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Cost of Capital and Rate of Return

Ex.5/Tab 1/Sch.1 - Capital Structure
Wasaga Distribution Inc. (“WDI”) seeks to recover a weighted average Cost of Capital of 6.48%
through rates in the 2016 Test Year. WDI has followed the Report of the Board on Cost of

Capital for Ontario’s Regulated Utilities, December 11, 2009 in determining the cost of capital.

In calculating the Cost of Capital, WDI has used the OEB’s deemed capital structure of 56%
long-term debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in the
OEB'’s letter of November 20, 2014, for the allowed return on equity (“ROE”).

WDI understands that the OEB may update the ROE for 2016 at a later date, and therefore
commits to updating its Application to reflect the OEB’s updated Cost of Capital Parameters for

May 1, 2016 applications and as new information is issued.
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WDI's cost of capital for 2016 has been calculated as 6.48%, as shown in the table below:

Table 5.1: Overview of Capital Structure

Particulars Cost Rate
(%)
Debt
Long-term Debt 4.77
Short-term Debt 2.16
Total Debt 4.60
Equity
Common Equity 9.30
Preferred Shares 0
Total Equity 9.30
Total 6.48

The Cost of Capital parameters are consistent with the letter issued by the OEB on November

14, 2014 which sets the values as indicated below:

Value for 2015 Applications for rate changes

Cost of Capital Parameter in 2015
ROE 9.30%
Deemed LT Debt rate 4.77%
Deemed ST Debt rate 2.16%

Retirements of debt or preference shares and buy-back of common shares; and Short-Term
Debt, Long-Term Debt, preference shares as well as common share offerings do not apply to

WDI as the WDI does not issued any preference shares and/or common equity shares.
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Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OA Capital Structure / Cost of Capital
Appendix 2-OA below presents the capital structure for the 2012 Board Approved and 2016

Test year.
Appendix 2-OA — Cost of Capital & Debt Structure
Year: 2016
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%] (%] (%) (%)
Debt

1 Lang-term Deht A6 .00% 57 897 291 A77% " 376,701

) Short-term Debt 400% T $554,092 2.16% " 12,184

3 Total Debt " G0.0% §a 461 353 4 60% " §355 585

Equity

4 Comman Equity 40.00% §5 B40 522 9.30% " §524 BOG

5 Preferred Shares - " ¥ -

6 Total Equity T 40.0% §5 40 922 9.30% g $524 BOB

7 Total 100.0% $14 102 305 6.48% " $913 491

Board Approved 2012
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) $) (%) %)
Debt
1 Long-term Debt 56.00% $7,147,190 4.41% $315,191
2 Short-term Debt 4.00% |’(1) $510,514 2.08% $10,619
3 Total Debt 60.0% $7,657,704 4.25% $325,810
Equity

4 Common Equity 40.00% $5,105,136 9.12% $465,588
5 Preferred Shares $ - $-
6 Total Equity 40.0% $5,105,136 9.12% $465,588
7 Total 100.0% $12,762,840 6.20% $791,398
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Ex.5/Tab 1/Sch.3 - OEB Appendix 2-OB Cost of Debt Instruments
Appendix 2-OB below presents capital structure for all required historical years, the bridge year

and the Test year.
Appendix 2 — OB - Debt Instruments

Year

Affiliated or Fixed or L
- Rate (%
Description Lender Third-Party Variable- Start Date (T:;r:;) P”?;)'pal a ez( ) Interest ($)
Deht? Rate? y
Affiliated Debt - from Shareholder [Town of Wasaga Beach |Affiliated Variable Rate 1-Oct-00|Demand | $3,593,269 4.77%| $171,398.93
Total $3,593,269 4.77%| $171,398.93
Year 2015
Affiliated or Fixed or .
- . . T P | | Rate (%
Description Lender Third-Party | Variable- Start Date ( :;r:;) ng)'pa 2( ) Interest ($) *
Debt? Rate? Y
Affiliated Debt - from Shareholder [Town of Wasaga Beach |Affiliated Variable Rate 1-Oct-00|Demand | $3,593,269 4.12%| $148,042.68
Total $3,593,269 4.12%| $148,042.68
Year 2014
Affiliated or Fixed or L
- Rate (%
Description Lender Third-Party Variable- Start Date (T:;r:;) Prlrz;)lpal a ez( ) Interest ($) *
Deht? Rate? Y
Affiliated Debt - from Shareholder [Town of Wasaga Beach |Affiliated Variable Rate 1-Oct-00|Demand | $3,593,269 4.12%| $148,042.68
Total $3,593,269 4.12%| $148,042.68
Year 2013
Affiliated or Fixed or .
- Rate (%
Description Lender Third-Party Variable- Start Date (T;;rrr;) Pnrz;)lpal 2 06) Interest ($) *
Debt? Rate? y
Affiliated Debt - from Shareholder |Town of Wasaga Beach |Affiliated Variable Rate 1-Oct-00|Demand | $3,593,269 4.12%| $148,042.68
Total $3,593,269 4.12%| $148,042.68
Year 2012
Anmated or FIXed or —
- Rate (%
Description Lender Third-Party Variable- Start Date Term Principal 2 06) Interest ($) *
Banen Dotan (years) ®
Affiliated Debt - from Shareholder [Town of Wasaga Beach |Affiliated Variable Rate 1-Oct-00|Demand | $3,593,269 4.41%| $158,463.16
Total $3,593,269 4.41%| $158,463.16
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Ex.5/Tab 1/Sch.4 - Cost of Capital
This evidence summarizes the capital structure, method and cost of financing WDI's capital

requirements for the 2016.
Capital Structure:

The proposed cost rates for cost of capital in 2016 are presented on the last page of Ex.5/Tab
1/Sch.2. The rates shown for short-term debt and return on equity are those set out in the
Board'’s letter of November 20, 2014, Cost of Capital Parameter Updates for 2015 Cost of

Service Applications.

WDI is requesting a return on long term debt for the 2016 Test Year of 4.77%. This rate of
return represents the cost of WDI's one long term note payable to with its shareholder the Town
of Wasaga Beach for $3,593,269.

WDI's current OEB Approved capital structure for rate-making purposes is 60% debt and 40%
equity. WDI intends to maintain the same capital structure in the 2016 Test Year. This capital
structure was confirmed by the OEB in the Report of the Board on Cost of Capital for Ontario’s
Regulated Utilities dated December 11, 2009 (The “Board Report”). The 60% debt component

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

WDI has used a ROE of 9.30% in the 2016 Test Year as established by the Board for Cost of
Service applications with a May 1, 2016 implementation date. WDI recognizes that the ROE will
be updated in accordance with Board guidelines and as such commits to updating the cost

capital parameters as new information is made available.

Long Term Debt:

WDI proposes a Long Term Debt cost rate for the 2016 Test Year of 4.77% which is the
consistent with the OEB prescribed cost of capital parameters published in the Board’s letter of

November 20, 2014 Cost of Capital Parameter Updates for 2016 Cost of Service Applications.

WDI’s has one Long Term Debt instrument:

. Note Payable — On October 20, 2000 WDI signed a resolution under the Electricity
Act with the Town of Wasaga Beach for a Note Payable in the amount of $3,593,269.

WDI's note with the Town of Wasaga Beach can be found in Appendix A of this document.

Short Term Debt:

For the purposes of preparing this application, WDI has used the cost of capital parameters
issued by the Board on November 20, 2014 for 2015 COS rate applications which reflect a
deemed short-term debt rate of 2.16%. WDI will update the deemed short- term debt rate to
reflect future Board issued cost of capital parameters for rates with effective dates in 2016 prior
to issuance of the Board’s decision for WDI's application. WDI's Short Term Debt instruments

are summarized below.

. Letter of Credit: WDI has obtained a Letter of Credit from a Canadian bank in the
amount of $785,604 that has been issued in favour of the IESO. This Letter of Credit

financially secures the Corporation’s electricity purchases from the IESO, who has

not drawn on this credit instrument.
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WDI is aware that the IESO may review its prudential requirements and undertakes to update
this evidence at a later date (if needed) for any changes in these requirements authorized by the
IESO.

WDI does not forecast that it will redeem any debt and has not issued any preference shares;
hence WDI does not record either a profit or a loss on redemption of debt and/or preference

shares. WDI is not forecasting any new debt in the bridge and test years.

OEB Appendix 2-OB Cost of Debt Instruments presented on page 5 of this Exhibit details WDI's

long-term debt.

Not-For-Profit;

Note that WDI is not a cooperative and as such, all requirements related to a not-for-profit

organization do not apply.

Notional Debt:

WDI's only debt instrument currently resides with WDI's shareholder (affiliate) and is a variable
debt rate dependent on WDI's approved debt rate. Consequently, the debt that is the difference
between actual and deemed debt (notional) would follow the same variable methodology WDI
applies for the loan owed to WDI's shareholder. WDI is applying for a notional debt rate of

4.77% for this application.
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Appendix A — Long Term Note Payable to the Town of Wasaga Beach

APPEMDIX 1 LEMLIFIUATE UF PASSING OF RESOLUTION
UNDER SECTION 1590.1 OF THE ELECTRICITY ACT, 1098

Name of Municipality: The Corporation of the Town of Wasaga Beach

Name of Local Distribution Company: Wasnga Digiriliution Tne.

Direct and Indirect Beneficial Ownerabip of and Wating Rights in Local Distribution Compan

Specify shareholders and % of ownership at each level of the corporation structsre { s nuhs:;nﬁ-un 1561 (3) of
Act). If there i2 insufficient spsce an fhis form, sttack additional ppe(s),

Gessands Tnc. hold 100 common shares of Waenga DMstribution Ine. being all of the Bsued common
shares of Wasaga Distribution Inc. The Corporation of the Town of Wasaga Bench is the sole beneficial
owner of all of the issued common shares of Gessands Inc. As a resull, the ‘Corporatien of the Tewn of
Wlug_- Eench has direct bencficial ownership of all of the voting shares of 4 carporation that wwns ol of
e voting shares of Wasagn Distribution Tns.

Attached is & copy of the resolution passed by the municipality affirming that the local distibution comp
should contimie to operate on a for-profit basis. e - - "

:HH furacs that the relurm on I.Iil. biw b [ b IJH lexcal dIH:IiII.:I'H'Ed]

Provide details of all financial armangements imvalving the municipality and the Iocal distribution compary, I
there is msufficient spece oo this form, sttach additeaal papes)

Date of Deseription of Term Principal Amoust Angual Interest
ATTInEEEn ArTangement Payable
Dhatoher B0, 200D Promissory Mote Dremand 53,593, 260,00 Diepomber 31, Gov'i
of Cansdn 10 pear
hond rate
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RESCOLVYER THAT:

WHEREAS SEection 142 of Tie Festricine 41 J0PE megaired momicipalises o comm t theic
eleciricity businesses o porposations incorperatet under the Buasinms Corpocations Act within o yemics
ol i o, ond

WHEREAS hm&.wﬂmuﬂn h:_{Wm___m.Ejlh-u-]mﬁ:-rrnu_ idn ® 4 Sustees
Corporafions Aef orpesilivn cxiablisbed woder S=ction 142 of The Slectricitedod 1008 Sor the prirpsces
of cormverting fhe Tows's existing elestricily rebms in ncoordance weith The Fhacirictedos, J95E, and

ANED WHEHREAS Wn:l.:.ﬁz_ljuﬁh'l:b-.dlqu;_ [V Fhrdiro) has continned & & Basiness o
consimess in opereie B2 o bighly eficient wility for (e benafis of fhe lsxpepers of the Toom of Wassen
Basch; and

WHEREAS on Decomber 95, ZHI1Z, Bill 210, the Eleczicty, Pricing, Conscrvation and Sopply AL 1003,
reoerred thded rending soed Foil Soesosrd; and —

WHEREAS 5l 710 seesses The Flectricity Act, 1554, by adding Sectics 158, 1, 6o requine a monicipelity
Bt beneficially owns voling seousiies b o cofporstion incorporated under Sectiea 142 of Thr Eircordoin
Aot 1598, o pass o rescution sllisming Sl (he corpomtion stould coptines o b incorpamied = o
Hudorsr Corporaiion.dor oorpombon withis 210 &ve of Bill LR meceavise Bovnl Asgoot; s

WHEHREAS Bl T also prowvides seversl consoopesces &f Huilun: to poss the roguired ressdetion and
submit the necessary certificote conifving the presdng of the resohrtion, which oonsequenass isclode »
profutd them sgaing declining or paying dividends for the besefit of any person ; 4 prohibition apss=s ooy
Kind = dispegil of (ha oyt or linkelities of e & errioly ©ospyey: prohibitions spamst estering i
mmu—lmmummd-mdmhwhemmmummm
'&rmﬁmﬂfmamﬁhmmnnﬁm“mmnmnmcﬂ:mﬂ?mm
the corporation s & MNol-Fer-Prolil business; awd

O THEEEFOEE BE IT HESOLYED THAT

1. The Corporetson of the Toen of Wempa Drech ferdby affirms that Wasam Disribution luc
Mﬂ&nﬁﬂHmmdmmEWHIMﬂf&miﬂmmm
in Gubsetiom [421) off the Slacimiciip g, 70

2, Thie Town Cherk he roouleed o prepesre mead (e wich tie Aiskter of Enerey (he mecessary
cnrtifcie recpuinsd s The ey Sectionm 1559 1 &= proweided Tor in E&ll 210,
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