EXHIBIT 5
COST OF CAPITAL
AND
CAPITAL STRUCTURE
EB-2017-0073



o o~ W DN B

Sioux Lookout Hydro Inc.
EB-2017-0073

Exhibit 5

Page1of 6

Filed: August 28,2017
Revised: January 8, 2018

Table of Contents

Exhibit 5: Cost of Capital and Capital STIUCLUIE ... ssssssssssssssssssssses 2
5.1 CAPITAl STIUCTUTE ..curieureeeeeeeeeereesseteeeesseessessesssssssesseesse e s esse s s s b s s s E s RS s a e a et 2
5.2 Cost of Capital (Return on Equity and Cost 0f DeDL) ... sssssssssseens 5
5.3 NOt-FOr-Profit COTPOTrations ...coceeeereereueesseeseesessesssesscssesssesssssessssssssssssssssesssssssssssssss s s ssssssessssssssssasssessnsas 7



N

© 00 N o O

Sioux Lookout Hydro Inc.
EB-2017-0073

Exhibit 5

Page 2 of 6

Filed: August 28,2017
Revised: January 8, 2018

Exhibit 5: Cost of Capital and Capital Structure

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

for the 2018 Test Year.

5.1 Capital Structure

SLHI has a current deemed capital structure and cost of capital of 56% long term debt with a return
of 3.33%, 4% short term debt with a return of 2.07% and 40% equity with a return of 8.98% as
approved in the 2013 cost of service (“COS”) rate decision EB-2012-0165. See below for OEB
Appendix 2-0A for the 2013 Board Approved Capital Structure.
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Table 5-1: 2013 Board Approved Capital Structure and Cost of Capital
Appendix 2-OA
Capital Structure and Cost of Capital

This table must be completed for the last Board-approved year and the test year.

Year: 2013
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) ®) (%) ®
Debt
1 Long-term Debt 56.00% " $3,423,960 3.44% i $117,784
2 Short-term Debt 400% 1) " $244,569 2.07% " $5,063
3 Total Debt " 60.0% " $3,668529 3.35% T $122,847
Equity
4 Common Equity 40.00% " $2,445,686 8.98% " $219,623
5 Preferred Shares " $ - " $-
6 Total Equity Y 40.0% " $2,445686 8.98% " $219,623
7 Total 100.0% $6,114,215 5.60% " $342,469
Notes
" @) 4.0% unless an applicant has proposed or been approved for a different amount.

SLHI has prepared this 2018 COS Application in accordance with the Board’s guidelines provided in
the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities issued on December 11,
20009. For the purposes of preparing this Application, SLHI has used the cost of capital parameters
issued by the Board on November 23, 2017, for 2018 cost of service rate applications for rates with
effective dates in 2018. See below for OEB Appendix 2-0A for the proposed 2018 Test Year Capital

Structure.
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Table 5-2: 2018 Test Year Capital Structure and Cost of Capital

Year: 2018
Line
No. Particulars Capitalization Ratio Cost Rate Return
(%) (%) (%) (%)
Debt
1 Long-term Debt 56.00% $3,351,009 4.24% $142,083
2 Short-term Debt 4.00% (1) $239,358 2.29% $5,481
3 Total Debt " 60.0% $3,590,367 4.11% " $147,564
Equity
4 Common Equity 40.00% $2,393,578 9.00% $215,422
5 Preferred Shares $- $-
6 Total Equity v 40.0% $2,393,578 9.00% $215,422
7 Total 100.0% $5,983,945 6.07% " $362,986
Notes

r

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

4.16% deemed LT Debt Rate
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5.2 Cost of Capital (Return on Equity and Cost of Debt)
Return on Equity

As outlined above, for the purposes of preparing this Application SLHI has used the cost of capital
parameters issued by the Board on November 23, 2017 for 2018 COS rate applications which
reflects a return on equity of 9.00%. At the current rate and applied to 40% of the proposed rate
base of $5,983,945 the return on equity is $215,422.

Cost of Debt: Long Term

SLHI is requesting a return on long term debt for the 2018 Test Year of 4.24%. This rate of return
represents the weighted average cost of long term debt for SLHI's actual and predicted long term
debt. The amount included in the revenue requirement to be collected from SLHI customers is
$142,083, which is the cost rate of 4.24% applied to 56% of the proposed rate base. See Table 5-3
below for the determination of the cost of long term debt taken from OEB Appendix 2-OB. The debt
included in the 2017 debt instruments is actual debt. The 2018 debt includes the actual rate
negotiated for the Line Truck Financing and an updated rate for the CIBC Bank Loan (1) for the
2018 year. This rate will be in effect until the loan’s Maturity date of May 31, 2022.
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Table 5-3: Appendix 2-OB - Historical, Bridge and 2018 Test Year Debt Instruments

Appendix 2-OB
Debt Instruments

Thistable must be completed for all required historical years, the bridge year and the test year

Year

2013]

Row Description Lender A'ﬁg:[:d ;;;‘Td' VGT\F;;‘E:'RDE'IE'7 Start Date (yT:;Z P””;‘pa' Rate (%) | Interest ($) * Additional Comments, if any
1[CIBC Bank Loan (1) CiBC [Third-Part [Variable Rate Ton07|  875]6 1.758.989 43.974.73 [Non revohing Demand Installment Loan - Fixed Principle plus interest payments |
2[CIBC Bank Loan (1) CIBC [Third-Part Fixed Rate 1Nov13] s 1,568,490 7.492.38 | Converted Loan to Principle and interest blended Monthly payment. Interest rate fixed
[CIBC Smart Meter Loan ciec [Third-Part Fixed Rate 3.3u109) 155 622,319  0.047] 5 29.048.97 |Principle and interest blended monthly payment. Interest rate fixed until July 3, 2019

1. -
Total $ 3,969,798 0.0203325[ $ _80.716.08
Notes

1 Iffinancing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell

Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilties , issued December 11, 2009, or with any subsequent update issued by the Board.

3 Add more lines above row 12 if necessary.

Year 2014
Afiliated or Thrd-| _ Fixed o Tem | Prncipal B :
R D L b A ] s, i
o escription ender [ e | o ‘ s Rate (9) 7| Interest (8) dditional Comments, f any
1 | |
2|CIBC Bank Loan (1) CiBC [Third-Part Fixed Rate TNov13 s 157202 0763 § 44545 01 |Principle and interest blended monthly payment.Interest rate fxed unti Nov L. 2017
3[CIBC Smart Meter Loan Ciec [Third-Part Fixed Rate 3-0u-09 580910 | 0.047] 5 _27.302.78 |Principle and interest blended monthly payment. Interest rate fixed until July 3, 2019
4] g
| -
B -
7 -
B -
B -
10 -
1 s -
12 s B
[Total S 215403 ] 0033415 _7iear7e
Year
‘Afiiated or Thrd-| Fixed o Tem | Principal By :
R Desciipt Lend Start Dat Additional Comments, if
ow escription ender e ety | varameer | St Date | S o |Racon) | Interest (3) tional Comments, if any
1]
2[CIBC Bank Loan (1) Ciec [Third-Part Fixed Rate TNov13 a[s 14059%] 0 ozsﬁl 39.767.72 |Principle and interest blended monthly payment. Interest rate fixed until Nov L, 2017
3[CIBC Smart Meter Loan ciBc Third-Part Fixed Rate 3-3u-09) 5[5 537513 0047 S 25.263.11 |Principle and interest blended monihly payment. Interest rate fixed uniil July 3. 2015
4 -
B -
1 -
T -
1 -
Total S 1.043.440] 00334725 6505083
Year 2016]
Row Description Lender A'“g:‘:" ;;::2"" Van:;\e;:arle” Start Date (;:;"“5) ‘ P"'(’;;”a' Rate (%) 2| Interest ($) Additional Comments, if any
1 | |
2|CIBC Bank Loan (1) CBe Trird-part Fixed Rate TNov13 S 1233085 0.0283]s 3489517 [Principle and nterest blended monihly payment. interest rate fxed unil Nov L. 2017
3[CIBC Smart Meter Loan ciBC [Third-Part Fixed Rate 3-0u-09) 492,032 | 0.047| 5 23.125.50 [Principle and interest blended monthly payment. Interest rate fixed undl Juy 3. 2019
4 5
B -
B -
7] -
B -
B -
10| g
11 -
12 B
Total $ 1.725077] 00336337 5 68,02067
vear
Afiiated o Thrd-|  Fixed o Tem | Principal 1 .
o it
Row Descrption Lender e Doty | varamser | St 0ate | S o |Rate 09| imerest &) Additional Comments, if any
[CIBC Bank Loan (1) CiBc [Third-Part Fixed Rate TNov13 a[s 1040802 0283] 5 _29.454.60 |Principle and interest blended monthly payment. Interest rate fixed untl Nov L, 2017
[CIBC Smart Meter Loan Ciec [Third-Part Fixed Rate 300109 T5[s 440,292 0.047] S 20,698.74 [Principle and interest blended monthly payment. interest rate fixed untl July 3, 2019
Long Term Load Transfer Elimination - Purchase of Hydro One Assels _[CIBC Third-Part Variable Rate 117 10[s 147842 0.07 S 2.328:51 |Nonrevoling deman loan. set principle plus interest of Prime
7| -
B -
9 -
19 -
11 B
12| g
Total S 162893 [ 0.0522155[ 5 __52.476.9%
Year 2018]
Row Description Lender A'“g‘:‘:d ‘D’;;:!'d' VanFa:\E:-:a'le’ Start Date (T:a"';‘) p”?;;"a' Rate (%) 2| Interest ($) * Additional Comments, if any
1]
Principle and nterest blended monthly payment. Interest rate fxed untl Loan maturity
2|ciBC Bank Loan (1) ciec Third-Part Fixed Rate 8s7a12| o041 May 31. 2022
3[CIBC Smart Meter Loan ES [Third-Part Fixed Rate 390142 0,047 Principle and interest blended monthly payment. Interest rate fxed unti July 3, 2019
4]Long Term Load Transfer Elimination - Purchase of Hydro One Assets _[CIBC [Third-Part Variable Rate FETEY] 10[s 136,754 0.032] Non-evolving deman loan, set principle plus interest of Prime
5{Line Truck Financing ey Equipment Financing [ Third-Part Fixed Rate 1-Jan-1] (s sas7es| o.oa Financing required for the purchase of line truck - 7 year fixed raie
o
7 -
B -
B -
10| g
1 -
12 B
[Total 51730006 [ 0.042a411[5_73.427.35
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Cost of Debt: Short Term

For the purposes of preparing this Application, SLHI has used the cost of capital parameters issued
by the Board on November 23, 2017 for 2018 COS rate applications which reflect a deemed short
term debt rate of 2.29%. At the current rate and applied to 4% of the proposed rate base of
$5,983,945 the cost of short term debt is $5,481.

Total Cost of Capital

SLHI has included a total of $362,986 in its proposed revenue requirement, which is the total of the Return on
equity, the cost of long term debt and the cost of short term debt calculated on the proposed rate base of

$5,983,945 which is explained in detail in Exhibit 2.

Profit or Loss on Redemption of Debt or Preferred Shares

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

Notional Debt

Notional debt is that portion of the deemed debt capitalization that results from differences
between the distributor’s actual debt and the deemed debt thickness of 60% (56% long-term debt
and 4% short-term debt). SLHI has about $1.7 million in notional debt in the test year (i.e. deemed
debt portion of rate base of $3.4 million minus actual debt of $1.7 million). SLHI understands the

notional debt should attract the weighted average cost of actual long-term debt on the $1.7 million.

5.3 Not-For-Profit Corporations

SLHI is a for-profit corporation. As a result, the filing requirements associated with not-for-profit

corporations are not applicable.
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