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Cost of Capital and Rate of Return1

2

Ex.5/Tab 1/Sch.1 - Capital Structure3

4

ORPC has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities,5

December 11, 2009 in determining the cost of capital.  ORPC confirms that it is not proposing6

any changes to its capital structure.7

In calculating the cost of capital, ORPC has used the deemed capital structure of 56% long-term8

debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in the OEB letter9

of November 15, 2012, for the allowed return on equity and where appropriate for debt. ORPC10

understands that the OEB will most likely update the ROE at a later date, therefore the11

Applicant commits to updating its Capital Structure accordingly and as new information is12

issued.13
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ORPC’s cost of capital for 2016 has been calculated as 7.87%, as shown in Table 5.1.1 below.1

2

Table 5.1: Overview of Capital Structure3

2010 Board Approved 2016 Test Year

Deemed
Capital
Structure

Rate Rate

Short Term Debt 4% 2.07% 2.16%

Long Term Debt 56% 7.25% 7.25%

Equity 40% 9.85% 9.30%

Total 100% 8.08% 7.87%

4

The Short Term and Common Equity parameters are consistent with the letter issued by the5

OEB on November 14, 2015 which sets the values as indicated below.6

7

ORPC has not issued any preference shares.8

Appendix 2-OA can be found at the next page.9



Ottawa River Power Corporation
EB-2014-0105

Exhibit 5 – Cost of Capital
Filed: August 28, 2015

PAGE 4 OF 17

Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OA Capital Structure / Cost of Capital1

Appendix 2-OA below presents the capital structure for the last Board Approved and Test year.2

Year: 2016

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $6,901,508 7.25% $500,359

2 Short-term Debt 4.00% (1) $492,965 2.07% $10,204

3 Total Debt 60.0% $7,394,473 6.90% $510,564

Equity

4 Common Equity 40.00% $4,929,649 8.98% $442,682

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,929,649 8.98% $442,682

7 Total 100.0% $12,324,122 7.73% $953,246

3

4
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1

Year: 2015

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $7,132,773 7.25% $517,126

2 Short-term Debt 4.00% (1) $509,484 2.07% $10,546

3 Total Debt 60.0% $7,642,257 6.90% $527,672

Equity

4 Common Equity 40.00% $5,094,838 9.85% $501,842

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $5,094,838 9.85% $501,842

7 Total 100.0% $12,737,095 8.08% $1,029,514

2

3
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1

Year: 2014

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $7,132,773 7.25% $517,126

2 Short-term Debt 4.00% (1) $509,484 2.07% $10,546

3 Total Debt 60.0% $7,642,257 6.90% $527,672

Equity

4 Common Equity 40.00% $5,094,838 9.85% $501,842

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $5,094,838 9.85% $501,842

7 Total 100.0% $12,737,095 8.08% $1,029,514

2

3
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1

Year: 2013

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

Debt

1 Long-term Debt 56.00% $6,489,528 7.25% $470,491

2 Short-term Debt 4.00% (1) $463,538 2.07% $9,595

3 Total Debt 60.0% $6,953,065 6.90% $480,086

Equity

4 Common Equity 40.00% $4,635,377 9.85% $456,585

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,635,377 9.85% $456,585

7 Total 100.0% $11,588,442 8.08% $936,671

2

3
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1

Year: 2012

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $6,220,863 7.25% $451,013

2 Short-term Debt 4.00% (1) $444,347 2.07% $9,198

3 Total Debt 60.0% $6,665,210 6.90% $460,211

Equity

4 Common Equity 40.00% $4,929,649 9.85% $485,570

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,929,649 9.85% $485,570

7 Total 100.0% $11,108,684 8.08% $945,781

2

3
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1

Year: 2011

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $6,235,999 7.25% $452,110

2 Short-term Debt 4.00% (1) $445,428 2.07% $9,220

3 Total Debt 60.0% $6,681,427 6.90% $461,330

Equity

4 Common Equity 40.00% $4,929,649 9.85% $485,570

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,929,649 9.85% $485,570

7 Total 100.0% $11,135,712 8.08% $946,901

2

3
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1

Year: 2010

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $6,453,362 7.25% $467,869

2 Short-term Debt 4.00% (1) $460,954 2.07% $9,542

3 Total Debt 60.0% $6,914,317 6.90% $477,411

Equity

4 Common Equity 40.00% $4,609,545 9.85% $454,040

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,609,545 9.85% $454,040

7 Total 100.0% $11,159,658 8.08% $931,451

2

3
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1

Board Approved 2010

Line
No. Particulars Capitalization Ratio Cost Rate Return

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

Debt

1 Long-term Debt 56.00% $6,453,362 7.25% $467,869

2 Short-term Debt 4.00% (1) $460,954 2.07% $9,542

3 Total Debt 60.0% $6,914,317 6.90% $477,411

Equity

4 Common Equity 40.00% $4,609,545 9.85% $454,040

5 Preferred Shares $ - $ -

6 Total Equity 40.0% $4,609,545 9.85% $454,040

7 Total 100.0% $11,523,862 8.08% $931,451

2
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Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OB Cost of Debt Instruments1

Appendix 2-OB below presents capital structure for all required historical years, the bridge year2

and the Test year.3

4
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Year 2016

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2015

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2014

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2013

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$

Appendix 2-OB
Debt Instruments

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



Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2012

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2011

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$

Year 2010

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

Promissory Note City of Pembroke Affiliated Fixed Rate 1-May-02 20 4,364,000$ 7.25% 316,390.00$
Promissory Note Town of Mississippi Mills Affiliated Fixed Rate 1-May-02 20 902,490$ 7.25% 65,430.53$
Promissory Note Village of Beachburg Affiliated Fixed Rate 1-May-02 20 147,000$ 7.25% 10,657.50$
Promissory Note Township of Killaloe Affiliated Fixed Rate 1-May-02 20 172,348$ 7.25% 12,495.23$

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

5,585,838$ 0.0725 404,973.26$
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Ex.5/Tab 1/Sch.3 - Cost of Capital1

This evidence summarizes the capital structure, method and cost of financing ORPC’s capital2

requirements for 2016.3

Capital Structure4

The proposed cost rates for cost of capital in 2016 are presented on the last page of Ex.5/Tab5

1/Sch.2. The rates shown for short-term debt and return on equity are those set out in the6

Board’s letter of November 14, 2015, Cost of Capital Parameter Updates for 2016 Cost of7

Service Applications.8

The calculation of the proposed rate for long-term debt is set out in Attachment 1 to this9

schedule, based on the weighted average cost of debt in 2015. There was $5.5M in outstanding10

debt instruments at the end of December 31, 2014.11

ORPC’s current OEB-approved capital structure for rate-making purposes is 60% debt and 40%12

equity. ORPC intends to maintain the same capital structure in the 2016 Test Year.  This capital13

structure was confirmed by the OEB in the Report of the Board on Cost of Capital for Ontario’s14

Regulated Utilities dated December 11, 2009 (The “Board Report”).  The 60% debt component15

is comprised of 4.0% deemed short-term debt and 56.0% deemed long-term debt.16
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Return on Equity1

ORPC has used a ROE of 9.3% as established by the Board for cost of service applications with2

a May 1, 2016 implementation date. ORPC recognizes that the ROE will be updated in3

accordance with Board guidelines and as such commits to updating the cost capital parameters4

as new information is made available.5

Weighted Average Cost of Debt6

With respect to the Long Term Debt rate, the terms of the Notes are embedded in a promissory7

note which is presented following this schedule. Since market opening in May 2002, ORPC has8

paid interest on the Notes at a fixed rate of 7.25%. The Notes have a fixed term of 20 years, as9

set out in section 13.0(h) of the Agreement. The Notes are not callable: the only condition under10

which the Notes become payable prior to the end of the 20-year term is a sale of ORPC, as11

stated in section 13.0(j) of the Agreement. No such sale is contemplated. The interest rate on12

the Notes is not variable: the only conditions under which the interest rate may change are set13

out in section 13.0 of the Agreement, paragraphs (e) and (f).14

The Board’s current policy on Cost of Capital is the only applicable ‘regulation’ under these15

paragraphs, and no other interest rate for long-term debt is prescribed under that policy. The16

actual 7.25% interest rate is identical to the Board’s deemed debt rate at the time the Notes17

were issued and identical to the rates approved in ORPC's 2010 Cost of Service application. As18

such, the actual interest rate has been used for rate-setting purposes, in accordance with the19

Board’s policy: Affiliate embedded/actual debt with fixed rates, terms and maturity will get the20

lower of actual and deemed debt rate at time of issuance.21

The Ontario Energy Board, Report of the Board on Cost of Capital and 2nd Generation22

Incentive Regulation for Ontario’s Electricity Distributors, December 20, 2006, p.13. states the23

following “The Board has determined that for embedded debt the rate approved in prior Board24

decisions shall be maintained for the life of each active instrument, unless a new rate is25

negotiated, in which case it will be treated as new debt”26

ORPC confirms that the promissory note has not been renegotiated since its issuance in May of27

2002.28
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Ottawa River Power also confirms that requirements related to a not-for-profit organization do1

not apply.2

3


























































