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2.5.0 Cost of Capital and Capital Structure 1 

2.5.1 Capital Structure 2 

 3 

Renfrew Hydro Inc. (RHI) seeks to recover a weighted average cost of capital of 6.67% through rates in 4 

the 2024 Test Year.  RHI has followed the Report of the Board on Cost of Capital for Ontario’s Regulated 5 

Utilities, October 20, 2022, in determining the cost of capital.  6 

In calculating the cost of capital, RHI has used the OEB’s deemed capital structure of 56% long‐term debt, 7 

4% short‐term debt, and 40% equity, and the Cost of Capital parameters in the OEB’s letter of October 22, 8 

2022, for the allowed return on equity (“ROE”).  9 

RHI understands  that  the OEB will most  likely update  the ROE  for 2024 at a  later date, and  therefore 10 

commits to updating its application to reflect the OEB’s updated Cost of Capital Parameters for January 1, 11 

2024, applications and as new information is issued.  12 

RHI seeks to recover a weighted average cost of capital of 6.67% through rates in the 2024 Test Year. RHI 13 

has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities, October 22, 2022 14 

(the OEB Cost of Capital Report), in determining the applicable cost of capital. 15 

Table 5.1:  Overview of Capital Structure 16 

Particulars Cost Rate 

 (%) 

Debt  
Long-term Debt 56% 

Short-term Debt 4% 

Total Debt 60% 

  

Equity  

Common Equity 40% 

Preferred Shares 0% 

Total Equity 40% 

  

Total 100% 

 17 

The Cost of Capital parameters are consistent with the  letter  issued by the OEB on October 22, 2022, 18 

which sets the values as indicated below:  19 
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 1 

Retirements of debt or preference shares and buy‐back of common shares; and Short‐Term Debt, Long‐2 

Term Debt, preference shares as well as common share offerings do not apply to RHI as RHI has not issued 3 

any preference shares and/or common equity shares since its initial corporate structure was adopted.  4 

RHI has negotiated with its Shareholder, and primary lender, to set the interest rate on its most significant 5 

debt  instrument,  a  demand  promissory  note  (Exhibit  1)  issued  in  the  year  2001,  to match  the OEB 6 

approved deemed long term debt rate obtained its Cost‐of‐Service application and adjust accordingly as 7 

a pass‐through rate.  The evidence of the Town approved renegotiated debt rate is provided in Appendix 8 

B.   9 

Value for 2023 Applications for
Cost of Capital Parameter rate changes in 2023
ROE 9.36%

Deemd LT Debt Rate 4.88%
Deemed ST Debt Rate 4.79%
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OEB Appendix 2‐OA Capital Structure / Cost of Capital 1 

Appendix 2‐OA below presents the capital structure for the last Board Approved and Test year. 2 

 3 

 4 

Last OEB-approved year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $3,743,474 3.72% $139,257
2   Short-term Debt 4.00% (1) $267,391 1.76% $4,706
3 Total Debt 60.0% $4,010,865 3.59% $143,963

Equity
4   Common Equity 40.00% $2,673,910 8.78% $234,769
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $2,673,910 8.78% $234,769

7 Total 100.0% $6,684,775 5.67% $378,733

2017

Line 
No. Capitalization Ratio

Test Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $5,286,833 4.88% $257,997
2   Short-term Debt 4.00% (1) $377,631 4.79% $18,089
3 Total Debt 60.0% $5,664,464 4.87% $276,086

Equity
4   Common Equity 40.00% $3,776,310 9.36% $353,463
5   Preferred Shares $ - 9.36% $ -
6 Total Equity 40.0% $3,776,310 9.36% $353,463

7 Total 100.0% $9,440,774 6.67% $629,549

Line 
No. Capitalization Ratio

2024
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OEB Appendix 2‐OB Cost of Debt Instruments 1 

Appendix 2‐OB below presents capital structure for all required historical years, the bridge year and the 2 

Test year. 3 

  4 

 5 

 6 

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     7.25% 196,124.71$   
2 Truck Loan - 2015 Dodge Royal Bank of CanadThird-Party Fixed Rate 29-Dec-14 5 13,042$         3.53% 460.40$          

Total 2,718,211$     7.23% 196,585.11$   

Year 2018

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     7.25% 196,124.71$   
2 Truck Loan - 2015 Dodge Royal Bank of CanadThird-Party Fixed Rate 29-Dec-14 5 7,881$           3.53% 278.19$          
3 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 322,135$        4.54% 9,813.16$       Loan started April 30

Total 3,035,184$     6.79% 206,216.06$   

Year 2019

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     7.25% 196,124.71$   
2 Truck Loan - 2015 Dodge Royal Bank of CanadThird-Party Fixed Rate 29-Dec-14 5 2,776$           3.53% 97.99$           
3 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 300,785$        4.54% 13,655.62$     
4 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 311,644$        3.88% 12,091.78$     

Total 3,320,373$     6.69% 221,970.10$   

Year 2020

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     7.25% 196,124.71$   
2 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 273,406$        4.54% 12,412.63$     
3 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 268,537$        3.88% 10,419.24$     

Total 3,247,112$     6.74% 218,956.58$   
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 1 

Year 2021

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     6.08% 164,474.24$   
2 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 243,212$        4.54% 11,041.82$     
3 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 223,755$        3.88% 8,681.68$       

Total 3,172,135$     5.81% 184,197.74$   

Year 2022

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     4.90% 132,553.26$   
2 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 213,470$        4.54% 9,691.53$       
3 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 177,236$        3.88% 6,876.77$       

Total 3,095,875$     4.82% 149,121.56$   

Year 2023

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     3.72% 100,632.27$   
2 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 183,276$        4.54% 8,320.73$       
3 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 130,036$        3.88% 5,045.38$       
4 Truck Loan - 2023 Freightliner Royal Bank of CanadThird-Party Fixed Rate 1-Jul-23 10 572,831$        6.50% 18,885.25$     1/2 Year

Total 3,591,311$     3.70% 132,883.63$   

Year 2024

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 Affiliated Debt - from Shareholder Corp. Town of RenfreAffiliated Fixed Rate 1-Jan-01 Demand 2,705,168$     4.88% 132,012.22$   
2 Truck Loan - 2018 Freightliner Royal Bank of CanadThird-Party Fixed Rate 30-Apr-18 10 152,630$        4.54% 6,929.40$       
3 Capital Lease - Right of Use 119871 Canada Inc Third-Party Fixed Rate 1-Jul-15 10 82,034$         3.88% 3,182.92$       
4 Truck Loan - 2023 Freightliner Royal Bank of CanadThird-Party Fixed Rate 1-Aug-23 10 545,350$        6.50% 35,447.74$     

Total 3,485,182$     5.10% 177,572.28$   
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2.5.2 Cost of Capital 1 

This evidence summarizes the capital structure, method and cost of financing RHI’s capital requirements 2 

for the 2024 Test year. 3 

2.5.2.1 Forecasted Capital Structure  4 

The proposed cost rates for cost of capital in 2024 are previously presented on page 4. The rates shown 5 

for short‐term debt and return on equity are those set out in the Board’s letter of October 22, 2022, Cost 6 

of Capital Parameter Updates for 2023 Cost of Service Applications.  7 

The calculation of the proposed rate for long‐term debt is set out as the lower of the OEB deemed long 8 

term  rate  or  the weighted  average  cost  of  debt  in  2023,  presented  in  table  5.2  below.  There was 9 

$3,095,875 in outstanding debt instruments at the end of 2022. 10 

RHI’s current OEB‐approved capital structure for rate‐making purposes is 60% debt and 40% equity.  RHI 11 

intends to maintain the same capital structure in the 2024 Test Year.  This capital structure was confirmed 12 

by the OEB in the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities dated October 13 

22, 2022 (The “Board Report”).  The 60% debt component is comprised of 4.0% deemed short‐term debt 14 

and 56.0% deemed long‐term debt.   15 
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2.5.2.2 Weighted Average Cost of Debt  1 

 2 

RHI proposes a Long‐Term Debt cost rate for the 2024 Test year of 4.88% which is the consistent with the 3 

OEB prescribed cost of capital parameters published  in the Board’s  letter of October 22, 2022, Cost of 4 

Capital Parameter Updates for 2023 Cost of Service Applications.  While RHI’s weighted average cost of 5 

debt at 5.1%, as shown in Table 5.2, is currently higher than the OEB prescribed long term debt rate, RHI’s 6 

long term debt is projected to be lower than OEB prescribed 56% of rate base.  RHI does expect to obtain 7 

further financing in the near future to fund infrastructure capital projects as current cash flows are not 8 

sufficient to sustain the proposed spending, and with approximately $1.8M in actual debt versus deemed 9 

long term debt RHI has room to absorb additional financing costs within the deemed structure.  RHI seeks 10 

to recover the Deemed long term debt rate of 4.88% as confirmed by the OEB in the report of the Board 11 

on Cost of Capital, to be adjusted at a later date in accordance with Board guidelines to reflect the Board’s 12 

updated Deemed long term debt rate applicable to 2024 Cost of Service Applications.         13 

Table 5.2:  Derivation of WAC 14 

 15 

2.5.2.3 Long Term Debt 16 

RHI’s Long Term Debt instruments are summarized below. 17 

Description
Principal      

($)
Rate (%) 2 Interest ($) 1

Affiliated Debt - from Shareholder 2,705,168$     4.88% 132,012.22$   
Truck Loan - 2018 Freightliner 152,630$        4.54% 6,929.40$       
Capital Lease - Right of Use 82,034$         3.88% 3,182.92$       
Truck Loan - 2023 Freightliner 545,350$        6.50% 35,447.74$     

3,485,182$     5.10% 177,572.28$   
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 Promissory Note ‐ $2,705,168 priced at the currently authorized Deemed Long Term Debt cost 1 

rate  of  4.88%,  presented  in  Appendix  A  (original)  and  Appendix  B  (amended  terms)  (to  be 2 

updated to reflect the Deemed Long Term Debt rate for 2024 filers once released by the Board). 3 

 Single Bucket Truck Loan – Average balance owing  in 2024 of $152,630.   Repayment  is made 4 

through monthly installments of principal and interest of $3,435.93 at an interest rate of 4.54%, 5 

presented as Appendix C.  6 

 Capital Lease, Right of Use Asset – Average balance owing in 2024 of $82,034, payable in monthly 7 

installments of principal and interest of $4,200 at a deemed interest rate determined at time of 8 

change to right of use asset at 3.88%, presented in Appendix D. 9 

 Double Bucket Truck Loan – To be determined.  Utility has estimated time of arrival of the truck 10 

as July 1, 2023.  The truck was ordered in July 2022 and is expected to arrive in July of 2023.  RHI 11 

has estimated, based on RBC latest quote in February 2023, the cost of borrowing at 6.5%.  Total 12 

cost  is expected  to be $585,000 after signage  is added on  the quoted price of $579,082  from 13 

supplier, presented in Appendix E.  While RHI has forecast the debt rate and will update that rate 14 

to actual once finalized in 2023, it is RHI’s proposal to use the lower of the 2024 Deemed Long 15 

Term Interest rate and the actual rate for this instrument when calculating the weighted average 16 

cost of Long Term Debt for the purposes of setting rates for 2024.   17 

2.5.2.4 Short Term Debt 18 

RHI has used a short‐term debt rate of 4.79% for the 2024 Test Year as established by the Board for cost‐19 

of‐service applications with a January 1, 2023 implementation date.  RHI recognizes that the short‐term 20 

debt rate will be updated at a later date consistent with the OEB’s guidelines. 21 

RHI’s Short Term Debt instruments are summarized below. 22 

 Revolving Line of Credit: RHI has access  to a  revolving  line of credit  facility  in  the amount of 23 

$500,000 that is secured by a general security agreement over the Corporation’s assets.  RHI has 24 

drawn on this instrument during 2022 infrequently to ensure liquidity, Presented in Appendix C. 25 

RHI does not forecast that it will redeem any debt and has not issued any preference shares, hence RHI 26 

does  not  record  either  a  profit  or  a  loss  on  redemption  of  debt  and/or  preference  shares.    RHI  is 27 
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forecasting new debt in the bridge year in terms of the purchase of a Double Bucket Truck and potential 1 

further draw upon short term line of credit to maintain liquidity in the test year dependent on cash flow 2 

needs and short term versus long term interest rates. 3 

2.5.2.5 Return on Equity 4 

RHI  has  used  a  ROE  of  9.36%  in  the  2024  Test  year  as  established  by  the  Board  for  cost‐of‐service 5 

applications with a January 1, 2024 implementation date.  RHI recognizes that the ROE will be updated in 6 

accordance with Board guidelines and as such commits to updating the cost capital parameters as new 7 

information is made available. RHI’s achieved historic return on equity can be found below in Figure 5.3.  8 

Figure 5.3: RHI’s Return on Equity 9 

 10 

 11 

2.5.3 Not for Profit 12 

 13 

Note that RHI is not a cooperative and as such, all requirements related to a not‐for‐profit organization 14 

do not apply. 15 

  16 
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Appendix 1 

List of Appendices 2 

  

Appendix A  Promissory Note – Town of Renfrew 

   

Appendix B  Promissory Note – Amended 

   

Appendix C  RBC – 4.64% 

   

Appendix D  Capital Lease – 3.88% (as calculated by 
Auditor) 

   

Appendix E  Altec Quote 

  

  

  

  

  

  

  

  

  

  
 3 

  4 
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Appendix E 1 

 2 



 
 

July, 26th, 2022 

Renfrew Hydro 
499 O’Brien Rd 
Renfrew, ON K7V 3Z3 

 
 

Attention James Riopelle, 
With reference to your request, we wish to submit the following for your consideration: 

One New (1) AM55E-E68 mounted on a 2023 Freightliner M2-106 6x4 with Fiberglass Line 
Body. 

 
PRICE (1) AM55E-E68 (6x4) ............................................................................ $545,543.00 
 
Modifications: 
 

 
 
 
 
Total Unit Price…………………………………………………………………..$579,082.41.00 

 



TERMS & CONDITIONS 
TAXES - Extra 
FOB - 499 O’Brien Rd. Renfrew. ON 
TERMS - Payment Prior to Delivery 
DELIVERY -  Q4, 2022 

 
• Price does not include taxes, extra fees, levies, or environmental charges, that may be 

applied to the new cab and chassis supplied. Any extra charges shall be passed to the 
customer along with the sale of the chassis. 

• Drive Service shall be utilized as the standard mode of transfer to and from Altec Industries 
Final Assembly 

• This quotation is valid for 30 days. After 30 days please contact Altec Industries Ltd 
for a possible extension of quotation. 

• Final Delivery subject to availability of major components (i.e. chassis, body, aerial/ 
derrick), and to plant capacity at time of order. 

• Altec will make every effort to honor this quotation, subject to the following provisions. 
Prices for equipment with production start dates 12 months and beyond budgetary 
only due to irregular cost inflation and market volatility. These prices will be reviewed 
based on market conditions and confirmed closer to the production date. 

• For a quoted chassis model year beyond the current open order bank, chassis model 
year, specifications and price will be reviewed and confirmed when specific model 
year information becomes available for the OEM. 

 

Altec Industries Ltd. is committed to supplying quality products and dependable service 
to our customers. We wish to thank you for the opportunity of quoting on this equipment 
and look forward to the pleasure of supplying your future requirements. 

 
Should you require any additional information on the above, please do not hesitate to 
contact your account manager Phillip Petlic (905) 875-8314 



Sincerely, 
 

Phillip Petlic 
ALTEC INDUSTRIES LTD. 
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