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Ex5/Tab1/Sch.1 – Capital Structure

In this Exhibit, RHI is providing evidence regarding its capital structure, debt financing and the1

calculation of return on equity for the 2017 Test Year.2

RHI has a current deemed capital structure of 56% long term debt with a return of 5.76%, 4%3

short term debt with a return of 2.07% and 40% equity with a return of 9.85% as approved in the4

Decision and Order on RHI’s 2010 Cost of Service Rate Application (“COS”) EB-2009-0146.5

RHI has prepared this 2017 COS Application in accordance with the Ontario Energy Board’s6

(“OEB”) guidelines provided in the Report of the Board on Cost of Capital for Ontario’s7

Regulated Utilities (the “2009 Report”) issued on December 11, 2009. For the purposes of8

preparing this Application, RHI has used the cost of capital parameters issued by the OEB on9

October 15, 2015 for its 2017 Test Year Cost of Service rate Application.10

RHI seeks to recover a weighted average cost of capital of 6.28% through rates in the 201711

Test Year. RHI is not seeking any changes in its Capital Structure from its 2010 Board12

Approved Structure other than the rates which are imposed by the OEB. In calculating the cost13

of capital, RHI has used the OEB’s deemed capital structure of 56% long-term debt, 4% short-14

term debt, and 40% equity, and the Cost of Capital parameters in the OEB’s letter of October15

15, 2015, for the allowed return on equity (“ROE”) and where appropriate for debt.16

RHI understands that the OEB will most likely update the ROE for 2017 at a later date, and17

therefore commits to updating its Application to reflect the OEB’s updated Cost of Capital18

Parameters for May 1, 2017 applications and as new information is issued.19

RHI’s cost of capital for 2017 has been calculated at 6.28%, as shown in the table below.20
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Table 5.1 – Overview of Capital Structure1

Debt
Long-term Debt 56.00% 4.54%
Short-term Debt 4.00% 1.65%

Total Debt 60.0% 4.35%

Equity
Common Equity 40.00% 9.19%
Preferred Shares

Total Equity 40.0% 9.19%

Total 100.0% 6.28%
2

Retirements of debt or preference shares and buy-back of common shares; and Short-Term3

Debt, Long-Term Debt, preference shares as well as common share offerings do not apply4

to RHI, as RHI does not issue any preference shares and/or common equity shares.5
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Ex5/Tab1/Sch.2 – OEB Appendix 2-OA Capital Structure/Cost of Capital

RHI Inc. is requesting a deemed interest expense of $180,866 and a deemed return on equity of1
$254,894 for a total regulated return on capital of $435,760 for its 2017 Test Year.2

Appendix 2-OA below presents the capital structure for the 2017 Test Year back to the 20103
Board approved year.4

Appendix. 2-OA: Cost of Capital Debt Structure5

Year: 2017

Particulars Capitalization Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,883,037 4.54% $176,290

Short-term
Debt 4.00% (1) $277,360 1.65% $4,576

Total Debt 60.0% $4,160,397 4.35% $180,866

Equity
Common

Equity 40.00% $2,773,598 9.19% $254,894

Preferred
Shares $ - $ -

Total Equity 40.0% $2,773,598 9.19% $254,894

Total 100.0% $6,933,995 6.28% $435,760

Year: 2016

Particulars Capitalization Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,837,001 5.76% $221,011

Short-term
Debt 4.00% (1) $274,072 2.07% $5,673

Total Debt 60.0% $4,111,073 5.51% $226,685

Equity
Common

Equity 40.00% $2,740,715 9.85% $269,960

Preferred
Shares $ - $ -

Total Equity 40.0% $2,740,715 9.85% $269,960

Total 100.0% $6,851,788 7.25% $496,645
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Year: 2015

Particulars Capitalization Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,858,006 5.76% $222,221

Short-term
Debt 4.00% (1) $275,572 2.07% $5,704

Total Debt 60.0% $4,133,578 5.51% $227,925

Equity
Common

Equity 40.00% $2,755,719 9.85% $271,438

Preferred
Shares $ - $ -

Total Equity 40.0% $2,755,719 9.85% $271,438

Total 100.0% $6,889,297 7.25% $499,364

Year: 2014

Particulars Capitalization Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,649,804 5.76% $210,229

Short-term
Debt 4.00% (1) $260,700 2.07% $5,396

Total Debt 60.0% $3,910,504 5.51% $215,625

Equity
Common

Equity 40.00% $2,607,003 9.85% $256,790

Preferred
Shares $ - $ -

Total Equity 40.0% $2,607,003 9.85% $256,790

Total 100.0% $6,517,506 7.25% $472,415
1

2
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Year: 2013

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

Long-term
Debt 56.00% $3,545,111 5.76% $204,198

Short-term
Debt 4.00% (1) $253,222 2.07% $5,242

Total Debt 60.0% $3,798,334 5.51% $209,440

Equity
Common

Equity 40.00% $2,532,222 9.85% $249,424

Preferred
Shares $ - $ -

Total Equity 40.0% $2,532,222 9.85% $249,424

Total 100.0% $6,330,556 7.25% $458,864

Year: 2012

Particulars Capitalization
Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,413,977 5.76% $196,645

Short-term
Debt 4.00% (1) $243,856 2.07% $5,048

Total Debt 60.0% $3,657,833 5.51% $201,693

Equity
Common

Equity 40.00% $2,438,555 9.85% $240,198

Preferred
Shares $ - $ -

Total Equity 40.0% $2,438,555 9.85% $240,198

Total 100.0% $6,096,388 7.25% $441,891

1

2



Renfrew Hydro Inc.
EB-2016-0166

Exhibit 5 – Cost of Capital
Filed: June 14 2016

Page 7 of 17

Year: 2011

Particulars Capitalization
Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,343,223 5.76% $192,570

Short-term
Debt 4.00% (1) $238,802 2.07% $4,943

Total Debt 60.0% $3,582,024 5.51% $197,513

Equity
Common

Equity 40.00% $2,388,016 9.85% $235,220

Preferred
Shares $ - $ -

Total Equity 40.0% $2,388,016 9.85% $235,220

Total 100.0% $5,970,040 7.25% $432,732

Year: 2010

Particulars Capitalization
Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,272,290 5.76% $188,484

Short-term
Debt 4.00% (1) $233,735 2.07% $4,838

Total Debt 60.0% $3,506,025 5.51% $193,322

Equity
Common

Equity 40.00% $2,337,350 9.85% $230,229

Preferred
Shares $ - $ -

Total Equity 40.0% $2,337,350 9.85% $230,229

Total 100.0% $5,843,374 7.25% $423,551

1

2
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Board
Approved 2010

Particulars Capitalization
Ratio Cost Rate Return

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

Long-term
Debt 56.00% $3,369,328 5.76% $194,073

Short-term
Debt 4.00% (1) $240,666 2.07% $4,982

Total Debt 60.0% $3,609,994 5.51% $199,055

Equity
Common

Equity 40.00% $2,406,663 9.85% $237,056

Preferred
Shares $ - $ -

Total Equity 40.0% $2,406,663 9.85% $237,056

Total 100.0% $6,016,657 7.25% $436,111
1

2

3
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Ex5/Tab2/Sch2 – Cost of Capital

Overview1

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

requirements for the 2017 Test Year.3

Capital Structure4

The proposed cost rates for cost of capital in 2017 are presented at Ex.5/Tab1/Sch.1 are5

presented in Table 5.1.6

This capital structure was confirmed by the OEB in the Report of the Board on Cost of Capital7

for Ontario’s Regulated Utilities dated December 11, 2009 (The “Board Report”).  The 60% debt8

component is comprised of 4.0% deemed short-term debt and 56.0% deemed long-term debt.9

The calculation of the proposed rate for long-term debt is set out in Exhibit 5, Tab 1, Schedule 2,10

based on the weighted average cost of debt in 2017. The utility currently (2016) has three11

outstanding long term debt instruments of which one will fully paid off in 2017 (Truck Loan (#31)12

- 2009 International) and no short term debt.13

RHI is a For-Profit company and as such will not be filing any Not-For-Profit evidence.14

Return on Equity15

RHI has used an ROE of 9.19% in the 2017 Test Year as established by the Board for cost of16

service applications with a 2017 implementation date.17

Weighted Average Cost of Debt18

RHI is requesting a Long Term Debt cost rate for the 2017 Test Year of 4.54%.19
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Long Term Debt1

RHI’s Long Term Debt instruments are summarized below:2

A $2,705,168.48 Promissory note to the sole shareholder, the Town of Renfrew, signed January3

1, 2001, no specific terms of repayment, payable on demand, at an interest rate of 7.25%. The4

interest rate of 7.25% per annum was based on the debt rate per annum established by the5

Ontario Energy Board as set out in Chapter 3 of the Ontario Energy Board’s electricity6

Distribution Rate Handbook issued March 9, 2000. In compliance with Board policy, which7

states that a utility should use the lower of the actual interest rate or the OEB prescribed debt,8

RHI has applied the current long-term debt rate deemed by the Board for rate-setting purposes.9

Actual Interest on the promissory note is $196,124 per year. Currently, RHI is paying interest10

only, no payments toward the principal have been made. A copy of the promissory notes is11

attached to this Exhibit as Appendix 5-1.12

The utility also has a long term loan with the Royal Bank of Canada for one of the utility13

vehicles. The loan is for a period of 5 years with an interest rate of 3.53%, and is expected to be14

paid in full in 2019. The 2017 forecasted interest on this third party loan is $356.90.15

16
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Specific notes are to:1

Table 5.2 – Overview of Capital Structure2

Description Lender

Affiliated Debt - from Shareholder Corp. Town of Renfrew
Truck Loan (#31) - 2009 International Royal Bank of Canada
Truck Loan (#33) - 2015 Dodge Royal Bank of Canada

3

Short Term Debt4

For the purposes of preparing this application, RHI used the cost of capital parameters issued5

by the Board on October 15, 2015 for 2017 Cost of Service Rate Applications which reflect a6

deemed short-term debt rate of 1.65%. RHI will update the deemed short-term debt rate to7

reflect future Board issued cost of capital parameters for rates with effective dates  2017 prior to8

issuance of the Board’s decision for RHI’s application.9

RHI has a line of credit from the Royal Bank of Canada in the amount of $500,000. The10

operating lines bears interest at prime plus 0.00%. It is secured by a General Security11

Agreement constituting a first ranking security interest in all property.12

OEB Appendix 2-OB Cost of Debt presented at the next section.13

Notional Debt14

The OEB clarified the treatment of “notional” debt (that portion of deemed debt exceeding a15

utility’s actual debt), where notional debt is used as the “plug” to true up actual debt to the16

allowed debt thickness for rate-setting purposes. The table below shows that the utility is17

making nor profit or loss on its capital structure.18

This concept is shown in the following tables19

20
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Table 5.3 – Calculations of Notional Debt1

Prescribed Cost of Capital Actual Cost of Capital Notional Debt

Year: 2017 Year: 2017 Year: 2017

Particulars Capitalization Ratio Particulars Capitalization Ratio Particulars Capitalization Ratio

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

Long-term Debt 56.00% $3,883,037 Long-term Debt 39.16% $2,715,278 Long-term Debt -16.84% ($1,167,759)
Short-term Debt 4.00% (1) $277,360 Short-term Debt 0.00% (1) $ - Short-term Debt -4.00% (1) ($277,360)

Total Debt 0.60 $4,160,397 Total Debt 0.39 $2,715,278 Total Debt -0.21 ($1,445,119)

Equity Equity Equity
Common Equity 40.00% $2,773,598 Common Equity 60.84% $4,218,717 Common Equity 20.84% $1,445,119
Preferred Shares 0.00% $ - Preferred Shares $ - Preferred Shares 0.00% $ -

Total Equity 0.40 $2,773,598 Total Equity 0.61 $4,218,717 Total Equity 0.21 $1,445,119

Total 100.00% $6,933,995 Total 100.00% $6,933,995 Total 100.00%

2

3

4
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Appendix 2-OB: Debt Instruments1

Debt Instruments

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

Year 2017

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $0.00 3.18% $0.00 Paid in full

3 Truck Loan (#33) - 2015 Dodge Royal Bank of Canada Third-Party Fixed Rate 29-Dec-14 5 $10,110.41 3.53% $356.90

Total $2,715,278.41 0.07236 $196,481.58

2

Year 2016

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $5,873.78 3.18% $186.79

3 Truck Loan (#33) - 2015 Dodge Royal Bank of Canada Third-Party Fixed Rate 29-Dec-14 5 $14,904.39 3.53% $526.12

Total $2,725,946.17 0.07221 $196,837.59



Renfrew Hydro Inc.
EB-2016-0166

Exhibit 5 – Cost of Capital
Filed: June 14 2016

Page 14 of 17

1

Year 2015

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $39,076.53 3.18% $1,242.63

3 Truck Loan (#33) - 2015 Dodge Royal Bank of Canada Third-Party Fixed Rate 29-Dec-14 5 $19,532.08 3.53% $689.48

Total $2,763,776.61 0.07166 $198,056.80

2

Year 2014

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $73,358.29 3.18% $2,332.79 New Rate - Mar 2014

3 Truck Loan (#33) - 2015 Dodge Royal Bank of Canada Third-Party Fixed Rate 29-Dec-14 5 $0.00 First pmt Jan 2015

Total $2,778,526.29 0.07143 $198,457.47

3
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Year 2013

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $106,334.25 4.40% $4,678.71

Total $2,811,502.25 0.07142 $200,803.39

1

Year 2012

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $136,931.22 4.40% $6,024.97

3 $0.00

Total $2,842,099.22 0.07113 $202,149.65

2
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Year 2011

Row 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

1 Affiliated Debt - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $166,234.16 4.40% $7,314.30

Total $2,871,402.16 0.07085 $203,438.98

1

Year 2010

Row 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

1 Promissory Note - from Shareholder Corp. Town of Renfrew Affiliated Fixed Rate 1-Jan-01 Demand $2,705,168.00 7.25% $196,124.68

2 Truck Loan (#30) - 2000 Freightliner Royal Bank of Canada Third-Party Variable Rate 31-May-02 8 $0.00 0.00% $0.00 Last pmt Nov 2010

3 Truck Loan (#31) - 2009 International Royal Bank of Canada Third-Party Fixed Rate 18-Feb-09 8 $194,218.76 4.40% $8,545.63

Total $2,899,386.76 0.07059 $204,670.31
2
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Appendix A1

Promissory Notes2
























































	Capital Structure
	Ex5/Tab1/Sch.1�Capital Structure
	Ex5/Tab1/Sch.2�OEB Appendix 2-OA Capital Structure/Cost of Capital
	Ex5/Tab2/Sch2�Cost of Capital


