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5.2 CAPITAL STRUCTURE1

In this Exhibit, CHEI presents evidence regarding its capital structure, its debt financing and the2

calculation of its return on equity for the 2018 Test Year.3

CHEI seeks to recover a weighted average cost of capital of 5.21% through rates in the 2018 Test4

Year. CHEI has followed the Report of the Board on Cost of Capital for Ontario’s Regulated5

Utilities, December 11, 2009, as well as the Review of the Existing Methodology of the Cost of6

Capital for Ontario’s Regulated Utilities, January 14, 2016, in determining the applicable cost of7

capital. 18

In calculating the applicable cost of capital, CHEI has used the OEB’s deemed capital structure of9

56% long-term debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in10

the OEB’s letter of October 27, 2016, for the allowed return on equity (“ROE”). CHEI is not11

seeking any changes in its Capital Structure from its 2014 Board Approved Structure212

CHEI understands that the OEB will most likely update the ROE for 2018 at a later date, and13

therefore commits to updating its Application to reflect the OEB’s updated Cost of Capital14

Parameters for January 1, 2018 applications and as new information is issued, to the extent that15

updated information is applicable to the Application.16

1 MFR – Statement that LDC adopts OEB's guidelines for cost of capital and confirms that updates will be done.  Alternatively - utility
specific cost of capital with supporting evidence
2 MFR – Explanation for any changes in capital structure
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CHEI’s cost of capital for 2018 has been calculated as 5.21%, as shown in the table below:1

Table 1 - Overview of Capital Structure32

Particulars Cost Rate
(%)

Debt
Long-term Debt 2.90%
Short-term Debt 1.76%

Total Debt 2.82%

Equity
Common Equity 8.78%
Preferred Shares

Total Equity 8.78%

WACC 5.21%

The short-term debt rate (1.76%) and equity rate (8.78%) are consistent with the letter issued by3

the OEB on October 27, 2016. For rate-making purposes, the utility used its actual debt rate of4

2.90% as a long-term debt rate. 45

Retirements of debt or preference shares and buy-back of common shares; and Short-Term6

Debt, Long-Term Debt, preference shares as well as common share offerings do not apply to7

CHEI as the CHEI does not issue any preference shares and common equity shares.8

3 MFR – Calculation of cost for each capital component
4 MFR - If proposing any rate that is different from the OEB guidelines, a justification of the proposed rate(s), including key
assumptions
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5.3 OEB APPENDIX 2-OA CAPITAL STRUCTURE / COST OF CAPITAL1

Appendix 2-OA below presents the capital structure for the last Board Approved and Test year.52

Table 2 - OEB Appendix 2-OA Capital Structure/Cost of Capital3

Year 2018

Particulars Capitalization Ratio Cost Rate Return

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

Long-term Debt 56.00% $2,634,702 2.90% $76,406
Short-term Debt 4.00% (1) $188,193 1.76% $3,312

Total Debt 60.0% $2,822,895 2.82% $79,719

Equity
Common Equity 40.00% $1,881,930 8.78% $165,233

Preferred
Shares $ - $ -

Total Equity 40.0% $1,881,930 8.78% $165,233

Total 100.0% $4,704,825 5.21% $244,952

Year 2017

Particulars Capitalization Ratio Cost Rate Return

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

Long-term Debt 56.00% $2,342,081 4.88% $114,294
Short-term Debt 4.00% (1) $167,292 2.11% $3,530

Total Debt 60.0% $2,509,373 4.70% $117,823

Equity
Common Equity 40.00% $1,672,915 9.36% $156,585

Preferred
Shares $ - $ -

Total Equity 40.0% $1,672,915 9.36% $156,585

Total 100.0% $4,182,288 6.56% $274,408

5 MFR – Completed Appendix 2-OA for last OEB approved and test year
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1

Year 2016

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

Long-term Debt 56.00% $1,791,225 4.88% $87,412
Short-term Debt 4.00% (1) $127,945 2.11% $2,700

Total Debt 60.0% $1,919,170 4.70% $90,111

Equity
Common Equity 40.00% $1,279,447 9.36% $119,756

Preferred
Shares $ - $ -

Total Equity 40.0% $1,279,447 9.36% $119,756

Total 100.0% $3,198,617 6.56% $209,868

Year 2015

Particulars Capitalization Ratio Cost Rate Return

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

Long-term Debt 56.00% $1,643,995 4.88% $80,227
Short-term Debt 4.00% (1) $117,428 2.11% $2,478

Total Debt 60.0% $1,761,423 4.70% $82,705

Equity
Common Equity 40.00% $1,174,282 9.36% $109,913

Preferred
Shares $ - $ -

Total Equity 40.0% $1,174,282 9.36% $109,913

Total 100.0% $2,935,706 6.56% $192,618

2
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Year 2014

Particulars Capitalization Ratio Cost Rate Return

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

Long-term Debt 56.00% $1,548,263 4.88% $75,555
Short-term Debt 4.00% (1) $110,590 2.11% $2,333

Total Debt 60.0% $1,658,853 4.70% $77,889

Equity
Common Equity 40.00% $1,105,902 9.36% $103,512

Preferred
Shares $ - $ -

Total Equity 40.0% $1,105,902 9.36% $103,512

Total 100.0% $2,764,755 6.56% $181,401

Year 2014 Board Approved

Particulars Capitalization Ratio Cost Rate Return

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

Long-term Debt 56.00% $1,628,439 4.88% $79,468
Short-term Debt 4.00% (1) $116,317 2.11% $2,454

Total Debt 60.0% $1,744,756 4.70% $81,922

Equity
Common Equity 40.00% $1,163,171 9.36% $108,873

Preferred
Shares $ - $ -

Total Equity 40.0% $1,163,171 9.36% $108,873

Total 100.0% $2,907,927 6.56% $190,795

1

2
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5.4 OEB APPENDIX 2-OB COST OF DEBT INSTRUMENTS1

OEB Appendix 2-OB below presents a capital structure for all required historic years, the bridge2

year and the Test year.63

Table 3 - OEB Appendix 2-OB Cost of Debt Instruments4

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

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 Funding for 44kV Substation Caisse Populaire Nouvel Horizon Third-Party Fixed Rate Mar 29-17 20 $ 1,000,000 0.029 $    29,000.00

Total $   1,000,000 0.029 $    29,000.00

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 Funding for 44kV Substation Caisse Populaire Nouvel Horizon Third-Party Fixed Rate Mar 29-17 20 $   1,000,000 0.029 $    29,000.00

Total $   1,000,000 0.029 $    29,000.00

Year 2016

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

Total $ - $ -

5

6 MFR – Completed Appendix 2-OB for historical, bridge and test years
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Year 2015

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

Total $ - $ -

Year 2014

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

Total $ - $ -

1
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5.5 COST OF CAPITAL1

This evidence summarizes the capital structure, method, and cost of financing CHEI’s capital2

requirements for 2018.3

5.5.1 CAPITAL STRUCTURE4

The proposed rates for the cost of capital in 2018 are presented in Section 5.4 – Table 2. The5

rates shown for short-term debt and return on equity are those set out in the Board’s letter of6

October 27, 2016, Cost of Capital Parameter Updates for 2018 Cost of Service Applications.7

The explanation for the use of the long-term debt rate of 2.90% is set out in Section 5.5.4 to this8

schedule.9

5.5.2 RETURN ON EQUITY10

CHEI has used a ROE of 8.78% for 2018 as established by the Board for Cost of Service11

applications with a January1/May 1, 2018 implementation date. CHEI recognizes that the ROE12

will be updated by Board guidelines and as such commits to updating the cost capital13

parameters as new information is made available.14

5.5.3 WEIGHTED AVERAGE COST OF DEBT15

CHEI proposes a weighted average cost of debt of 2.82% which is based on the calculations as16

set out in the table below.17

Table 4 - Derivation of WACC18

Particulars Cost Rate
(%)

Debt
Long-term Debt 2.90%
Short-term Debt 1.76%

Total Debt 2.82%

Equity
Common Equity 8.78%
Preferred Shares

Total Equity 8.78%

Total WACC 5.21%
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.1

5.5.4 LONG-TERM DEBT2

CHEI’s only has one Long Term Debt instruments. On March 29, 2017, CHEI arranged for3

$1,000,000 in financing in the form of a 20-year debenture at an interest rate of 2.90% to fund4

infrastructure initiatives – more specifically it’s 44kV. CHEI has used the actual rate of 2.90% as a5

long-term debt rate by the 2009 Board Report which states that “New third-party debt will be6

accepted at the negotiated market rate.”7 Details are presented in the Promissory Note at7

Appendix B of this Exhibit. 88

CHEI is not forecasting any new debt in the bridge and test year other than the debt explained9

above.910

5.5.5 SHORT-TERM DEBT11

CHEI has used a short-term debt rate of 1.76% for 2018 as established by the Board for Cost of12

Service applications with an August 31, 2012, implementation date. CHEI recognizes that the13

short-term debt rate will be updated at a later date consistent with the OEB’s guidelines.14

CHEI’s does not have any short-term debts at the time of the filing.15

CHEI does not forecast that it will redeem any debt and has not issued any preference shares.16

Hence CHEI does not record either a profit or loss on redemption of debt and preference shares.17

CHEI is not forecasting any new debt in the bridge and test years.18

19

20

21

7 MFR – Explanation of debt rate for each existing debt instrument
8 MFR - Copies of promissory notes or other debt arrangements with affiliates
9 MFR – Forecast of new debt in bridge and test year - details including estimate of rate
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Not-For-Profit1

Note that although CHEI is a cooperative, it is also a “for profit” utility and as such all2

requirements related to a not-for-profit organization do not apply. Supporting evidence of “for-3

profit” status is presented in Appendix A. 104

5.5.6 NOTIONAL DEBT5

The OEB clarified the treatment of “notional” debt (that portion of deemed debt exceeding a6

utility’s actual debt), where notional debt is used as the “plug” to true up actual debt to the7

allowed debt thickness for rate-setting purposes. The table below shows that the utility is8

making nor profit or loss on its capital structure. Notional debt can be either positive (i.e.9

deemed debt is greater than actual debt) or negative (where deemed debt is less than actual10

debt). The marginal profit on debt is calculated to be $114,515 and is detailed at Table below.1111

Table 5 – Notional Debt1212

Actual Debt Notional Debt

Year: 2018 Year: 2018

Capitalization Ratio Cost Rate Return Capitalization Ratio Cost Rate Return

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

56.00% $1,000,000 2.90% $29,000 56.00% $2,634,702 2.90% ($47,406)
4.00% -(1) $ - 1.76% $ - 4.00% -(1) $188,193 1.76% ($3,312)
60.0% $1,000,000 2.82% $29,000 60.0% $2,822,895 2.82% ($50,719)

40.00% $1,881,930 8.78% $165,233 40.00% $1,881,930 8.78% $165,233
$ - $ - $ - $ -

40.0% $1,881,930 8.78% $165,233 40.0% $1,881,930 8.78% $165,233

100.0% $4,704,825 5.21% $194,233 100.0% $4,704,825 5.21% $114,515

10 MFR – Not for profit evidence N/A
11 MFR - Profit or loss on redemption of debt
12 MFR - Notional Debt - difference between actual debt thickness and deemed debt thickness attracts the weighted average cost of
actual long-term debt rate (unless 100% equity financed)



Cooperative Hydro Embrun Inc. 2018 Cost of Service Inc
EB-2017-0035 Exhibit 5 – Cost of Capital

May 1, 2017

PAGE 13 OF 15

APPENDICES1

2

Appendix A For Profit Utility

Appendix B Promissory Note

3

4
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Appendix A – For profit Utility1
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Appendix B – Promissory Note1
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