa OM L1H BES

Surtax on Canadian-Controlled Private Corporations

Corporation’s Legal Mame o Ontario Cerporations Tax Account No. (MOF) | Taxation Year End
_ PUC Distribution Inc. 1800173 | 2006-12-31
o ¥ 3 % Corporations |Taxation Year| Taxation Income |
I.Mlama of Associated Corporation (Canadian and Foreign) | Tax Number End (if loss, enter nil) |
PUC Inc 1800179 2006-12-31 +
PUC Services Inc 1800180 2006-12-31  +
PUC Telecom Inc. 1800181 2006-12-31 |+
PUC Energies Inc 1800176 2006-12-31 |+
i
*
| +
+
+
+
+
+
¥
+ |
£
|+
+
"
+
+
|+
i~
- +
- | ¥
Total
Transferdo | BS |of the €723 |=
CORPORATE TAXPREF - 2006 W.2.1 Pagelolf
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Ontario Mty ofFinance 2006 Capital Tax Election of Associated

S e o ast Group Agreement for Allocation of

Gshawa ON L1H BE8 Taxable Capital Deduction (TCD)
CT23 SCHEDULE 591

[Ontario Corporations Tax Account No. (MOF) | Taxation YearEnd |

Corporation's Legal Name

1800173 2006-12-31 ‘

__PUC Distribution Inc. B I
The following associated group of corporations includes all the corporations in this
associated group (excluding financial institutions and corporations exempt from 4 = " :
capital tax) having a permanent establishmentin Canada and are hereby making an Applies to taxation years ending in the
election under subsection 69(2.1) of the Corporation Tax Actto allocate the tax effect 2006 calendar year.
of the group's taxable capital deduction (TCD) as calculated in section B on page
10 of the CT23 for all taxation years which end in the 2006 calendar year, based on
each corporation’s total assets and Ontario allocation factor from each corporation's
last taxation year ending in the 2005 calendar year.
Corporation having a permanentestablishmentin ! Lasttaxationyearending | Ontario Allocation \ Total Assets Net Deduction A"ma"onlomet
z Ax[TE x (T=X)] Deduction
Canada | in 2005 calendar year | A T
| | ND AND
Corporation Tax Account Number (if applicable) | YEAR MONTH DAY | | 995 |
- 1800173 | 2005-12-31 | ~100.0000 @423,835‘ 12,351
Corporation Name
PUC Distribution Inc. —
Tax Effect (TE) of Taxable Capital Deduction
TCD From CT23, Page 10, Section B | 503 10,000,000 X 0.3 %=TE 30,000
Corporation Tax Account Number (if applicable) YEAR MONTH DAY | ‘ ‘ | 985 ]
[ ooty | 2005-12-31 100.0000 | 60,902,223 ‘ 12,040
CorporationName |
PUC Inc ) - 74
Tax Effect (TE) of Taxable Capital Deduction
TCD From CT23, Page 10, Section B [ 503 | 10,000,000 X 0.3 %=TE 30,000 |
Carporation Tax Account Number (if applicable) : YEAR 'MONTH DAY [ ‘ [g85]
. 1svo180 | _100.0000/ _ 25,069,628 4,956 | 29,999
Corporation Name
PUC Services Inc
Tax Effect (TE) of Taxable Capital Deduction
TCD From CT23, Page 10, Section B [ 503 10,000,000 * 0.3 %=TE 30,000
Corporation Tax Account Number (if applicable) YEAR MONTH DAY | | [[995 ]
1800181 2000231 | 1000000 1,842,753 384 _
Corporation Name
PUC TELECOM INC.
Tax Effect (TE) of Taxable Capital Deduction ]
TCD From CT23, Page 10, Section B [ 503 | 10,000,000 X 0.3 %=TE 30,000 |
Corporation Tax Account Number (if applicable) | YEAR MONTH DAY | 995 |
1800178 ‘ 2005-12-31 100.0000 1,357,3905 2681
Corporation Name
PUC ENERGIES INC. o
Tax Effect (TE) of Taxable Capital Deduction
TCD From CT23, Page 10, Section B | 503 10,000,000 X 0.3 %=TE 30,000
If insufficient space, attach list.
Total Assets of Associated Group having permanent establishments in Canada X 151,745,829
959
Total Net Deductions of Associated Group having permanent establishments in Canada ... TND 29,999
[s84]
Total Allocated Net Deductions of Associated Group having permanent establishments in Canada ~ ........ TAND 29,599

CORPORATE TAXPREP - 2006 V.2.1 Page 1 of 1

- 167



Responses to Board Staff Interrogatories

PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 168 of 198

Ontario Tax Instalments

'Cnrpwatian's Legal Name | Qntaria 5E»tpara!iuns Tax Account Mo, (MOF) | Taxation ‘ear End

PUC Distribution Inc. 1800173

2006-12-31

- Ontario tax instalments —
For the taxation year ended: 2007-12-31

The following is a list of Ontario instalments payable for the current taxation year. The last column indicates the instalments payable
to the Ontario Ministry of Revenue. The instalments are due no later than on the dates indicated, otherwise non-deductible interest
will be charged. A cheaue or money arder should be made payable to the Minister of Finance. Payment may be made either to a
chartered bank in Ontario or filed with an instalment form and addressed to:

Ministry of Revenue (Ontario)

Corporation Tax Branch

P.0. Box 620

33 King Street West

Oshawa, Ontario

L1H BES
Quaterly instalment
Date Instalments Instalments Cumulative Instalments
required paid difference payable |
Total o
Date Instalments Instalments Cumulative Instalments
required paid difference payable

2007-01-31 10,764 = 10,764
2007-02-28 10,784 - 10,784
2007-03-31 10,784 - 10,764
2007-04-30 10,764 10,764
31 10,764 . 10,764

10,764 - - 10,764

2007-07-31 o 10,764 10,784
2007-08-31 10,764 10,764
2007-09-30 10,764 10,754
2007-10-31 10,764 10,764
2007-11-30 10,764 10,764
_2007-12-31 10,762 ) 10,762

Total 129,166 129 166

CORPCAATE TAXPREP - 20056 V2.1
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Paid-Up Capital: Loans and Advances

- Ministry of Finance
: E ) Ontar]o Cur%oraﬁcns Tax Branch
PO Bowx 620
23 King Streat Waest
DOshawa ON L1H BES

Carporation's Legal Name Onlario Covperations Tax Account No, {MOF)

Taxation Year End

PUC Distribution Inc. 1800173 2006-12-31
L.uans or Advances Credited or Advanced to Corporation
(includes accounts payable to related parties outstanding at the taxalion year end for 120 days or more,
and accounts payable to nop-relzited parties outstanding for 365 days or more at the taxation year end)
PUC Inc 41,540,000

Total
Transfer to| 353 | of the CT23 41,940,000
CORPUAATE TAXPREP - 2006'Y.2.1 Fage L of L
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uc Distrihu-tion Inc 06,206 2005-12-31 PUC Distribution Inc.
1D07-05-08 16:3 Tax Account No. (MOF): 1800173
- = - - |
Non-Capital Loss Continuity Workchart — Ontario !
- Non-capital losses ——— !
Loss Loss
Balance at incurred Adjustmenits carried Applied to
beginning in current and back reduce taxable Balance at
Yoar of year year transfars Parts | & IV Iincoma and of year
Current NiA e NiA
NA NiA 3 == —
1,961,508 A e NiA . L705587 255,842
M MiA -
o MiA MA o
M4 - MIA
RIS — Mi& N - o
MiA MNiA ¥

1,961,509 ) 1,705,567 255,942

-Farm losses -

Loss Loss
Balance at incurred Ad|ustmernts carrled Applied to
beginning in current and back reduce taxable Balance at
Year of year year transfers Parts 1 & IV income end of year
Currant A, = [RIE)
2005 I A o
o NiA it
2003 - NiA, - NiA
2002 NiA NIA -
00 A NI
2001 NFA - MNiA
2000 o o MNIA MIA o
1999 MiA, - - A
1998 - NIA NIA o —
1997 Ni& ) MIA =
Total = e
- Resfricted farm losses B
Loss Loss
Balance at incurred Adjustmens carried Applied to
beginning in current and back reduce taxable Balance at
Year of year year transfers Parts | & IV income aend of year
Current MNA . NiA
2005 . g YA o
2004 NiA NIA =
2003 - NiA = NiA
2002 /A, NiA — e
2001 MNIA MNiA ——
o0t NiA N NiA
2000 - A NiA o
1859 NiA NiA - o
1998 = NiA NiA
1957 MiA B NiA 3

This balance expires this year and will not be avallable next year.
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ii.  Financial statements that were submitted with the tax returns to the
Ministry of Finance,;

Response
Please see below

- 172



Responses to Board Staff Interrogatories
PUC Distribution 2008 Electricity Distribution Rates
EB-2007-0931

Page 173 of 198

Finangial Slalements of

PUC DISTRIBUTION INC.

Year ended Decembar 31, 2006
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KRG LLP
Charterad Acsourtants

117 El triaf af Chaar

AUDITORS' REPORT

To the Sharshatder of PUC Distnbution Ine

We have audited the balance sheet of PUC  Distribution Inc. as at Dacembar 31, 2006 ard
the statemenis of operations and deficit and cash flows tor the yaar then endad. These lnancial
staterents are the responsibility of the Company's manzgement  Qur responsibility is to express an
opinizn on these financial statements based on our sudit

We cenduciec our audit in accordance with Canadian generally accepted aud fing standards, Thosze
elandarde require thal we olan and percrm an audit to obtain reasonable asturanca whether the
francal statements are free of material misstatement. An audit includes examining, on a es1 basis,
evinence suppeming tre amnunts and disclosures in the financial ststements  An audit zlso ircludes
aszesging the accounting principles used and significant 2siimates made by managament, as well =5
evalusting the overall financial statamsnt pressatation.

In our apinion, these financial atatemerta present fairy, in all material respees, he financial positicn of
the Company as at December 31, 2005 aqd the results of s operations and its cash flows far the pea
then ended In sccordance Canadien generaly accepled accouniing principles.

Khrs “F

—
Chartered Accountasts, Licensed Public Accountants
Saull Sle. Mariz. Canada

Marzn g, 2Uuf
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PUC DISTRIBUTION INC.

Balance Shest

Decermber 31, 2008, with comparative figures far 2008

2008 2008
Assets
Current azsals!
Accourts receivable 8031724 5 2037542
Unbilled ravencea 5,570,114 B 031643
Payment in liew of taxes recoverakla 325 8,445
Irventarias 1,425,156 1,263,811
Prepaid expenses gnd geposits 154,182 140,782
Raceivabla fram relatac party PUC Sordices Inc. 2777097 10,633,452
16,358 628 23,213,715
Capital assats (nole 23
Lang, tulidings and eguipmant 76,170,010 T4, 195638
Less acoumulaied amolization <0 530,585 38,745,152
35,539,125 35 452 486
Regulatory assets (nobe 3) 1.Z21/.8907 3104 5
53 115,654 § G1,E26.006
Liabilities and Shareholders' Equity
Current liaoiinies:
Accounts payacle and accrued lablites G.G52.853 ¥O13,195,7E3
. Jstomer deposits 1,045.692 916,375
PG Bah 16 DG 158
Lorg-tesm dabt [note 4) 41,240,000 41 240,000
Sharehalders’ equity
Share capita :
Auinar zed
Unfirniles special 2hares, nan-valing, non-
cumulative, redeemable at F10,000 per share
10,000 Common ahares
Issued and outsianding:
2,030 Camman shares 4 B5EG, "4 4,858 148
Deficit {1 182,037 {852 208)
3474°0% 3,803 g28
Contingznl lizbil ty (fole B)
53 115,854 5 81,8256008
See accompenying notes to fitancial stalamanis
O behalf of the Beard;
Direcior Director
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2008 2005

Rewvenue:
Distributicn revenue 3 11,208,507 5§ 10839423
Energy chargas 45,728,353 a2 663 358
Cihes related charges 168,532 148,057
A7, 104 AO2 B3 650,845
Costof powar A5 728 363 F3 853,330
Gross profit 11,376,433 10,587 4680
Inwestment ircome 334,831 307 848
Cithar ravene 471 885 SEE 424
12,133,258 11,882 732

Expenses
Digtributicn and transmission 2,482,086 3,200,544
Bilirg and coflecting 249 104 B43,055
Community relaticns 425,532 485,035
Adrministration 1870, 707 2482203
Interast on long term deint #A0T S50 2 A07 Bad
Interas: on cuslomer depasils 38,243 12,014
Capital tax 130,151 136800
Amcrtization 2,784,612 2 G668 236
12482 245 12 RI3 ART
Lozs for the year (328,735} {738 TEE)
Dieficit, beginning of vea- [B&2 298} {113,543}
Deficit, end o year F (1,182,037} 3 (£52,298)}

See accompanyng notes o financial etatements.
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PUC DISTRIBUTION INC.

Statement of Cash Flows

Year ended December 31, 2006 with cenparative figuras for 2005

2008 2005
Cash fiows from operating activities
Leoss far tha yasr § (228,730; 3 (738,755}
iEems nat invalving cash:
Amertization 2784 E12 2 668 235
Retzil setlemant variznces 534 298 9613
3063171 1939084
= Charga ir nor-cash operaling warking cap:tal
Accourls raceivable 13,954 182 2,488,370
Unkilled revenue 2,981 529 (1,442 059
Paymment i lied of taxas recoverable g,120 (344}
i Imeantary (151,355 (196.8245]
Frepaid expenses (13.400) {23 744)
ALCOUNS payakle [5.972, %) 2055262
i Customer deposits 132,317 9021
6,512,730 10,725,142
Cazh flows from financing actvtias
Contributones in ad of construction 204, 7RS 500,350
Cash fiows from invasting actvities:
advances 1o PUC Sarvicas 5 056 335 [&.311,230)
Purchase of capita 2556l5 (3,356,025, (3767, 885)
Recoverny of ragulalary assels 1500 hag B354, 004
£,007,945 (11,238,992}
Cash oositior, end of yesr 3 - 5
Supplemental cash fiaw infarmatan:
Lash paid during ke yasr far:
31 Intarest ¥ 2807650 & 2807650
Payments in lieu of taxss " 3E.0%8 143,828
Zash receivad during the year for
Paymants in lieu of incom= taxes 806 G200
See grcompanying noles 1o fingncial staterments
|
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PUC DISTRIBUTION INC.

Motes ta Finznsdal Stataments

Year ended December 21, 2006

PUC Diskribztion Inc. [the "Company”) is incarporated under tha Ontaric Susiress Comparations Act
and as a wholly-owned subsidiary of 2UC nc. is the elestrie distribution utillly for residents of the City
of Sault St Maris

1. Significant accounting policies;

a)

L]

Basis of presentation:

These financia! stabemants have been prepared by management in accordanca with the
Canacian generdly acespled acoounting prnciples Tor rale regulaled enlilivs,

Ragquigtion;

Ine Cnianc Erergy Boztd Act, 1995 (Oatang) (MUEBAY) conferred on the Onrtaso Energy
Boerd ("OEB", increased powers and responsibilities io reguizte the elecirizity indusiry in
Omterio,  These powers and rasponsibiliies include appraving or fixing rates for the
sransmission nd distrbution of elacthicity, provid ng continuad rata prefaction for noral and
remote alectrioly congumars, and ensurfing that distisuton camosanas (ulfil sbligabons to
connact and sarvice customers. The OEB may also prescripe licznse reguirements and
canditions of sendice to electricily distrizutars which may include, ameng other trings, record
keaping, requlatary accounting principles. senzmfion of actounts for distiner huginesses, and
filing snd process requirements for rate sstting porposes. In s capacity fo approve or sat
rates, the OEE has tha autrarity o spacify regulstony acocounting treatmants that may diffar
fram Caradar gemerally accepled accousting principles for entarprizes eperalng ina nan
rate ragulated envircnmeant.

Under the DEBA and the decisions of the QED, distribufion charges for the electricity
gistributicn business ware o be incragsed annualy over fhiee vears (2001, 2002 and 2002)
to azhieve an anrua rata of refurn of 2 88% on tha amount aof camman aguity deened o ba
gliooatad to this business

Distrinuficn chargas were also 1o be nereased 1o permit tha recovery of costs incurred by the
Corporgtian fo prepare for ha opening of the competitive electricity matket in Ontaro
['Markat Cpenng’). The Company has capilalized some of tmese costs as requlstory asseats
[resde 3]

In January 20C4, the Company filzd applizations to adjust its distr bution charges o provide
far tha recouvecy of 12 regulatory Bsssts over a four yaar period.  The applicalons were
appravad oy the OEE effective March 1, 200<
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PUC DISTRIBUTION INC.

Mates to Financial Statameants

Year arded December 31, 2006

1.

Slgnificant accounting policles (continued):

id}

el

In Jlangary 20068, tve Compasy filed rate applications to adjust itz distribution charges to
pravice for the full thecretical reguiaiony rate of raturm of B BE% and contirued racovery of ifs
regulatory assets. As mandated by the OEB, the rate increase is subject o a financial
commiimeart by the Compaty to invest 5387 000 in conservation ana demand manageament
activities by September 30, 2007, The rate applications and agplications for 1he approval of
fs consarvabon and demand management programs have since been zporovec by the OEB

O August 2, 2005, te Company Tled its Electricly Distrbulion Rate Agplication far 2006
destribution ratzs, tor rates 0 D2 efective May 1, 2006, | he 2006 rates were approved ky he
OEZ at & level lzss than requested and wil resull in & returr of less than the reviszd
regulated rate of rafurn of 9%

The corporation hag applied 1o ke n the frst group of LDSs 1w file for rebased rates in 2007
whizh would be effective May 1, 2008

|mwentary

Inwentary, whch consisls of paris and supplies acguired for intemal construction or
consumption, 15 waluac at tha lewer of cost and replazement cost

Ravanua rezogndtion:

The Corpany fesQgnizes service revenus on e ascrual pass and includes an cstimats of
urkilled -evenue for eleciricity coraumed since the date of each customers las: medes
reading.

WMaasurement af uncariainty

The preparation of finarcial stasements in conformity with Caradiar gansrally accepted
azcounting principles requires management to make estimales and assumplions that effect
{he amounis reported n he finarcial slaterrents and rofe disclosures related therels, Due
io the imharen: uncertaindy n making eslimates, actual results could Jiffer fram estimates
recordad in preparing these financial statements, cluding changes 35 a resud of fulure
regulatory dacisions

Accaunis recevable and regulatory assets are staled after svaluation of amounts expected
w ba collected and an appropriate allowarce foo doubtul accounts  Inventory is recardad net
of provisons far cbeclescence.  Amounis recorded for depracistion and amortzstion of
equpment are based an eatimates of useful senvice e
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PUC DISTRIBUTION INC.

Maotes fo Financial Statements

Year ended December 31, 2008

Significant accounting policies (continued):

i

Capital assets:

Capital aseele are recorded at cost and include controcted services, malerials, labour,
engineering coats and cvarneads. Cerain assets may be acquired or constructsd with
financial assistance in the form of contrbutions fram deveopers o cuslomes, The OB
reqairas thal such contributions, whather in cagh or in-kind, be offset against the relaled
assat cost. Contributions in-Kind are valued at their fair market values at she date af their
cantribulion.

When idaniifizble assels, suct as buldmgs. diginbutian station equipment and eguipment
and furniture are retired cr otherwize digocsed of, their orginal cost and accumulated
amorlzakan are removed from the accounts ane the “alated gain or loss is included in the
operating results for the related fiscal period. The cost and related accumulalad amarization
of grouped assets such as trarsmiszicn ard detribution faciities & ramaved from the
arcaunis at the end of their 2stimatad sersdice life

Amorization of capital assets is charged 1o operations o0 a straightine basis using he
rnllnwmg rates

Assel Hate
Building 2 1o 4%
Flant anc equipment 2 102 10 20%
Transmissicn and distrbution 2102 1 4%

Constlruction in progress comprises capital assets under construction, asseis not yvet placad
into senice and pre-consiruction achwviles ralated 1o spec-hc projects expacted to e
ronafrent=n

Capital azssts are reviewsd fer impairmean! whanewar aventz or changas Ir circumstancss
indicata tha: the carryng amaunl of @n asset may not be recoverable. Recowerzbilty of
sasets to be held and used is measurad by a comparisen of the sarrying ameunt of an aseat
to estimated undiscaounted future caah flowa expected to be generaied by the asset  If the
carrying amounl of an asset exceeds its estimated future cash flows, an mpairment charge
ie recognized for the amout by which the carmying amounl of the assel excesds e fai
valua ol he assel.
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PUC DISTRIBUTION INC.

Mete= 1o Financial Statements

Year ended Decamber 31, 2006

1.

Significant accaunting policies {continued):

{3l

ih}

Asset retirerment obligations:

The Company recognizes the fair value of a futurs 2ssat retremeart ohligatior 25 a liability n
the period in waich it ircurs a legal obligation assceiated with tha ratirerent of tangibie lnng-
lived assets that results from the arquisitinn, eanstructian, dewelapment, ancior normal use
o' Ihe mesets The Company concutrendy recognizes a comesponding ingrease in the
carmyang armaunt of 1he related long-lived assal that s amarized over the life of the aszat
Tne fair value of the assed retifement obligation is cstmeted using tha expected caan flow
approach that refizcis a range of possible cutzomes giscounted at a credit-agjusted risk-free
interest rate Subseguent o the nilial measuiemenl, e assed wiamant obligation is
adjusted &t the enc of each penod to refect the passage of lima ang changss in the
esliraled future cash flows urderlying she chligatizn, Changes ir the oblgalica cue fo tha
passage ot hme arz recognized in income as an apersting expense using the interest
method, Changes in the chigation due to changes in estmated cash flows are recognized
as en zdjusimant of the carmying amcurs of tre related leng-lived assal that is arorbized over
iha remaining life of iha assat

Soma of the Campany's transmiszion ard distribution assels may hawva assat ratiremant
obligations.  As {fne Company expacis @ use e maonty of s insialled assets for an
irdefinde parad, nc removal dste ssn ba osterminen seed consedeantly & rassonabla
estimate of the fair value of any relaled asset retirerrent coligations carnot be mada at ks
tire. If, at soms future date, it becomas passiole ko sstimale the fair value cast of reroving
assets thet the Comgany i lagally raguirad to remove an assel reticement obligation will be
rocognized at thet tima.

Custamar deposits:

Cuslomers may be reguired lo pos: securty to obtsin 2isctrcily ar ofner services. Whers the
sty postad 15 In e form of cash or cash aguivalents, thesa amounts are recarced in the
accounts as custamer deposils and invested in tarm geposils, which are aeld in trust by FUC
Semvices Inc. Interssl 2 paid on customer balances at rates established ron time to time by
the Company in accardance with regulat on

=J
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PUC DISTRIBUTION INC.

Motes o Financial Statemants

Year ended Decamber 31, Z00E

i

1. Significant accaunting policies (continuad):

Pavmanl in lieu of taxes:

Asa municipally owned utilty, the Company i2 exempt frem Federal corporala ineome laxes.
Howewer, under the Electricity Acf, 1528, the Company is required to make payments in lisu
of corporate income and capital taxes to Ontario Electricity Financial Corporation ("OEFC").
These paymenis are cekoulated in accordance with the nules for computing income and
taxahie capital and other relevart amounts contained in the Income Taw Act (Danada) 26
the Corporations Tax Act (Ontario}) =5 mcdified by the Electricity Act, 1298, and related
ragulations

The Company provides for paymenis in lieu of corporate income texes using the taxes
payable methad. Under the taxes payabe method, provisions are not made for fulure
inceme laxes as a result of temporary differences between the fax bases of assels and
liakxlitizs and their camying amounts for gcoountirg putposes.  When urrecorded future
Income taxes become payable, 115 expected that they will be included in the rates approved
by the QEB and recavered from customars.

As at December 371, 2006, fulura tax assels of 54 Y87 217 (2005 - 54,750 230) basad an
sulbstantively enacted incame tax rales nave nol baen racordad.

2. Capleal assets:

2006 2005

Accumulsted Met book Mzt book

Cost  amorization value value

Land ] BE48 510 & - % B48 510 % H23045

Huilding 1,165 784 a58 010 BO7. 774 611,140

Plant and equ pmant 21,444 0498 5,154 2495 12,275,759 12,519,554

= Transmigsion and cistribution 52,8104518 30,907 575 22,003 042 21,597 847

§ 76170070 § 40530885 % 35538125 § 35452 466
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PUC DISTRIBUTION INC.

Mates lo Minancial Statements

Year ended December 31, 2008

k8

Met regulatory assets (liabilities):

Met regulalory aaets {liabilites) comprse

2006 2005
Ragulatary assel receverny account P 276978 5 =
Market opening - B8 358
Pernsicn confributians 284,315 30,993
OEB annual cost 180G 4458 116,374
Smart meters (57 246] s
Maymerta in lieu of takes - (148 7a4)
Sottement vanances (7,868 T0E) 2,809 708

§ 1217901 3§ 31589,7RS

Comparative figures have baen raclassed withir calegories to reflect corrent year reparting 2nd
nave been adjusied by S547E20 lo rafles! recovenas avalable in 2005 and reflected in 2008
“gporking,

The reguiatary assets and labilities balarces of the Comgany are defined as follows:

ral

1B}

Regulatory assels racovary assaunt

The OEB ordered thal tre approved ragulatory ==eat balances be aggregaied into a single
regulatary account. Approved regulstory assets of §3,307 234 consizted of transition coats of
061,574, OEB annual costs of 34523 ard selflement wariances o 54,052 4%1, less
racoveries of §1,352 085 which wene ransfernsd lo Lhe "regulaioy assel recovery acoount”,
This approvad balance will be recaveraed over 3 period erding Msrch 31, 2005, The account
is credited with recavery amounts and 15 debilac by DEB-prescribed carmying charges.
Considenng tha above and additional trangactions during the yaar the balance as of the end
of December 31, 2006 was 32,755,790,

Parsion cantributions

The DEE has allowed tha LDC to defer the incrameantal 2MERS pension expenditures for the
fiscal years slarting atter January 1.200% and to end on April 30, 2006, Accardingly, the
Comparny has dalered these expenditures in accerdance with the criteria sef aut in the AP
Hand book

Ungder such regulzbion, the defereec expenditures weould have been expsnsed under
Caradian GAAP for urregulated businesses  The balance at the 2nd af Cecamber 31, 2008
was 538 315
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PUC DISTRIBUTION INC.

Mates {o Financial Statemanits

¥ear ended Demamber 31 2006

3

MNat ragulatory assets {Habillties) (continued):

1

i

=]

OEE annua cast:

The CEE has allowed thz LOG W cefer a porler o tre JEG annual cost assessmenis for
Ihe hscal years staring atte” January *, 2002 and ta end on April B0 2006 Accordingly, the
Company has deferes these experditures in accardance with the criteriz set cut in fhe AP
Hardoook

Uncer such regulstian, sha defarred experdilures would rFave Dean adpenzad under
Caradiar GAAP faor unregulaled buginasses In Aprl 2002, the OEE approvad the recovery
of the oeferred arount of § 45234, Accorgingly, the balance was ransferred i fhe
regulatary assel recovery accoun: for -zcevery commencing May 1, 2006 ana ending Marzh
31 2008, Congdening tha abava and addifianzl transactions during the year tha balance as
of tha and of Decamber 31, 2006 was 5786448,

Zmar metars:

Effactiva May 1. 2006 the CEZ has allewne the LLOC te defer capisal exsendisures, operating
expenditures, deoreciation expsnss and ravenuss relating fo amat matera. Accordingly, the
Company fax delered lhese Rares o aseandsnce with thea criteria sat out in tha AP
Fandboak

Lnder such reguistion, in 2003 smart melar Cuslamer revanues of § 337,240 were defemsaq.
The manner and tiring of dispositios of thesa smart mater regl3on S2820s have nat beean
determrined vy tha DEE at this tma.

Selemant variances:

Tha GEB has alluwed e LRG o defer setlement varisnces from May 1, 2002 to December
31, 2006, This calance represanis the earances oelwewn amounls claiges by LDD o
customerz ‘pesed on regulated rates) anc the Lorresponding cost of non-Compentie
alectricity sendce incured by LDC a'ter May 1, 2L Ine senlsmsnt variances relale
prirrarily 1o service chargas, non-compeditive electicity charges, imported power charges
and the global sdjustment. Azcordingly, the Comzany has ceferrec these recoveres in
accordance with tha cnteriz sat out in the AP Handbazk,

1o
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PUC DISTRIBUTION INC.

Moles tn Fingncial Stataments

Year anded December 21, 2006

3. Met regulatory assats (liabilities) continued):

Satfament variances of $4 052 491 ralsting ko tha period fram May 1, 2002 1o Decembsr 51,
2004, were appraved for recovary by fre OEB and sre included in {he regulatary asset
recovery accaunt bolance. Tha ramaining balance, representing seitlen enl variances arising
aftor January 1.2005. Is ceferred in a regulatory [l lity account. The mannzr ang tming of
dsposition of the variance have nul been daiermined by the OEB.

Considering fhe above &no additonal ransactions during ‘he year tha talance as of the and
o Decembar 27, 2005 was $1 982 7B,

4. Long-tenm debt:

06 2005

Mote pevable to parert compary, PLC Inc | with 8 585
interest pavaole quarearly and principal pavakle one
yaar attar dermand £ 11 BE0000 5 14 BAD A0

Mate payable to parent company, PUC ne, with

irterest payable quarte-ly at -ates pe-iodically

regaotiated and or neipel payshiz ore year aftar

damand, aversge intarest rate for 2005 was 5% (2005

S%) A0 290,000 30,280,000

Tatal $ 41,840,000 F 41,940,000

5, Relsted party transactions:
Tha fal owing entities are related parties of the Comnany:

Tre Corperalion of the City of Saul e, Maria (Cily) - 100% sharshalcar of PUC [ns

FULC Ine. 1Ing ) - sole sharencider of the Company

PLUC Serdices |pc. {Saraces) - 100% ownad by PLUC Ine

PUC Telecom Inc. [Telecom) - 100% cawned by PUZ [

PUC Erergies Inc. (Enesgees) - 0% owned by PUC Ing

Seult Se. Marie Public Wilites Commimaion (Ublily} - 120% owned by tre Sorporation of
the City of Saul Sie. Marie,

"
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PUC DISTRIBUTION INC.

Hotes o Finanial Statements

Year endad December 31, 2008

Reated party transactions (continued):

Tne Company has a management, opsraticn 3nd maintenance agresment with nne of it ralated
corpanizs, PUC Servces Inc., which axpires January 4, 2011 under waich PUZ Senvices Inc
managas, contrais, admitistans and operates the businzes o the Carnpany,

The Company provides elsctraily o the Cily which ia the snarenalder af the carent corporstion,
PUZ Ing. Electrical energy 15 soid to the City ai the same prices anc 1erms as other slaciricity
customes. The armount charged ta the Giy for alectricity consumed by slraeliyls is S583,744
(2005 - 3452 ,140) and for other gleclricily cunsumiplion is $1,323,282 (2005 - $1.103,035)

The Company cnerges a relsted company, PUC Talecom Inc, pale rental sharges which
amounted 1o 36,006 (2005 - $3547)

Dcoupancy fees were charged by the LMility in the amount of $138,385% (2005 - 5120,145).

Management feez weve charged by PUC Ssrvices Inc in the amount of 52,543,735 (2005 -
F2 610,631 for an allacalian of joirt sdminissratve and oirer expenses.

These transactions are i1 the normal course of aperations and are measured at the axchange
amount whick is the arourl of considaration agresd ta by the relsted parties.

Contingent liabi ity:

Purchasers of alectrooity in Optang ana regquired to provide ssourity 1o the 1IESD to mitigate e risk
af their dafaull based on their expectad actvity -~ the market. The IESO could draw or tress
quarantess if PLIC Disrioution ing fails ta make a payment required by & default notice issued by
tha [ESO

Fair walue of financial instruments;

Tha carrying valuss of accounts receivable, reczivanle fram PUC Serviges Ing. custamer deposits
ard accoanls payable and accuad liabililies approximale fair value bacausa of te short maturity
of thesa insrumeatls

It is mot practicable fo deigrm ne the “air valuz of the noles payabe as there aa no prncpal
regayment 1erms

12
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iv.  Notices of Assessment, and any Notice(s) of Re-assessment,

including Statement of Adjustments, received from the Ministry of
Finance for the 2006 tax year; and

Response
Please see below
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'* Canada Revenue  Agence du revenu
Agency du Canada

Shawinigan-Sud OC GOSN 756

PUC DISTRIBUTICN INC
765 QUEEN STREET EAST,.
SAULT STE MARIE ON

PEA 6P2

have made to the return.

Result of
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Page 10t 6

[ Date ot mailing i
| June2g,2007 |
| Business Mumber 1
| 86709 6778 RCO001

T Taxation year-end —

| December3i, 2008 |

Please refer to the Summary and Explanation for additional information.

DO04SS0
CORPORATION NOTICE OF ASSESSMENT
RESULTS
This notice explains the results of our assessment of the T2 Corporation Income Tax
Return for the taxation vear indicated above. It alsoc explains any changes we may

Assessment : § o.o0
Prior balance: #§ 0.00
Total balance: & 0.00
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I*I Canada Revenue Agence du revenu
Agency du Canada

PUC DISTRIBUTION INC . Page 2 of 6

Dala of mailing

June 29, 2007

Businass Mumber

867"_']9 6778 RCOOO1
Taxation year-end
_ December 31, 2008

CORPORATION NOTICE OF ASSESSMENT

SUMMARY OF ASSESSMENT

& Reported $ Assessed

Pedaral TaX:

Part I G.00
Parc I.3 0.00
Part II a.00
Part IV 0.00
Part IV.l 0.00
Part VI 0.00
Part VI.1 0.00
Part XTII.1 0.00
Park XIV 0.00

Total Federal Tax:

============s====
Net balance: § g.00
ssEsmsssssss=s==w

Eesult of this assessment: § 0.00
Frior balance: § 0.00

Total balapce: § 0.00

William v, Baker
Commissioner of Revenus

EXPLANATION

Non-capital losses from preceding taxation years applied against net income and/or
part IV tax exceeds balance on our records. Therefore, the amount of non-capital
losses applied against net income and/or dividends subject to Part IV tax has been
reduced accordingly.

pPlease visit our Web site at www.cra.dgc.ca/requests-business for information about
online requests available to business clients. This service allows clients to
electronically request certain financial actions, additional remittance vouchers and
other communication produects, as well as repreductions of previously issued
correspondence.

The Canada Revenue Agency also offers the convenience of Direct Deposit. For
information about this service, please visit our Web site at www.cra.gc.ca or contact
the number provided below.

Did you know you may be eligible to file your return uging our Corpcration Internet

Filing service? For information on eligibility criteria and the gervice in general,
please visit www.cra.gc.ca/corporation-internet.
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Detach and return this REMITTANCE FORM with your payment.

ONANO S o e

33 King Street West
Oshawa ON L1H 8E2

Account No
1800173
35
PX5003
PUC DISTRIBUTION INC.
C/0 TERRY GRECO
765 QUEEN ST E
FO BOX 5000
SAULT STE MARIE ON
P&6A 6P2

@ s Ministry of Finance
. Ontarlo ES’%?.(:'&%S‘ Tax Branch - Hydro PIL

EB-2007-0931
Page 190 of 198

Remittance Advice - Payment-in-Lieu (P!
Electricity Act, 1998
Corporations Tax Act, R.5.0. 1990

—_—
Taxation Year End: (vyrymmoo) [ | T ‘ [ |

Payment Amount: $|r“| T L l [

Payment Amount: §| | | II | |

l
l
Taxation Year End: vvmoo) | 2| 0] 0]
|
|

Total Payment $| T 11| i ‘
Enclosed: | ) ), B o8 =

Keep this portion for your records.

Notice of Assessment

Electricity Act, 1998 » Corporations Tax Acl, R 5.0 1990

Sthawn ON LIt 82 fram 2006/01/01 to 2006/12/31
Account No. Assessment Date Page
(year, month, day)
PUC DISTRIBUTION INC. 1800173 2007/05/25 10 1
ASSESSMENT NO. 98
Tax: Federal and Provincial PIL 129,166.00
Assessment Interest 479.07CR
Total Assessment Liability 128,686.93
SUMMARY OF 2006/12/31 TAXATION YEAR TRANSACTIONS
Payments/Transfers | 132,038.00CR
Sub-Total 132,038. 00CR
CREDIT BALANCE AVAILABLE IN THIS TAXATION YEAR 3,351.07CR

In accordance with s.5.80(8) of the Corporations Tax Act, as made applicable
by s.95 of the Electricity Act, 1998, notice is hereby given of the amount of

tax, penalty and interest for which you are assessed.

Total tax assessed as per company estimate

Yoot

=1

Tax (Re)Assessment Enquiries: Account Billing Enquiries & Change of Address information: 2

= Toronto {416) 730-5585 = Oshawa and Local (205) 433-5708 ® Toll-Free 1-B0O-262-0784 ext. 3036 o

= FAX (416) 730-5503 = Toronto (416) 820-9048 ext 3036 ® FAX (205) 433-5187 g
0000007
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V. Any correspondence between the Ministry of Finance and PUC
regarding any tax items, or tax filing positions that may be in
dispute, or under consideration or review, that may affect the tax
situation of the utility for 2006 or future years.

Response

PUC Distribution was the subject of a PILs audit in August of 2007. A
reassessment has not yet been received, however it is expected that any
reassessment will reduce loss carry-forwards that would have been fully
utilized in 2007.

2) Ref: Exhibit 4/ Pages 62-65 2008 Taxable Income

a) This exhibit shows an income tax rate of 34.5%. Will PUC use the
federal income tax rate of 19.5% for 2008, introduced by the federal
government on October 30, 2007, to prepare its final rate order?
The combined income tax rate should be 33.5%.

Response
PUC Distribution will use the combined income tax rate of 33.5% in its final
rate order.

b) Under the regulatory framework, the distributor is allowed to
recover an amount for interest on rate base. This amount may be
the deemed amount or a lower amount based on projected actual
interest to be incurred. The equity return on rate base occurs after
the deduction of interest. Only excess interest is included as a
penalty, or a deduction, in the PILs calculations. Please refer to
schedule 7-3 in the 2006 EDR Handbook.

Please explain why the Applicant feels it is appropriate.
that the proposed interest add-back and deduction in the PILs
calculation is supported by the Board’s PILs/ tax methodology.

Response
Please refer to part d).

C) If the distributor intends to pay more interest to its shareholder than
allowed by the Ministry of Finance in completing the annual tax
returns, why does the distributor expect the ratepayers to fund the
PILs/ tax excess cost?
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Response
PUC Distribution is taking the maximum interest deduction allowable in
order to minimize PILs payable and impact to ratepayers.

d) Please provide a revised calculation of the 2008 PILs expense,
excluding the interest additions and deductions, and using the new
tax rate of 33.5%.

Response

The calculation of the 2008 PILs expense has been revised. Please see
below.
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Line ltem T251 line | Total for Legal Non-Distribution Utility
# Entity Eliminations Amount
Income hefore PllLsTaxes A 2003745 0 2003745
Additions:
Interest and penalties on taxes 103 0 0 0
Amortization of tangible assets 104 3,310,977 0 3,310,977
Amortization of intangible assets 106 0 0 0
Recapture of capital cost allowance from
Schedule & 1o 0 0 0
Gain on sale of eligible capital property
frorn Schedule 10 108 0 0 0
Income or loss fnrta}; purposes- jaint 109 0 0 0
ventures or partnerships
Lus.s in eguity of subsidiaries and 110 0 0 0
affiliates
Loss on disposal of assets 111 0 0 0
Charitable donations 112 1] 1] 1]
Taxable Capital Gains 113 0 0 0
Falitical Donations 114 1] 1] 1]
Deferred and prepaid expenses 116 0 0 0
Scientific research expenditures
deducted on financial statements 118 0 0 0
Capitalized interest 114 0 0 0
MNon-deductible club dues and fees 120 0 0 0
Mon-deductible meals and entertainment 121 0 0 0
expense
MNon-deductible automohile expenses 122 0 0 0
MNon-deductible life insurance premiums 123 0 0 0
MNon-deductible company pension plans 124 0 0 0
Tax reserves beginning of year 125 0 0 0
Resemes from financial statements- 176 0 0 0
balance at end of year
Soft _cu:u_sts on canstruction and renovation 127 0 0 0
of buildings
Book |DS$ on joint ventures or 05 0 0 0
partnerships
Capital items expensed 206 0 0 0
Debt issue expense 208 0 0 0
?;:relupment expenses claimed in current 212 0 0 0
Financing fees deducted in books 216 0 0 0
Gain on settlement of debt 220 1] 1] 1]
MNon-deductible advertising 226 0 0 0
Mon-deductible interest 227 1] 0 1]
Mon-deductible legal and accounting fees 228 0 0 0
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Recapture of SR&ED expenditures 231 0 0 0
Share issue expense 235 0 0 0
Write down of capital property 236 0 0 0
Amounts received in respect of gualifying
ervironment trust per paragraphs 237 0 0 0
12(13(z. 17 and 12(1)(z.2)
Interest Expensed on Capital Leases 230 0 0 0
Realized Income from Deferred Credit 291 0 0 0
Accounts
Pensions 292 0 0 0
MNon-deductible penalties 293 0 0 0
Debt Financing Expenses for Book 294 0 0 0
Purposes
Other Additions (see OtherAdditions sheet) 295 0 0 0
Total Additions 3,310,977 0 3,310,977
Deductions:
Gain on disposal of assets per financial A1 0 0 0
statements
Dividends not taxable under section 83 402 0 0 0
Capital cost allowance fram Schedule § 403 2768 Ba1 0 2 768 Ba1
Terminal loss from Schedule 8 404 0 0 0
Cumulative eligible capital deduction from 405 1013 0 1013
Schedule 10
Allowable business investment logs A0G 1] 1] 1]
Deferred and prepaid expenses 409 0 0 0
Scientific research expenses claimed in 411 0 0 0
year
Tax reserves end of year 413 0 0 0
Reseres fram ﬁngnual staterments - 114 0 0 0
balance at beginning of year
Contributions to deferred income plans 416 0 0 0
Book income of jaint venture or 05 0 0 0
partnership
EqL.IIT}f in income from subsidiary or 06 0 0 0
affiliates
Interest capitalized for accounting
deducted for tax 3 0 0 0
Capital Lease Payments 39 0 0 0
Man-taxable |mputed interest incame an 330 0 0 0
deferral and wariance accounts
Financing Fees for Tax Under 5.2001)(e) 393 0 0 0
Other Deductions (see OtherDeductions 394 0 0 0
shest)
Total Deductions 2,769,665 0 2,769,665
Net Income for Tax Purposes 2,545,057 0 2,545,057
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Charitable donations from Schedule 2 311 0 0 0
Taxable dividends deductible under section
112 ar 113, from Schedule 3 (iterm 52 0 0 0 0
Mon-capital losses of preceding taxation
vears from Schedule 7-1 i 0 0 0
Met-capital losses of preceding taxation
vears from Schedule 7-1 32 0 0 0
Limited partnership losses of preceding
taxation years from Schedule 4 35 0 0 0
TAXABLE INCOME 2,545,057 0 2,545,057
Source Tax Inclusion in
or Input Payahle Revenue Rey.
Regulatary Taxable Income Txbllncome 2545 057
Combined Income Tax Rate TaxFates 33.500%
Total Income Taxes 352 594
Investment Tax Credits
Miscellaneous Tax Credits
Total Tax Credits -
Incorme Tax Provision 952 594 1,282 096 | grossedup far incame taxes
Orntario Capital Tax CapitalTaxes g8 059 08 059 | not grossectup
Large Corporations Tax CapitalTaxes - - | grossed-up for ncome taxes
Total PlLs 950,653 1,380,155 | amount for Outout
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e) PUC received a Decision from the Board on January 8, 2008
regarding an application for a 2007 PILs adjustment. Is there
anything in that Decision which might affect the current 2008 Test
Year rate application for PILs?

Response
The January 2008 decision does not affect the 2008 Test Year application
for PILs.
3) Ref: Exhibit 4/ Pages 58-61 2007 Taxable Income
a) Please provide the calculations of the 2007 CCA deduction of
$2,178,193 that appears on Page 59. Please use the format that
appears on Page 67 for the 2008 CCA Schedule.

Response
Please see below
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k|
» _ 5  uccBefore trpyy | 2 Year Rule :
Class Class Description UCC Opening Balance Additions Dispositions Adiustment {172 Addlitions | ReducedUCC | Rate % CCA UCC Ending Balance
! Less Disposals}
1 E;"z'g'l‘]t;"" System- 19881022 50,311,045 0 0| 60311045 0| s3] 4% 2012442 48298 603
2 |Distribution System - pre 1988 0 0 0 0 0 0| &% 0 0
8 |General Office/Stores Equip 0 0 0 0 0 0| 20% 0 0
10  |Computer Hardware! Vehicles 0 0 0 0 0 0 30% 0 0
10.1 |Certain Automobiles 0 0 0 0 0 0| 30% 0 0
12 |Computer Software i N7 I N1 14,863 15,863 | 100% 14,863 14 263
131 |Lease#1 i I I i I I I I
132 |Leases? i I I i I I I I
133 |Lease#3 i I I i I I I I
134 |Lease# 4 i I I i I I I I
14 |Franchise 0 0 0 0 0 0 0 0
New Electrical Generating
17 |Equipment Acy'd after Feh 27100 0 0 0 0 0 0] 8% 0 0
(Other Than Bldus
3.4 Certain I_Enerw-_Efﬁmem Electrical ] 0 0 ] 0 ol 10 0 0
Generating Equipment
Computers & Systems Software 5
45 acid post Mar 22104 i I I i I 0| 45% I I
Data Network Infrastructure 7
4 Equipment (acq'd post Mar 22/04) ’ 0 0 ’ 0 g 0% 0 0
1 gl']?;'b““"“ System - post 22 Fel- 0 3 0 N3 eTET|  1EmaaT| 8% 143,380 3507324
98 |No CCA 0 0 0 0 0 0 0 0
3831238 0 1915619 0 0 0
3831238 0 0 0 0
TOTAL 50,311,045 11,441,414 0 54,080,983 3,805,088 52200514 2,178,193 51,911,790
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b) Will PUC fully utilize the tax loss carry-forward in the 2007 tax
year?

Response
PUC will fully utilize the loss carry-forward in the 2007 tax year.

4) Ref: Exhibitl/Page 148 2008 Pro Forma Financial Statements

a) Please explain why the net income shown of $1,571,858 is not the
regulatory net income of $2,003,745 that is derived from 2008 rate

base.
Response
Balance per pro forma statements $1,571,858
add actual interest included in pro forma $1,984,620
deduct deemed interest for tax deduction -$1,512,734
$2,043,744
less regulatory asset carrying charges (accounted for with regulatory
asset recovery) -$40,000
Regulatory net income $2,003,744
b) Please explain why the income tax expense amount shown of
$1,687,136 includes capital tax of $98,059. Please refer to Exhibit

4/ Page 64.

Response

The capital amount should not be included with income tax expense but should
be included on another expense line; however the net income will not change.

c) Please explain why the income tax expense shown is grossed-up rather
than the expense of $1,040,845 shown in Exhibit 4/ Page 64.

Response

The grossed-up amount is the amount that will be payable and is therefore
included in expense and revenue.
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