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OVERVIEW 1 
 2 
In this Exhibit, Milton Hydro is providing evidence regarding its capital structure, debt financing 3 

and the calculation of return on equity for the 2016 Test Year. 4 

Milton Hydro was incorporated August 30, 2000 in accordance with the requirements of the 5 

Electricity Act, 1998, S.O. 1998, c.15, Schedule. A. 6 

Milton Hydro is 100% owned by Milton Hydro Holdings Inc. which is 100% owned by the 7 

Corporation of the Town of Milton (the “Town”).  8 

The Town holds an unsecured promissory note from Milton Hydro in the amount of $14,934,210 9 

bearing interest at the rate of 7.25% per annum commencing October 1, 2001, payable on 10 

demand with 30 days notice.  The Town of Milton confirmed that they will not demand payment 11 

before January 2016.  Interest on the promissory note is $1,082,730 per year.  A copy of the 12 

promissory note is attached to this EXHIBIT as Appendix 5-1. 13 

Share capital consists of 2,000 common shares in the amount of $17,008,909.  Milton Hydro 14 

does not have preference shares. 15 

In 2009, Milton Hydro entered into financing agreements with Ontario Infrastructure and Lands 16 

Corporation, formerly Ontario Infrastructure Projects Corporation, (“Infrastructure Ontario”) for 17 

the purposes of funding capital projects.  Infrastructure Ontario’s lending rates are posted online 18 

and are updated frequently in line with Infrastructure Ontario’s cost of borrowing in the capital 19 

markets. Rates on long-term debentures/promissory notes are fixed for the entire life of the loan 20 

with terms from 5 to 30 years.  Construction Loans are for shorter terms with the monthly rates 21 

floating throughout the term of the loan until they are replaced on completion of the project by a 22 

debenture/promissory note. 23 

Beginning in the 2015 Bridge Year Milton Hydro will enter into a financing agreement with TD 24 

Canada Trust (“TD”) for the purposes of funding capital projects going forward.  The lending 25 

rates from TD, which will fluctuate with the market, are expected to be competitive with other 26 

Charter Banks and in line with the lending rates available from Infrastructure Ontario.  Actual 27 

lending rates from TD will not be available until the time of drawdown 28 



Milton Hydro Distribution Inc. 
EB-2015-0089 

COST OF CAPITAL AND CAPITALSTRUCTURE 
EXHIBIT 5 

Page 3 of 8 
Filed: August 28, 2015 

 
CAPITAL STRUCTURE 1 
 2 
Milton Hydro has a current deemed capital structure of 56% long term debt with a return of 3 

4.85%, 4% short term debt with a return of 2.46% and 40% equity with a return of 9.58% as 4 

approved in the Decision and Order on Milton Hydro’s 2011 Cost of Service Rate Application 5 

(“COS”) EB-2010-0137. 6 

Milton Hydro has prepared this 2016 COS Application in accordance with the Ontario Energy 7 

Board’s (“OEB”) guidelines provided in the Report of the Board on Cost of Capital for Ontario’s 8 

Regulated Utilities (the “2009 Report”) issued on December 11, 2009.  For the purposes of 9 

preparing this Application, Milton Hydro has used the cost of capital parameters issued by the 10 

OEB on November 20, 2014 for its 2016 Test Year Cost of Service rate Application. 11 

Milton Hydro acknowledges that the OEB may update the cost of capital parameters later in 12 

2015 for rates with effective dates in 2016 and Milton Hydro will update its Application 13 

accordingly. 14 

Milton Hydro is not proposing any changes to its current capital structure. 15 

The follow Table 5-1 provides Milton Hydro’s OEB-Approved capital structure from Milton 16 

Hydro’s 2011 COS Application. 17 

Table 5-1 18 

2011 OEB-Approved Capital Structure 19 

Year:

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt
  Long-term Debt 56.00% $33,481,162 4.85% $1,625,397
  Short-term Debt 4.00% (1) $2,391,512 2.46% $58,831
Total Debt 60.0% $35,872,674 4.70% $1,684,228

Equity
  Common Equity 40.00% $23,915,116 9.58% $2,291,068
  Preferred Shares $ - $ -
Total Equity 40.0% $23,915,116 9.58% $2,291,068

Total 100.0% $59,787,790 6.65% $3,975,296

Capitalization Ratio

2011 Board Approved

 20 
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The following Table 5-2 sets out Milton Hydro’s proposed deemed capital structure for the 2016 1 

Test Year 2 

Table 5-2 3 

Proposed 2016 Test Year Capital Structure 4 

Year:

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt
  Long-term Debt 56.00% $51,489,271 4.19% $2,157,636
  Short-term Debt 4.00% (1) $3,677,805 2.16% $79,441
Total Debt 60.0% $55,167,076 4.06% $2,237,077

Equity
  Common Equity 40.00% $36,778,051 9.30% $3,420,359
  Preferred Shares $ - $ -
Total Equity 40.0% $36,778,051 9.30% $3,420,359

Total 100.0% $91,945,126 6.15% $5,657,436

2016 Test Year

Capitalization Ratio

 5 

 6 
 7 

COST OF CAPITAL 8 
 9 

Cost of Debt:  Long Term 10 
 11 
Milton Hydro is requesting a return on long term debt for the 2016 Test Year of 4.19%. This rate 12 

of return represents the weighted average cost of long term debt for the promissory note and 13 

debentures with Infrastructure Ontario.  14 

As discussed above, the actual interest rate on the promissory note with the Town of Milton is 15 

7.25%. The promissory note is classified as affiliate debt and therefore Milton Hydro has set the 16 

interest rate at the OEB approved long-term debt rate of 4.77% for the purpose of calculating 17 

Milton Hydro’s weighted cost of capital. 18 

In 2009, Milton Hydro entered into a third party financing agreement with Infrastructure Ontario 19 

for capital projects for years 2008 to 2011 in the amount of $15,752,257.  In 2013, Milton Hydro 20 
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entered into a new financing agreement with Infrastructure Ontario for $20,044,000 relating to 1 

capital projects for years 2011 to 2015.  The individual debt amounts and remaining years for 2 

each loan are set out in Table 5-3 below.  In September 2014, Milton Hydro entered into a 3 

construction loan with Infrastructure Ontario in the amount of $7.8 million for the purchase of the 4 

new building as discussed EXHIBIT 2 – Rate Base.  The construction loan was short term and 5 

was converted to a promissory note on March 16, 2015 to take advantage of a favourable fixed 6 

rate of 3.04% for twenty-five (25) years.  On July 15, 2015, Milton Hydro issued a $4.0 million 7 

promissory note for its 2015 capital projects and an additional $1.3 million has been committed 8 

to be drawn on September 1, 2015 from Infrastructure Ontario for expenditures related to  9 

building renovations, upgrades and furniture and fixtures,. The three promissory notes issued to 10 

Infrastructure Ontario are set out in Table 5-3. 11 

Beginning in October 2015, Milton Hydro will finance capital projects through long term debt 12 

issued by TD.  Milton Hydro will enter into a long term financing arrangement with TD for $4.0 13 

million in October 2015 and an additional $4.0 million in January 2016.  Both instruments will be 14 

over twenty-five 25 years and are included in Table 5-3.  Milton Hydro has set the interest rate 15 

for the two long term debt instruments from TD at the OEB approved long-term debt rate.  At the 16 

time of filing this Application, the lending rates from TD were not available. 17 

 Interest charges are pro-rated for the calendar year in which the debt is taken out. 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 

 27 

 28 

 29 

 30 

 31 
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Table 5-3 1 

Debt Instruments 2 
Year 2011 OEB-Approved

Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal Debt                         

($)

Avge Principal 
Net of Paymts 

($)

Rate (%)                     
(bote 2)

Interest ($)       (bote 1) Additional Comments, if any

Town of ailton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$       5.32 794,500$                                 
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 14 yrs left 2,741,906$         4.49 123,112$                                 Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 4 yrs left 235,000$             3.02 7,097$                                      Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 15-Jul-10 24 yrs left 3,915,012$         4.84 189,487$                                 Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Dec-10 24 yrs left 2,925,000$         5.00 146,250$                                 Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Jun-11 25 3,037,200$         5.00 88,585$                                    

-$                                          
-$                                          
-$                                          
-$                                          
-$                                          
-$                                          

27,788,328$       4.85% 1,349,031$                              

Year 2011

Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%)                     
(bote 2)

Interest ($)       (bote 1) Additional Comments, if any

Town of ailton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$       7.25 1,082,730.23$                        
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 14 yrs left 2,880,057$         4.49 123,093.90$                           Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 4 yrs left 285,000$             3.02 6,984.19$                                Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 15-Jul-10 24 yrs left 4,000,000$         4.84 190,698.61$                           Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 15-Sep-11 25 3,487,200$         4.33 44,040.43$                              Amortized Semi Annual

-$                                          
-$                                          
-$                                          
-$                                          
-$                                          
-$                                          
-$                                          

25,586,467$       5.66% 1,447,547.36$                        

Year 2012

Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%)                     
(bote 2)

Interest ($)       (bote 1) Additional Comments, if any

Town of ailton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$       7.25 1,082,730.23$                        
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 13 yrs left 2,880,057$         4.49 116,608.41$                           Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Apr-10 3 yrs left 285,000$             3.02 5,314.95$                                Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 15-Jul-10 23 yrs left 4,000,000$         4.84 186,442.99$                           Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 15-Sep-11 24 yrs left 3,487,200$         4.33 149,138.69$                           Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 1-Jan-12 25 2,550,000$         3.92 87,016.81$                              Amortized Semi Annual
Infrastructure Ontario Third-Party Fixed Rate 17-Sep-12 25 2,550,000$         3.87 28,783.12$                              Amortized Semi Annual

-$                                          
-$                                          
-$                                          
-$                                          
-$                                          

30,686,467$       5.40% 1,656,035.20$                        
per gl  3 



Milton Hydro Distribution Inc. 
EB-2015-0089 

COST OF CAPITAL AND CAPITALSTRUCTURE 
EXHIBIT 5 

Page 7 of 8 
Filed: August 28, 2015 

 
Year 2013

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Promissory Note Town of Milton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$   7.25 1,082,730.23$     
2 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 12 yrs left 2,880,057$    4.49 109,828.49$        Amortized Semi Annual
3 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 2 yrs left 285,000$       3.02 3,595.04$           Amortized Semi Annual
4 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Jul-10 22 yrs left 4,000,000$    4.84 181,978.97$        Amortized Semi Annual
5 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Sep-11 23 yrs left 3,487,200$    4.33 145,611.95$        Amortized Semi Annual
6 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Jan-12 24 yrs left 2,550,000$    3.92 97,180.94$         Amortized Semi Annual
7 Debenture Infrastructure OntarioThird-Party Fixed Rate 17-Sep-12 24 yrs left 2,550,000$    3.87 97,391.11$         Amortized Semi Annual
8 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-May-13 25 3,044,000$    3.74 75,664.46$         Amortized Semi Annual
9 -$                   

10 -$                   
11 -$                   
12 -$                   

Total 33,730,467$   0.0531858 1,793,981.19$     

Year 2014

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Promissory Note Town of Milton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$   7.25 1,082,730.23$     
2 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 11 yrs left 2,880,057$    4.49 103,344.54$        Amortized Semi Annual
3 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 1 yr left 285,000$       3.02 1,972.65$           Amortized Semi Annual
4 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Jul-10 21 yrs left 4,000,000$    4.84 177,691.13$        Amortized Semi Annual
5 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Sep-11 22 yrs left 3,487,200$    4.33 142,087.26$        Amortized Semi Annual
6 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Jan-12 23 yrs left 2,550,000$    3.92 94,091.11$         Amortized Semi Annual
7 Debenture Infrastructure OntarioThird-Party Fixed Rate 17-Sep-12 23 yrs left 2,550,000$    3.87 94,543.01$         Amortized Semi Annual
8 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-May-13 24 yrs left 3,044,000$    3.74 110,915.65$        Amortized Semi Annual
9 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Jul-14 25 3,900,000$    3.97 70,963.75$         Amortized Semi Annual

10 Construction Loan Infrastructure OntarioThird-Party Variable Rate 15-Sep-14 7,800,000$    1.661 5,539.07$           Monthly variable construction loan
11 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Oct-14 7,800,000$    1.661 10,798.19$         Monthly variable construction loan
12 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Nov-14 7,800,000$    1.607 10,445.59$         Monthly variable construction loan
13 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Dec-14 7,800,000$    1.686 10,958.47$         Monthly variable construction loan

Total 68,830,467$   0.0278377 1,916,080.65$     

Year 2015

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Promissory Note Town of Milton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$   7.25 1,082,730.23$     
2 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 10 yrs left 2,880,057$    4.49 95,962.36$         Amortized Semi Annual
3 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 0 285,000$       3.02 306.63$              Amortized Semi Annual
4 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Jul-10 20 yrs left 4,000,000$    4.84 172,798.37$        Amortized Semi Annual
5 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Sep-11 21 yrs left 3,487,200$    4.33 138,251.88$        Amortized Semi Annual
6 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Jan-12 22 yrs left 2,550,000$    3.92 91,453.79$         Amortized Semi Annual
7 Debenture Infrastructure OntarioThird-Party Fixed Rate 17-Sep-12 22 yrs left 2,550,000$    3.87 91,990.81$         Amortized Semi Annual
8 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-May-13 23 yrs left 3,044,000$    3.74 107,997.86$        Amortized Semi Annual
9 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Jul-14 24 yrs left 3,900,000$    3.97 154,830.00$        Amortized Semi Annual

10 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Jan-15 7,800,000$    1.617 10,509.70$         Monthly variable construction loan
11 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Feb-15 7,800,000$    1.232 8,009.42$           Monthly variable construction loan
12 Construction Loan Infrastructure OntarioThird-Party Variable Rate 1-Mar-15 7,800,000$    1.328 4,316.71$           Monthly variable construction loan

13 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Mar-15 25 7,800,000$    3.04 187,720.00$        
Converted construction loan to 
Promissory Note

14 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Jul-15 25 4,000,000$    3.55 65,083.33$         Amortized Semi Annual
15 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-Sep-15 25 1,300,000$    3.29 14,256.67$         Amortized Semi Annual

Term Loan TD Bank Third-Party Fixed Rate 15-Oct-15 25 4,000,000$    4.77 39,750.00$         Amortized Semi Annual

Total 54,730,467$   0.0414023 2,265,967.76$     

Year 2016 TEST YEAR

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term              
(years)

Principal                         
($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Promissory Note Town of Milton Affiliated Fixed Rate 1-Oct-01 on demand 14,934,210$   4.77 712,361.82$        
2 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Apr-10 9 yrs left 2,880,057$    4.49 129,314.56$        Amortized Semi Annual
3 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Jul-10 19 yrs left 4,000,000$    4.84 193,600.00$        Amortized Semi Annual
4 Debenture Infrastructure OntarioThird-Party Fixed Rate 15-Sep-11 20 yrs left 3,487,200$    4.33 150,995.76$        Amortized Semi Annual
5 Debenture Infrastructure OntarioThird-Party Fixed Rate 1-Jan-12 21 yrs left 2,550,000$    3.92 99,960.00$         Amortized Semi Annual
6 Debenture Infrastructure OntarioThird-Party Fixed Rate 17-Sep-12 21 yrs left 2,550,000$    3.87 98,685.00$         Amortized Semi Annual
7 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-May-13 22 yrs left 3,044,000$    3.74 113,845.60$        Amortized Semi Annual
8 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Jul-14 23 yrs left 3,900,000$    3.97 154,830.00$        Amortized Semi Annual
9 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-Sep-15 25 7,800,000$    3.04 237,120.00$        Amortized Semi Annual

10 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 15-Jul-15 24 yrs left 4,000,000$    3.55 142,000.00$        Amortized Semi Annual
11 Promissory Note Infrastructure OntarioThird-Party Fixed Rate 1-Sep-15 24 yrs left 1,300,000$    3.29 42,770.00$         Amortized Semi Annual
12 Term Loan TD Bank Third-Party Fixed Rate 15-Oct-15 25 4,000,000$    4.77 190,800.00$        Amortized Semi Annual
13 Term Loan TD Bank Third-Party Fixed Rate 1-Jul-16 25 4,000,000$    4.77 182,850.00$        Amortized Semi Annual

Total 58,445,467$   0.0419046 2,449,132.74$     1 
 2 

 3 
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Cost of Debt:  Short Term 1 
 2 
Milton Hydro is requesting a return on Short Term Debt for the 2016 Test year of 2.16% in 3 

accordance with the Cost of Capital Parameter Updates for 2015 Cost of Service Applications 4 

issued by the OEB on November 20, 2014.  5 

Return on Equity 6 
  7 
Milton Hydro is requesting a Return on Equity (“ROE”) for the 2016 Test year of 9.30% in 8 

accordance with the Cost of Capital Parameter Updates for 2015 Cost of Service Applications 9 

issued by the OEB on November 20, 2014.  As set out in Table 5-2 above, the weighted 10 

average cost of capital for the 2016 Test Year is 6.15% subject to adjustment in the cost of 11 

capital parameters. 12 

Notional Debt 13 
 14 
Milton Hydro has calculated it notional debt based on the filing requirements as the difference 15 

between the deemed debt of 60% (56% long-term debt and 4% short-term debt) and Milton 16 

Hydro’s actual debt.  Milton Hydro’s notional debt is a negative amount of ($3,278,391) as set 17 

out in the following Table 4. 18 

Table 5-4  19 

 Notional Debt 20 

Rate Base Deemed Debt 
Rate Deemed Debt 2016 Test Year 

Long Term Debt Notional Debt

91,945,126$    60% 55,167,076$         58,445,467$        3,278,391-$               21 
 22 

 23 

 24 

 25 

 26 

 27 
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