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CAPITAL STRUCTURE 1 

Burlington Hydro seeks to recover a weighted average cost of capital of 6.0% through 2 

rates in the 2014 Test Year.  Burlington Hydro has followed the Report of the Board on 3 

Cost of Capital for Ontario’s Regulated Utilities, December 11, 2009 in determining the 4 

cost of capital.  5 

 6 

In calculating the cost of capital, Burlington Hydro has used the OEB’s deemed capital 7 

structure of 56% long-term debt, 4% short-term debt, and 40% equity, and the Cost of 8 

Capital parameters in the OEB’s letter of February 14, 2013, for the allowed return on 9 

equity (“ROE”) and where appropriate for debt. Burlington Hydro understands that the 10 

OEB will most likely update the ROE for 2014 at a later date, and therefore commits to 11 

updating its Application to reflect the OEB’s updated Cost of Capital Parameters for May 12 

1, 2014 applications and as new information is issued.  13 

 14 

Burlington Hydro’s cost of capital for 2014 has been calculated as 6.00%, as shown in 15 

the table below. 16 

Table 5-1: Overview of Capital Structure 17 

 18 

  
2010 Board Approved 

 
2014 Test Year 

 

Deemed 

Capital 

Structure 

Rate 
  

Rate 
 

Short Term Debt 4% 2.07% 
  

2.07% 
 

Long Term Debt 56% 5.87% 
  

4.16%   * 
 

Equity 40% 9.85% 
  

8.98% 
 

Total 100% 
 

7.31% 
  

6.00% 

* Burlington Hydro proposes a Long Term Debt cost rate for the 2014 Test Year of 4.16% which 19 

represents the weighted average of Burlington Hydro’s existing debt instruments. Details can be found 20 

at Exhibit 5 Tab 1 Schedule 2 21 
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Appendix 2-OA 

Capital Structure and Cost of Capital 

 

               
Year: 2014 Test Year (NewCGAAP) 

Line 
No. Particulars Capitalization Ratio 

 
Cost Rate 

 
Return 

 

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

 
Debt 

1   Long-term Debt 56.00%   $73,876,348  4.16%   $3,073,256  

2   Short-term Debt 4.00% (1) $5,276,882  2.07%   $109,231  

3 Total Debt 60.0%       $79,153,230  4.02%   $3,182,488  

 

 
Equity 

4   Common Equity 40.00%   $52,768,820  8.98%   $4,738,640  

5   Preferred Shares     $ -     $ - 

6 Total Equity 40.0%       $52,768,820  8.98% $4,738,640  

 7 Total 100.0%       $131,922,050  6.00% $7,921,128  

 

 Year: 2013 Bridge Year (NewCGAAP) 

Line 
No. Particulars Capitalization Ratio 

 
Cost Rate 

 
Return 

 

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

 
Debt 

1   Long-term Debt 56.00%   $73,876,348  5.87%   $4,336,542  

2   Short-term Debt 4.00% (1) $5,276,882  2.07%   $109,231  

3 Total Debt 60.0%       $79,153,230  5.62%   $4,445,773  

 

 
Equity 

4   Common Equity 40.00%   $52,768,820  9.85%   $5,197,729  

5   Preferred Shares     $ -     $ - 

6 Total Equity 40.0%       $52,768,820  9.85% $5,197,729  

 7 Total 100.0%       $130,926,253  7.31% $9,643,502  
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Year: 2012 Actual Year (OldCGAAP) 

Line 
No. Particulars Capitalization Ratio 

 
Cost Rate 

 
Return 

 

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

 
Debt 

1   Long-term Debt 56.00%   $73,876,348  5.87%   $4,336,542  

2   Short-term Debt 4.00% (1) $5,276,882  2.07%   $109,231  

3 Total Debt 60.0%       $79,153,230  5.62%   $4,445,773  

 

 
Equity 

4   Common Equity 40.00%   $52,768,820  9.85%   $5,197,729  

5   Preferred Shares     $ -     $ - 

6 Total Equity 40.0%       $52,768,820  9.85% $5,197,729  

 7 Total 100.0%       $113,534,847  7.31% $9,643,502  

Year: 2011 Actual Year (Old CGAAP) 

Line 
No. Particulars Capitalization Ratio 

 
Cost Rate 

 
Return 

 

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

 
Debt 

1   Long-term Debt 56.00%   $73,876,348  5.87%   $4,336,542  

2   Short-term Debt 4.00% (1) $5,276,882  2.07%   $109,231  

3 Total Debt 60.0%       $79,153,230  5.62%   $4,445,773  

 

 
Equity 

4   Common Equity 40.00%   $52,768,820  9.85%   $5,197,729  

5   Preferred Shares     $ -     $ - 

6 Total Equity 40.0%       $52,768,820  9.85% $5,197,729  

 7 Total 100.0%       $104,310,943  7.31% $9,643,502  
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Year: 2010 Actual (OldCGAAP) 
 

Line 
No. Particulars Capitalization Ratio 

 
Cost Rate 

 
Return 

 

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

 
Debt 

1   Long-term Debt 56.00%   $73,876,348  5.87%   $4,336,542  

2   Short-term Debt 4.00% (1) $5,276,882  2.07%   $109,231  

3 Total Debt 60.0%       $79,153,230  5.62%   $4,445,773  

 

 
Equity 

4   Common Equity 40.00%   $52,768,820  9.85%   $5,197,729  

5   Preferred Shares     $ -     $ - 

6 Total Equity 40.0%       $52,768,820  9.85% $5,197,729  

 7 Total 100.0%       $103,126,235  7.31% $9,643,502  
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COST OF CAPITAL 1 

Overview 2 

This evidence summarizes the capital structure, method and cost of financing Burlington 3 

Hydro’s capital requirements for the 2014 Test Year. 4 

 5 

Capital Structure 6 

The proposed cost rates for cost of capital in 2014 are presented on the last page of 7 

Exhibit 5, Tab 1, Schedule 2, Attachment 6. The rates shown for short-term debt and 8 

return on equity are those set out in the Board’s letter of February 14, 2013, Cost of 9 

Capital Parameter Updates for 2014 Cost of Service Applications.  10 

 11 

The calculation of the proposed rate for long-term debt is set out in Attachment 1 to this 12 

schedule, based on the weighted average cost of debt in 2013. There are four debt 13 

instruments outstanding in the year.  14 

 15 

Burlington Hydro’s current OEB-approved capital structure for rate-making purposes is 16 

60% debt and 40% equity.  Burlington Hydro intends to maintain the same capital 17 

structure in the 2014 Test Year.  This capital structure was confirmed by the OEB in the 18 

Report of the Board on Cost of Capital for Ontario’s Regulated Utilities dated December 19 

11, 2009 (The “Board Report”).  The 60% debt component is comprised of 4.0% deemed 20 

short-term debt and 56.0% deemed long-term debt. 21 

 22 

Return on Equity 23 

Burlington Hydro has used a ROE of 8.98% in the 2014 Test Year as established by the 24 

Board for cost of service applications with a May 1 2013 implementation date.  25 

Burlington Hydro recognizes that the ROE will be updated in accordance with Board 26 

guidelines and as such commits to updating the cost capital parameters as new 27 

information is made available. 28 

29 
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Weighted Average Cost of Debt 1 

Burlington Hydro proposes a Long Term Debt cost rate for the 2014 Test Year of 4.16% 2 

which is the weighted average of Burlington Hydro’s existing debt instruments. The 3 

derivation of this amount is provided in the table below.  4 

 5 

Table 5-2: Weighted Avg Cost of Debt 6 

 7 

Debt Alloc Principal Rate Interest 

Long-term Debt 75% $47,878,608 4.12% $1,972,599 

Long-term Debt 13% $8,093,366 4.51% $365,011 

Long-term Debt 12% $7,663,028 4.02% $308,054 

Total Debt 100% $63,635,002 4.16% $2,645,663 

 8 

 9 

Long Term Debt 10 

Burlington Hydro’s Long Term Debt instruments are summarized below. 11 

• Promissory Note - $47,878,608 priced at the currently authorized 12 

Deemed Long Term Debt cost rate of 4.12%; 13 

• Debenture with Ontario Infrastructure Projects Corporation - On March 14 

15, 2011 Burlington Hydro arranged $10,000,000 of financing in the form 15 

of a 15 year debenture at an interest rate of 4.51% to fund infrastructure 16 

initiatives.  Burlington Hydro is obliged to make blended monthly 17 

payments of $76,600 consisting of current interest charges and capital 18 

repayments.  19 

• Ontario Infrastructure and Lands Corporation Convertible Loan - 20 

Burlington Hydro borrowed $6,000,000 in 2012 to fund infrastructure 21 

investments.  The lender provided the loan as a short term floating rate 22 

construction loan that, no later than April 30, 2013, was to be converted to 23 

a long term fixed rate loan.  As of the March 31, 2013 conversion date the 24 

loan amount increased to $8,000,000 and the instrument was converted 25 

to a fixed rate instrument bearing interest at 4.02%.  Repayment of the 26 

fixed rate long-term loan is made through blended (i.e., principal and 27 

interest) monthly payments of $41,918.   28 
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Short Term Debt 1 

 2 

Burlington Hydro has used a short-term debt rate of 2.07% for the 2014 Test Year as 3 

established by the Board for cost of service applications with an August 31, 2012 4 

implementation date.  Burlington Hydro recognizes that the short-term debt rate will be 5 

updated at a later date consistent with the OEB’s guidelines. 6 

 7 

Burlington Hydro's Short Term Debt is comprised of the following instruments: 8 

• Revolving Line of Credit Facility; and  9 

• Letter of Credit issued in favour of the IESO 10 

 11 

Burlington Hydro’s Short Term Debt instruments are summarized below. 12 

• Revolving Line of Credit: Burlington Hydro has access to a revolving line 13 

of credit facility in the amount of $10,000,000 that is secured by a general 14 

security agreement over the Corporation’s assets.  Burlington Hydro did 15 

not draw on this instrument in 2012. 16 

• Letter of Credit: Burlington Hydro has obtained a Letter of Credit from a 17 

Canadian bank in the amount of $18,000,000 that has been issued in 18 

favour of the IESO.  This Letter of Credit financially secures the 19 

Corporation’s electricity purchases from the IESO, who has not drawn on 20 

this credit instrument.   21 

 22 

Burlington Hydro is aware that the IESO is reviewing its prudential requirements and 23 

undertakes to update this evidence at a later date for any changes in these requirements 24 

authorized by the IESO.  25 

 26 

Burlington Hydro does not forecast that it will redeem any debt and has not issued any 27 

preference shares, hence Burlington Hydro does not record either a profit or a loss on 28 

redemption of debt and/or preference shares.  Burlington Hydro is not forecasting any 29 

new debt in the bridge and test years. 30 

OEB Appendix 2-OB Cost of Debt presented at the next section details Burlington 31 

Hydro’s long-term debt.   32 
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File Number: EB-2013-0115

Exhibit:

Tab:

Schedule:

Page:

Date:

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)

1 Promissory Note City of Burlington Affiliate Fixed Apr 2/10 perpetual 47,878,608$   * 2,248,000

2 Debenture Infrastructure Ontario 3rd Party Fixed Mar 15/11 10 8,093,366$     4.51% 378,299

3 Debenture Infrastructure Ontario 3rd Party Fixed Mar 1/13 25 7,663,028$     4.02% 312,336

4 IESO Letter of Credit TD Bank 3rd Party Fixed Apr 1/11 5 18,000,000$   0.40% 72,706

5 Operating Line of Credit TD Bank 3rd Party Variable Apr 1/11 5 -$                P-.25 0

6 0

7 0

8 0

9 0

10 0

11 0

12 0

Total 81,635,002$   3.69% 3,011,341

Year 2013

Row Description Lender Affiliated or Third-

Party Debt?

Fixed or 

Variable-Rate?

Start Date Term              

(years)

Principal                         

($)

Rate (%)                     

(Note 2)

Interest ($)       

(Note 1)

1 Promissory Note City of Burlington Affiliate Fixed Apr 2/10 perpetual 47,878,608$   5.87% 2,810,474

2 Debenture Infrastructure Ontario 3rd Party Fixed Mar 15/11 10 8,633,670$     4.51% 402,082

3 Debenture Infrastructure Ontario 3rd Party Fixed Mar 1/13 25 7,858,476$     4.02% 239,314

4 Construction Loan Infrastructure Ontario 3rd Party Variable June 20/12 n/a -$                floating 17,407

5 IESO Letter of Credit TD Bank 3rd Party Fixed Apr 1/11 5 18,000,000$   0.40% 72,706

6 Operating Line of Credit TD Bank 3rd Party Variable Apr 1/11 5 -$                P-.25 0

7 0

8 0

9 0

10 0

11 0

12 0

Total 82,370,754$   4.30% 3,541,983

Year 2012

Row Description Lender Affiliated or Third-

Party Debt?

Fixed or 

Variable-Rate?

Start Date Term              

(years)

Principal                         

($)

Rate (%)                     

(Note 2)

Interest ($)       

(Note 1)

1 Promissory Note City of Burlington Affiliate Fixed Apr 2/10 perpetual 47,878,608$   5.87% 2,810,474

2 Debenture Infrastructure Ontario 3rd Party Fixed Mar 15/11 10 9,150,191$     4.51% 424,819

3 Construction Loan Infrastructure Ontario 3rd Party Variable June 20/12 n/a 6,000,000$     floating 38,711

4 IESO Letter of Credit TD Bank 3rd Party Fixed Apr 1/11 5 18,000,000$   0.40% 72,706

5 Operating Line of Credit TD Bank 3rd Party Variable Apr 1/11 5 -$                P-.25 0

6 0

7 0

8 0

9 0

10 0

11 0

12 0

Total 81,028,799$   4.13% 3,346,710

Year 2011

Row Description Lender Affiliated or Third-

Party Debt?

Fixed or 

Variable-Rate?

Start Date Term              

(years)

Principal                         

($)

Rate (%)                     

(Note 2)

Interest ($)       

(Note 1)

1 Promissory Note City of Burlington Affiliate Fixed Apr 2/10 perpetual 47,878,608$   5.87% 2,810,474

2 Debenture Infrastructure Ontario 3rd Party Fixed Mar 15/11 10 9,643,977$     4.51% 351,053

3 Construction Loan Infrastructure Ontario 3rd Party Variable Feb 15/10 n/a -$                floating 26,251

4 IESO Letter of Credit TD Bank 3rd Party Fixed Apr 1/11 5 18,000,000$   0.40% 54,444

5 IESO Letter of Credit ScotiaCapital 3rd Party Fixed Apr 1/10 1 -$                1.50% 60,412

6 Operating Line of Credit TD Bank 3rd Party Variable Apr 1/11 5 10,000,000$   P-.25 0

7 Operating Line of Credit ScotiaCapital 3rd Party Variable Apr 1/10 1 -$                P 9,144

8 0

9 0

10 0

11 0

12 0

Debt Instruments

This table must be completed for the required years of all historical years, the bridge year and the test year.

Appendix 2-OB



Total 85,522,585$   3.87% 3,311,778

Year 2010

Row Description Lender Affiliated or Third-

Party Debt?

Fixed or 

Variable-Rate?

Start Date Term              

(years)

Principal                         

($)

Rate (%)                     

(Note 2)

Interest ($)       

(Note 1)

1 0

2 Promissory Note City of Burlington Affiliate Fixed Apr 2/10 perpetual 47,878,608$   * 3,027,699

3 Construction Loan Infrastructure Ontario 3rd Party Variable Feb 15/10 n/a 7,500,000$     floating 85,763

4 IESO Letter of Credit ScotiaCapital 3rd Party Fixed Apr 1/10 1 14,000,000$   1.50% 210,000

5 Operating Line of Credit ScotiaCapital 3rd Party Variable Apr 1/10 1 -$                P 40,591

6 0

7 0

8 0

9 0

10 0

11 0

12 0

Total 69,378,608$   4.85% 3,364,053
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