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2.8 EXHIBIT 5: COST OF CAPITAL AND CAPITAL STRUCTURE 1 
 2 

Overview 3 

 4 

Waterloo North Hydro Inc. (WNH) was incorporated March 1, 2000 in accordance with 5 

the requirements of the Electricity Act, 1998, S.O. 1998, c. 15, Schedule A. 6 

 7 

WNH is a wholly owned subsidiary of Waterloo North Hydro Holding Corporation, which 8 

is owned by the Corporation of the City of Waterloo, the Corporation of the Township of 9 

Wellesley and the Corporation of the Township of Woolwich.   10 

 11 

The purpose of this evidence is to summarize the method and cost of financing capital 12 

requirements for the 2016 Test Year. 13 

 14 

2.8.1  Capital Structure 15 
 16 

WNH has a current deemed capital structure of 4% short-term debt with a return of 17 

2.46%, 56% long-term debt with a return of 5.22% and 40% equity with a return of 18 

9.58% as approved in the 2011 COS (Cost of Service) rate decision EB-2010-0144. 19 

 20 

WNH has prepared this 2016 COS Application in accordance with the Board’s 21 

guidelines provided in the Report of the Board on Cost of Capital for Ontario’s 22 

Regulated Utilities (the “2009 Report”) issued on December 11, 2009. For the purposes 23 

of preparing this Application, WNH has used the cost of capital parameters issued by 24 

the Board on November 20, 2014 for 2015 cost of service rate applications for rates with 25 

effective dates in 2015. WNH will update its cost of capital parameter to reflect future 26 

Board issued cost of capital parameters for rates with effective dates in 2016 prior to the 27 

issuance of the Board’s decision for its Application. WNH proposes no deviation from 28 

the Board’s cost of capital methodology. 29 

mailto:jvanooteghem@kwhydro.on.ca


Waterloo North Hydro Inc. 
EB-2015-0108 

Exhibit 5 
Page 3 of 8 

Filed: May 1, 2015 
 

2.8.2  Cost of Capital (Return on Equity and Cost of Debt) Return on 1 
Equity 2 

 3 
As outlined above, for the purposes of preparing this Application WNH has used the 4 

cost of capital parameters issued by the Board on November 20, 2014 for 2015 COS 5 

rate applications which reflects a return on equity of 9.30%.  WNH will update the return 6 

on equity to reflect future Board issued cost of capital parameters for rates with effective 7 

dates in 2016 prior to the issuance of the Board’s decision for its Application. 8 

 9 

Cost of Debt:  Long Term 10 

 11 

WNH is requesting a return on long term debt for the 2016 Test Year of 4.23%. This 12 

rate of return represents the weighted average cost of long term debt for two promissory 13 

notes and four current and two proposed Bankers Acceptance Term Loans.  14 

 15 

WNH has two promissory notes with Waterloo North Hydro Holding Corporation, its 16 

parent company, for $17,266,271 and $16,246,940. The Senior Promissory Note of 17 

$17,266,271 was issued July 1, 2009 with no set term. Currently, the actual interest rate 18 

on the promissory note is 6%. The Junior Promissory Note of $16,246,940 was issued 19 

May 1, 2000 with no set term.  Currently, the actual interest rate is 6.445% [one and 20 

one-eighth percent (1 1/8%) above the Board’s Deemed Long-Term Debt Rate currently 21 

in WNH’s rates], this rate was effective May 1, 2011.  The promissory notes are 22 

classified as affiliate debt and are callable since it contains a condition that the principal 23 

shall be payable upon 270 days’ notice at any given time. Copies of the promissory 24 

notes are included as Attachment 5-1. 25 

 26 

In accordance with the 2010 Report, WNH is requesting a return on the portion of long 27 

term debt that the promissory notes represents for the 2016 Test Year reflecting the 28 

Board’s deemed long term debt rate. For the purposes of preparing this Application, 29 

WNH has used the cost of capital parameters issued by the Board on November 20, 30 

2014 for 2015 COS rate applications which reflect a deemed long term debt rate of 31 
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Date Amount Year End 
Balance

Average 
Principal 
Balance

Bank Debt with CIBC, hedged by interest rate SWAP at 2.95% Mortgage 2012 April 16, 2012 26,600,000        21,634,666 22,116,127    
+ 100 basis points per annum payable in monthly payments of
$88,667, due April 1, 2037
Bank Debt with CIBC, hedged by interest rate SWAP at 1.98% Smart Meter 2013 April 1, 2013 11,883,333        6,458,333   7,159,732      
+ 100 basis points per annum payable in monthly payments of
$129,167, due January 29, 2021
Bank Debt with CIBC, hedged by interest rate SWAP at 3.34% Term Loan 2013 July 4, 2013 15,000,000        12,437,500 12,776,883    
+ 100 basis points per annum payable in monthly payments of
$62,500, due July 4, 2033
Bank Debt with CIBC, hedged by interest rate SWAP at 3.035% Term Loan 2014 June 4, 2014 15,000,000        13,125,000 13,542,454    
+ 100 basis points per annum payable in monthly payments of
$62,500, due June 4, 2034
Bank Debt with CIBC, hedged by bank estimated interest rate SWAP Term Loan 2015 June 1, 2015 9,900,000          9,157,500   9,384,375      
at 3.00% + 100 basis points per annum, acquired June 1, 2015

Bank Debt with CIBC, hedged by bank estimated interest rate SWAP Term Loan 2016 June 1, 2016 7,200,000          6,962,502   4,130,730      
at 3.00% + 100 basis points per annum, acquired June 1, 2016
(please note the average balance reflects a part year loan)

2016

Details Covering

Original Loan

4.77%.  WNH will update the deemed long term debt rate to reflect future Board issued 1 

cost of capital parameters for rates with effective dates in 2016 prior to the issuance of 2 

the Board’s decision for its Application. 3 

 4 

For both the short-term and long-term bank debt WNH has a general security 5 

agreement creating in favour of CIBC a first priority security interest covering all 6 

company assets.  The details of the Long-Term Bank Debt with CIBC are reflected in 7 

Table 5-1 below. 8 

 9 

Table 5–1 Long-Term Bank Debt with CIBC  10 
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Cost of Debt:  Short Term 1 

 2 
For the purposes of preparing this Application, WNH has used the cost of capital 3 

parameters issued by the Board on November 20, 2014 for 2015 COS rate applications 4 

which reflect a deemed short term debt rate of 2.16%.  WNH will update the deemed 5 

short term debt rate to reflect future Board issued cost of capital parameters for rates 6 

with effective dates in 2016 prior to the issuance of the Board’s decision for its 7 

Application. 8 

 9 

Capital Structure and Cost of Capital 10 

 11 
Table 5-2 is a reproduction of Appendix 2-OA that demonstrates the elements of the 12 

Capital Structure and Cost of Capital for the 2011 Board-Approved and 2016 Test Year. 13 

For 2016, the Weighted Average Cost of Capital of 6.17% will be applied to the Rate 14 

Base of $217,478,741, which is explained in detail in Exhibit 2, to determine a Return on 15 

Rate Base of $13,427,518 that is included in the proposed Revenue Requirement. 16 
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Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $84,557,875 5.22% $4,410,312
2   Short-term Debt 4.00% (1) $6,039,848 2.46% $148,580
3 Total Debt 60.0% $90,597,723 5.03% $4,558,892

Equity
4   Common Equity 40.00% $60,398,482 9.58% $5,786,175
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $60,398,482 9.58% $5,786,175

7 Total 100.0% $150,996,206 6.85% $10,345,067

(1)

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $121,788,095 4.23% $5,149,408
2   Short-term Debt 4.00% (1) $8,699,150 2.16% $187,902
3 Total Debt 60.0% $130,487,245 4.09% $5,337,309

Equity
4   Common Equity 40.00% $86,991,496 9.30% $8,090,209
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $86,991,496 9.30% $8,090,209

7 Total 100.0% $217,478,741 6.17% $13,427,518

(1)
Notes

4.0% unless an applicant has proposed or been approved for a different amount.

Appendix 2-OA
Capital Structure and Cost of Capital

2016 Test Year

Line 
No. Capitalization Ratio

4.0% unless an applicant has proposed or been approved for a different amount.
Notes

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

2011 Board Approved

Table 5-2 Capital Structure and Cost of Capital 1 

 2 
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Year 2011

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   6.000% 1,035,976        
2 Shareholder - Jr Debt 4 Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   6.445% 1,150,205        
3 Loans (3) - CIBC - replaced in 2012 CIBC Third-Party Fixed 2010-2011 10 21,010,267$   2.700% 567,277           

Total 54,523,478$   5.05% 2,753,458        
1 Rate changed on May 1, 2011 to 6.445% from 8.38%

Year 2012

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   6.00% 1,035,976        
2 Shareholder - Jr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   6.445% 1,047,115        
3 Loans (3) - CIBC - replaced in 2012 CIBC Third-Party Fixed 2010-2011 10 19,479,396$   2.70% 525,944           
4 Banker's Acceptance - Mortgage CIBC Part Year 3 Third-Party Fixed 12-Apr-12 25 18,527,947$   3.95% 731,854           

Total 71,520,554$   4.67% 3,340,889        

Year 2013

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   6.00% 1,035,976        
2 Shareholder - Jr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   6.445% 1,047,115        
4 Banker's Acceptance - Mortgage CIBC Third-Party Fixed 12-Apr-12 25 25,535,817$   3.95% 1,008,665        
5 Banker's Acceptance - Smart Meters CIBC Part Year 3 Third-Party Fixed 1-Apr-13 8 11,590,900$   2.98% 345,409           
6 Banker's Acceptance - Term Loan 2013 CIBC Part Year 3 Third-Party Fixed 4-Jul-13 20 7,400,514$     4.434% 328,139           

Total 78,040,442$   4.82% 3,765,304        

Year 2014

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   6.00% 1,035,976        
2 Shareholder - Jr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   6.445% 1,047,115        
4 Banker's Acceptance - Mortgage CIBC Third-Party Fixed 12-Apr-12 25 24,247,539$   3.95% 957,778           
5 Banker's Acceptance - Smart Meters CIBC Third-Party Fixed 1-Apr-13 8 10,264,681$   2.98% 305,888           
6 Banker's Acceptance - Term Loan 2013 CIBC Third-Party Fixed 4-Jul-13 20 14,279,281$   4.434% 633,143           
7 Banker's Acceptance - Term Loan 2014 CIBC Part Year 3 Third-Party Fixed 4-Jun-14 20 8,725,000$     4.035% 352,054           

Total 91,029,713$   4.76% 4,331,954        

Year 2015

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   6.00% 1,035,976        
2 Shareholder - Jr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   6.445% 1,047,115        
4 Banker's Acceptance - Mortgage CIBC Third-Party Fixed 12-Apr-12 25 23,244,987$   3.95% 918,177           
5 Banker's Acceptance - Smart Meters CIBC Third-Party Fixed 1-Apr-13 8 8,735,570$     2.98% 260,320           
6 Banker's Acceptance - Term Loan 2013 CIBC Third-Party Fixed 4-Jul-13 20 13,564,885$   4.434% 601,467           
7 Banker's Acceptance - Term Loan 2014 CIBC Third-Party Fixed 4-Jun-14 20 14,219,480$   4.035% 573,756           
8 Banker's Acceptance - Term Loan 2015 CIBC Part Year 3 Third-Party Fixed 1-Jun-15 20 5,702,813$     4.00% 228,113           

Total 98,980,946$   4.71% 4,664,924        

Year 2016

Row Description Lender
Affiliated or 
Third-Party 

Debt?

Fixed or 
Variable-

Rate?
Start Date Term              

(years)

Average 
Principal                         

($)

Rate 
(%)                     

(Note 2)

 Interest ($)       
(Note 1) 

Additional 
Comments, if 

any
1 Shareholder - Sr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-Jul-09 On Demand 17,266,271$   4.77% 823,601           
2 Shareholder - Jr Debt Waterloo North Hydro Holding Company Affiliated Fixed 1-May-00 On Demand 16,246,940$   4.77% 774,979           
4 Banker's Acceptance - Mortgage CIBC Third-Party Fixed 12-Apr-12 25 22,116,127$   3.95% 873,587           
5 Banker's Acceptance - Smart Meters CIBC Third-Party Fixed 1-Apr-13 8 7,159,732$     2.98% 213,360           
6 Banker's Acceptance - Term Loan 2013 CIBC Third-Party Fixed 4-Jul-13 20 12,776,883$   4.434% 566,527           
7 Banker's Acceptance - Term Loan 2014 CIBC Third-Party Fixed 4-Jun-14 20 13,542,454$   4.035% 546,438           
8 Banker's Acceptance - Term Loan 2015 CIBC Third-Party Fixed 1-Jun-15 20 9,384,375$     4.00% 375,375           
9 Banker's Acceptance - Term Loan 2016 CIBC Part Year 3 Third-Party Fixed 1-Jun-16 20 4,130,730$     4.00% 165,229           

Total 102,623,511$ 4.23% 4,339,096        

Appendix 2-OB
Debt Instruments

Weighted Average Cost of Long-Term Debt 1 

 2 

Table 5-3 is a reproduction of Appendix 2-OB listing WNH’s long term debt instruments 3 

and weighted average cost of long term debt from 2011 to the 2016 Test Year. 4 

Table 5-3 Debt Instruments 5 

 6 
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Profit or Loss on Redemption of Debt  1 

 2 
There is no profit or loss on redemption of debt. 3 

 4 
2.8.3  Not-For-Profit Corporations 5 
 6 

A Reserve Requirement is not applicable because Waterloo North Hydro is a for-profit 7 

corporation. 8 



 
ATTACHMENT 5-1 

 
 

WATERLOO NORTH  
HYDRO INC. 

PROMISSORY NOTES 
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