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Exhibit 5: Cost of Capital and Capital Structure

The purpose of this evidence is to summarize the method and cost of financing capital
requirements for the 2018 Test Year. PUC Distribution adopts the OEB’s guidelines for cost of

capital and understands that these rates are final so that no updates will need to be done.

2.5.1 Capital Structure

PUC Distribution has a current deemed capital structure of 56% long term debt with a return of
3.91%, 4% short term debt with a return of 2.07% and 40% equity with a return of 8.98% as
approved in the 2013 cost of service (“COS”) rate decision (EB-2012-0162).

PUC Distribution has prepared this 2018 COS Application in accordance with the Board’s
guidelines provided in the Report of the Board on Cost of Capital for Ontario’s Regulated
Utilities issued on December 11, 2009. For the purposes of preparing this Application, PUC
Distribution has used the cost of capital parameters issued by the Board on November 23, 2017

for 2018 cost of service rate applications.

2.5.2 Cost of Capital (Return on Equity and Cost of Debt)

As outlined above, for the purposes of preparing this Application PUC Distribution has used the
cost of capital parameters issued by the Board on November 23, 2017 for 2018 COS rate

applications which reflects a return on equity of 9.00%

Cost of Debt: Short Term

For the purposes of preparing this Application, PUC Distribution has used the cost of capital
parameters issued by the Board on November 23, 2017 for 2018 COS rate applications which

reflects a deemed short term debt rate of 2.29%.

Cost of Debt: Long Term

PUC Distribution is requesting a return on long term debt for the 2018 Test Year of 4.12%. This
rate of return represents the weighted average cost of long term debt for the following long term

debt instruments.
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PUC Distribution has a note payable to the parent company, PUC Inc., for $26,534,040 with
interest payable at quarterly rates periodically negotiated and principal payable one year after
demand. In this application, the interest rate on this note will be based on the Board’s cost of
capital parameter for long term debt for 2018 cost of service rate applications issued November
23, 2017 which is 4.16%.

PUC Distribution has 3 loans payable to Ontario Infrastructure Projects Corporation (OIPC):

Loan payable #1 to OIPC is an amount of $5,000,000. It is a 15 year debenture with a fixed
interest rate of 3.82%. The loan is payable semi-annual principal and interest. Security is in the
form of a second ranking general security agreement. This was used to finance the smart meter

project.

Loan payable #2 to OIPC was used for the construction of the new integrated service
centre/office building. The total amount of the approved loan principal is $21,180,000. The loan
is payable over 25 years with interest payable monthly at a fixed interest rate and principal,
secured by a mortgage on the land and building and a general security agreement. The fixed

interest rate on this loan is 4.61% will be determined once the project is completed.

Loan payable #3 to OIPC is an amount of $15,000,000. It is a 25 year debenture with a fixed
interest rate of 3.47%. Security is in the form of a fourth ranking general security agreement and
a guarantee and assignment of shares from the company’s shareholder, PUC Inc. The proceeds

of this loan were used for distribution infrastructure replacement.

Capital Structure and Cost of Capital

Below is a reproduction of Appendix 2-OA that demonstrates the elements of the capital
structure and cost of capital from 2013 Board-approved and 2018 Test Year. For 2018, the
weighted average cost of capital of 6.00% will be applied to the rate base of $99,603,703, which
is explained in detail in Exhibit 2, to determine a return on rate base of $5,975,027 that is

included in the proposed revenue requirement.
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This table must be completed for the last Board-approved year and the test year.

Year: 2013
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) $) (%) ®)

Debt
1 Long-term Debt 56.00% " $50,686,521 3.91% $1,981,843
2 Short-term Debt 400% ") " $3,620,466 2.07% $74,944
3 Total Debt i 60.0% $54,306,987 i 3.79% $2,056,787

Equity
4 Common Equity 40.00% $36,204,658 8.98% $3,251,178
5 Preferred Shares $- $-
6 Total Equity 40.0% $36,204,658 8.98% $3,251,178
7 Total 100.0% $90,511,645 5.86% $5,307,965

Appendix 2-OA
Capital Structure and Cost of Capital
This table must be completed for the last Board-approved year and the test year.
Year: 2018
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) ®) (%) ®)

Debt
1 Long-term Debt 56.00% $55,778,074 4.12% $2,298,057
2 Short-term Debt 4.00% (1) $3,984,148 2.29% $91,237
3 Total Debt 60.0% $59,762,222 4.00% $2,389,294

Equity
4 Common Equity 40.00% $39,841,481 9.00% $3,585,733
5 Preferred Shares $- $-
6 Total Equity 40.0% $39,841,481 9.00% $3,585,733
7 Total 100.0% $99,603,703 6.00% $5,975,027
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Weighted Average Cost of Long-Term Debt

Outlined below is a reproduction of Appendix 2-OB listing PUC Distribution’s long term debt

instruments and weighted average cost of long term debt from 2013 to the 2018 test year.
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This table must be completed for all required historical years, the bridge year and the test year.

Year 2013
. Affiliated or Third- Fixed or Term Principal Additional
R D ti Lend Start Dat %) 2 1
ow escription enaer Party Debt? Variable-Rate? ar Date (years) [6)] Rate (%) Interest (%) Comments, if any
4|Promissory Note PUC Inc. Affiliated Fixed Rate 2013 No Term | $ 26,534,040.00 6.10% |$ 1,618,576.44
5|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2013 15 $ 5,000,000.00 3.82% $ 191,000.00
6[Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2013 25 $ 21,180,000.00 461% |$ 976,398.00
Total $ 52,714,040 529% |$ 2,785974.44
Year 2014
o Affiliated or Third- Fixed or Term Principal 2 1 Additional
R D ti Lend R Start Dat ¢ X
ow escription ender Party Debt? Variable-Rate? an bate (years) $) Rate (%) Interest ($) Comments, if any
1|Promissory Note PUC Inc. Affiliated Fixed Rate 2014 No Term| $ 26,534,040.00 6.10% $ 1,618,576.44
2|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2014 15 $ 5,000,000.00 3.82% |$ 191,000.00
3|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2014 25 $ 21,180,000.00 4.61% $ 976,398.00
4]|Promissory Note Infrastructure Ontario Third-Party Variable Rate 2014 No Term| $ 15,000,000.00 1.84% |$ 276,000.00
Total $ 67,714,040 452% |$ 3,061,974.44
Year 2015
o Affiliated or Third- Fixed or Term Principal 2 1 Additional
R D ti Lend R Start Dat ¢ X
ow escription ender Party Debt? Variable-Rate? an bate (years) $) Rate (%) Interest ($) Comments, if any
1|Promissory Note PUC Inc. Affiliated Fixed Rate 2015 No Term| $ 26,534,040.00 6.10% $ 1,618,576.44
2|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2015 15 $ 5,000,000.00 3.82% |$ 191,000.00
3|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2015 25 $ 21,180,000.00 4.61% $ 976,398.00
4]|Promissory Note Infrastructure Ontario Third-Party Variable Rate 2015 No Term| $ 15,000,000.00 1.55% |$ 232,500.00
Total $ 67,714,040 4.46% |$ 3,018,474.44
Year 2016
o Affiliated or Third- Fixed or Term Principal 2 1 Additional
R D ti Lend R Start Dat ¢ X
ow escription ender Party Debt? Variable-Rate? an bate (years) $) Rate (%) Interest ($) Comments, if any
1|Promissory Note PUC Inc. Affiliated Fixed Rate 2016 No Term| $ 26,534,040.00 6.10% $ 1,618,576.44
2|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2016 15 $ 5,000,000.00 3.82% |$ 191,000.00
3|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2016 25 $21,180,000.00 4.61% $ 976,398.00
4|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2016 No Term| $ 15,000,000.00 1.55% |$ 232,500.00
Total $ 67,714,040 4.46% |$ 3,018474.44
Year 2017
o Affiliated or Third- Fixed or Term Principal 2 1 Additional
R D ti Lend R Start Dat ¢ X
ow escription ender Party Debt? Variable-Rate? an bate (years) $) Rate (%) Interest (%) Comments, if any
1|Promissory Note PUC Inc. Affiliated Fixed Rate 2017 No Term| $ 26,534,040.00 6.10% $ 1,618,576.44
2|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2017 15 $ 5,000,000.00 3.82% |$ 191,000.00
3|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2017 25 $ 21,180,000.00 4.61% $ 976,398.00
4]|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2017 25 $ 15,000,000.00 3.47% |$ 520,500.00
Total $ 67,714,040 4.88% |$ 3,306,474.44
Year 2018
o Affiliated or Third- Fixed or Term Principal 2 1 Additional
R D ti Lend R Start Dat ¢ X
ow escription ender Party Debt? Variable-Rate? an bate (years) $) Rate (%) Interest (%) Comments, if any
1|Promissory Note PUC Inc. Affiliated Fixed Rate 2018 No Term | $ 26,534,040.00 4.16% $ 1,103,816.06
2|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2018 15 $ 5,000,000.00 3.82% [$ 191,000.00
3|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2018 25 $ 21,180,000.00 4.61% $ 976,398.00
4]|Promissory Note Infrastructure Ontario Third-Party Fixed Rate 2018 25 $ 15,000,000.00 3.47% [$ 520,500.00
Total $ 67,714,040 4.12% |[$ 2,791,714.06
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Profit or Loss on Redemption of Debt or Preferred Shares

There is no profit or loss on redemption of debt or preferred shares.

Notional Debt

Notional debt is that portion of the deemed debt capitalization that results from differences
between the distributor’s actual debt and the deemed debt thickness of 60% (56% long-term debt
and 4% short-term debt). PUC Distribution has about ($7.9) million in notional debt in the test
year (i.e. deemed debt portion of rate base of $59.8 million minus actual debt of $67.7 million).
PUC Distirbution’s plan is to reduce debt to equity to the deemed 60/40% before its next
rebasing in 2023.

2.5.3 Not-for-Profit Corporations

PUC Distribution is a for-profit corporation. As a result, the filing requirements associated with

not-for-profit corporations are not applicable.
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APPENDIX 1

Promissory Note



FROMISSORY NOTE

ISSUED TO: PUC INC. {the "Holdar")
ISSUED BY: PUC DISTRIBUTION ING {the ‘Borrawer™)
AMOUNT: $30,250,000.00 (the “Principal’)

1.0  PROMISE TO PAY

2.0

3.0

4.0

-1

In consideration of the redemption by the Bormower of 3,029 Special Shares,
the Bammower hereby promises to pay o the Holder at 765 Queen Strest
East Sault Ste. Marie, Ontano the Principal in lawful money of Canada in the
mannar hersinafter provided, together with interest and other moneys which
may from fime to tima be owing hereunder of pursuant hereto.

PRINCIFAL PAYMENTS

2.1

On demand the issuer shall pay to the Holder the balance of Principal,
intarest and all other monies which may be owing hereunder.

INTEREST

41

This note shall bear interest at the rate of 10% per annum calculated from
December 1%, 2001 The first interest payment shell be due on the 31 day
of December 2001 and thereafter interest shall be payable quanerly on the
last day of March, June, September and December. Motwithstanding the
forecoing, the interast rate may be adjusted on a quartery basis by mutual
agreement between the Borrowar and the Holder. The Bomower agrees that
in the absence of manifest armor, the record kept by the Holder on this Note
of sLch changes in the interest rate shall be conclusive evidence of the
matters recorded

32 Interest shall also be calculated and payable on overdue interast from time
to time outstanding at the rate in effect at the date of defauli.

DEFAULT

41  Inthe event of defaull, the full unpaid balance of the Principal and all accrued

and unpaid inlerest thereon shall at the option of the Holder forthwith
bacome dus and payable.



5.0

6.0

[

a.0

8.0

10.0

1.0

PREPAYMENTS

51  The Eomower may, at any time, prepay the cutslanding aggregate Principal
amount of this Note whether in whole or in part without notice, bonus or

panally.
WANER

6.1  Presentment for payment, demand, protest, notice of protest and natice af
dishonour of this Mobe are heraby waived.

SUCCESSORS AND ASSIGNS

7.1 The Folder shall not assign any interast in this Mote withou! the: prior writtan
consent of the Bormower, which consent shall not be unreascnably withhald
or delayed. This Mote shall be binding upon the Bosrower and its successors
and aszigns and shall enure 1o the benef of the Holdaer and suooessons and
parmiltad assigns,

GOVERNING LAW

8.1  The Maote shall be governed and construed in accordance wih the laws of the
Province of Ontario and the faderal laws of Canada applicabla therain,

COLLECTICN COSTS

8.1 To the extent permitted by applicable law, the Bomower agrees to pay all
costs of collection including, without limitation, reasonable solicitor's fees,
disbussameants and expanses on a solicior and his own cliet basts incurred
by the Holder in connection with the enforcement of this Nola.

TIME OF ESSENCE

10,1 Time s of the essence.

INTERFPRETATION

11.1  The division of this Mote into sections and insertion of the headings In this

Mote are for convenience of reference only and shall not affect the
constuuction or interpratation of this Mate



-3-

IN WITNESS whereaf the Borrower has executed this Note as of the 1 day of December,

2001,

FULC DISTRIBUTICON IMC.

rizan bunan, President

i'ﬁéj fhl i

Clyda Hesley, Sacretary

We have authority to bind the Corporation

DATE

INTEREST RATE MOTATION MADE BY




NOTICE

T PUC NSTRIBUTIONM ING.
165 Queen Strest East
Sault . Mare, Ontario
PEA BP2

Re: Exarcise of Option - Promissory Note dated December 1%, 2001 (the *Note™)
between PUC Distribution Inc. (the "Borrower™) and PUC Inc. (the "Holder”) in the
principal amouwnt of Thirty Million Two Hundred and Ninety Thousand Dollars
$30,280,000.00 (the "Principal”)

TAKE NOTICE that pursuant to paragraph 1.2 of the Nole the Holder heraby
exercises its option to convert the sum of Three Milion Seven Hundred and Fifty Five
Thousand Nire Hundred and Sixty Dollars ($3,755,960.00) of the Principal into One
Thousand Six Hundred and Twalve (1,612) Common Shares in the capital stock of the
Borower, effective December 31, 2008. Upon suance of the Shares the Principal of
tha Motz shall be Twenty Six Milllon and Five Hundred and Thirty Four Thowsand and
Forty Dollars 1526,534,040).

DATED this 18™ day of December, 2008

PUC IW
Por A

I?i'i i) ¢ President

FH: =
Terry Greco — Treasurer

W'e have authority 1o bnd the Caorparation



PUC DISTRIBUTION INC. RESOLUTION

Agenda Item # 5.2 Date:_December 18, 2008
Moved by: LARLY  gpek€ jefe

seconded bys ﬁ?ﬂ.‘t w pnig

Resolution:

“RESOLVED -hat parsuant to the Notice from PUC Ine. doted December 15, 2008 delivered
to the Corpoeration and produced to the Board of Directors wherein FUC Dnc. exercised iis
oplion to convert the principal amount of the Fromissory Nete between the Corporation as
Borrewer and PUC Ine. as Holder dated August 15%, 2001 in the amount of $11,650,000.00 ints
& (00 commuon shares in the capital stock of the Corporation at the rate of 52,330.00 per share.
The Corporation is herehy suthorized to issne to FUC Inc. as at December 317, 2008, 5000
Common Sharss in the capital steck of the Corperation as fully paid and mn-assessable and
the President of the Corporation is hereby authorized to deliver certificate: for sach Shares (o
PUC Ine. or in sccordance with its direction.

RE IT FURETHER RESOLVEL tat pursnant to the Nothee from FUC Ine. delivered to the
Corporation amd produced i the Board of Diredors wherein PUC Inc. sxarcised its oplion o
convert the sum of 33,755, 960000 of the princlpal of the Promissery Mote borwesn the
Corporation as Barrower and PUC Luc. as Holder dated December 1%, 2001 in the amount of
530,200, 000,00 imin 1,612 common shares in the capital stock of the Corperation at the rate of
£2,330.00 per share, The Corporation is hereby suthorized fo issue to PUC Inc. as at December
31", 2008, 1,612 common shares in the capital stock of the Corporation as fally pakd and son-
assesialde and the President of the Corporation is hereby authorized to deliver certificates for
such Shores to PUC Ine. or in sccondance wiith its direction.™

o Carried 0 Defeated n Deferred

] Referred ] Amended ] D‘mﬁaly Nat
: L Chalr m

Action

o Chair O PUC Inc. ]

a President O PUC Telecom O

a Secretary O PULC Services (m|

a Treasmrer (n| PULC Energies (]
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