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COST OF CAPITAL AND RATE OF RETURN 1 

5.1 CAPITAL STRUCTURE 2 

In this Exhibit, GPI presents evidence regarding its capital structure, its debt financing 3 
and the calculation of its return on equity for the 2022 Test Year. 4 

GPI seeks to recover a weighted average cost of capital of 2.61% through rates in the 5 
2022 Test Year. GPI has followed the “Report of the OEB on the Cost of Capital for 6 
Ontario’s Regulated Utilities” issued December 11, 2009 as well as the “Review of the 7 
Existing Methodology of the Cost of Capital for Ontario’s Regulated Utilities” issued at 8 
January 14, 2016, in determining the applicable capital cost.   9 

In calculating the applicable cost of capital, GPI has used the OEB deemed capital 10 
structure of 56% long-term debt, 4% short-term debt and 40% equity and the most 11 
recent cost of capital parameters issued by the Board on November 9, 2020.  These 12 
are: 13 

• Long Term Debt: 2.85% (for Affiliated Debt) 14 

• Short-Term Debt: 1.75%, and 15 

• Return on Equity:  8.34% 16 

GPI acknowledges that that the OEB cost of capital parameters currently in this 17 
application will be updated to reflect the OEB’s updated Cost of Capital Parameters at 18 
the time of their Decision regarding this proceeding and therefore commits to updating 19 
its application, to the extent that updated information is applicable to the Application. 20 

GPI’s actual capital structure, as of December 2020, differs from deemed capital 21 
structure as follow: 22 
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Table 5-1 1 
GPI’s vs. OEB Deemed Capital Structure 2 

2020 Actual 3 

 4 

The Long-Term Debt ratio is 10.49% below the associated OEB deemed capital 5 
structure due to lower borrowing needs and projects being funded through cash flow 6 
from operating income. 7 

The Short Term Debt ratio is 6.65% above the associated OEB deemed capital structure 8 
due to the need in December 2020 to temporarily activate Line of Credit borrowing in 9 
order to meet financial obligations to the IESO. 10 

The Shareholders Equity ratio is 3.84% above the associated deemed capital structure 11 
primarily as the result of higher retained earnings.  12 

In order to maintain the flexibility for the future, GPI maintained a reasonable debt. 13 
Operating with a reasonable debt/equity will provide GPI’s flexibility to access the credit 14 
facility in case it is needed for a large investment. 15 

GPI’s Debt to Equity Ratio as calculated in the OEB annual yearbook is shown below in 16 
Table 5-2: 17 

Capital Element GPI's Capital Ratio OEB Capital Ratio Variance
Long-Term  Debt 45.51% 56.00% -10.49%
Short Term Debt 10.65% 4.00% 6.65%
Shareholders Equity 43.84% 40.00% 3.84%
Total 100.0% 100.0% 0.00%



  Grimsby Power Inc.
  Filed: July 30, 2021 
  EB-2021-0027 
  Exhibit 5 
  Tab 1 
  Page 3 of 10 

Table 5-2 1 
Debt to Equity Ratio 2 

2016 Actual to 2022 Test Year 3 

 4 

GPI understands that the OEB deemed capital structure is used for rate setting purposes 5 
rather than actual structure. 6 

The Table 5-3 – Overview of Capital Structure shows the elements of the capital 7 
structure and cost of capital for the 2016 Board approved (EB-2015-0072) and 2022 8 
Test Year respectively. These tables are also included in the Appendix 2-OA, submitted 9 
to the Board electronically as part of the Application. 10 

Table 5-3 11 
Overview of the Deemed Capital Structure 12 

2016 Approved and 2022 Test Year 13 

 14 

Actual Actual Actual Actual Actual Bridge Year Test Year
Current Portion of LTD 5,107,339   687,881           1,263,503   1,268,406   2,910,384        2,216,517        1,983,100      
Long-Term  Debt 9,473,625   13,489,537      13,560,085 13,004,883 12,436,931      11,852,761      11,252,742    
Total Debt 14,580,964 14,177,418      14,823,588 14,273,289 15,347,315      14,069,278      13,235,842    

Inter-Company Long Term Debt 5,782,746   5,782,746        5,782,746   5,782,746   5,782,746        5,782,746        5,782,746      
Contributed Capital 70,721        70,721             70,721        70,721        70,721             70,721             70,721           
Retained Earnings 3,196,710   3,933,520        4,242,131   5,366,616   6,129,310        6,836,203        7,256,168      
Total Shareholders Equity 9,050,177   9,786,987        10,095,598 11,220,083 11,982,777      12,689,670      13,109,635    

Debt to Equity Ratio 1.61            1.45                 1.47            1.27            1.28                 1.11                 1.01               

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

Debt
  Long-term Debt 56.00% 3.13% $430,325 56.00% 2.73% $443,509
  Short-term Debt 4.00% 1.65% $16,221 4.00% 1.75% $20,277
Deemd Interest 60.0% 3.03% $446,546 60.0% 2.66% $463,786

Equity
  Common Equity 40.00% 9.19% $903,433 40.00% 8.34% $966,360
  Preferred Shares
Deemd Equity 40.0% 9.19% $903,433 40.0% 8.34% $966,360

Total 100.0% 5.49% $1,349,979 100.0% 4.94% $1,430,146

2016 Deemed Cost of Capital 2022  Deemed Cost of Capital
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5.2 COST OF DEBT INSTRUMENTS  1 

GPI has populated Appendix 2-OB of the filling requirements and has used a weighted 2 
average of its actual debt to determine its utility specific weighted average cost of 3 
capital. These tables are included in the Excel version of the 2022 Board Appendix 2-4 
OB submitted to the Board electronically as part of this Application.  5 

Table 5-4 6 
OEB Appendix 2-OB 7 

2016 Approved and 2022 Test Year 8 

 9 
 10 

 11 
 12 

 13 

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest 
($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$   4.54% 262,537$ 
Smart Meter/Capital Financing TD Commercial Bank Third-Party Fixed Rate 31-Mar-11 15 1,117,728$   3.34% 37,360$   
Truck Loan TD Commercial Bank Third-Party Fixed Rate 4-Dec-12 15 247,618$      3.52% 8,718$     
Capital Loan & Economic Evaluation TD Commercial Bank Third-Party Fixed Rate 12-Dec-12 1 2,670,000$   2.05% 54,735$   
Economic Evaluation TD Commercial Bank Third-Party Fixed Rate 3-Nov-15 1 600,000$      2.01% 12,060$   
NWTC Loan TD Commercial Bank Third-Party Fixed Rate 1-Jan-04 21 4,408,000$   2.00% 88,160$   

14,826,091$ 3.13% 463,570$ 

Year: 2016 (Board Approved)

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    5.01% 289,716$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 1,117,728$    3.19% 35,668$     
Capital Financing Loan 13-Truck TD Commercial Bank Third-Party Fixed Rate 4-Dec-12 15 256,356$       3.36% 8,613$       
Capital Financing Loan 03-Capital & Reside  TD Commercial Bank Third-Party Fixed Rate 12-Dec-12 1 2,670,000$    2.16% 57,695$     
Capital Financing Loan 16-Residential DeveTD Commercial Bank Third-Party Fixed Rate 3-Nov-15 1 600,000$       2.07% 12,406$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Jan-04 21 3,724,440$    6.12% 227,985$   

14,151,269$  4.47% 632,083$   

Year: 2016 Actual

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    4.54% 262,537$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 1,018,465$    2.11% 21,490$     
Capital Financing Loan 20-Capital & Reside  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.13% 69,651$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 3,833,075$    2.05% 78,578$     

13,904,286$  3.11% 432,255$   

Year: 2017 Actual
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 1 
 2 

 3 
 4 

 5 
 6 

 7 
 8 

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    4.54% 262,537$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 913,419$       2.11% 19,273$     
Capital Financing Loan 20-Capital & Residen  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.13% 69,651$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 3,776,140$    2.05% 77,411$     
Capital Financing Loan 22-Truck and ScadaTD Commercial Bank Third-Party Fixed Rate 1-Apr-18 15 633,344$       3.06% 19,380$     

14,375,648$  3.12% 448,252$   

Year: 2018 Actual

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    4.54% 262,537$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 805,005$       2.11% 16,986$     
Capital Financing Loan 20-Capital & Reside  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.13% 69,651$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 3,373,757$    2.05% 69,162$     
Capital Financing Loan 22-Truck and ScadaTD Commercial Bank Third-Party Fixed Rate 1-Apr-18 15 604,149$       3.06% 18,487$     

13,835,656$  3.16% 436,822$   

Year: 2019 Actual

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    4.54% 262,537$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 695,072$       2.68% 18,628$     
Capital Financing Loan 20-Capital & Reside  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.58% 84,366$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 2,966,852$    2.68% 79,512$     
Capital Financing Loan 22-Truck and ScadaTD Commercial Bank Third-Party Fixed Rate 1-Apr-18 15 568,163$       2.68% 15,227$     

13,282,834$  3.47% 460,269$   

Year: 2020 Actual

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    4.54% 262,537$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 583,369$       2.68% 15,634$     
Capital Financing Loan 20-Capital & Residen  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.58% 84,366$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 2,554,438$    2.68% 68,459$     
Capital Financing Loan 22-Truck and ScadaTD Commercial Bank Third-Party Fixed Rate 1-Apr-18 15 530,703$       2.68% 14,223$     

12,721,256$  3.50% 445,219$   

Year: 2021 Bridge Year
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 1 

5.3 COST OF CAPITAL 2 

The evidence summarizes the capital structure, method and cost of financing GPI’s 3 
capital requirements for 2022. 4 

Capital Structure 5 

For the 2022 Test Year, GPI confirms that it is using the OEB approved capital structure 6 
of 56% Long-term debt, 4% Short-term debt and 40% Equity - the parameters issued 7 
by the Board on November 9, 2020. 8 

Return on Equity 9 

In its 2022 COS rate application, GPI has used a Return on Equity of 8.34% as issued 10 
by the Board on November 9, 2020 for its 2022 COS rate application. GPI recognizes 11 
that the ROE will be updated by Board guidelines and as such commits to updating the 12 
cost of capital parameters as new information is made available, prior to finalizing the 13 
Draft Rate Order. 14 

Weighted Average Cost of Debt 15 

GPI proposes a weighted average cost of capital (WACC) of 4.90%, which is based on 16 
the calculations as set out in Table 5-5 below: 17 

Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)
Principal                         

($) Rate (%) Interest ($) 

Promissory Note Town of Grimsby Affiliated Fixed Rate 1-Apr-01 20 5,782,746$    2.85% 164,808$   
Capital Financing Loan 12-Smart Meters TD Commercial Bank Third-Party Fixed Rate 20-Apr-12 15 468,738$       2.68% 12,562$     
Capital Financing Loan 20-Capital & Reside  TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 3 3,270,000$    2.58% 84,366$     
Capital Financing Loan 21-Swap Agreement TD Commercial Bank Third-Party Fixed Rate 1-Feb-17 10 2,131,250$    2.68% 57,117$     
Capital Financing Loan 22-Truck and ScadaTD Commercial Bank Third-Party Fixed Rate 1-Apr-18 15 492,112$       2.68% 13,189$     

12,144,846$  2.73% 332,043$   

Year: 2022 Test Year
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Table 5-5 1 
Derivation of WACC 2 

 3 

Long Term Debt 4 

GPI is requesting to recover the cost of long term-debt at a rate of 2.68% for the 2022 5 
Test Year. This debt cost represents the weighted average cost of five separate debt 6 
instruments, comprised of a long- term debt for a promissory note and four separate 7 
loan agreements with TD Commercial Bank. These are described as follows: 8 

1.  Promissory Note:   9 

GPI has a promissory note in the amount of $5,782,746 with its municipal 10 
shareholder the Town of Grimsby, initially issued April 1, 2001. The Amended and 11 
Restated Promissory Note dated December 18, 2012 (as provided in EB-2015-0072, 12 
Exhibit 5 – Appendix A) was subsequently updated to reflect the OEB approved 13 
long-term Debt rate of 4.54%, for rates established in 2016.  This new Amended 14 
and Restated Promissory Note dated January 1, 2017 had a due date of February 15 
1, 2020.  This due date has been extended to February 1, 2022. Currently, the 16 
actual interest rate on the promissory remains at 4.54%. The promissory note is 17 
classified as affiliate debt and is callable since it contains a condition that the 18 
principal shall be payable upon 12 months notice at any given time. A copy of the 19 

Particulars Cost Rate
(%)

Debt
  Long-term Debt 2.73%
  Short-term Debt 1.75%
Total Debt 2.61%

Equity
  Common Equity 8.34%
  Preferred Shares
Total Equity 8.34%

Total WACC 4.90%
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Amended and Restated Promissory Note is provided as Exhibit 5, Tab 1, Attachment 1 
1. 2 

For the portion of long-term debt that the promissory note represents, GPI is 3 
requesting to recover the cost of that debt at the current OEB approved long-term 4 
debt rate of 2.85%.  It is understood that this rate will be updated to reflect the 5 
OEB issued long-term debt rate in place at the time of the Decision in this 6 
proceeding. 7 

2. Loan #12: 8 

On February 3, 2020, GPI renewed Loan #2 with a principal balance of $731,890. 9 
This loan is for a five-year renewal term expiring February 1, 2025.  Based upon 10 
the agreed upon amortization period, monthly blended principal and interest 11 
payments are calculated using the loan fixed rate of 2.68% per annum.  In 2022, 12 
the remaining principal balance of this loan will be $410,655. A copy of this loan 13 
renewal is provided as Exhibit 5, Tab 1, Attachment 2.  14 

3. Loan #20:   On February 3, 2020, GPI renewed Loan #20 with a principal balance 15 
of $3,270,000.  This loan is a non-amortizing loan, for a three-year renewal term 16 

17 
18 

expiring on February 1, 2023.  The interest payments are calculated using a fixed 

rate of 2.58%. The credit facility in support of Loan #20 is provided in Exhibit 

5, Tab 1, Attachment 3. 19 

4. Loan #21:   On February 3, 2020, GPI renewed Loan #21 with a principal balance 20 
of $3,102,553.  This loan is for a five-year renewal term expiring February 1, 2025. 21 
Based upon the agreed upon amortization period, monthly blended principal and 22 
interest payments are calculated using the loan fixed rate of 2.68% per annum.  In 23 
2022, the remaining principal balance of this loan will be $1,916,823. A copy of this 24 
loan renewal is provided as Exhibit 5, Tab 1, Attachment 4.  25 

5. Loan #22:  On February 3, 2020 GPI renewed Loan #22 with a principal balance of 26 
$580,801.  This loan is for a five-year renewal term expiring February 1, 2025. 27 
Based upon the agreed upon amortization period, monthly blended principal and 28 
interest payments are calculated using the loan fixed rate of 2.68% per annum.  In 29 
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2022, the remaining principal balance of this loan will be $472,537. A copy of this 1 
loan renewal is provided as Exhibit 5, Tab 1, Attachment 5. 2 

Short Term Debt 3 

For the purposes of preparing this Application, GPI has used the cost of capital 4 
parameters issued by the Board on November 9, 2020 for 2021 COS rate applications, 5 
which reflect a deemed, short-term debt rate of 1.75%.  6 

GPI will update the deemed short-term rate when the Board issues the updated cost of 7 
capital parameters, prior to the issuance of the Board’s decision for this Application.  8 

GPI has an Operating Line of Credit from TD Bank for $4,250,000 at the Prime Rate. 9 

Profit or Loss on Redemption of Debt or Preferred Shares 10 

GPI is a for profit entity corporation and as such all requirements related to a non-profit 11 
organization do not apply. 12 

There is no profit or loss on redemption of debt or preferred shares. 13 

Notional Debt 14 

Notional debt is the portion of deemed debt that results from differences between GPI’s 15 
actual debt and deemed debt of 60% of rate base (56% long-term debt and 4% short-16 
debt). 17 
 18 
Notional debt can arise from a number of reasons such as the difference between actual 19 
capital assets and regulatory rate base due to the addition of formulaic working capital 20 
allowance. 21 
 22 
Disparity from deemed capital structure is generally under the control of GPI as it may 23 
relate to the timing for debt financing for planned investments and the shareholder 24 
interest to reinvest retained earnings. 25 
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As of December 31, 2020 GPI’s notional debt position is 56.16% Debt and 43.84% 1 
Equity. GPI is forecast to remain outside the deemed 60% Debt to 40% Equity position 2 
in 2021 Bridge Year and 2022 Test Year.  3 

For the 2022 Test Year, the deemed amount of long-term debt is $17,380,567 and the 4 
forecasted amount of long-term debt is $12,144,846.  Accordingly, GPI has positive 5 
notional debt of $5,235,721. 6 
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ATTACHMENT 3 

CREDIT FACILITY IN SUPPORT OF LOAN # 20
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