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POWERSTREAM INC. and1

BARRIE HYDRO DISTRIBUTION INC.2

RESPONSES TO INTERROGATORIES3

ENERGY PROBE RESEARCH FOUNDATION4
5

Interrogatory #16

Reference: Application, Tab 1, Application Summary, paragraph 357

1A: Please provide the estimated increase in rates for Barrie Hydro as of May 1, 20098
under the 3rd GIRM rate adjustment that formed part of the benefits of the proposed9
transaction.10

Response:11

An estimated rate increase of 2.5% in Barrie Hydro rates as of May 1, 2009 has been assumed in12

developing the pro forma statements. This was based on an inflation factor (GDP-IPI) of 2.0%, a13

productivity factor reduction of 1% and an incremental capital factor of 1.5%. At the time the14

estimates were developed, the outcome of 3rd generation IRM was not known.15

1B: Please provide the estimated approved total revenue requirement for PowerStream16
(after rebasing) that formed part of the benefits of the proposed transaction.17

Response:18

The following table summarizes the components of revenue requirement underpinning the pro-19

forma statements in this application.20

OM&A Costs 43.7

Depreciation 34.9

Deemed Interest 19.0

Income and Capital taxes (PILs) 9.4

Allowed Return on Equity 19.2

Revenue Requirement ($ millions) 126.2
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1C: If the amount in the response to (b) above is different than the total service revenue1
requirement of $127,596,850 applied for by PowerStream in EB-2008-0244, please2
explain the difference.3

Response:4

The consolidated pro forma statements were generated using a pro forma financial model as part5

of the pre-merger process of determining the viability of the merger. The model was6

underpinned by a variety of assumptions that were appropriate for the purpose of the modeling7

exercise; i.e. determining financial viability. The model inputs, outputs and underpinning8

assumptions were subsequently examined by KPMG and determined to be reasonable, as part of9

its review of the merger business case.10

1D: If the Board were to reduce the total service revenue requirement of PowerStream in11
EB-2008-0244 such that the projected savings of $5 million per year were12
substantially reduced or eliminated, would the amalgamation still proceed?13

Response:14

Please see response to SEC Interrogatories #3 and #2215

1E: Does PowerStream acknowledge that the benefits of the proposed transaction that16
were calculated based on estimated approved rates for PowerStream and Barrie17
Hydro as of May 1, 2009 may not materialize to the extent forecast?18

Response:19

Yes.20

21
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Interrogatory #21

Reference: Application, Tab 1, Application Summary, paragraph 342

Please identify where in the LDC Consolidation Report that the Board deals with rates3
and/or rebasing of the “predecessor utility”.4

Response:5

The Board’s Report entitled “Rate-making Associated with Distributor Consolidation” addresses6

this issue in a number of areas. One example is at p.5, where the Board states:7

“Allowing a distributor the option of scheduling the rate rebasing for the consolidated entity at8

any time up to the five-year limit accommodates distributors that may require an increase in9

operating, maintenance or capital expenditures shortly after closing of the transaction, as well as10

distributors that wish to have the benefit of a longer period in which to off-set transaction costs11

with efficiency savings. The flexibility does not come at the expense of consumer interests or12

financial viability, which are adequately protected through the Board’s licensing regime and13

price cap incentive regulation mechanism.”14

Accordingly, the Board’s policy is that the Board’s rate regulation regime that applied to an LDC15

prior to a merger (the predecessor utility) will continue to apply for the rate re-basing period.16

17
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Interrogatory #31

Reference: Application2

3A: Please confirm that PowerStream’s rates for 2008 were set based on the 2nd3
Generation IRM.4

Response:5

Yes6

3B: When does PowerStream believe it is or will be subject to 3rd Generation IRM? Is it7
when PowerStream made an application (EB-2008-0244) for rebasing or would it be8
when a Decision from the Board on the rebasing application is received? Please9
explain.10

Response:11

As indicated in the proposed timeline of the Application Summary filed on October 16th, 200812

(paragraph 41), the proposed timeline is:13

1. May 1, 2009 PowerStream rebased rates14

2. May 1, 2009 Barrie Hydro 3rd Generation IRM rate adjustment15

3. May 1, 2010 MergeCo 3rd Generation IRM rate adjustment16

4. MergeCo rate harmonization application will be filed within 3 years from the date of17

closing of the Proposed Transaction18

5. Rebasing application of MergeCo filed within 5 years from the date of closing of the19

Proposed Transaction20

For ratemaking purposes, each of PowerStream and Barrie Hydro shall continue to operate, post-21

amalgamation, pursuant to their respective rate orders that were existing as of the date of filing22

this Application, until new rate orders are issued to each; i.e., pursuant to the Board’s third23

generation incentive regulation methodology, in the case of Barrie Hydro, and pursuant to the24

Board's decision on its 2009 rate application, in the case of PowerStream. MergeCo will apply25
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for a rate order with two “rate zones” effective May 1, 2010 under 3rd generation incentive1

regulation, and in subsequent years, until such time that it applies for its harmonized rates.2

::ODMA\PCDOCS\TOR01\3955773\23
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1

POWERSTREAM INC. and2

BARRIE HYDRO DISTRIBUTION INC.3

RESPONSES TO INTERROGATORIES4

SCHOOL ENERGY COALITION5

6

Interrogatory #17

Reference: [Proforma financials filed November 14, 2008 – no exhibit number]8

We have attached an Excel spreadsheet entitled “Comparative Pro Forma Financials”.9
With respect to the above exhibits, and the attached spreadsheet:10

Response:11

Overview12

The Excel spreadsheet prepared by SEC and attached to its interrogatories, was created and13

prepared by SEC and not by the Applicants. The first two columns in the Excel spreadsheet14

replicate data from the pro forma consolidated financial statements included in the MAAD15

Application (the “Application”). These consolidated statements were generated as part of the16

pre-merger process of determining the viability of the merger, using a pro forma financial model.17

The model was underpinned by a variety of assumptions that were appropriate for the purpose of18

the modeling exercise; i.e. determining financial viability. The model inputs, outputs and19

underpinning assumptions were subsequently examined by KPMG and determined to be20

reasonable, as part of its review of the merger business case.21

The data under the last two columns in SEC’s Excel spreadsheet, under the heading “Aggregate22

Individual Utilities if no Merger”, were generated by SEC. The Applicants do not have a copy23

of the model that SEC used to generate this data. The Applicants do not know the assumptions24

that underpin SEC’s model and cannot comment on their reasonableness, or otherwise, nor on25

whether and to what extent these assumptions drive the differences between the data in columns26

a and b, on the one hand, and the data in columns c and d, on the other hand.27

The Applicants have attempted to respond, as fully as possible, to the sub-parts of SEC28

Interrogatory 1 where these sub-parts are simply seeking arithmetical confirmation. The29
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Applicants are, however, unable to respond to some of the sub-parts to SEC Interrogatory 11

which ask for confirmation of data generated by SEC. Finally, in some of the questions, the2

information that is sought is not relevant to the Application, given the Board’s statement of its3

mandate in respect of MAAD applications in general and this Application, in particular (please4

see response to SEC Interrogatory 8 for a description of this mandate).5

To avoid any potential confusion, the Applicants have referred to the merged company as6

“MergeCo” in this response.7

1A: Please confirm that the figures in columns (c) and (d) of the spreadsheet correctly8
aggregate the figures from the “no merger” pro forma financials provided by the9
Applicants.10

Response to 1A:11

Correct with the exception of retained earnings and dividends and the impact that these12

calculations have on other numbers (i.e., Cash Flows from Financing, Total Equity, and Total13

Liabilities & Shareholders Equity). The Applicants are unable to comment on the calculations14

made in the Excel spreadsheet provided with the interrogatories.15

1B: Please confirm that, except for the impacts of the merger, the aggregated figures and16
the consolidated figures on each line of the attached spreadsheets, for each year,17
should be the same.18

Response to 1B:19

Correct with the exception of retained earnings and dividends. The Applicants are unable to20

comment on the calculations made in the calculations in the Excel spreadsheet provided with the21

interrogatories.22

23
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1C: Please confirm that, except for lines 1, 6, 14, 33-36, 41, 44, 57-59, 67, 68, 70, 72, 73, 75,1
77-79, and 82, any differences between the consolidated numbers and the aggregated2
numbers, on each line and for each year, are solely the result of rounding3
adjustments.4

Response to 1C:5

This is correct with the exception of lines 52, 53, and 80 as the differences are not due to6

rounding. The Applicants are unable to comment on the calculations made in the SEC7

spreadsheet provided with the interrogatories.8

1D: Please confirm that, for the 22 lines listed in (c) above that do have non-rounding9
differences, each and every one of those differences is the direct result of the10
differences in OM&A forecast on line 67.11

Response to 1D:12

Incorrect. Lines 33-35, and line 82 have differences which are not a direct result of the13

differences in the OM&A forecast on line 67. The Applicants are unable to comment on the14

calculations made in the Excel spreadsheet provided with the interrogatories.15

1E: Please advise where the impact of the $850,000 per annum reduction in capital16
spending, and related impacts on depreciation, cost of capital, and PILs, is17
represented.18

Response to 1E:19

In reviewing the pro forma statements, the Applicants discovered that the PowerStream stand-20

alone statements incorrectly attributed savings in the fixed asset additions net of capital21

contributions in the cash flow statements. The corrected cash flow statements for PowerStream22

stand-alone are provided in Exhibit 1E. The correction does not affect the pro-formas of23

MergeCo.24

25
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1F: Please confirm that the pro forma financials filed assume that the merger will have no1
impact on the rate of interest payable by the merging entities on new or renewed debt,2
notwithstanding the statement on page 4 of the Application that the merger will result3
in a “lower cost of capital”.4

Response to 1F:5

Correct. The pro forma calculations did not attempt to estimate the lower cost of capital that6

MergeCo may have versus the cost of capital for the stand-alone entities.7

1G: Please advise why a $5 million per year reduction in OM&A has no impact on the8
figure for employee future benefits on line 27.9

Response to 1G:10

At this point in time, the Applicants have made no assumptions regarding Employee Future11

Benefits and any changes associated with them. As an example, for union staff this will not be12

possible until after MergeCo’s union representation is determined and a contract is negotiated.13

1H: Please confirm that the merged company would adopt a new dividend policy, and14
explain why the dividends on lines 52 and 80 show no dividend difference between the15
merger and no-merger scenarios (compared to combined 2007 dividends of16
$6,352,000, less than half the amount forecast for 2009).17

Response to 1H:18

MergeCo’s dividend policy can be found in the Merger Participation Agreement at Schedule19

1.5.2 of the Application. The Applicants are unable to comment on the calculations made in the20

Excel spreadsheet provided with the interrogatories.21

1I: Please advise where in the pro forma consolidated financials the special dividends set22
out in the Merger Participation Agreement are reflected.23

Response to 1I:24

The Applicants have assumed that the special dividends are expected to be paid out just prior to25

closing in 2008.26

27
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1J: Please confirm that the pro forma consolidated financials have not attempted to1
reflect the financial statement impacts of harmonization of corporate policies, such as2
policies on customer deposits and collections, procurement, asset management,3
depreciation, capitalization of in-house costs, etc.4

Response to 1J:5

For the modeling purposes, some simplifying assumptions were made to bring the policies of the6

two existing companies together.7

1K: Please explain why lines 15 and 16 have not changed in the merger scenario when the8
OM&A and the tax bills, which drive those lines, have changed.9

Response to 1K:10

The Applicants did not attempt to model the changes to accounts payable or income tax payable.11

1L: Please explain why the merger case assumes the same requirement for new debt as the12
no-merger case, despite an expectation of decreased operating and capital costs.13

Response to 1L:14

Given the correction provided in SEC Interrogatory #1e) the debt requirements for the MergeCo15

and the no merger case are not the same.16

1M: Please confirm that, based on the pro forma financial statements, the Applicants17
expect to earn 8.6% on their actual equity in 2009, after deducting all costs of the18
merger, and 10.2% on their actual equity in 2010, in both cases with an equity ratio19
in excess of the Board-approved equity ratio.20

Response to 1M:21

For modeling purposes the Applicants assumed that in 2009 PowerStream received its full22

revenue requirement for the full year and earns 8.4% on its deemed equity. In 2010, the23

anticipated synergies increase net income and MergeCo’s ability to begin to offset its costs.24

25
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1N: Please confirm that the pro forma financial statements, whether in the merger or the1
no-merger scenario, assume that the net income for the PowerStream franchise area2
in 2009 will be less than each of 2006 and 2007, and 2010 will be the same as 2007.3

Response to 1N:4

Given the correction provided in SEC Interrogatory #1e) the net income in 2009 is forecasted to5

be $19.2M and $20.8M in 2010. In 2006 net income was $19.48M and in 2007 net income was6

$21.15M.7

8
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Interrogatory #21

Reference: [Tab 1, Schedule 1 – Application, p. 1]2

Please confirm that the Applicants are seeking a rate order for the merged company, on the3
same terms as the existing Barrie Hydro Distribution Inc. rate order, to take effect after4
the cancellation of the Barrie Hydro Distribution Inc. electricity distribution licence, and to5
apply only to the current Barrie Hydro franchise area.6

Response:7

No, the Application does not seek a rate order.8

For ratemaking purposes, each of PowerStream and Barrie Hydro shall continue to operate, post-9

amalgamation, pursuant to their respective rate orders that were existing as of the date of filing10

the Application, until new rate orders are issued to each; i.e., pursuant to the Board’s third11

generation incentive regulation methodology, in the case of Barrie Hydro, and pursuant to the12

Board's decision on its 2009 rate application, in the case of PowerStream. MergeCo will apply13

for a rate order with two “rate zones” effective May 1, 2010 under 3rd generation incentive14

regulation, and in subsequent years, until such time that it applies for harmonized rates.15

Interrogatory #316

Reference: [1/1, p. 6]17

Please advise whether the Applicants intend to proceed with the merger in the event that18
the Board does not allow PowerStream to rebase in 2009 as if the merger had not taken19
place, and then defer rebasing for five years as proposed in the Application.20

Response:21

The Applicants intend to proceed with the amalgamation on the terms negotiated and as filed22

with the Board. The Applicants would have to consider how to proceed should the Board not23

approve the amalgamation as proposed.24

25
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Interrogatory #41

Reference: [1/1, p. 6]2

Please confirm that the PowerStream 2009 rate application is filed on the assumption that3
the merger has not taken place prior to the end of the 2009 Test Year.4

Response:5

The PowerStream 2009 rate application is a stand-alone PowerStream (i.e., not MergeCo)6

application for re-based rates in respect of distribution services provided to customers in7

PowerStream’s service territory only (not MergeCo’s service territory).8

Interrogatory #59

Reference: [1/1, p. 7]10

Please advise how PowerStream plans to harmonize rates prior to its next rebasing after11
2009, while remaining consistent with the Board’s statement on page 7 of its policy report12
“Rate-making Associated with Distributor Consolidation”, where the Board said “the issue13
of rate harmonization in the context of a consolidation transaction is better examined at the14
time of rebasing”.15

Response:16

The merged company is advising the Board that it proposes to harmonize its rates prior to the17

rebasing of the consolidated entity. This would be done in the same manner as in EB-2007-007418

when PowerStream harmonized rates across its 4 rate zones independently of rebasing. Such19

geographic harmonization is revenue neutral.20

The Report indicates that the issue of rate harmonization in the context of a consolidation21

transaction is better examined at the time of rebasing, however the applicants believe that22

MergeCo would be able to harmonize rate prior to rebasing and has indicated that it will propose23

such a plan. The Board may determine that it does not want to review a harmonization plan until24

MergeCo rebases its rates after the 5 year deferral period.25

26
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Interrogatory #61

Reference: [1.2.4]2

Please confirm that, subsequent to the proposed transaction, the Affiliate Relationships3
Code would no longer apply to transactions between the amalgamated entity and The City4
of Barrie, Barrie Hydro Holdings Inc., Barrie Hydro Energy Services Inc., the City of5
Vaughan, Vaughan Holdings Inc., the Town of Markham, Markham Enterprises6
Corporation, or Markham District Energy Inc. Please advise which of those entities will,7
after the proposed transaction, either supply goods or services to, receive goods or services8
from, or share services, with the merged entity.9

Response:10

The Town of Markham, Markham Services Enterprises Corporation and Markham District11

Energy are not affiliates under the Ontario Business Corporations Act (OBCA).12

Subsequent to the proposed transaction, none of the entities identified in Interrogatory #6 would13

be considered affiliates under the OBCA and therefore the Affiliate Relationships Code for14

Distributors and Transmitters (ARC).15

The Shared Services Agreements referred to in Schedule C to the Merger Participation16

Agreement set out any goods or services supplied to, received from, or shared services, between17

the entities identified above and the merged entity.18

19
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Interrogatory #71

Reference: [1.4.4]2

Please confirm that the Applicants expect combined distribution revenues to increase from3
$145.7 million in 2007 to $151.3 million in 2009, an increase of 3.8%, but to $161.9 million4
in 2010, an increase of a further 7.0%. Please disaggregate these increases between (a)5
growth in throughput and customer numbers, b) the effect of the Barrie Hydro rate order6
in 2008, c) the effect of the PowerStream rate application for 2009, d) other expected rate7
increases.8

Response:9

The projected distribution revenue and changes in the pro forma statements can be summarized10

as follows:11

(amounts in $ millions) 2007 2009 Change 2010 Change

BARRIE HYDRO $ 31.1 $ 33.1 $ 2.0 $ 34.9 $ 1.8

POWERSTREAM $ 114.6 $ 118.2 $ 3.6 $ 127.0 $ 8.8

TOTAL $ 145.7 $ 151.3 $ 5.6 $ 161.9 $ 10.6

% increase 3.8% 7.0%

The amounts referenced in this interrogatory have been determined on a calendar year basis. For12

the period in question, the rate years have run from May 1st of one year to April 30th of following13

year. The analysis below breaks out the increases by growth, changes in rates and other factors.14

The change in revenue from 2007 to 2009 is summarized by the drivers as follows:15

Change in Revenue 2009 vs. 2007

(amounts in $ millions) Barrie PowerStream Total

Growth $ 2.2 $ 5.7 $ 7.9

Rate increase $ 3.2 $ 5.3 $ 8.5

Subtotal before Other $ 5.4 $ 11.0 $ 16.4

Other $ (3.4) $ (7.4) $ (10.8)

Total $ 2.0 $ 3.6 $ 5.6

16

Barrie filed a Cost of Service rate application for rates effective May 1, 2008, resulting in a17

distribution rate increase of approximately 7.7% overall. Barrie filed under 3rd Generation IRM18

for rates effective May 1, 2009. At the time the pro forma statements were prepared, it was19
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assumed that this would result in a distribution rate increase of approximately 2.5% overall,1

including an incremental capital increase of 1.5%.2

PowerStream filed under 2nd Generation IRM for rates effective May 1, 2008 resulting in an3

approved distribution rate increase of approximately 0.9% overall. PowerStream filed a Cost of4

Service rate application for rates effective May 1, 2009, requesting a distribution rate increase of5

approximately 7.3% overall.6

“Other” consists of amounts contained in the actual distribution revenues for 2007 which did not7

exist in 2008 or 2009, thereby accounting for some of the change. The “Other” amount for Barrie8

consists of $3.4 million in regulatory asset recovery taken into income in 2007. The amount of9

$7.5 for PowerStream consists mainly of $5.5 million in deferred revenue, related to the 3rd10

tranche CDM revenue increase in the 2005 rate year, taken into income in 2007, and $1.6 million11

taken into 2007 revenue from a special rate rider related to revenue not collected from May 1,12

2006 to October 31, 2006, as a result of final 2006 rates being effective November 1, 2006.13

The change in revenue from 2009 to 2010 is summarized by the drivers as follows:14

Change in Revenue 2010 vs. 2009

(amounts in $ millions) Barrie PowerStream Total

Growth $ 1.0 $ 3.7 $ 4.7

Rates $ 0.8 $ 5.1 $ 5.9

Total $ 1.8 $ 8.8 $ 10.6

15

The pro forma amounts for 2010 were prepared on the assumption of 3rd Generation IRM rate16

increases for Barrie of 2.5% and PowerStream of 3%, including incremental capital increases of17

1.5% and 2% respectively. At the time the pro forma statements were developed the parameters18

of 3rd generation IRM were unknown and the Applicants therefore had to make assumptions for19

modeling purposes.20

21
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Interrogatory #81

Reference: [1.5.1/3 – Barrie 2007 Annual Report, p. 1]2

Please file the Strategic Plan, Strategic Map, and Balanced Scorecard referred to.3

Response:4

Procedural Order #1 in this Application states that: “The Board reminds parties that the Board5

will review this application within the scope of the Board’s “no harm” test. That is, the Board’s6

mandate in this application is to consider whether the transaction that has been placed before it7

will have an adverse effect relative to the status quo in terms of the Board’s statutory objectives.”8

This is consistent with the Board’s generic treatment of the scope of review for MAADs9

applications as expressed in RP-2005-0018, EB-2005-0234; EB-2-5-0254; EB-2005-025710

(“Combined MAADs Application Proceeding” or “Section 86 Decision”). In that case, the11

Board stated (at pp. 6 and 8): “The Board is of the view that its mandate in these matters is to12

consider whether the transaction that has been placed before it will have an adverse impact13

relative to the status quo in terms of the Board’s statutory objectives.” It also stated:“…[T]he14

Board’s concern is limited to the effect of the transaction when considered in light of the Board’s15

objectives as identified in section 1 of the Act.”16

In light of this, the business and strategic plans of Barrie Hydro as referred to in the 2007 Annual17

Report do not engage the Board’s mandate in this proceeding and the question is therefore out of18

scope.19

Interrogatory #920

Reference: [1.5.1/3, p. 3]21

Please provide details of any material Barrie Hydro initiatives commenced in 2007 or 200822
that will not be continued, or will be reversed or replaced, by the merged entity.23

Response:24

The selection process for a new Enterprise Resource Planning (ERP) information system began25

in 2008 and was subsequently deferred once the merger discussions began. This initiative will26

not be continued by the merged entity.27
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Interrogatory #101

Reference: [1.5.1/3, p.7]2

Please advise the number of full-time equivalents of each of Barrie Hydro and3
PowerStream as of October 31, 2008. Please advise the projected number of full-time4
equivalents for the merged entity as of December 31 in each of 2009, 2010, and 2011.5

Response:6

As explained in Response to SEC Interrogatory #2, MergeCo will be operated in accordance7

with the rate orders of PowerStream and Barrie Hydro, as these orders exist as of the date of8

closing. MergeCo does not intend to propose any merger-driven amendments to these rate9

orders, including changes, if any, to the number of its full-time equivalents that are attributable to10

the merger. As a result, the number of full time equivalents under the predecessor and11

amalgamated utilities does not engage the Board’s mandate in this proceeding and the question is12

therefore out of scope (See Response to SEC Interrogatory #8).13

Interrogatory #1114

Reference: [1.5.1/3, p. 31]15

Please advise whether any employee future benefits or liabilities are expected to be16
revalued as a result of harmonization of policies, and the impact on the balance sheet17
and/or the income statement of any such revaluation.18

Response:19

As explained in Response to SEC Interrogatory #2, MergeCo will operate in accordance with the20

rate orders of PowerStream and Barrie Hydro, as these orders exist as of the date of closing.21

MergeCo does not intend to propose any merger-driven amendments to these rate orders,22

including changes, if any, to future employee benefits or liabilities that are attributable to the23

merger. As a result, future employee benefits or liabilities under the predecessor and24

amalgamated utilities do not engage the Board’s mandate in this proceeding and the question is25

therefore out of scope (See Response to SEC Interrogatory #8).26

27



EB-2008-0335
PowerStream Inc. and

Barrie Hydro Distribution Inc.
Responses to Interrogatories

School Energy Coalition
Filed: November 28, 2008

Page 14 of 27

Interrogatory #121

Reference: [1.5.1/3, p. 34]2

Please file a copy of the dividend policy referred to in note 15, as well as any amendments3
or updates to that policy to date. Please file any similar pre-closing dividend policies of4
PowerStream from 2008, as well as any in effect for 2007 if different.5

Response:6

As explained in response to SEC Interrogatory #2, MergeCo will operate in accordance with the7

rate orders of PowerStream and Barrie Hydro, as these orders exist as of the date of closing.8

MergeCo does not intend to propose any merger-driven amendments to these rate orders,9

including changes, if any to dividend policies that are attributed to the merger. Accordingly, the10

dividend policies of PowerStream do not engage the Board’s mandate in this proceeding and the11

question is therefore out of scope (See Response to SEC Interrogatory # 8).12

Interrogatory #1313

Reference: [1.5.1/4, p. 9 and 54]14

Please advise how many employees of the Applicants are expected to have the new15
PowerStream head office facility as their principal place of work a) if the merger does not16
proceed, and b) if the merger proceeds. Please provide all studies, reports or analyses, that17
discuss the size of the head office facility in relation to PowerStream’s M&A strategy or18
intentions. Please confirm that approximately $25 million was added to rate base in 200819
to reflect bringing this building into service. Please confirm that the annual revenue20
requirement impact of that new building (depreciation, cost of debt, ROE, and PILs), net of21
cost savings, is about $4 million per year.22

Response:23

The question is outside the scope of issues to be considered by the Board in its MAAD review.24

The head office has been built. Its construction is not contingent upon approval of the Proposed25

Transaction. The number of employees that will have the head office facility as their principal26

place of work if the Proposed Transaction proceeds or conversely does not proceed, is not27

relevant.28

29
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Interrogatory #141

Reference: [1.5.1/4, p. 26]2

Please show how the impact of the “one-time additional administrative and bad debt write-3
offs” in 2007 are reflected in the forecast expenses in 2009 and 2010 in the PowerStream4
pro forma financial statements.5

Response:6

The “one-time additional administrative and bad debt write offs” in 2007 are not reflected in the7

forecast expenses in 2009 and 2010. These costs were removed in estimating the expenses for8

2008, 2009 and 2010.9

Interrogatory #1510

Reference: [1.5.1/4, p.28 and 57]11

Please advise if the $125 million TD line of credit remains in effect, or if not, a replacement12
line of credit is in effect. Please advise the interest rate and term of the line, and whether13
the Applicants plan to utilize it for new debt post amalgamation. Please confirm that the14
$50 million, 5.08% credit facility initiated in January 2008 is not part of that $125 million15
TD facility.16

Response:17

The $125 million TD uncommitted line of credit remains in effect. The line is for a term of five18

years, renewable annually. There is no interest rate on the line of credit, the credit facility can be19

drawn upon with Bank approval by either direct advances, bearing interest at prime less 0.50%20

or Bankers’ Acceptances, with a stamping fee of 20 basis points, or by way of letter of credit21

with a fee of 20 basis points per annum. Whether the line of credit will be used for new debt22

post amalgamation has not yet been determined. The $50 million, 5.08% credit facility initiated23

in January 2008 is not part of that $125 million TD facility.24

25
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Interrogatory #161

Reference: [1.5.2 – Merger Participation Agreement, pp. 2-16]2

Please provide a copy of each of the following documents referred to in the recitals or the3
definitions:4

a) The Letter of Intent.5

b) The Barrie Hydro 2008 Budget.6

c) The PowerStream 2008 Budget.7

d) The PowerStream Shareholder Agreement.8

e) The Valuation.9

Response:10

a) The Letter of Intent – Attached at Exhibit 16A11

b) The Barrie Hydro 2008 Budget – Attached at Exhibit 16-B1 and Exhibit 16-B212

c) The PowerStream 2008 Budget – Attached at Exhibit 16-C1 and Exhibit 16-C213

d) The PowerStream Shareholder Agreement – Attached at Exhibit 16-D. This Agreement14

was filed as part of the MAAD application review for the formation of PowerStream and is15

therefore on the public record. The Applicants however, are not clear as to the relevance of16

a 2004 Shareholder Agreement to whether the Board can approve the Proposed Transaction17

before it in this proceeding.18

e) The Valuation - The Applicants object to production of the Valuation as it is not relevant to19

the proceeding. The Board stated in the “Section 86 Decision”, page 7, that the “selling20

price of a utility is relevant only if the price paid is so high as to create a financial burden21

on the acquiring company which adversely affects economic viability, as any premium paid22

in excess of the book value of assets is not normally recovered through rates.” In this23

amalgamation there is no suggestion that the merged utility’s economic viability is24

threatened as a result of the consideration in the Proposed Transaction. As such,25

consideration and by extension, the Valuation is outside the scope of review.26

27
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Interrogatory #171

Reference: [1.5.2, p. 18, and various Schedules]2

Please provide a chart showing all expected pre-closing and post-closing payments to and3
from shareholders, affiliates of shareholders, affiliates of the Applicants, and affiliates of4
the merged entity (if any), required by the terms of the Merger Participation Agreement or5
any other closing documents for the proposed transactions, with a cross-reference to the6
provisions requiring such payments. Please exclude payments to or from any entity that in7
aggregate for that entity are less than $1 million.8

Response:9

All expected pre-closing and post-closing payments to and from shareholders, affiliates of10

shareholders, affiliates of the Applicants, and affiliates of the merged entity (if any), required by11

the terms of the Merger Participation Agreement or any other closing documents for the12

proposed transactions are referenced in the Merger Participation Agreement:13

 Article 5 - Covenants14

 Schedule 1.1 - Corporation Shareholders Agreement15

 Schedule 2.2 - Sample Post-closing Adjustment16

 Schedule 5.1 (1) - PowerStream Pre Closing Dividends17

 Schedule 5.1 (2) – Barrie Hydro Pre Closing Dividends18

 Schedule 5.3 – Post Closing Dividends and Payments19

The estimated amounts are shown in the chart below:20

Shareholders Agreement PowerStream Barrie Hydro

Estimated Pre-closing
dividends (Schedule 5.1 and
5.2)

0 $25.7m + $0.40 million

Estimated Post-closing
dividends and payments

(Schedule 5.3)

50% of combined 2008 net
income pro-rated to number
of shares

50% of combined 2008 net
income pro-rated to number
of shares

Estimated Adjustment
Amount for working capital
excess/shortfall

(Schedule 5.3 and Schedule
2.2)

0 $8.3m
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Interrogatory #181

Reference: [1.5.2, p. 21]2

Please provide a copy of the initial Strategic Plan referred to in section 2.5, whether or not3
approved by all of the parties that will be required to approve it.4

Response:5

An initial Strategic Plan has not yet been developed. In the absence of an approved Strategic6

Plan MergeCo will operate its business in accordance with the Strategic Direction provided in7

Schedule 2.5 to the Merger Participation Agreement.8

Interrogatory #199

Reference: [1.5.2, pp. 26-36 and Schedules A-C]10

Please provide the due diligence binders, reports, or similar documents relating to11
disclosure and/or compliance with conditions, representations and warranties, including12
any due diligence reports from the lawyers or accountants of either PowerStream or Barrie13
Hydro.14

Response:15

The requested material will not be produced on the basis that it is irrelevant to the MAAD16

Application review. The Proposed Transaction before the Board has been negotiated between17

the Applicants and details regarding their due diligence review is outside the scope of this18

proceeding.19

In the “Section 86 Decision” (at p. 9) the Board stated that even a flawed decision making20

process would not in and of itself be grounds to oppose an application.21

“In order to argue that the process by which the seller negotiated the sale of the22

utility or carried out its due diligence should be relevant, it would have to be23

demonstrated that a flawed process leads to an impaired ability of the acquired24

utility to meet the obligations imposed on it by the Board. Based on the “Section25

86 Decision,” it is not clear how a flawed decision-making process, even if it26

could be demonstrated, would in and of itself provide grounds to oppose the27

Applications. Certainly, it would not in and of itself be grounds for denying the28
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Applications. The “Section 86 Decision” is substantive and addresses the effect1

of a proposed transaction. It is not a process test that addresses the rationale for,2

or the process underlying, the proposed transaction.”3

Interrogatory #204

Reference: [1.5.2, p. 28 and 29]5

Please provide any report, analysis, study, or other document dealing with sections 5.1(4)6
and/or 5.2 (4), compliance with those provisions, or any circumstances that materially7
affect compliance with those provisions.8

Response:9

As indicated in its “Section 86 Decision” the Board is of the view that its mandate in to consider10

whether the transaction that has been placed before it will have an adverse effect relative to the11

status quo in terms of the Board’s statutory objectives (emphasis added). While compliance with12

any Board approved Code is a requirement of a distributors licence, the Applicants would argue13

that a compliance review is not a requirement for whether or not the Board should approve a14

merger. The Applicants have dealt with disclosure in Tab 1.5.3 of the Application.15

Interrogatory #2116

Reference: [1.5.2, p. 30]17

If the Competition Act application contains any documents that are not included in or18
expressly referred to in this Application, please provide copies of those documents.19

Response:20

No additional documents were included in the Competition Act Application.21

22
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Interrogatory #221

Reference: [1.5.2, p. 36]2

Please advise whether failure of the Board to allow a 5-year deferral of rebasing would3
constitute a Material Adverse Affect for the purposes of section 6.5 (1)(c).4

Response:5

Please see response to SEC Interrogatory #3.6

Interrogatory #237

Reference: [1.5.2, p. 47]8

Please confirm that:9

 No fees as described in Section 9.4 were disclosed in writing by either party to10
the other, or, in the alternative, provide a copy of that disclosure document;11

 No expenses referred to in Section 9.5 have been, or will be, included in the12
regulatory financial reporting, rate applications, or other accounts maintained13
for regulatory purposes by PowerStream, Barrie Hydro, or the amalgamated14
entity.15

Response:16

The Applicants confirm that no broker, finder or other Person is entitled to any brokerage fees,17

commissions or finder’s fees in connection with the Proposed Transaction. The Applicant18

further confirm that any expenses referred to in Section 9.5 are recorded in the accounts, and are19

identified but excluded from the amounts reported in rate filings.20

21
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Interrogatory #241

Reference: [1.5.2, Appendix B, p. 20]2

Please provide a copy of the Asset Management Plan and Line Loss Report referred to, or3
provide an update on the status of that document.4

Response:5

The Barrie Hydro Asset Management Plan and Line Loss Report are currently in development6

and will be filed with the Board on or before December 31, 2008 in accordance with the Board’s7

decision on Barrie Hydro’s 2008 EDR application (EB-2007-0746).8

Interrogatory #259

Reference: [1.5.2, Appendix C, p. 1]10

Please provide a status report on the income and capital tax audit of the predecessor11
companies, including a copy of the preliminary assessment on Markham Hydro and12
Vaughan Hydro, and a copy of any assessment received prior to the hearing date of13
December 15, 2008, or a statement that no assessment was made prior to the statute barred14
date of December 8, 2008. If any such document shows a net tax impact on the relevant15
taxpayer of less than $1 million, it is not necessary to provide it.16

Response:17

This request is outside the scope of the issues before the Board in the MAAD Application18

review. The audit has been commenced in respect of a time period even pre-dating the creation19

of PowerStream.20

21
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Interrogatory #261

Reference: [1.5.2, Appendix C, p. 4]2

Please provide a summary of the terms (limited to those terms that could have a material3
impact on the ratepayers, rates, or revenue requirement, immediately or in the future) of4
the agreements with PWU and IBEW for “transitional matters relating to the merger”.5
For greater certainty, and without limiting the generality of the foregoing, any provision6
that guarantees a certain number of unionized positions, and any provision that provides7
for harmonization of any aspect of compensation at the higher level of the two existing8
union contracts, should be considered to be material.9

Response:10

See Response to SEC Interrogatory #10.11

Interrogatory #2712

Reference: [1.5.2, Appendix C, p. 4-5]13

Please provide a copy of the MOU dated February 6, 2008 with the Town of Markham, and14
a summary of the terms of the lease dated November 15, 2007 relating to the operating15
facility in Markham.16

Response:17

The requested material will not be produced on the basis that the terms of a lease relating to the18

operating facility in Markham have no bearing on whether the Board should approve the19

Applicants’ proposed amalgamation.20

21
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Interrogatory #281

Reference: [1.5.2, Appendix C, p. 8, and Schedule C to the Shareholders Agreement]2

Please provide the two draft shared services agreements, together with any amendments3
thereto since being drafted, and confirm.4

 That they are being performed, as if executed documents, prior to closing; and5

 Subsequent to closing, they will continue to be followed according to their6
existing terms except as disclosed in the Application.7

Response:8

The draft Shared Services Agreements are provided in Exhibit 28. The Applicants confirm that9

they are being performed, as if executed documents, prior to closing; and subsequent to closing,10

the Applicants intend that they will continue to be followed according to their existing terms11

except as disclosed in the Application.12

Interrogatory #2913

Reference: [1.5.2, Schedule 1.1 – Shareholders Agreement, p. 14]14

Please confirm that, under Section 2.07 (1) (b), the amalgamated entity is obligated to15
maximize its rate of return on equity unless the Board limits such return.16

Response:17

As stated in Schedule “D” Dividend Policy the amalgamated entity will endeavor to earn the18

maximum rate of return allowable by the OEB “consistent with the objectives and guiding19

principles” set forth in Section 2.07 of the Shareholders Agreement.20

Section 2.07 Objectives and Guiding Principles builds on the existing objectives and guiding21

principles of PowerStream and Barrie Hydro.22

Section 2.07 states:23

The Corporation recognizes the need to balance the following objectives and guiding principles:24
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Business: The Corporation will participate in those areas of business, permitted by the1

Electricity Act and the Ontario Energy Board Act, in which it has expertise and which are2

related to our core business of electricity distribution.3

The Corporation will seek to conduct our business in a commercially prudent manner4

while actively seeking to expand our business activities, building on our excellence in5

electricity distribution. This business expansion may occur through acquisitions or6

amalgamations with other utilities. In all cases, business expansion will only occur where7

it enhances The Corporation’s strategic position, economies of scope and scale exist, and8

where it adds value to The Corporation and financial returns to its Shareholders.9

For-Profit Corporation: The Corporation will be a for-profit corporation, with the primary10

objective of optimizing rate of return and Shareholder value, including regular dividends11

and interest payments. As a for-profit corporation, the Corporation will seek the full12

market rate of return for LDC as permitted by the Ontario Energy Board. Optimizing13

returns and Shareholder value will be balanced with prudent investments in all facets of14

our business operations to ensure the key requirements of stakeholders can be met or15

exceeded.16

Shareholders: It is recognized that The Corporation is integral to the prosperity and17

infrastructure of the communities in which it operates. Our Shareholders understand that18

the Corporation will best serve the communities through the delivery of services at19

competitive rates and by optimizing shareholder value. The Corporation will establish20

and maintain a financial and capital structure consistent with industry standards sound21

financial principles in order to provide the Shareholders with regular dividend and22

interest payments.23

Customers: The Corporation will provide safe, reliable, effective and efficient electrical24

distribution to its customers. Excellence in customer service will be a primary focus of25

the Corporation.26

Employees: The Corporation will treat all employees in a fair and equitable manner. The27

Corporation will develop with our employees a shared commitment towards workplace28
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health and safety, excellent customer service, employee growth and development and a1

culture of continuous improvement.2

The Corporation will ensure that all staff understands our business plan and direction, and3

that they have the skill required to fulfill their part in achieving our shared goals.4

Community and Economic Development: The Corporation will play a significant role in5

the communities in which it operates. The Corporation will strive to be a good corporate6

citizen and a facilitator of economic development throughout the Corporation’s service7

area.8

 Environmental Stewardship: The Corporation will act as responsible stewards over the9

resources it has been asked to manage, exercising a strong commitment to energy10

conservation and environmental sustainability. The Corporation will employ business11

and operating practices which seek to minimize our impact on the environment.12

Interrogatory #3013

Reference: [1.5.2, Schedule 1.1, p. 14]14

Please provide a copy of the current draft of all proposals for the recapitalization of the15
amalgamated entity as described in Section 2.07 (1) (c).16

Response:17

The recapitalization of the amalgamated entity is provided in section 2.2 of the Merger18

Participation Agreement filed in Section 1.5.2 of the Application.19

Interrogatory #3120

Reference: [1.5.2, Schedule 2.2, p. 1]21

Please provide a copy of the draft business case referred to in the document.22

Response:23

The draft business case dated September 17, 2007 is attached at Exhibit 31. The draft business24

case constituted an initial review of the transaction that served as a starting point for the parties25

to begin to negotiate the Proposed Transaction.26

27
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Question #321

Reference: [1.5.2, Schedule 5.2 (1)]2

Please provide the rationale for the $25.7 million dividend to the parent company of Barrie3
Hydro.4

Response:5

It is the intention of the parties to the extent applicable to pay dividends to shareholders prior to6

closing such that as of the amalgamation i) the closing working capital is equal to its deemed7

working capital and ii) the closing total debt is equal to agreed percentage (60.5 not to exceed8

62% debt) of its rate base. The $25.7 million is the forecast dividend required along with any9

closing adjustment to meet the agreed percentage.10

Interrogatory #3311

Reference: [City of Vaughan Minute 209, p. 5]12

Please provide the original calculation of the rate impacts of harmonization as set forth on13
this page, showing how the figures were arrived at.14

Response:15

The minutes referred to reflect the discussion during a special City of Vaughan council meeting16

(October 2, 2008) during which PowerStream provided a projected magnitude of bill impacts,17

from rate changes that would likely result from harmonization for the main customer classes.18

This represents the range for a typical customer based on three different scenarios.19

Typical customer is defined for residential as having monthly consumption of 1000 kWhs20

per month,21

General Service less than 50 kW demand as having monthly consumption of 2000 kWhs,22

General Service greater than 50 kW demand as having monthly consumption of 8000023

kWhs and peak demand of 250 kWs.24

Please see Exhibit 33 for calculations of the projected magnitude of bill impacts.25

26
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Interrogatory #341

Reference: [1.5.2, Schedule 5.2 (6)]2

Please confirm that this note is being converted from one year renewable to a term3
exceeding fifteen years. Please advise the fair market value interest rate for A rated debt4
as of the date hereof with a fifteen-year term. Please advise why the interest rate on the5
note is not being set at the market interest rate. Please confirm that, from and after the6
date of closing, the interest rate that will be recoverable from ratepayers will be the fair7
market value interest rate for a similar amount and term for an A rated debt.8

Response:9

Barrie Hydro’s promissory note was a two year renewable note at 6.5% interest which expires10

December 31, 2009. The new term will be under the same terms as the PowerStream11

Shareholders note due May 31, 2024. The interest rate will be reset and adjusted from time to12

time in order to reflect current market conditions.13
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