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OVERVIEW 1 

In this Exhibit, OPUCN is providing evidence regarding its capital structure, their cost and 2 

the calculation of return on equity and debt for the 2021 test year. 3 

OPUCN has followed the Report of the Board on Cost of Capital for Ontario’s Regulated 4 

Utilities (the “Cost of Capital Report”) dated December 11, 2009, to determine its capital 5 

structure and relied on the Board’s letter titled Cost of Capital Parameter Updates for 6 

2020 Applications dated October 31, 2019 for the cost of capital parameters. Table 5-1 7 

below shows the Board’s Cost of Capital parameters. 8 

TABLE 5–1 COST OF CAPITAL PARAMETERS9 

10 

OPUCN acknowledges these rates are subject to update at such time as the 2021 Cost 11 

of Capital parameters are issued by the Board. 12 

OPUCN has prepared this Application with a deemed capital structure of 56% Long Term 13 

Debt, 4% Short Term Debt and 40% Equity to comply with the Cost of Capital Report. 14 

Overall, OPUCN is requesting a deemed interest expense of $3,112,790 and a deemed 15 

return on equity of $5,025,119 for a total regulated return on capital of $8,137,909 for its 16 

2021 Test Year. 17 

18 

CAPITAL STRUCTURE 19 

In the Cost of Capital Report, the OEB deemed a capital structure consisting of 60% debt 20 

(56% long-term, 4% short-term) and 40% equity for all Ontario distributors for rate making 21 

purposes. OPUCN requests this deemed capital structure for purposes of its recovery of 22 

Cost of Capital Parameter
Value for Applications for rate 

changes in 2020

ROE 8.52%

Deemed LT Debt rate 3.21%

Deemed ST Debt rate 2.75%
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cost of capital. Such structure is unchanged from OPUCN’s current Board-approved 1 

structure in its 2015 to 2019 Cost of Service Application Decision (EB-2014-0101).  2 

Table 5-1 below identifies the deemed components of rate base in the 2019 Board 3 

Approved, and 2021 Test Year. 4 

TABLE 5–2 – DEEMED COMPONENTS OF RATE BASE5 

6 

COMPONENT DEBT COSTS  7 

Short-Term Debt   8 

For the 2021 test year, this Application utilizes the Short-Term Debt rate of 2.75% found 9 

in the Cost of Capital Parameter Updates for 2020 Cost of Service Applications, issued 10 

by the Board on October 31, 2019. 11 

Existing Long-Term Debt   12 

OPUCN’s previous Board-approved cost of long-term debt was included in its 2015 Cost 13 

of Service Application (EB-2014-0101). This application used the Custom Incentive Rate-14 

setting (Custom IR) option to set rates for each of the years 2015 to 2019, with 2018 and 15 

2019 initially on an interim basis and finalised by way of a mid-term review which adjusted 16 

for a limited number of updates including cost of capital. The Board approved a weighted 17 

average long-term debt cost of 3.78% for 2019.  18 

In this Application, the Long-Term Debt rate requested and used is 3.65% for funded 19 

2019 OEB Approved 2021 Test Year

Debt

  Long-term Debt $73,777,435 $82,572,375 

  Short-term Debt $5,269,817 $5,898,027 

Total Debt $79,047,252 $88,470,402 

Equity

  Common Equity $52,698,168 $58,980,268 

  Preferred Shares $0 $0 

Total Equity $52,698,168 $58,980,268 

Total $131,745,420 $147,450,670 
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Long-Term Debt, and for unfunded debt the deemed Long-Term Debt rate of 3.21% as 1 

found in the Cost of Capital Parameter Updates for 2020 Cost of Service Applications, 2 

issued by the Board on October 31, 2019. In this Application, the Long-Term Debt rate 3 

requested and used for all Long-Term deemed debt, funded and unfunded, is the 4 

weighted average of rates applicable to funded and unfunded debt for OPUCN, as 5 

elaborated below and as shown in Tables 5-4 to 5-11.  6 

Funded Debt represents the amount of long-term debt obligations that OPUCN has 7 

issued and that are outstanding as at the date of this Application. These amounts 8 

represent Notes Payable of $60.064 million to the parent company, Oshawa Power and 9 

Utilities Corporation (“OPUC”). The effective interest rate on the Note is 3.65%. The Note 10 

is due on demand to the parent company. The rate used for this loan in calculation of the 11 

weighted average is the actual rate of 3.65%, which is the effective rate payable by OPUC 12 

to the Toronto Dominion Bank on a loan of a similar amount. This loan, for $60.0 million, 13 

is due in one repayment obligation at maturity in October 2028. The Loan is structured 14 

with a ten-year interest rate swap agreement with the Bank, effectively converting 15 

OPUC’s obligations to a fixed interest rate of approximately 3.65%. The Note is provided 16 

in Appendix 5-1 of this Exhibit.  17 

OPUCN requests a debt rate of 3.65% with respect to the $60.064 million Note Payable, 18 

representing the effective yields with respect to such debentures comprising the coupon 19 

rates and related costs of issuance.  20 

The aggregate amount of Funded Debt is $75.1 million for the 2021 Test Year due to an 21 

increase in anticipated long-term debt as described below. The dollar weighted average 22 

Funded Debt Rate for the 2021 Test Year is computed as 3.57% as per Table 5-11.  23 

Anticipated New Long-Term Debt   24 

OPUCN anticipates a requirement to issue new long-term debt in 2020 and 2021. OPUCN 25 

estimates an issuance of approximately $10.0 million in 2020, and $5.0 million in 2021. 26 

The actual timing, amount, and term of a new debt issuance will be influenced by several 27 

factors such as actual versus anticipated cash flow and financial market conditions. 28 

OPUCN requests that the Long-Term debt rate used to determine distribution rates be 29 
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updated as necessary in the applicable Test Year, in a manner consistent with Board 1 

policy applicable at that time, in the event that OPUCN issues any new long-term debt 2 

during this period. 3 

Table 5-3 below gives a high level illustration of the projected cash flows for the period 4 

2020 to 2021 that are driving the requirements for the new long-term debt. 5 

TABLE 5–3 – CASH FLOW 2020 - 2021 6 

7 

As identified earlier in this evidence, OPUCN requests that the applicable cost of capital 8 

parameters be updated annually in accordance with the annual update by the OEB of 9 

such parameters.  10 

The Long-term debt cost information for the 2017 actual, 2018 actual, 2019 actual, 2019 11 

Board Approved, and forecast for the years 2020 through 2021 is also provided in Tables 12 

5-6 to 5-11. 13 

2020 2021

$000's Bridge Test

Opening Cash Balance 2,740 4,648 

Distribution Revenue 25,717 27,349 

Other Revenue 1,232 1,217 

OM&A (13,843) (14,106)

Other (183) (186)

Net Interest Expense (2,142) (2,464)

Tax Expense 0 0 

Capital Expenditures (16,593) (14,449)

Change in Long Term Borrowings 10,000 5,000 

Dividends to Shareholder (2,280) (2,200)

Closing Cash Balance 4,648 4,808 
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1 

NOTIONAL DEBT 2 

OPUCN’s deemed debt for 2021 is $88.5 million as provided in Table 5-2, and the actual 3 

debt, per Table 5-11, is projected to be $75.0 million. Accordingly, OPUCN has positive 4 

notional debt of $13.5 million. In this application, as directed in the Chapter 2 Filing 5 

Requirements for Electricity Distribution Rate Application, the notional debt attracts the 6 

weighted actual cost of long-term debt of 3.21%. At the time of this application, this is the 7 

same rate as the deemed long-term debt rate prescribed by the OEB in its October 31, 8 

2019 letter. 9 

10 

RETURN ON EQUITY 11 

OPUCN is requesting a return on equity (“ROE”) for the 2021 Test Year of 8.52%, in 12 

accordance with the Cost of Capital Parameter Updates for 2020 Applications issued by 13 

the Board on October 31, 2019. 14 

15 

RATE BASE AND RATE OF RETURN 16 

The tables below identify OPUCN’s rate base, deemed debt/equity ratios, deemed rate 17 

of return, actual debt/equity ratios and actual rates of return for 2019 Board Approved, 18 

and 2021 Test Year. 19 

20 
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TABLE 5-4 – CHAPTER 2 APPENDIX 2OA – CAPITAL STRUCTURE AND COST OF CAPITAL FOR 1 

2019 BOARD APPROVED2 

3 

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $73,777,435 3.78% $2,791,568

2   Short-term Debt 4.00% (1) $5,269,817 2.29% $120,679

3 Total Debt 60.0% $79,047,252 3.68% $2,912,247

Equity

4   Common Equity 40.00% $52,698,168 9.00% $4,742,835

5   Preferred Shares 0.00% $ - $ -

6 Total Equity 40.0% $52,698,168 9.00% $4,742,835

7 Total 100.0% $131,745,420 5.81% $7,655,082

Line 

No. Capitalization Ratio
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TABLE 5-5 – CHAPTER 2 APPENDIX 2OA – CAPITAL STRUCTURE AND COST OF CAPITAL FOR 1 

2021 TEST YEAR2 

3 

4 

5 

TABLE 5-6 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2017 ACTUAL6 

7 

TABLE 5-7 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2018 ACTUAL8 

9 

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $82,572,375 3.57% $2,950,594

2   Short-term Debt 4.00% (1) $5,898,027 2.75% $162,196

3 Total Debt 60.0% $88,470,402 3.52% $3,112,790

Equity

4   Common Equity 40.00% $58,980,268 8.52% $5,025,119

5   Preferred Shares 0.00% $ - 0.00% $ -

6 Total Equity 40.0% $58,980,268 8.52% $5,025,119

7 Total 100.0% $147,450,670 5.52% $8,137,909

Line 

No. Capitalization Ratio

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 Debenture Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Dec-05 23,064,000$  4.54% 1,047,106$ Deemed Rate

2 Term Loan 2012 TD Bank Third-Party Fixed Rate 1-Dec-12 7 7,000,000$    3.57% 249,550$    Actual Rate

3 Term Loan 2015 TD Bank Third-Party Fixed Rate 17-Jun-15 7 15,000,000$  2.71% 406,500$    Actual Rate

Total 45,064,000$  3.78% 1,703,156$ 

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 Debenture Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Dec-05 23,064,000$  4.16% 959,462$    Deemed Rate

2 Term Loan 2012 TD Bank Third-Party Fixed Rate 1-Dec-12 7 7,000,000$    3.57% 249,550$    Actual Rate

3 Term Loan 2015 TD Bank Third-Party Fixed Rate 17-Jun-15 7 15,000,000$  2.71% 406,500$    Actual Rate

Total 45,064,000$  3.58% 1,615,512$ 
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TABLE 5-8 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2019 BOARD1 

APPROVED 2 

3 

TABLE 5-9 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2019 ACTUAL4 

5 

TABLE 5-10 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2020 BRIDGE YEAR6 

7 

TABLE 5-11 – CHAPTER 2 APPENDIX 2OB – DEBT INSTRUMENTS FOR 2021 TEST YEAR8 

9 

10 

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 Note Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Dec-05 23,064,000$  4.16% 959,462$    Deemed Rate

2 Term Loan 2012 TD Bank Third-Party Fixed Rate 1-Dec-12 7 7,000,000$    3.57% 249,900$    Actual Rate

3 Term Loan 2015 TD Bank Third-Party Fixed Rate 17-Jun-15 7 15,000,000$  2.71% 406,500$    Actual Rate

4 Term Loan 2017 TD Bank (Unfunded) Third-Party 1-Jan-17 3,733,015$    4.16% 155,293$    Deemed Rate

5 Term Loan 2018 TD Bank (Unfunded) Third-Party 1-Jan-18 17,930,278$  4.16% 745,900$    Deemed Rate

6 Term Loan 2019 TD Bank (Unfunded) Third-Party 1-Jan-19 2,153,282$    4.16% 89,577$       Deemed Rate

Total 68,880,576$  3.78% 2,606,632$ 

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 Note Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Oct-18 60,064,000$  3.65% 2,191,735$ Actual Rate

2 -$             

Total 60,064,000$  3.65% 2,191,735$ 

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 Note Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Oct-18 60,064,000$  3.65% 2,191,735$ Actual Rate

2 Term Loan 2020 TD Bank (Unfunded) Third-Party 1-Oct-20 10,000,000$  3.21% 80,030$       Deemed Rate

Total 70,064,000$  3.63% 2,271,765$ 

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 Note Oshawa Power&Utilities Corp Affiliated Fixed Rate 1-Oct-18 60,064,000$  3.65% 2,191,735$ Actual Rate

2 Term Loan 2020 TD Bank (Unfunded) Third-Party 1-Oct-20 10,000,000$  3.21% 321,000$    Deemed Rate

3 Term Loan 2021 TD Bank (Unfunded) Third-Party 1-Jul-21 5,000,000$    3.21% 80,470$       Deemed Rate

Total 75,064,000$  3.57% 2,593,205$ 
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NOT FOR PROFIT CORPORATIONS 1 

OPUCN is a for profit corporation, therefore this filing requirement is not applicable. 2 

3 
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APPENDIX 5-1: OPUC’S $60.0M TERM LOAN (2018) 1 

2 
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