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2.5.1 Cost of Capital and Rate of Return 1 

2.5.1.1 Capital Structure (OEB Ref 2.5.1) 2 

NOTL Hydro seeks to recover a weighted average cost of capital of 5.77% through rates in the 3 

2019 Test Year. NOTL Hydro has followed the Report of the Board on Cost of Capital for Ontario’s 4 

Regulated Utilities, December 11, 2009 in determining the cost of capital.  5 

In calculating the cost of capital, NOTL Hydro has used the OEB’s deemed capital structure of 6 

56% long-term debt, 4% short-term debt, and 40% equity as the Cost of Capital parameters in 7 

the OEB’s letter of November 23, 2017 Cost of Capital Parameter Updates for 2018 Cost of 8 

Service and Custom Incentive Rate-setting Applications for the allowed return on equity (“ROE”):  9 

Table 5.1: OEB Capital Structure 10 

Capital Element Capitalization Ratio Cost Rate 

Long-term Debt 56.00% 4.16% 

Short-term Debt 4.00% 2.29% 

Common Equity 40.00% 9.00% 

Preferred Shares 0.00% 0.00% 

Total 100.00% 6.02% 

 11 

NOTL Hydro’s actual capital structure, as of December 31, 2017, differs from the deemed capital 12 

structure in the following respect: 13 

Table 5.2: NOTL Hydro vs. OEB Capital Structure 14 

Capital Element 
NOTL Hydro 
Capital Ratio 

OEB Capital Ratio Variance 

Long-term Debt 27.5% 56.0% -28.5% 

Short-term Debt 7.5% 4.0% +3.5% 

Common Equity 65.0% 40.0% +25.0% 

Preferred Shares 0.0% 0.0% - 

Total 100.0% 100.0% - 

The calculation of the NOTL Hydro capital ratio has been simplified for illustrative purposes by 15 

ignoring all other liabilities. 16 
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NOTL Hydro has considerably more equity capital than the OEB’s deemed capital structure. 1 

NOTL Hydro has maintained a deliberate policy of keeping its debt low in order to maintain 2 

financial flexibility into the future. As a result, when NOTL Hydro does need to borrow, such as 3 

for transformer purchases which require several million dollars, it is able to do so quickly and at 4 

fair prices. NOTL Hydro has achieved this financial position through prudent cash management 5 

and by limiting its dividends to what is sustainable in the long term rather than at a particular ratio. 6 

NOTL Hydro short-term debt ratio is higher than the deemed ratio as NOTL Hydro will borrow 7 

from its current banker, CIBC, using floating rate demand loans. These are then converted to long 8 

term fixed rates by way of interest rate swaps. This type of borrowing is cheaper as it requires the 9 

bank to use less capital. However, the accounting treatment of these loans requires them to be 10 

presented as short-term debt as they are still demand loans. NOTL Hydro considers them long-11 

term loans for its cash management purposes and has included these loans in its long-term debt 12 

calculations. 13 

NOTL Hydro acknowledges that the OEB deemed capital structure will be used for rate setting 14 

purposes rather than its actual structure and that the effect of this will be to lower its actual return 15 

on equity. 16 

2.5.1.2 Cost of Capital (OEB Ref 2.5.2) 17 

NOTL Hydro’s cost of capital for 2019 has been calculated as 5.77%, as shown in the table below: 18 

Table 5.3: NOTL Hydro Capital Structure for Rate Setting 19 

Particulars Ratio Cost Rate 
  (%) 

Debt   

Long-term Debt 56% 3.71 
Short-term Debt 4% 2.29 

Total Debt 60% 3.62 
   

Equity   
Common Equity 40% 9.00 
Preferred Shares 0% 0.00 

Total Equity 40% 9.00 
   

Total 100% 5.77 
 20 



Niagara-on-the-Lake Hydro Inc. 
EB-2018-0056 

Exhibit 5 – Cost of Capital 
Page 5 of 15 

Filed: August 2018 
 
The Cost of Capital parameters are consistent with the letter issued by the OEB on November 23, 1 

2017.  2 

NOTL Hydro understands that the OEB may update the ROE for 2019 at a later date, and 3 

therefore commits to updating its Application to reflect the OEB’s updated Cost of Capital 4 

Parameters for 2019 Cost of Service Applications and as new information is issued. 5 

2.5.1.3 OEB Appendix 2-OA Cost of Capital 6 

The tables below present the capital structure for the last Board Approved (2014), as approved 7 

at the settlement conference, and the 2019 Test year as well as each year in between: 8 

Table 5.4: 2014 Capital Structure – Board Approved 9 

 10 

  11 

Board Approved

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $13,711,016 4.96% $680,066
2   Short-term Debt 4.00% (1) $979,358 2.11% $20,664
3 Total Debt 60.0% $14,690,375 4.77% $700,731

Equity
4   Common Equity 40.00% $9,793,583 9.36% $916,679
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $9,793,583 9.36% $916,679

7 Total 100.0% $24,483,958 6.61% $1,617,410

2014

Line 
No. Capitalization Ratio
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Table 5.5: 2014 Capital Structure – Actual 1 

 2 

Table 5.6: 2015 Capital Structure – Actual 3 

 4 

 5 

  6 

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $13,748,681 5.18% $712,182
2   Short-term Debt 4.00% (1) $982,049 2.11% $20,721
3 Total Debt 60.0% $14,730,730 4.98% $732,903

Equity
4   Common Equity 40.00% $9,820,487 9.36% $919,198
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $9,820,487 9.36% $919,198

7 Total 100.0% $24,551,216 6.73% $1,652,100

2014

Line 
No. Capitalization Ratio

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $14,666,797 5.10% $748,007
2   Short-term Debt 4.00% (1) $1,047,628 2.16% $22,629
3 Total Debt 60.0% $15,714,425 4.90% $770,635

Equity
4   Common Equity 40.00% $10,476,284 9.30% $974,294
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $10,476,284 9.30% $974,294

7 Total 100.0% $26,190,709 6.66% $1,744,930

2015

Line 
No. Capitalization Ratio
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Table 5.7: 2016 Capital Structure – Actual 1 

 2 

Table 5.8: 2017 Capital Structure – Actual 3 

 4 

  5 

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $15,664,684 4.06% $635,986
2   Short-term Debt 4.00% (1) $1,118,906 1.65% $18,462
3 Total Debt 60.0% $16,783,590 3.90% $654,448

Equity
4   Common Equity 40.00% $11,189,060 9.19% $1,028,275
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $11,189,060 9.19% $1,028,275

7 Total 100.0% $27,972,649 6.02% $1,682,723

2016

Line 
No. Capitalization Ratio

Year:

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

1   Long-term Debt 56.00% $15,605,732 3.76% $586,776
2   Short-term Debt 4.00% (1) $1,114,695 1.76% $19,619
3 Total Debt 60.0% $16,720,427 3.63% $606,394

Equity
4   Common Equity 40.00% $11,146,951 8.78% $978,702
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $11,146,951 8.78% $978,702

7 Total 100.0% $27,867,378 5.69% $1,585,096

2017
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Table 5.9: 2018 Capital Structure – Bridge Year 1 

 2 

Table 5.10: 2019 Capital Structure – Test Year 3 

 4 

The general trend has been a declining cost of capital as the average cost of NOTL Hydro’s debt 5 
has declined and the deemed cost of equity has declined.  6 

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $16,091,158 3.80% $611,464
2   Short-term Debt 4.00% (1) $1,149,368 2.29% $26,321
3 Total Debt 60.0% $17,240,526 3.70% $637,785

Equity
4   Common Equity 40.00% $11,493,684 9.00% $1,034,432
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $11,493,684 9.00% $1,034,432

7 Total 100.0% $28,734,210 5.82% $1,672,216

2018

Line 
No. Capitalization Ratio

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $17,190,886 3.71% $637,782
2   Short-term Debt 4.00% (1) $1,227,920 2.29% $28,119
3 Total Debt 60.0% $18,418,806 3.62% $665,901

Equity
4   Common Equity 40.00% $12,279,204 9.00% $1,105,128
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $12,279,204 9.00% $1,105,128

7 Total 100.0% $30,698,011 5.77% $1,771,030

2019

Line 
No. Capitalization Ratio
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2.5.1.4 OEB Appendix 2-OB Cost of Debt Instruments 1 

Appendix 2-OB (Table 5.11) below presents capital structure for all required historical years, the 2 

2018 Bridge Year and the 2019 Test year, illustrating the weighted average cost of long-term 3 

debt: 4 

Table 5.11: 2014 to 2019 Debt Instruments 5 

 6 
 7 

Year 2019

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%)                     
(Note 2)

Calculated 
Interest ($)       

(Note 1)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 2,098,770$    4.16% 87,308.82$     140,354.69$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 -$              6.03% -$               -$               Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 424,320$       6.13% 26,010.81$     18,898.02$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 716,667$       4.27% 30,601.68$     28,551.00$     
5 Town loan - transformer Town of NOTL Affiliated Fixed Rate 1-Feb-15 10 1,954,706$    3.00% 58,641.19$     54,628.35$     
6 Town loan - capital projects Town of NOTL Affiliated Fixed Rate 1-Oct-15 10 1,430,402$    3.00% 42,912.05$     40,289.76$     

Total 6,624,865$    3.71% 245,474.55$   282,721.82$   

Year 2018

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($)
Rate (%)                     
(Note 2)

Interest ($)       
(Note 1)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 2,433,659$    4.16% 101,240.21$   165,457.41$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 176,902$       6.03% 10,667.16$     4,022.95$       Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 612,331$       6.13% 37,535.92$     31,814.75$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 816,667$       4.27% 34,871.68$     33,084.00$     
5 Town loan - transformer Town of NOTL Affiliated Fixed Rate 1-Feb-15 10 2,239,035$    3.00% 67,171.04$     63,276.91$     
6 Town loan - capital projects Town of NOTL Affiliated Fixed Rate 1-Oct-15 10 1,616,207$    3.00% 48,486.22$     45,941.21$     

Total 7,894,801$    3.80% 299,972.23$   343,597.23$   

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)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 2,745,196$    3.72% 102,121.29$   188,809.67$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 430,872$       6.03% 25,981.60$     17,697.87$     Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 807,154$       6.13% 49,478.57$     37,747.08$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 916,667$       4.27% 39,141.68$     37,187.00$     
5 Town loan - transformer Town of NOTL Affiliated Fixed Rate 1-Feb-15 10 2,514,985$    3.00% 75,449.54$     71,670.19$     
6 Town loan - capital projects Town of NOTL Affiliated Fixed Rate 1-Oct-15 10 1,796,528$    3.00% 53,895.85$     51,425.83$     

Total 9,211,402$    3.76% 346,068.52$   404,537.64$   

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)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 3,035,009$    4.54% 137,789.41$   210,533.56$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 671,809$       6.03% 40,510.10$     32,798.37$     Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 991,794$       6.13% 60,797.00$     47,998.37$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 1,016,667$    4.27% 43,411.67$     41,569.13$     
5 Town loan - transformer Town of NOTL Affiliated Fixed Rate 1-Feb-15 10 2,782,566$    3.00% 83,476.97$     80,039.15$     
6 Town loan - capital projects Town of NOTL Affiliated Fixed Rate 1-Oct-15 10 1,971,368$    3.00% 59,141.04$     56,907.07$     

Total 10,469,213$   4.06% 425,126.18$   469,845.65$   

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)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 3,304,613$    4.77% 157,630.04$   230,742.64$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 900,381$       6.03% 54,292.98$     46,868.87$     Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 1,166,785$    6.13% 71,523.95$     57,846.20$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 1,116,667$    4.27% 47,681.67$     45,594.44$     
5 Town loan - transformer Town of NOTL Affiliated Fixed Rate 1-Feb-15 10 -$              3.00% -$               72,264.07$     
6 Town loan - capital projects Town of NOTL Affiliated Fixed Rate 1-Oct-15 10 -$              3.00% -$               9,992.34$       

Total 6,488,446$    5.10% 331,128.64$   463,308.57$   

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)

Actual 
Interest

Additional 
Comments, if any

1 Original Promissory Note Town of NOTL Affiliated Fixed Rate 1-Jul-00 Open 3,800,929$    4.88% 185,485.34$   254,031.00$   Actual interest exp
2 York TS Demand Installment Loan CIBC Third-Party Fixed Rate 29-Aug-03 15 1,117,223$    6.03% 67,368.53$     63,988.75$     Fixed rate via swap
3 NOTL TS Demand Installment Loan CIBC Third-Party Fixed Rate 27-Oct-05 15 1,332,629$    6.13% 81,690.19$     70,396.90$     Fixed rate via swap
4 Infrastructure Ontario Loan Infrastructure Ontario Third-Party Fixed Rate 15-Feb-11 15 1,216,667$    4.27% 51,951.67$     49,854.69$     

Total 7,467,448$    5.18% 386,495.72$   438,271.34$   
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NOTL Hydro proposes a Long-Term Debt cost rate for 2019 of 3.71% as calculated in Appendix 1 
2-OB for 2019 as displayed in the table above.  2 

NOTL Hydro’s current OEB-approved capital structure for rate-making purposes is 60% debt and 3 

40% equity. NOTL Hydro intends to maintain the same capital structure in the 2019 Test Year. 4 

This capital structure was confirmed by the OEB in the Report of the Board on Cost of Capital for 5 

Ontario’s Regulated Utilities dated December 11, 2009 (The “Board Report”). The 60% debt 6 

component is comprised of 4.0% deemed short-term debt and 56.0% deemed long-term debt. 7 

2.5.2 Cost of Capital (Return on Equity and Cost of 8 

Debt) 9 

 10 

2.5.2.1 Return on Equity 11 

NOTL Hydro has used a ROE of 9.00% in 2019 as established by the Board for cost of service 12 

applications with 2019 implementation date.  13 

2.5.2.2 Weighted Average Cost of Debt 14 

NOTL Hydro proposes a Long-Term Debt cost rate for 2019 of 3.71% which is the below the 15 

OEB’s Deemed Long-Term debt rate of 4.16 as prescribed in the Board’s letter of November 23, 16 

2017 “Cost of Capital Parameter Updates for 2018 Cost of Service Applications”.  17 

2.5.2.3 Long Term Debt 18 

NOTL Hydro’s Long-Term Debt instruments (both existing and planned) are summarized below:  19 

• Original Promissory Note with Town of Niagara-on-the-Lake – This promissory note 20 

was established as part of the creation of NOTL Hydro in 2000. As of December 31, 2017, 21 

the principle balance remaining was $2,433,658.98. This is being repaid with monthly 22 

installments of $41,695.55. The interest rate of 7.25% is above the OEB deemed rate of 23 

4.16%. For the purposes of this application the deemed rate of 4.16% will be used.  24 

• Demand Installment Loan and Swap with CIBC – NOTL Hydro borrowed $2,800,000 in 25 

2003 to finance the construction of the York MTS. The loan was for a 15-year period with 26 

monthly interest calculated based on 30-day Banker’s Acceptance (BA) rates plus 75 27 
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basis points. This was subsequently swapped to create an effective all in rate of 6.03%. 1 

Repayment of the fixed rate long-term loan is made through blended (i.e., principal and 2 

interest) monthly payments of $22,552.77 plus the 75 basis points. The outstanding 3 

principal balance outstanding as of December 31, 2017 is $176,902.55. 4 

• Demand Installment Loan and Swap with CIBC – NOTL Hydro borrowed $2,400,000 in 5 

2005 to finance the purchase of the NOTL MTS from Hydro One. The loan was for a 15-6 

year period with monthly interest calculated based on 30-day Banker’s Acceptance (BA) 7 

rates plus 75 basis points. This was subsequently swapped to create an effective all in 8 

rate of 6.13%. Repayment of the fixed rate long-term loan is made through blended (i.e., 9 

principal and interest) monthly payments of $19,457.51 plus the 75 basis points. The 10 

outstanding principal balance outstanding as of December 31, 2017 is $612,331.49. 11 

• Ontario Infrastructure and Lands Corporation Loan - NOTL Hydro borrowed 12 

$1,500,000 in 2011 to fund smart meters. The loan was for a 15-year period with interest 13 

at 4.27%. Repayment of the fixed rate long-term loan is made through monthly principal 14 

payments of $8,333.33 plus interest. The outstanding principal balance outstanding as of 15 

December 31, 2017 is $816,666.94. 16 

• Promissory Note with Town of Niagara-on-the-Lake - NOTL Hydro borrowed 17 

$3,000,000 in 2015 to fund the purchase and installation of a new 50 MW transformer at 18 

the NOTL MTS. The loan was for a 10-year period with interest at 3.00%. Repayment of 19 

the fixed rate long-term loan is made through blended (i.e., principal and interest) monthly 20 

payments of $28,968.35. The outstanding principal balance outstanding as of December 21 

31, 2017 is $2,239,049.51. 22 

• Promissory Note with Town of Niagara-on-the-Lake - NOTL Hydro borrowed 23 

$2,000,000 in 2015 to fund ongoing capital expenditures. The loan was for a 10-year 24 

period with interest at 3.00%. Repayment of the fixed rate long-term loan is made through 25 

blended (i.e., principal and interest) monthly payments of $19,312.23. The outstanding 26 

principal balance outstanding as of December 31, 2017 is $1,616,207.26. 27 

• Demand Installment Loan and Swap with CIBC – NOTL Hydro borrowed $1,000,000 in 28 

2016 to finance ongoing capital expenditures. The facility under which this was borrowed 29 
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allows for another $1,000,000 to be borrowed in each of 2018 and 2019. After the final 1 

tranche has been borrowed the full $3,000,000 will be swapped to lock in the existing 15-2 

year swap rate plus 75 basis points. Until that point NOTL Hydro is paying interest only at 3 

90-day BA rates plus 125 basis points. As this loan will not become long-term debt until 4 

during 2019 it has not been included in the cost of capital analysis. 5 

• Additional Future Debt – NOTL Hydro will need to borrow to fund the planned investment 6 

in a new transformer. Negotiations are currently underway with CIBC and a long term fixed 7 

rate loan (either a fixed rate loan or a long term floating rate loan with a swap) is expected. 8 

The cost of this debt will depend on interest rates in 2019 so cannot be forecast with any 9 

certainty. The current average borrowing rate of 3.71% appears to be a reasonable proxy. 10 

Additional debt may also be required depending on the movement of the variance 11 

accounts. These are assessed on a monthly and annual basis. Any borrowing to fund 12 

these regulatory assets would be expected to be short or medium term to match the 13 

expected life of these assets. 14 

2.5.2.4 Short Term Debt 15 

NOTL Hydro has used a short-term debt rate of 2.29% for 2019 as established by the Board for 16 

cost of service applications with a 2019 test year.  17 

NOTL Hydro’s Short-Term Debt instruments are summarized below: 18 

• Revolving Line of Credit: NOTL Hydro had access to a revolving line of credit facility in 19 

the amount of $3,000,000 that is secured by a general security agreement over the 20 

Corporation’s assets. The balance on this line varies significantly over the course of a 21 

month with the payment of the monthly invoice from the IESO having the biggest impact. 22 

The balance also varies significantly over the year based on the timing of capital 23 

expenditures and the seasonal changes in demand for electricity. 24 

• Letter of Credit: NOTL Hydro has obtained a Letter of Credit from a Canadian bank in 25 

the amount of $1,550,000 that has been issued in favour of the Independent Electricity 26 

System Operator (IESO). This Letter of Credit financially secures the Corporation’s 27 

electricity purchases from the IESO, who has not drawn on this credit instrument.  28 
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• Demand Installment Loan: As described above, NOTL Hydro borrowed $1,000,000 in 1 

2016 to finance ongoing capital expenditures. The facility under which this was borrowed 2 

allows for another $1,000,000 to be borrowed in each of 2018 and 2019. After the final 3 

tranche has been borrowed the full $3,000,000 will be swapped to lock in the existing 15-4 

year swap rate plus 75 basis points. Until that point NOTL Hydro is paying interest only at 5 

90-day BA rates plus 125 basis points. As maturity has not been determined this loan is 6 

currently considered short-term debt but it will be considered long-term debt in 2019 after 7 

the related swap is put in place. 8 

• Demand Installment Loan and Swap with CIBC – These loans from CIBC are payable 9 

on demand so are classified as current liabilities on the balance sheet of NOTL Hydro. As 10 

the purpose of the related swaps is to effectively lock in the interest rate and payment 11 

terms these loans have been categorized as long-term debt for the purpose of this analysis. 12 

NOTL Hydro does not forecast that it will redeem any debt and has not issued any preference 13 

shares, hence NOTL Hydro does not record either a profit or a loss on redemption of debt and/or 14 

preference shares.  15 

2.5.2.5 Notional Debt 16 

Notional debt is the portion of deemed debt that results from differences between the NOTL 17 

Hydro's actual debt and the deemed debt of 60% of the rate base. NOTL Hydro’s actual debt level 18 

is substantially below the deemed 60% and this is shortfall expected to increase over the next 19 

four years until the borrowing for the new transformer. NOTL Hydro accepts the weighted average 20 

cost of its long-term debt as the rate on notional debt. The table below quantifies the notional debt. 21 

Chart 5.12: Notional Debt 22 

 23 

 24 

 25 

Debt 10,744,304$        35.0% 10,744,304$        35.0%
7,674,503$          25.0% Notional

Total Debt 10,744,304$        35.0% 18,418,807$        60.0%

Equity 19,953,707$        65.0% 12,279,204$        40.0%

Total Rate Base 30,698,011$        100.0% 30,698,011$        100.0%

Actual Deemed for Rate-Setting
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NOTL Hydro operates with the philosophy that operating with a low debt:equity ratio provides 1 

flexibility should an opportunity or a need arise in the future for a large investment. Based on the 2 

repayment schedules described above NOTL Hydro is repaying over $1.3 million in debt a year. 3 

The debt:equity ratio will show a further decline in 2017 as NOTL Hydro did not borrow any funds 4 

that year. As in 2015, in 2019 NOTL Hydro will have an increased debt:equity ratio when it borrows 5 

to fund the acquisition of the new transformer for York station.  6 

 7 

Chart 5.13: Debt to Equity ratios – NOTL Hydro and all LDCs 8 

 9 
Source: OEB Yearbook of Electricity Distributors 2006-2016 10 

2.5.3 Not-For-Profit 11 

Note that NOTL Hydro is not a cooperative or a not-for-profit organization and, as such, all 12 

requirements related to a not-for-profit organization do not apply.  13 
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List of Appendices 2 

 3 

Appendix 5A Original Promissory Note and Current Repayment 
Schedule  

Appendix 5B Promissory Note – Transformer 
Appendix 5C Promissory Note – Capital Projects 
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