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OVERVIEW 1 

The purpose of this evidence is to summarize the method and cost of financing capital 2 

requirements for the 2016 Test Year. 3 
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CAPITAL STRUCTURE (2.5.1) 1 

HHHI has a current deemed capitalization structure of 56% long term debt with a long term debt 2 

cost rate of 4.21%; 4% short term debt with a short term debt cost rate of 2.08%; and 40% 3 

common equity with a return of 8.82% as approved in the 2012 Cost of Service (“COS”) rate 4 

decision, Board proceeding EB-2011-0271. 5 

 HHHI has prepared this 2016 COS Application in accordance with the Board’s guidelines 6 

provided in the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities (the 7 

“2010 Report”) issued on December 11, 2010. For the purposes of preparing this Application, 8 

HHHI has used the cost of capital parameters issued by the Board on November 20, 2014. HHHI 9 

will update its cost of capital parameters to reflect future Board issued cost of capital parameters 10 

for rates with effective dates in 2016 prior to the issuance of the Board’s decision in this 11 

Application.  HHHI proposes no deviation from the Board’s cost of capital methodology. 12 
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COST OF CAPITAL (2.5.2) 1 

Return on Equity 2 

As outlined above, for the purposes of preparing this Application HHHI has used the cost of 3 

capital parameters issued by the Board on November 25, 2014 for 2015 COS rate applications 4 

which reflects a return on equity of 9.30%. HHHI acknowledges that the Board will issue revised 5 

cost of capital parameters in November 2015 for rates with effective dates in 2016. 6 

HHHI will update the return on equity when the Board issues the updated cost of capital 7 

parameters, prior to the issuance of the Board’s decision for this Application. 8 
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Cost of Debt 1 

Long Term Debt 2 

HHHI is requesting a return of 3.20% on long term debt for the 2016 Test Year. This rate of 3 

return represents the weighted average cost of long term debt for a promissory note with the 4 

Corporation of the Town of Halton Hills and six (6) term loan agreements with TD Commercial 5 

Banking.  6 

HHHI has a promissory note with The Corporation of The Town of Halton Hills, its municipal 7 

shareholder, in the amount of $16,141,970. The promissory note was renewed on December 4, 8 

2014 with a maturity date of December 31, 2020. The promissory note is classified as affiliate 9 

debt. A copy of the promissory note is included as Appendix 5-A.  In accordance with the 2010 10 

Report, HHHI is requesting a return on the portion of long term debt that the promissory 11 

represents for the 2016 Test Year that reflects the Board’s deemed long term debt rate. For the 12 

purposes of preparing this Application, HHHI has used the deemed long term debt rate of 4.77% 13 

for cost of capital parameters issued by the Board on November 20, 2014 for 2015 COS rate 14 

applications. HHHI acknowledges that the Board will issue revised cost of capital parameters in 15 

November 2015 for rates with effective dates in 2016.  HHHI will update the deemed long term 16 

rate when the Board issues the updated cost of capital parameters and prior to the issuance of the 17 

Board’s decision for its Application. 18 

At present, HHHI has entered into four (4) separate term loan financing agreements with TD 19 

Commercial Banking. Each of the term loan amortization schedules follow respectively in 20 

Appendices 5-B through 5-E (inclusive). 21 

Short Term Debt 22 

For the purposes of preparing this Application, HHHI has used the deemed short term debt rate 23 

of 2.16% for cost of capital parameters issued by the Board on November 20, 2014 for 2015 24 
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COS rate applications. HHHI acknowledges that the Board will issue revised cost of capital 1 

parameters in November 2015 for rates with effective dates in 2016. 2 

HHHI will update the deemed short term rate when the Board issues the updated cost of capital 3 

parameters, prior to the issuance of the Board’s decision for this Application. 4 
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Capital Structure and Cost of Capital 1 

Tables 5-1 and 5-2 demonstrate the elements of the capital structure and cost of capital for the 2 

2012 Board-approved (EB-2011-0271) and 2016 Test Years, respectively.   These tables are also 3 

included the live Excel version of the 2016 Board Appendix 2-OA, submitted to the Board 4 

electronically as part of this Application.   5 

For 2016, a 5.6% weighted average cost of capital is applied to the rate base of $62,148,062 6 

(Exhibit 2, Tab 1, Schedule 1), to determine the regulated return on capital of $3,477,715. This 7 

regulated return on capital is included in the proposed revenue requirement. 8 

Table 5-1:  Cost of Capital and Capital Structure – 2012 Board Approved Year 9 

10 
11 
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Table 5-2:  Cost of Capital and Capital Structure – 2016 Test Year 1 

2 

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $34,802,915 3.20% $1,112,111
2   Short-term Debt 4.00% (1) $2,485,922 2.16% $53,696
3 Total Debt 60.0% $37,288,837 3.13% $1,165,807

Equity
4   Common Equity 40.00% $24,859,225 9.30% $2,311,908
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $24,859,225 9.30% $2,311,908

7 Total 100.0% $62,148,062 5.60% $3,477,715

Year:  2016 Test Year

Line No. Capitalization Ratio
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Weighted Average Cost of Long-Term Debt 1 

Tables 5-3 through 5-8 (inclusive) lists HHHI’s long term debt instruments and weighted 2 

average cost of long term debt from 2012 through the 2016 Test Year.   These tables are also 3 

included the live Excel version of the 2016 Board Appendix 2-OB, submitted to the Board 4 

electronically as part of this Application.   5 

Table 5-3:  2012 (Board Approved) Debt Instruments 6 

7 

Table 5-4:  2012 Actual Debt Instruments 8 

9 

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term    
(years)

Principal    
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.21% 679,577$        

2 -$               
3 -$               
4 -$               
5 -$               
6 -$               
7 -$               

Total 16,141,970 4.21% 679,577$        

Year: 2012 (Board Approved)

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term    
(years)

Principal    
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.21% 679,577$        

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate 30-Aug-11 15 3,694,377   2.17% 27,147$          
3 -$        
4 -$        
5 -$        
6 -$        
7 -$        

Total 19,836,347 3.56% 706,724$        

Year: 2012 Actual
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Table 5-5:  2013 Actual Debt Instruments 1 

2 

Table 5-6:  2014 Actual Debt Instruments 3 

4 

Table 5-7:  2015 Bridge Year Debt Instruments 5 

6 
7 

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term    
(years)

Principal  
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.21% 679,577$        

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate 30-Aug-11 14 3,458,734   2.16% 76,876$     
3 Capital Term Loan #1 TD Bank Third-Party Fixed Rate 22-Feb-13 15 1,932,011   2.07% 33,838$     
4 Capital Term Loan #2 TD Bank Third-Party Fixed Rate 15-Aug-13 15 2,466,573   2.15% 17,877$     
5 -$     
6 -$     
7 -$     

Total 23,999,288 3.37% 808,167$        

Year: 2013 Actual

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term   
(years)

Principal    
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.21% 679,576.94$    

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate 30-Aug-11 13 3,219,743   2.16% 71,952.00$      
3 Capital Term Loan #1 TD Bank Third-Party Fixed Rate 22-Feb-13 14 1,849,847   2.16% 52,029.00$      
4 Capital Term Loan #2 TD Bank Third-Party Fixed Rate 15-Aug-13 14 2,364,692   2.15% 40,625.00$      
5 Capital Term Loan #3 TD Bank Third-Party Fixed Rate 15-Aug-14 15 2,959,930   2.16% 21,552.00$      
6 -$       
7 -$       

Total 26,536,182 3.26% 865,734.94$    

Year: 2014 Actual

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term   
(years)

Principal    
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.21% 679,577.00$    

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate 30-Aug-11 12 2,974,401   2.16% 67,120.00$      as per amortization schedule
3 Capital Term Loan #1 TD Bank Third-Party Fixed Rate 22-Feb-13 13 1,765,799   2.16% 39,126.00$      as per amortization schedule
4 Capital Term Loan #2 TD Bank Third-Party Fixed Rate 15-Aug-13 13 2,251,900   2.15% 49,817.00$      as per amortization schedule
5 Capital Term Loan #3 TD Bank Third-Party Fixed Rate 15-Aug-14 14 2,837,793   2.16% 62,728.00$      as per amortization schedule
6 Capital Loan - 2015 TD Bank Third-Party Fixed Rate 31-Aug-15 15 4,200,000   2.23% 31,306.00$      Two Year Term Rate
7 -$       

Total 30,171,863 3.08% 929,674.00$    

Year: 2015 Bridge Year
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Table 5-8:  2016 Test Year Debt Instruments 1 

2 
3 

Notional Debt 4 
5 

Notional debt is that portion of deemed debt that results from differences between the HHHI's 6 

actual debt and the deemed debt of 60% debt (56% long-term debt and 4% short-term debt). 7 

Notional debt can arise for a number of reasons such as the difference between actual capital 8 

assets and regulatory rate base due to the addition of the formulaic working capital allowance.  9 

Divergence from the deemed capital structure is generally under the control of the utility as it 10 

may relate to timing for debt financing for planned capital investments, as well as the interest of 11 

shareholders, such as reinvesting retained earnings. 12 

Notional debt can be either positive (i.e. deemed debt is greater than actual debt) or negative 13 

(where deemed debt is less than actual debt). 14 

As at December 31, 2014 HHHI is in a positive notional debt position.  HHHI is forecast to 15 

remain in a positive notional debt position until 2017, when HHHI will be building and financing 16 

a transformer station.  The forecast reveals a negative notional debt for 2018 and 2019. 17 

Row Description Lender
Affiliated or 
Third-Party 

Debt

Fixed or Variable 
Rate

Start Date
Term  
(years)

Principal    
($) 

Rate (%) Interest ($) Additional Comments, if any

1 Promissory Note
The Corporation of the 
Town of Halton Hills

Affiliated Fixed Rate 16,141,970 4.77% 769,972.00$    

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate 30-Aug-11 11 2,723,885   2.16% 61,946.00$      as per amortization schedule
3 Capital Term Loan #1 TD Bank Third-Party Fixed Rate 22-Feb-13 12 1,680,024   2.16% 37,398.00$      as per amortization schedule
4 Capital Term Loan #2 TD Bank Third-Party Fixed Rate 15-Aug-13 12 2,154,379   2.15% 47,691.00$      as per amortization schedule
5 Capital Term Loan #3 TD Bank Third-Party Fixed Rate 15-Aug-14 13 2,713,161   2.16% 60,233.00$      as per amortization schedule
6 Capital Loan - 2015 TD Bank Third-Party Fixed Rate 31-Aug-15 14 3,924,000   2.23% 87,505.00$      Two Year Term Rate
7 Capital Loan - 2016 TD Bank Third-Party Fixed Rate 31-Aug-16 15 5,195,000   2.23% 38,722.00$      Two Year Term Rate

Total 34,532,419 3.20% 1,103,467.00$ 

Year: 2016 Test Year
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PROFIT OR LOSS ON REDEMPTION OF DEBT OR PREFERRED SHARES 1 

There is no profit or loss on redemption of debt or preferred shares. 2 
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NOT-FOR-PROFIT CORPORATIONS (2.5.3) 1 

A Reserve Requirement is not applicable because HHHI is a for-profit corporation. 2 
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APPENDIX 5-A 1 

PROMISSORY NOTE WITH THE CORPORATION OF THE  2 
TOWN OF HALTON HILLS3 
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APPENDIX – 5-A 1 

Promissory Note with The Corporation of the Town of Halton Hills  2 

3 
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APPENDIX 5-B 1 

SMART METER LOAN AMORTIZATION SCHEDULE 2 
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APPENDIX – 5-B 1 

Smart Meter – Loan Amortization Schedule 2 

3 
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APPENDIX 5-C 1 

CAPITAL TERM LOAN #1 AMORTIZATION SCHEDULE 2 
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APPENDIX – 5-C 1 

Capital Term Loan #1 – Loan Amortization Schedule 2 

3 
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APPENDIX 5-D 1 

CAPITAL TERM LOAN #2 AMORTIZATION SCHEDULE 2 
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APPENDIX – 5-D 1 

Capital Term Loan #2 – Loan Amortization Schedule 2 

3 
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APPENDIX 5-E 1 

CAPITAL TERM LOAN #3 AMORTIZATION SCHEDULE 2 

EB-2015-0074



Halton Hills Hydro Inc. 

Exhibit 5 
Page 23 of 23 

Filed:  August 28, 2015 

LEGAL_1:36165296.3 

APPENDIX – 5-E 1 

Capital Term Loan #3 – Loan Amortization Schedule 2 

3 
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