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Cost of Capital and Rate of Return 1 

Ex.5/Tab 1/Sch.1 - Capital Structure 2 

Wasaga Distribution Inc. (“WDI”) seeks to recover a weighted average Cost of Capital of 6.48% 3 

through rates in the 2016 Test Year.  WDI has followed the Report of the Board on Cost of 4 

Capital for Ontario’s Regulated Utilities, December 11, 2009 in determining the cost of capital.  5 

In calculating the Cost of Capital, WDI has used the OEB’s deemed capital structure of 56% 6 

long-term debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in the 7 

OEB’s letter of November 20, 2014, for the allowed return on equity (“ROE”).  8 

WDI understands that the OEB may update the ROE for 2016 at a later date, and therefore 9 

commits to updating its Application to reflect the OEB’s updated Cost of Capital Parameters for 10 

May 1, 2016 applications and as new information is issued.   11 
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WDI’s cost of capital for 2016 has been calculated as 6.48%, as shown in the table below: 1 

Table 5.1:  Overview of Capital Structure 2 

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 
 3 

The Cost of Capital parameters are consistent with the letter issued by the OEB on November 4 

14, 2014 which sets the values as indicated below:  5 

 6 

Retirements of debt or preference shares and buy-back of common shares; and Short-Term 7 

Debt, Long-Term Debt, preference shares as well as common share offerings do not apply to 8 

WDI as the WDI does not issued any preference shares and/or common equity shares.   9 
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Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OA Capital Structure / Cost of Capital 1 

Appendix 2-OA below presents the capital structure for the 2012 Board Approved and 2016 2 

Test year. 3 

Appendix 2-OA – Cost of Capital & Debt Structure 4 

 5 

 6 

  7 

Particulars 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

2012

Line 
No. Capitalization Ratio

Board Approved
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Ex.5/Tab 1/Sch.3 - OEB Appendix 2-OB Cost of Debt Instruments 1 

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

and the Test year. 3 

Appendix 2 – OB - Debt Instruments 4 

  5 

Year 2016

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%) 

2 Interest ($) 1

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

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date

Term              
(years)

Principal                         
($)

Rate (%) 
2 Interest ($) 1

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

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%) 

2 Interest ($) 1

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

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%) 

2 Interest ($) 1

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

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%) 

2 Interest ($) 1

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 1 

This evidence summarizes the capital structure, method and cost of financing WDI’s capital 2 

requirements for the 2016. 3 

Capital Structure: 4 

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

1/Sch.2. The rates shown for short-term debt and return on equity are those set out in the 6 

Board’s letter of November 20, 2014, Cost of Capital Parameter Updates for 2015 Cost of 7 

Service Applications.  8 

WDI is requesting a return on long term debt for the 2016 Test Year of 4.77%. This rate of 9 

return represents the cost of WDI’s one long term note payable to with its shareholder the Town 10 

of Wasaga Beach for $3,593,269.  11 

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

equity.  WDI intends to maintain the same capital structure in the 2016 Test Year.  This capital 13 

structure was confirmed by the OEB in the Report of the Board on Cost of Capital for Ontario’s 14 

Regulated Utilities dated December 11, 2009 (The “Board Report”).  The 60% debt component 15 

is comprised of 4.0% deemed short-term debt and 56.0% deemed long-term debt.  16 
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Return on Equity: 1 

WDI has used a ROE of 9.30% in the 2016 Test Year as established by the Board for Cost of 2 

Service applications with a May 1, 2016 implementation date.  WDI recognizes that the ROE will 3 

be updated in accordance with Board guidelines and as such commits to updating the cost 4 

capital parameters as new information is made available. 5 

Long Term Debt: 6 

WDI proposes a Long Term Debt cost rate for the 2016 Test Year of 4.77% which is the 7 

consistent with the OEB prescribed cost of capital parameters published in the Board’s letter of 8 

November 20, 2014 Cost of Capital Parameter Updates for 2016 Cost of Service Applications.   9 

WDI’s has one Long Term Debt instrument: 10 

• Note Payable – On October 20, 2000 WDI signed a resolution under the Electricity 11 

Act with the Town of Wasaga Beach for a Note Payable in the amount of $3,593,269.   12 

WDI’s note with the Town of Wasaga Beach can be found in Appendix A of this document. 13 

Short Term Debt: 14 

For the purposes of preparing this application, WDI has used the cost of capital parameters 15 

issued by the Board on November 20, 2014 for 2015 COS rate applications which reflect a 16 

deemed  short-term debt rate of 2.16%. WDI will update the deemed short- term debt rate to 17 

reflect future Board issued cost of capital parameters for rates with effective dates in 2016 prior 18 

to issuance of the Board’s decision for WDI’s application. WDI’s Short Term Debt instruments 19 

are summarized below. 20 

• Letter of Credit: WDI has obtained a Letter of Credit from a Canadian bank in the 21 

amount of $785,604 that has been issued in favour of the IESO.  This Letter of Credit 22 

financially secures the Corporation’s electricity purchases from the IESO, who has 23 

not drawn on this credit instrument.   24 
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WDI is aware that the IESO may review its prudential requirements and undertakes to update 1 

this evidence at a later date (if needed) for any changes in these requirements authorized by the 2 

IESO.  3 

WDI does not forecast that it will redeem any debt and has not issued any preference shares; 4 

hence WDI does not record either a profit or a loss on redemption of debt and/or preference 5 

shares.  WDI is not forecasting any new debt in the bridge and test years. 6 

OEB Appendix 2-OB Cost of Debt Instruments presented on page 5 of this Exhibit details WDI’s 7 

long-term debt.   8 

 9 

Not-For-Profit: 10 

 11 

Note that WDI is not a cooperative and as such, all requirements related to a not-for-profit 12 

organization do not apply. 13 

 14 

Notional Debt: 15 

 16 

WDI’s only debt instrument currently resides with WDI’s shareholder (affiliate) and is a variable 17 

debt rate dependent on WDI’s approved debt rate.  Consequently, the debt that is the difference 18 

between actual and deemed debt (notional) would follow the same variable methodology WDI 19 

applies for the loan owed to WDI’s shareholder.  WDI is applying for a notional debt rate of 20 

4.77% for this application. 21 

  22 
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Appendix 1 

List of Appendices 2 

Appendix A Long Term Note Payable to Town of Wasaga 
Beach 
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Appendix A – Long Term Note Payable to the Town of Wasaga Beach  1 

 2 

3 



Wasaga Distribution Inc. 
EB-2015-0107 

Exhibit 5 – Cost of Capital 
Filed: September 11, 2015 

 

PAGE 11 OF 11 
 

 1 


	Cost of Capital and Rate of Return
	Ex.5/Tab 1/Sch.1 - Capital Structure
	Ex.5/Tab 1/Sch.2 - OEB Appendix 2-OA Capital Structure / Cost of Capital
	Ex.5/Tab 1/Sch.3 - OEB Appendix 2-OB Cost of Debt Instruments
	Ex.5/Tab 1/Sch.4 - Cost of Capital

	Appendix
	List of Appendices
	Appendix A – Long Term Note Payable to the Town of Wasaga Beach


