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 1 

 2 

OVERVIEW 3 

This section provides evidence to support the method and cost of financing requirements for the 4 

2015 test year. 5 

 6 

NPEI has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities 7 

dated December 11, 2009, to determine its capital structure and relied on the Board’s 8 

November 25, 2013 Cost of Capital Parameter Updates Letter for the cost of capital parameters. 9 

NPEI will update the cost of capital parameters when new parameters are made available prior 10 

to the Board’s decision on NPEI’s 2015 distribution rates. 11 

 12 

Overall, NPEI is requesting a deemed interest expense of $3,567,234 and a deemed return on 13 

equity of $5,382,446 for a total regulated return on capital of $8,949,680 for the 2015TY.  14 

 15 

The derivation of the 2015TY regulated return on capital is illustrated in the following attachment 16 

Capitalization and Cost of Capital (E5/T1/S1/Att1). 17 

 18 

There are no adjustments required related to the MIFRS transition as the impact of MIFRS is 19 

fully reflected in the 2015 balances. 20 

CAPITAL STRUCTURE 21 

NPEI’s current deemed capital structure, as approved in NPEI’s 2011 COS Decision and Order 22 

(EB-2010-0138), is 4% as the short-term debt portion, 56% as the long-term debt portion and 23 

40% as Equity.  For the purpose of setting distribution rates for the 2015TY, NPEI adheres to 24 

Board policy where it has been determined that a split of 60% debt and, 40% equity is 25 

appropriate for all electricity distributors and is requesting that NPEI’s capital structure remains 26 

the same. 27 
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The table below provides NPEI’s proposed capital structure and cost of capital.  Based on 1 

NPEI’s rate base for the 2015 test year, the aggregate deemed debt totals $86,257,141 and the 2 

total equity of $57,504,761.  Copies of the Board’s Appendices 2-OA and 2-OB provide further 3 

details on NPEI’s cost of capital since the last 2010 Cost of Service rate application and are 4 

provided in E5/T1/S1/Att1 and E5/T1/S1/Att2, respectively. 5 

 6 

Table 5-1 below illustrates NPEI’s deemed capital structure versus NPEI’s actual capital 7 

structure for the period from 2010 to the 2015 test year.  Long Term Debt includes the current 8 

portion due in the following year.  Common equity is derived by removing any impact of the fair 9 

market value bump resulting from the merger between the former Niagara Falls Hydro and the 10 

former Peninsula West Utilities.   11 

 12 

Table 5-2 below details the life-to-date removal of the depreciation expense related to the fair 13 

market value and the contributed surplus.  Interest on long term debt expense includes 14 

accounts 6005-interest on long term debt and account 6030- interest expense on affiliated debt.  15 

Net income is calculated as regulatory net income which removes the impact of depreciation 16 

expense related to the fair market value bump on assets from the merger. 17 

 18 

For the 2015 test year NPEI’s long term debt to equity ratio is 44%:56% which is not within the 19 

56%:40% range set by the Board’s policy where it has been determined that a split of 60% debt 20 

and, 40% equity is appropriate for all electricity distributors. 21 

 22 

 23 

 24 

 25 

 26 

 27 

 28 

 29 

 30 

 31 



File Number: EB-2014-0096 
 
Exhibit: 5 
Tab:            1 
Schedule:       1 
Page: 3 of 6 
 
Date Filed:  September 23, 2014 
 
 

2015 COS 
Niagara Peninsula Energy Inc. 
Application 

Table 5-1 Capital Structure Deemed versus Actual 1 

 2 

 3 
 4 

Long term debt includes the current portion.  As per Table 5-2 which illustrates the current 5 

portion of long term debt as well as the long term portion per an extract of the Liabilities  and 6 

Shareholder’s Equity portion of NPEI’s audited financial statements from 2008 to 2013.  The 7 

Common Equity above in Table 5-1 is derived on a life to date basis by removing the annual 8 

impact from 2008 to 2013 of the depreciation related to the fair market value bump on the 9 

assets from the merger between the former Niagara Falls Hydro and the former Peninsula West 10 

Utilities.  Table 5-2 details the removal of this depreciation from 2008 to 2015. 11 

 12 

Exclude FMV Exclude FMV Exclude FMV Exclude FMV Exclude FMV Exclude FMV Exclude FMV

2010 Actual
2011 Board 
Approved 2011 Actual 2012 Actual 2013 Actual 2014 Bridge 2015 Test

NPEI NPEI NPEI NPEI NPEI NPEI NPEI

Long Term Debt including current 
portion 41,356,335             66,964,501       39,239,365                 47,027,846      54,714,362    52,844,734     59,329,659    

Short Term Debt -                         4,783,179         -                            -                 -                -                -                

Common Equity 61,518,553             47,831,787       64,417,111                 67,471,719      70,416,924    71,927,310     76,109,756    

Actual Debt/Equity

Long Term Debt Ratio 40% 56% 38% 41% 44% 42% 44%

Short Term Debt Ratio 0% 4% 0% 0% 0% 0% 0%
Equity Ratio 60% 40% 62% 59% 56% 58% 56%

Deemed Debt/Equity (56%+4%)/40% (56%+4%)/40% (56%+4%)/40% (56%+4%)/40% (56%+4%)/40%(56%+4%)/40% (56%+4%)/40%

Interest on Long Term Expense 2,569,377               3,452,039         2,605,619                   2,255,403        2,172,196      2,347,315       2,412,462      

Interest on Short Term Expense -                         117,666            -                            -                 -                -                -                

Net Income add back PILS refund 3,767,602               5,409,881         3,398,558                   3,888,793        4,145,205      2,710,387       5,382,446      

Actual Long Term Debt Rate 6.21% 5.16% 6.64% 4.80% 3.97% 4.44% 4.07%

Actual Short Term Debt Rate 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Actual Return on Equity 6.12% 11.31% 5.28% 5.76% 5.89% 3.77% 7.07%

Deemed Long Term Debt Rate 7.13% 5.16% 5.16% 5.16% 5.16% 5.16% 4.28%

Deemed Short Term Debt Rate 0.00% 2.46% 2.46% 2.46% 2.46% 2.46% 2.11%

Deemed Return on Equity 9.85% 9.58% 9.58% 9.58% 9.58% 9.58% 9.36%

Actual Cost of Capital 6.16% 7.41% 5.79% 5.37% 5.05% 4.05% 5.76%

Deemed Cost of Capital 8.06% 6.82% 6.82% 6.82% 6.82% 6.82% 6.23%
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Interest expense is the actual interest expense related to long-term debt and only includes 1 

interest from accounts 6005 and 6030.  Other interest expense in account 6035 includes 2 

interest on long term hydro deposits and interest related to carrying charges on regulatory 3 

liabilities and is excluded from the calculations provided in Table 5-1.   4 

Net income for 2012 includes the impact of the PILS refund and agrees to the regulatory net 5 

income filed in the RRR 2.1.13 filing for that year. 6 

In 2013, the Return on Equity template issued by the OEB adjusted the net income calculation 7 

to exclude the impact of the PILS refund.  As a result Table 5-1 adds back the PILS refund in 8 

the amount of $1,554,277, for the purpose of calculating the 2013 regulatory net income.  See 9 

Table 5-2 for details of calculating the net income for 2013 in the amount of $4,145,205 10 

($1,458,179 + $1,132,277 + 1,554,749). 11 

Net income for 2014 is calculated by excluding the impact of carrying charges included in 12 

account 4405, the PILS refund for 2014 was added back to revenue and the impact of smart 13 

meters related to prior years for both the revenue and expenses were removed as well.   As a 14 

result normalized net income for 2014 is calculated at $2,710,387.  See Table 6-3 for details of 15 

this calculation. 16 

 17 

 18 

 19 

 20 

 21 

 22 

Table 5-2 Calculation of Common Equity with impact of FMV removed 23 

 24 
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 1 

Per Audited Financial Statements
Actual Actual Actual Actual Actual Actual
2013 2012 2011 2010 2009 2008

Liabilities and Shareholders' Equity
Current liabilities:
     Accounts payable and accrued liabilities 15,473,628              14,559,095         17,050,910   12,563,424                                                           14,930,359              16,027,939         
     Due to affiliated companies - note 2 -                          -                     7,057,380     7,076,931                                                             6,604,304                6,931,923           
     Payments in lieu of corporate income taxes payable 6,913,022                7,513,902           -              -                                                                      420,248                   -                     
     Current portion of customer deposits 709,338                   700,199              703,755       956,994                                                               920,998                   871,903              
     Current portion of capital lease -                          47,177               
     Current portion of long-term liabilities - note 4 1,869,628                2,313,484           2,211,519     2,116,973                                                             1,576,810                10,286,548         

24,965,616              25,086,680         27,023,564   22,714,322                                                           24,452,719              34,165,490         

Long-term liabilities:
     Long term debt - note 4 52,844,734              44,714,362         37,027,846   39,239,362                                                           37,468,835              29,842,316         
     Customer deposits 746,673                   737,534              741,089       994,329                                                               1,135,265                1,085,030           
     Employees' accumulated vested sick leave 112,861                   168,533              196,738       213,467                                                               198,757                   185,679              
     Employee future benefits - note 11 3,886,289                3,778,345           3,710,564     3,657,023                                                             3,612,877                3,571,160           
     Regulatory liabilities - note 10 4,107,313                2,894,654           3,764,714     7,616,488                                                             7,629,013                4,960,259           

61,697,871              52,293,428         45,440,952   51,720,669                                                           50,044,747              39,644,444         

Shareholders' Equity
     Share capital - note 5 31,245,882              31,245,882         31,245,882   31,245,882                                                           31,245,882              31,245,882         
     Contributed surplus 25,459,207              25,459,207         25,459,207   25,459,207                                                           25,459,207              25,459,207         
     Retained earnings 26,588,420              26,330,241         24,778,872   22,966,983                                                           20,933,183              18,760,559         

83,293,509              83,035,330         81,483,961   79,672,072                                                           77,638,272              75,465,648         
Contingent Liabilities - note 8

169,956,995             160,415,438       153,948,476 154,107,064                                                         152,135,738             149,275,582       

2008 2008 2011 2011
Without FMV Bump With FMV bump Without FMV Bump With FMV bump

3005  Common Shares Issued 31,245,882              31,245,882         
3005  Common Shares Issued 31,245,882              31,245,882         3010  Contributed Surplus -                          18,753,902         
3010  Contributed Surplus -                          18,753,902         3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           
3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           3040  Appropriated Retained Earnings 23,567,366              22,966,983         
3040  Appropriated Retained Earnings 13,764,077              16,667,617         3049  Dividends payable - Common Shares (500,000) (500,000)
3049  Dividends payable - Common Shares (500,000) (500,000) 3046  Balance Transferred from Income 2,311,889                2,311,889           
3046  Balance Transferred from Income 2,592,941                2,592,941           FMV Depreciation expense current year 1,086,669                -                     
FMV Depreciation expense current year 1,161,103                64,417,111              81,483,961         

54,969,309              75,465,647         

2012 2012
Without FMV Bump With FMV bump

2009 2009 3005  Common Shares Issued 31,245,882              31,245,882         
Without FMV Bump With FMV bump 3010  Contributed Surplus -                          18,753,902         

3005  Common Shares Issued 31,245,882              31,245,882         3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           
3010  Contributed Surplus -                          18,753,902         3040  Appropriated Retained Earnings 26,465,924              24,778,872         
3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           3049  Dividends payable - Common Shares (1,200,000) (1,200,000)
3040  Appropriated Retained Earnings 17,018,122              18,760,558         3046  Balance Transferred from Income 2,751,369                2,751,369           
3049  Dividends payable - Common Shares (500,000) (500,000) FMV Depreciation expense current year 1,137,424                -                     
3046  Balance Transferred from Income 2,672,653                2,672,625           Net Payment in lieu of taxes repayment 365,815                   
FMV Depreciation expense current year 1,108,989                -                     67,471,719              83,035,330         

58,250,951              77,638,272         
2013 2013

Without FMV Bump With FMV bump
2010 2010 3005  Common Shares Issued 31,245,882              31,245,882         

Without FMV Bump With FMV bump 3010  Contributed Surplus -                          18,753,902         
3005  Common Shares Issued 31,245,882              31,245,882         3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           
3010  Contributed Surplus -                          18,753,902         3040  Appropriated Retained Earnings 29,520,532              26,330,241         
3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           3049  Dividends payable - Common Shares (1,200,000) (1,200,000)
3040  Appropriated Retained Earnings 20,299,764              20,933,183         3046  Balance Transferred from Income 1,458,179                1,458,179           
3049  Dividends payable - Common Shares (500,000) (500,000) FMV Depreciation expense current year 1,132,277                -                     
3046  Balance Transferred from Income 2,533,800                2,533,800           Net Payment in lieu of taxes repayment 1,554,749                
FMV Depreciation expense current year 1,233,802                -                     

61,518,553              79,672,072         70,416,924              83,293,509         

2014 2014 2015 2015
Without FMV Bump With FMV bump Without FMV Bump With FMV bump

3005  Common Shares Issued 31,245,882              31,245,882         3005  Common Shares Issued 31,245,882              31,245,882         
3010  Contributed Surplus -                          18,753,902         3010  Contributed Surplus -                          18,753,902         
3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           3047  Appropriations of Retained Earnings - current 6,705,305                6,705,305           
3040  Appropriated Retained Earnings 32,465,737              26,588,420         3040  Appropriated Retained Earnings 33,976,123              28,098,807         
3049  Dividends payable - Common Shares (1,200,000) (1,200,000) 3049  Dividends payable - Common Shares (1,200,000) (1,200,000)
3046  Balance Transferred from Income 2,710,387                2,710,387           3046  Balance Transferred from Income 5,382,446                -                     
FMV Depreciation expense current year -                          -                     FMV Depreciation expense current year -                          -                     
Net Payment in lieu of taxes repayment -                          

76,109,756              83,603,896         
71,927,310              84,803,896         
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 RETURN ON EQUITY 1 

Common Equity 2 

As noted previously, NPEI adheres to the Board’s Cost of Capital policy. For rate making 3 

purposes, NPEI proposes to recover an amount of $5,382,446 for the Return on Equity through 4 

distribution rates in the 2015TY.  This amount is computed based on the Board’s default rate of 5 

return on equity of 9.36% in accordance with the 2014 Cost of Capital Parameters issued 6 

November 25, 2013.  NPEI has used the 9.36% as a place holder, subject to an update if new 7 

parameters are available prior to the issuance of the Board’s decision for NPEI’s 2015 8 

distribution rates.  9 

 10 

There have been no changes to the actual equity share structure since the 2011 COS rate 11 

application.  Equity consists of 1,000 common shares with a book value of $31,245,882 as at 12 

December 31, 2013.  Niagara Falls Hydro Holding Corporation owns 745 common shares and 13 

Peninsula West Power Inc. owns 255 common shares. 14 

 15 

NPEI’s return on equity for 2013 was 6.7%.  This calculation of ROE on a deemed basis was 16 

filed with the OEB as part of its year end RRR filings in April 2014. NPEI has attached the 17 

calculation of ROE on a deemed basis for 2013 in EX05T01A03. 18 

Preference Shares 19 

NPEI does not have any preference shares and therefore there is no impact on the capital 20 

structure for the 2015TY.   21 
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Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $80,506,665 4.28% $3,445,899
2   Short-term Debt 4.00% (1) $5,750,476 2.11% $121,335
3 Total Debt 60.0% $86,257,141 4.14% $3,567,234

Equity
4   Common Equity 40.00% $57,504,761 9.36% $5,382,446
5   Preferred Shares 0.00% $ - $ -
6 Total Equity 40.0% $57,504,761 9.36% $5,382,446

7 Total 100.0% $143,761,902 6.23% $8,949,680

(1)

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $66,964,502 5.16% $3,452,039
2   Short-term Debt 4.00% (1) $4,783,179 2.46% $117,666
3 Total Debt 60.0% $71,747,680 4.98% $3,569,705

Equity
4   Common Equity 40.00% $47,831,787 9.58% $4,582,285
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $47,831,787 9.58% $4,582,285

7 Total 100.0% $119,579,467 6.82% $8,151,990

(1)

2011 Board Approved

Line 
No. Capitalization Ratio

Notes
4.0% unless an applicant has proposed or been approved for a different amount.

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

2015

This table must be completed for the last Board approved year and the test year.

4.0% unless an applicant has proposed or been approved for a different amount.
Notes
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Year 2009 This is 2010

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0725 1,595,000$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0725 261,369$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 4,237,226$     0.0644 248,408$          Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 8,703,329$     0.0458 383,217$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 4,500,000$     0.0497 81,384$            Per amortization schedule

12 -$                 

Total 43,045,645$   0.0597 2,569,378$       

Year 2009 This is 2011 BOARD APPROVED

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0532 1,170,400$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0532 191,791$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 3,398,502$     0.0644 192,771$          Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 7,965,243$     0.0458 348,793$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 4,143,643$     0.0497 215,605$          Per amortization schedule
6 -$                 

Total 41,112,478$   0.0516 2,119,360$       

Year 2009 This is 2011 ACTUAL

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0725 1,595,000$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0725 261,369$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 2,951,322$     0.0644 192,771$          Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 7,578,939$     0.0458 348,692$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 4,180,500$     0.0497 207,786$          Per amortization schedule

12 -$                 

Total 40,315,851$   0.0646 2,605,618$       

Year 2012

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.058 1,276,550$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0582 209,740$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 2,027,297$     0.0644 133,443$          Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 6,788,719$     0.0458 313,473$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 3,712,500$     0.0497 186,416$          Per amortization schedule
6 Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 135,781$          Interest only repayments

Total 48,133,606$   0.0469 2,255,403$       

Year 2013

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0532 1,170,400$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0532 191,791$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 1,041,976$     0.0644 70,180$            Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 5,961,538$     0.0458 274,771$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 3,262,500$     0.0497 162,554$          Per amortization schedule
6 Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 288,035$          Interest only repayments
7 Term Loan payable TD Bank Third-Party Fixed Rate 3-Dec-13 5 10,000,000$   0.02933 14,465$            Interest only repayments

Total 55,871,104$   0.0389 2,172,196$       

Year 2014 BRIDGE YEAR

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0532 1,170,400$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0532 191,791$          

3 Long Term Bank Loan Payable Scotiabank Third-Party Fixed Rate 1-Jun-04 10 223,632$        0.0644 10,065$            Per amortization schedule
4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 5,095,208$     0.0458 235,175$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 2,812,500$     0.0497 140,680$          Per amortization schedule
6 Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 280,000$          Interest only repayments
7 Term Loan payable TD Bank Third-Party Fixed Rate 3-Dec-13 5 10,000,000$   0.02933 293,300$          Interest only repayments
7 Term Loan payable-NEW To be Determined Third-Party Fixed Rate 30-Nov-14 5 849,315$        0.0305 25,904$            Interest only repayments

Total 54,585,745$   0.0430 2,347,315$       

Appendix 2-OB
Debt Instruments

This table must be completed for all required historical years, the bridge year and the test year.



Year 2015 TEST YEAR

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0488 1,073,600$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0488 175,928$          

4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 3,724,570$     0.0458 193,728$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 -$                0.0497 90,905$            Per amortization schedule
6 Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 280,000$          Interest only repayments
7 Term Loan payable TD Bank Third-Party Fixed Rate 3-Dec-13 5 10,000,000$   0.02933 293,300$          Interest only repayments
7 Term Loan payable-NEW To be Determined Third-Party Fixed Rate 30-Nov-14 5 10,000,000$   0.0305 305,000$          Interest only repayments

Total 59,329,660$   0.0407 2,412,461$       

Notes

1 If financing is in place only part of the year, calculate the pro-rated interest and input in the cell.

2

3 Add more lines above row 12 if necessary.

Year 2015 Deemed Interest Calculation

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

1 Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0488 1,073,600$       

2 Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$     0.0488 175,928$          

4 Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 3,724,570$     0.0458 193,728$          Per amortization schedule
5 Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 -$                0.0497 90,905$            Per amortization schedule
6 Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 280,000$          Interest only repayments
7 Term Loan payable TD Bank Third-Party Fixed Rate 3-Dec-13 5 10,000,000$   0.02933 293,300$          Interest only repayments
7 Term Loan payable-NEW To be Determined Third-Party Fixed Rate 30-Nov-14 5 10,000,000$   0.0305 305,000$          Interest only repayments

Total 59,329,660$   0.0407 2,412,461$       
Remaining subject to deemed interest 21,177,005$   0.0488 1,033,438$       

80,506,665$   0.0428 3,445,899$       

Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or with any 
subsequent update issued by the Board.
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NPEI's 2013 calculation of deemed ROE 

 



UTILITY NAME:  Niagara Peninsula Energy
YEAR END DATE:  December 31, 2013

Regulatory Net Income Calculation: Staff Comments

Regulated net income, as per RRR 2.1.13 reconciliation $ 4,145,206 A

Must match regulated net income amount from 2.1.13 
template. Input net surplus as positive number and net deficit 
as a negative number.

Remove:
Future/deferred taxes $ (510,994) B

Non rate regulated items $ 147,194 C
As an example, non rate regulated items may include 
income/expenses associated with generation or CDM

Adjustment to interest expense - for deemed debt $ 1,027,353 D (=W)
Adjusted regulated net income $ 3,481,652 E = A-B-C-D

Deemed Equity Calculation: Staff Comments
Rate Base:

Cost of power $ 130,559,982 F
Must match sum of accounts 4705 to 4751 inclusive. Input as 
positive number.

Operating expenses $ 16,598,017 G
Must approximate sum of accounts 4505-4640, 4805-5695, 
6105, 6205-6225, 6310-6415. Input as positive number.

Total $ 147,157,999 H = F + G

Working capital allowance % 15%
Must match percentage allowance in last approved CoS rate 
proceeding

Total working capital allowance $ 22,073,700 J
Fixed Assets 

Opening balance - regulated fixed assets (NBV) $ 103,934,202

Closing balance - regulated fixed assets (NBV) $ 111,460,559 NBV = Net Book Value

Average regulated fixed assets $ 107,697,380 $ 107,697,380 K

Total rate base $ 129,771,080 L = J + K

Regulated deemed short-term debt 4% $ 5,190,843 M
Regulated deemed long-term debt 56% $ 72,671,805 N
Regulated deemed equity 40% $ 51,908,432 P

$ 129,771,080

Regulated Rate of Return on Deemed Equity Staff Comments
6.7% Q =  E / P

ROE% from most recent cost of service application last approved EDR 9.58% R Must match approved ROE from last CoS rate proceeding

Difference - maximum deadband 3% -2.87% S = Q - R

Interest adjustment on deemed debt: Staff Comments

Regulated deemed short-term debt - as above $ 5,190,843 6.67%
Regulated deemed long-term debt - as above $ 72,671,805 93.33%

$ 77,862,648 100.00%

Short-term debt rate 2.46% 0.16%
Interest rate on short-term debt from last approved CoS rate 
proceeding

Long-term debt rate 5.16% 4.82%
Interest rate on long-term debt from last approved CoS rate 
proceeding

Average debt rate 4.98%

Regulated deemed debt - as above $ 77,862,648
Weighted average interest rate 4.98%

Deemed interest $ 3,877,560 T
Interest expense as per the OEB trial balance $ 2,445,708 U Must match sum of accounts 6005-6045

Difference $ 1,431,851 V = T - U
Utility tax rate 28.25% Distributor's Board-approved tax rate from the distributor's

Tax effect on interest expense $ (404,498) last rate application(IRM or CoS).

Interest adjustment on deemed debt: $ 1,027,353 W

Template for Calculation of ROE on a Deemed Basis

Please input based on your utility in the grey cells.

Must match account 6115. Input deferred tax expense as a 
negative number and deferred tax income as a positive 
number.

Please make the necessary adjustments to bring the fixed 
assets reported in the Audited Financial Statements to reflect 
the regulated rate base.
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 1 

 2 

COST OF DEBT 3 

Short-Term Debt 4 

For rate making purposes, NPEI proposes to recover $121,335 (E5/T1/S1/Att1) through 5 

distribution rates in the 2015TY for the Deemed Short-Term Debt. The Short-Term Debt Amount 6 

is derived by applying the Board’s November 25, 2013 published 2014 cost of capital 7 

parameters for short-term debt to the deemed 4% of the capital structure at a rate of 2.11%. The 8 

applicable default rate for the Short-Term Debt will be updated when 2015 Cost of Capital 9 

parameters are made available by the Board prior to the 2015 COS decision. 10 

   11 

Long-Term Debt 12 

For the 2015 test year, NPEI is requesting a return on Long Term debt of 4.28%.  The 4.28% 13 

rate is computed based on the weighted average of the following long term debt components: 14 

1. NPEI’s affiliate debt consists of two demand Promissory Notes held by its shareholder 15 

Niagara Falls Hydro Holding Corporation in the amount of $3,605,090 and The City of 16 

Niagara Falls in the amount of $22,000,000.  Each of these debt instruments has been 17 

assigned the January 1, 2014 Board approved deemed interest rate of 4.88%.  As per 18 

Attachment 2 and Attachment 3 which details the interest rate terms of both Promissory 19 

Notes, the interest rate is based on the interest rate for third party financing which the 20 

Ontario Energy Board or its successor may permit regulated distribution corporations to 21 

recover for rate making purposes.  The actual interest rate in 2013 for both affiliated debt 22 

were the Board’s approved deemed interest rate of 5.32% from the 2011 COS rate 23 

application decision dated May 30, 2011.   As per the Board’s decision date May 30, 24 

2011, the terms of the two long-term promissory notes make them callable on demand 25 

and the express terms of the notes makes them variable.  The 2009 Report of the Board 26 
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on the Cost of Capital for Ontario’s Regulated Utilities dated December 11, 2009 makes 1 

it clear that the deemed long-term debt rate will be a ceiling on the rate allowed for such 2 

debt.  As such NPEI has used the most recent deemed debt rate ceiling as per the 3 

November 25, 2013 Report until the 2015 Cost of Capital parameters are made available 4 

by the Board prior to the 2015 COS decision.  See EX05T02S01A01 and 5 

EX05T02S01A02 for details of the promissory notes 6 

2. In June of 2004, NPEI obtained an $8,000,000 loan from Scotiabank for the purposes of 7 

constructing its own transformer station.  This loan carried a 6.44% fixed interest rate 8 

over ten year amortization period.  The loan was fully repaid in June 2014. For the 9 

purposes of calculating the actual weighted cost of debt for the periods from 2011 to 10 

2014, the principal balance on Appendix 2-OB represents the December 31 year-end 11 

balance per the amortization schedule attached in EX5T02S01A03.  This long-term loan 12 

has no impact on the 2015 Weighted Cost of Capital for NPEI’s rate application. 13 

3. Prior to the merger between the former Niagara Falls Hydro and Peninsula West Utilities 14 

in 2007, Peninsula West Utilities had a long-term loan in the amount of $9,500,000 due 15 

and payable July 19, 2009.  NPEI refinanced this loan in the amount of $9,000,000 16 

effective July 20, 2009.  This loan carries a fixed rate of 4.58% amortized over 10 years.  17 

Principal and interest payments are made on a monthly basis.  For the purposes of 18 

calculating the actual weighted cost of debt for the periods from 2011 to 2015, the 19 

principal balance on Appendix 2-OB represents the December 31 year-end balance per 20 

the amortization schedule attached in EX5T02S01A04. Total interest to be repaid in 21 

2015 per the amortization schedule is $193,728.07 resulting in an effective cost of 22 

capital of 5.20% for 2015 for this loan. 23 

4. Between May of 2009 and December 31 2010, NPEI commenced the installation of its 24 

smart meters and incurred $4,412,736 of the estimated total capital costs of $5,895,151. 25 

The estimated total capital costs are up to December 31, 2014 as per Tab 2 of NPEI’s 26 

smart meter model filed in January 2014.  NPEI obtained a long-term bank loan from 27 

Scotiabank in the amount of $4,500,000 to finance the capital expenditures for smart 28 

meters.  The loan carries an interest rate of 4.97% over five years effective September 29 

30, 2010.  Principal and interest are repaid monthly, however the term of the loan is 5 30 

years and the amortization is over 10 years.  As a result the final balance on September 31 



File Number: EB-2014-0096 
 
Exhibit: 5 
Tab:            2 
Schedule:       1 
Page: 3 of 6 
 
Date Filed:  September 23, 2014 
 
 

2015 COS 
Niagara Peninsula Energy Inc. 
Application 

30, 2015 is $2,287,500.  This loan will only be outstanding for 273 days in 2015.  For the 1 

purposes of calculating the actual weighted cost of debt for the periods from 2011 to 2 

2015, the principal balance on Appendix 2-OB represents the December 31 year-end 3 

balance per the amortization schedule attached in EX5T02S01A05. 4 

Total interest paid up to September 30, 2015 will be $90,905.04 as per the amortization 5 

schedule. 6 

5. In 2012, NPEI issued a request for proposal (RFP) from 5 banks and one credit union for 7 

financing in the amount of $10,000,000.  TD was awarded the RFP.  The terms of this 8 

loan are interest only payments over a term of 5 years at a fixed interest rate of 2.80%.   9 

6. In 2013, NPEI issued a request for proposal (RFP) from 5 banks and one credit union for 10 

financing in the amount of $10,000,000.  TD was awarded the RFP.  The terms of this 11 

loan are interest only payments over a term of 5 years at a fixed interest rate of 2.933%. 12 

7. In September 2014, NPEI will issue a request for proposal (RFP) from 5 banks and one 13 

credit union for financing in the amount of $10,000,000.  The terms of this loan will be 14 

determined by November 30, 2014.  NPEI has estimated an interest rate of 3.05% to be 15 

used for the purposes of filing the rate application.  NPEI requests permission to update 16 

its cost of capital with the terms of this loan prior to the Board’s decision on NPEI’s rate 17 

application. 18 

8. The rate of 4.88% has been applied to the remaining amount of deemed debt in excess 19 

of the actual long-term debt obligations noted in 1 to 7 in the amount of $21,177,005.  20 

The rate of 4.88% is the deemed long-term debt rate in accordance with the January 1, 21 

2014 Cost of Capital Parameters issued November 25, 2013.  Total deemed long-term 22 

debt is $80,464,324 and total actual long term debt at December 31, 2015 is 23 

$59,329,660.   24 

 25 

NPEI is seeking to obtain additional financing in 2014 in the amount of $10M dollars.  Cash 26 

balances per NPEI’s audited year-end financial statements show a decreasing cash balance. 27 

 28 

 December 31, 2010     $8,025,373 29 

 December 31, 2011     $6,646,041 30 

 December 31, 2012(excluding 2012 loan) $3,354,020 31 
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 December 31, 2013 (excluding 2013 loan) $1,481,267 1 

Cash balances have decreased due to: 2 

 Repayment of existing principal on Long Term Debt from 2011 to 2013 3 

$6.6M 4 

 Deferral and variance repayments from 2011 to 2013 $4.4M 5 

 Smart meter costs are estimated to total $5,895,151 which is $1,395,151 6 

in excess of the $4.5M loan NPEI obtained related to these costs 7 

 Water and billing activities are trued-up on a quarterly basis.  At the end of 8 

each fiscal year the Due to Affiliate liability represents the fourth quarter 9 

cash balance owing to Niagara Falls Hydro Services which is the affiliate 10 

company that bills and collects water activities on behalf of the City of 11 

Niagara Falls.  NPEI ceased all water related activities May 1st 2014 and 12 

as a result paid the final balance owing thereby decreasing NPEI’s cash 13 

position. 14 

 Capital expenditures net of capital contributions from 2011 to 2013 totalled 15 

$31.3M 16 

 17 

Appendix 2-OB provides details of NPEI’s 2011 Board approved cost of capital, the actual long 18 

term debt instruments from 2010 to 2013, and the cost of capital for the 2014 bridge year and 19 

2015 test year.  The principal balances on these schedules represent the December 31 year-20 

end balance.  The interest expense represents the actual interest expense to be incurred in that 21 

fiscal year.  Where financing is in place for only part of the year, NPEI calculated the interest on 22 

a prorated basis. 23 

 24 

To determine the weighted average long term debt rate, the table below provides the various 25 

long term debt instruments, the 2015 interest expense amount and the calculation of the return 26 

associated with the remaining deemed debt. 27 

 28 
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 1 

NPEI understands that the Board will provide a future update to the Cost of Capital Parameters 2 

for January 1, 2015 Cost of Service Applications.  NPEI’s use of the weighted average rate of 3 

4.88% is without prejudice to any revised rate which may be adopted by the Board for January 4 

1, 2015 COS applications. 5 

Other Credit Facilities  6 

In addition to the debt instruments above, NPEI has two other credit facilities which include: 7 

 8 

1.  $8,000,000 operating credit line facility by way of direct advances evidenced by 9 

Agreement re Operating Credit Line and/or Bankers’ Acceptances, which is used for 10 

short term financing.  11 

2. $12,000,000 Standby Letter of Credit mainly to provide support to the Independent 12 

Electricity System Operator (“IESO”) for the purchase of electricity.  The IESO is the 13 

beneficiary for $11,910,187. 14 

 15 

All credit facilities are secured by a general security agreement over NPEI’s distribution assets 16 

and subject to restrictive covenants.  NPEI pays a 0.50% per annum commission fee, calculated 17 

on the issued amount.  NPEI estimates that it will cost approximately $59,551 in fees related to 18 

Year 2015 Deemed Interest Calculation

Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($)

Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Additional Comments, if 
any

Long Term Note Payable City of Niagara Falls Affiliated Fixed Rate 1-Apr-00 20 22,000,000$   0.0488 1,073,600$      

Long Term Note Payable
Niagara Falls Hydro 
Holding Corporation Affiliated Fixed Rate 1-Apr-00 20 3,605,090$    0.0488 175,928$         

Term Loan payable TD Bank Third-Party Fixed Rate 19-Jul-09 10 3,724,570$    0.0458 193,728$         Per amortization schedule
Non-revolving term loan payable Scotiabank Third-Party Fixed Rate 30-Sep-10 5 -$              0.0497 90,905$          Per amortization schedule
Term Loan payable TD Bank Third-Party Fixed Rate 27-Jun-12 5 10,000,000$   0.028 280,000$         Interest only repayments
Term Loan payable TD Bank Third-Party Fixed Rate 3-Dec-13 5 10,000,000$   0.02933 293,300$         Interest only repayments
Term Loan payable-NEW To be Determined Third-Party Fixed Rate 30-Nov-14 5 10,000,000$   0.0305 305,000$         Interest only repayments

59,329,660$   0.0407 2,412,461$      
Remaining subject to deemed interest 21,177,005$   0.0488 1,033,438$      

80,506,665$   0.0428 3,445,899$      
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these credit facilities.  At the time of filing the 2015 COS rate application, NPEI had a $nil 1 

balance drawn on its operating line of credit. 2 
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