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COST OF CAPITAL AND CAPITAL STRUCTURE 1 

OVERVIEW 2 

NOW Inc. has followed the Report of the Board on the Cost of Capital for Ontario’s 3 

Regulated Utilities dated December 11, 2009, to determine its capital structure and 4 

relied on the Board’s October 15, 2015 Cost of Capital Parameter Updates for 2016 5 

Applications letter for the cost of capital parameters. NOW Inc. will update the cost of 6 

capital parameters when new parameters are made available and prior to the Board’s 7 

decision on NOW Inc.’s 2017 distribution rates. NOW Inc. is not proposing any deviation 8 

from the Board’s cost of capital methodology.  9 

 10 

Overall, NOW Inc. is requesting a deemed interest expense of $183,080 and a deemed 11 

return on equity of $285,489 for a total regulated return on capital of $468,569 for the 12 

2017TY. The return on capital of $468,569 is $48,562 higher than the 2013 Board 13 

Approved amount. The derivation of the 2017TY regulated return on capital is provided 14 

in E5/T1/S1/Att1, which is OEB Chapter 2 Appendix 2-OA. 15 

 16 

CAPITAL STRUCTURE 17 

For the purpose of setting distribution rates for the 2017TY, NOW Inc. adheres to Board 18 

policy where it has been determined that a split of 60% debt and 40% equity is 19 

appropriate for electricity distributors. Debt is comprised of 56% long-term debt and 4% 20 

short-term debt.   21 

 22 

Board Appendices 2-OA and 2-OB provide further details on NOW Inc.’s capital 23 

structure and debt instruments and these are provided in E5/T1/S1/Att1 and 24 

E5/T1/S1/Att2, respectively. 25 

 26 

The average rate base in the 2017 TY is $7,766,288.  The portion to be financed by long 27 

term debt is $4,349,121 (56%), the portion financed by short term debt is $310,652 (4%) 28 

and the portion financed through equity is $3,106,515 (40%),  29 

 30 
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RETURN ON EQUITY 1 

Common Equity 2 

NOW Inc. adheres to the Board’s Cost of Capital policy. For rate making purposes, 3 

NOW Inc. proposes to recover an amount of $285,489 for the Return on Equity through 4 

distribution rates in the 2017TY. This amount is determined based on the Board’s 5 

specified of return on equity of 9.19% multiplied by 40% of the average rate base in the 6 

2017TY. The return on equity will be updated to reflect the current rate when the draft 7 

rate order for this proceeding is prepared. 8 

 9 

DEBT 10 

Long-Term Debt 11 

For the 2017TY, NOW Inc. has followed the Board’s cost of capital direction and has 12 

calculated the cost of debt using actual and expected rates from third-party debt.  13 

 14 

For the 2017TY, the long-term debt amount is 56% of the calculated average Rate Base 15 

to which the average long-term debt rate of 4.09% is applied. Based on this approach, 16 

NOW Inc. proposes recovering interest costs of $177,954 (E5/T1/S1/Att1), for the long-17 

term debt component for the 2017TY. 18 

 19 

NOW Inc. has outstanding third party debt with Caisse Populaire. This debt consists of 20 

three specific loans. Relevant section from these loan agreements are provided in 21 

E5/T1/S1/Att3. Two of the loans are at a rate of 3.75% and one is at a rate of 3.42%. 22 

 23 

The largest loan ($3,680,980 at 3.75%) is scheduled to be renewed on July 31, 2017. 24 

For purposes of this application, NOW Inc. has assumed the approved loan interest rate 25 

of 3.75% will apply until the end of the term (July 30, 2017) and that the loan will then be 26 

renewed at an assumed of 4.54% reflecting the current OEB deemed long-term debt 27 

rate. This rate will be updated to reflect the OEB’s most current long-term debt rate 28 

available at the time of preparing the draft rate order for this proceeding.  29 

 30 

  31 
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Short-Term Debt 1 

For rate making purposes, NOW Inc. proposes to recover $5,126 (E5/T1/S1/Att1) 2 

through distribution rates in the 2017TY for deemed short-term debt. The short-term debt 3 

amount is derived by applying the Board’s cost of capital direction in which short-term 4 

debt represents 4% of the capital structure at a rate of 1.65%. To determine the short-5 

term debt cost, 4% of the average rate base for the 2017TY is multiplied by the short-6 

term debt rate of 1.65%. The short-term debt will be updated to reflect the OEB’s most 7 

current rate when the draft rate order for this proceeding is prepared. 8 

 9 

Changes in Debt Since 2013: 10 

 11 

In 2013 there was one long term loan outstanding with a 20 year maturity date and a 5 12 

year renewable term. In 2014 an additional loan in the amount of $404,741 was 13 

arranged with Caisse Populaire at a rate of 3.75% for a 5 year term.  In 2014, further 14 

funding was required and another loan from Caisse Populaire was arranged in the 15 

amount of $229,049 at a rate of 3.42% for a 5 year term.  In 2017, in addition to 16 

renewing the initial loan from Caisse Populaire, NOW Inc. will also secure financing in 17 

the amount of $381,705 at an assumed interest rate of 4.54%, in order to have a 18 

deemed debt rate of 56%.   19 

 20 

 In 2016, short term funding was obtained from the Town of Cochrane at a rate of 2.0% 21 

for a one year term and this is scheduled to be paid back in mid-2017.  In 2017, NOW 22 

Inc. is requesting short debt funding at the OEB prescribed rate of 1.65%. 23 

 24 

  25 
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 1 

Notional Debt 2 

Notional debt of $310,652 is calculated as the difference between the deemed short and 3 

long-term debt rate of 60% and NOW Inc.’s 2017 debt which is shown in Table 1 as 4 

follows: 5 

 6 

Table 1: Notional Debt 7 

 8 
 9 

Actual 2017 Long-Term Debt is detailed in E5/T1/S1/Att2 page 5. 10 

Rate Base
Deemed 

Debt Rate
Deemed 

Debt

Actual                   
Long-term Debt                                      

2017

Notional 
Debt

7,766,288$        60% 4,659,773$   4,349,121$         310,652$       
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Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $4,072,939 3.75% $152,735
2   Short-term Debt 4.00% (1) $290,924 2.07% $6,022
3 Total Debt 60.0% $4,363,864 3.64% $158,757

Equity
4   Common Equity 40.00% $2,909,242 8.98% $261,250
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $2,909,242 8.98% $261,250

7 Total 100.0% $7,273,106 5.77% $420,007

(1)

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

2013

This table must be completed for the last Board-approved year and the test year.

4.0% unless an applicant has proposed or been approved for a different amount.
Notes
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Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $4,349,121 4.09% $177,954
2   Short-term Debt 4.00% (1) $310,652 1.65% $5,126
3 Total Debt 60.0% $4,659,773 3.93% $183,080

Equity
4   Common Equity 40.00% $3,106,515 9.19% $285,489
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $3,106,515 9.19% $285,489

7 Total 100.0% $7,766,288 6.03% $468,569

(1)

Appendix 2-OA
Capital Structure and Cost of Capital

This table must be completed for the last Board-approved year and the test year.

2017

Line 
No. Capitalization Ratio

Notes
4.0% unless an applicant has proposed or been approved for a different amount.
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Year 2013

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate? Start Date Term              

(years)
Principal                         

($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Loan 8 Caisse Populaire Third-Party Fixed Rate 27-Jul-12 20 4,324,895$     3.75% 162,183.56$      
2 Loan 1 Caisse Populaire Third-Party Fixed Rate 19-Sep-13 5 424,082$        3.75% 4,487.72$          Interest for partial year (103/365)
3 -$                   

Total 4,748,977$     3.51% 166,671.28$      

Notes

1
2

3 Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments

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

Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
with any subsequent update issued by the Board.

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
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Year 2014

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate? Start Date Term              

(years)
Principal                         

($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Loan 8 Caisse Populaire Third-Party Fixed Rate 27-Jul-12 20 4,172,370$     3.75% 156,463.88$      
2 Loan 1 Caisse Populaire Third-Party Fixed Rate 19-Sep-13 5 404,741$        3.75% 15,177.77$        
3 Loan 4 Caisse Populaire Third-Party Fixed Rate 28-Apr-14 5 261,375$        3.42% 6,049.15$          Interest for partial year (247/365)
4 -$                   

Total 4,838,486$     3.67% 177,690.80$      

Notes

1
2
3 Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments

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

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
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Year 2015

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate? Start Date Term              

(years)
Principal                         

($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Loan 8 Caisse Populaire Third-Party Fixed Rate 27-Jul-12 20 4,014,026$     3.75% 150,525.98$      
2 Loan 1 Caisse Populaire Third-Party Fixed Rate 19-Sep-13 5 325,404$        3.75% 12,202.65$        
3 Loan 4 Caisse Populaire Third-Party Fixed Rate 28-Apr-14 5 229,049$        3.42% 7,833.48$          
4 -$                   
5 -$                   
6 -$                   
7 -$                   
8 -$                   
9 -$                   

10 -$                   
11 -$                   
12 -$                   

Total 4,568,479$     3.73% 170,562.10$      

Notes

1
2
3

Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments

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

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
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Year 2016

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate? Start Date Term              

(years)
Principal                         

($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Loan 8 Caisse Populaire Third-Party Fixed Rate 27-Jul-12 20 3,849,642$     3.75% 144,361.58$      
2 Loan 1 Caisse Populaire Third-Party Fixed Rate 19-Sep-13 5 243,043$        3.75% 9,114.11$          
3 Loan 4 Caisse Populaire Third-Party Fixed Rate 28-Apr-14 5 179,159$        3.42% 6,127.24$          
4 Short Term DebTown of Cochrane Affiliated Fixed Rate 17-Feb-16 1 546,000$        2.00% 9,487.87$          Interest for partial year (318/366)
5 -$                   
6 -$                   
7 -$                   
8 -$                   
9 -$                   

10 -$                   
11 -$                   
12 -$                   

Total 4,817,844$     3.51% 169,090.80$      

Notes

1
2
3

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments

This table must be completed for all required historical years, the bridge year and the test year.
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Year 2017

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate? Start Date Term              

(years)
Principal                         

($) Rate (%) 2 Interest ($) 1 Additional Comments, if any

1 Loan 8 Caisse Populaire Third-Party Fixed Rate 27-Jul-12 20 3,680,980$     3.75% 79,796.59$        Due in 2017, interest pro-rated (211/365)
2 Loan 1 Caisse Populaire Third-Party Fixed Rate 19-Sep-13 5 158,459$        3.75% 5,942.21$          
3 Loan 4 Caisse Populaire Third-Party Fixed Rate 28-Apr-14 5 127,978$        3.42% 4,376.85$          
4 Loan 8-B Caisse Populaire Third-Party Fixed Rate 31-Jul-17 20 3,680,980$     4.54% 70,509.42$        Renewed in 2017, interest pro-rated (154/365)
5 Caisse Populaire Third-Party Fixed Rate 1-Jan-17 5 381,705$        4.54% 17,329.41$        
6 -$                   

Total 8,030,102$     2.22% 177,954.48$      

Notes

1
2
3

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

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or 
Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments
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DECLARATION OF FOR-PROFIT STATUS 1 

NOW Inc. is a for profit corporation. Accordingly, a reserve requirement is not applicable. 2 

 3 
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