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Exhibit 5: Cost of Capital and Capital Structure 1 

In this Exhibit, KWHI is providing evidence regarding its capital structure, component 2 

costs, and the calculation of return on equity and debt for the 2020 Test Year. This 3 

Exhibit has been prepared in a manner consistent with the Report of the Board on Cost 4 

of Capital for Ontario’s Regulated Utilities (EB-2009-0084) issued December 11, 2009 5 

(Cost of Capital Report). KWHI has relied on the Board’s letter titled “Cost of Capital 6 

Parameter Updates for 2019 Applications” dated November 22, 2018 for the cost of 7 

capital parameters.  KWHI acknowledges that these rates are subject to update at such 8 

time as the 2020 Cost of Capital parameters are issued by the Board. 9 

KWHI was incorporated July 1, 2000 in accordance with the requirements of the 10 

Electricity Act, 1998, S.O. 1998, c. 15, Schedule A. KWHI is a wholly owned subsidiary 11 

of Kitchener Power Corp, which is owned by the Corporation of the City of Kitchener 12 

(92.25%) and the Corporation of the Township of Wilmot (7.75%).  Share capital 13 

consists of 10,000 shares in the amount of $63,689,499. 14 

Since KWHI last filed a Cost of Service rate application in June of 2013 (EB-2013-15 

0147), there have been no additional issuances or redemption of any type of shares 16 

(common or preferred) and as such, there has been no profit or loss associated with the 17 

redemption of shares. 18 

The purpose of this evidence is to summarize the method and cost of financing capital 19 

requirements for the 2020 test year. 20 

5.1 Capital Structure 21 

KWHI has a current deemed capital structure of 60% debt (56% long term debt and 4% 22 

short term debt) and 40% equity. The current short- and long-term debt rates are 23 

deemed at 2.11% and 4.83% respectively and deemed return on equity of 9.36% as 24 

approved in its 2014 Cost of Service decision EB-2013-0147. 25 
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Filing requirement Appendix 2-OA and Appendix 2-OB have been filed in live Excel 1 

format (EB-2019-0049_KWHI_Appl_2019_Filing_Req_Chap2_Appendices_20190430) and are 2 

attached to this document as Appendix 5-4. 3 

Table 5.1-1 details KWHI’s proposed deemed capital structure for 2020: 4 

Table 5.1-1 – Deemed Capital Structure 5 

 6 

KWHI is requesting a deemed short-term interest expense of $270,007, deemed long-7 

term interest expense of $5,536,098 and a deemed return on equity (ROE) of 8 

$8,598,090 for a total regulated return on capital of $14,404,195 for the 2020 Test year. 9 

5.1.1 Long Term Debt 10 

The City of Kitchener and the Township of Wilmot hold promissory notes.  Copies of 11 

these Promissory notes are attached as Appendix 5-1 and Appendix 5-2 respectively.  12 

The interest rate on these notes is the “established rate.”  The “established rate” is 13 

defined as the rate at which the Ontario Energy Board permits KWHI to pay for rate 14 

making purposes in the establishment of distribution rates.  The promissory notes are 15 

open and may be repaid at any time without notice or bonus. 16 

(%) ($) (%) ($)
Debt
  Long-term Debt 56.00% 134,045,953$        4.13% 5,536,098$      
  Short-term Debt 4.00% 9,574,711              2.82% 270,007           
Total Debt 60.00% 143,620,664$        4.04% 5,806,105$      

Equity
  Common Equity 40.00% 95,747,110$          8.98% 8,598,090$      
  Preferred Shares 0.00% -                         0.00% -                   
Total Equity 40.00% 95,747,110$          8.98% 8,598,090$      

Total 100.00% 239,367,774$        6.02% 14,404,195$    
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KWHI does not have a schedule for retirement of affiliated debt or buy back of common 1 

shares.  The changes in the actual capital structure are mainly due to the growing rate 2 

base, rather than increases to debt.   3 

In May 2010, KWHI borrowed $10 million from Infrastructure Ontario in the form of a 4 

debenture to finance the Smart Meter Initiative.  The loan agreement is attached in 5 

Appendix 5-3.  The annual interest rate is 4.28% and a schedule for repayment is 6 

included with the loan agreement.  The last payment is due May 19, 2020, at which time 7 

the loan will be paid in full. 8 

KWHI has projected cash balances and forecasts that it will not need to borrow 9 

additional cash prior to the next Cost of Service application.  KWHI will endeavor to find 10 

competitive financing to support its operations in the future when financing its 11 

operations becomes necessary. 12 

KWHI is requesting a return on long term debt for the 2020 Test Year using its weighted 13 

average debt rate of 4.13% on the existing long-term loans totaling $76,962,142 owing 14 

to its shareholders (the City of Kitchener and the Township of Wilmot). 15 

The amount of deemed debt in excess of the current long-term debt is calculated as the 16 

amount of the calculated deemed debt less the actual amount of long-term debt.  The 17 

actual long-term debt is comprised of the promissory notes to the City and the 18 

Township, and the Infrastructure Ontario loan and is shown in Table 5.1.1-1 below: 19 

Table 5.1.1-1 – Deemed Debt in Excess of Current Long-Term Debt 20 

 21 

Deemed Long Term Debt Percentage 56%
2020 Rate Base 239,367,774$     
Deemed Long Term Debt Percentage 134,045,953        
City of Kitchener Promissory Note 70,997,576$   
Township of Wilmot Promissory Note 5,964,566        
Infrastructure Ontario Loan -                    
Actual Long Term Debt 76,962,142          
Deemed Debt in Excess of Current Long Term Debt 57,083,811$        

Deemed Debt in Excess of Current Long Term Debt
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5.1.2 Short Term Debt 1 

KWHI has available to it a demand revolving credit facility of $5,000,000 with the Bank 2 

of Montreal.  The interest rate is prime with a minimum amount to be borrowed at any 3 

one time of $500,000. The facility has been in place for quite some time, however, 4 

KWHI has yet to use it. 5 

KWHI is requesting a Short-Term Debt rate of 2.82% for the 2020 Test Year in 6 

accordance with the Cost of Capital Parameter Updates for 2019 Cost of Service 7 

Applications issued by the Board on November 22, 2018. KWHI understands that the 8 

Board may provide future updates to the Cost of Capital parameters applicable to 2020 9 

Cost of Service Applications. KWHI’s use of a Return on Short Term Debt of 2.82% is 10 

without prejudice to any revisions that may be adopted by the Board in late 2019. 11 

5.1.3 Return on Equity 12 

KWHI is requesting a ROE for the 2020 Test year of 8.98%, in accordance with the Cost 13 

of Capital Parameter Updates for 2019 Cost of Service Applications issued by the OEB 14 

on November 22, 2018. KWHI understands that the Board may provide future updates 15 

to the Cost of Capital parameters applicable to 2020 Cost of Service Applications. 16 

KWHI’s use of a ROE of 8.98% is without prejudice to any revised ROE that may be 17 

adopted by the Board in late 2019. 18 

5.1.4 Notional Debt 19 

KWHI’s deemed and actual long-term debt are different.  For the 2020 Test year, the 20 

actual amount of Long-Term debt is $76,692,142 and the deemed long-term debt is 21 

$134,045,953 (see Table 5.1-1).  KWHI has positive notional debt.  KWHI is requesting 22 

the weighted average cost of actual long-term debt on its notional debt rather than the 23 

current long-term debt rate issued by the Board.  As shown in Table 5.1.1-1, KWHI has 24 

$57,353,811 in notional debt for the 2020 Test Year. 25 
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5.2 Not-for-Profit Corporations 1 

KWHI is a For-Profit Corporation. 2 
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Appendix 5 – 1:  City of Kitchener Promissory Note 
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Appendix 5 – 2:  Township of Wilmot Promissory Note 
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Appendix 5 – 3:  Infrastructure Ontario Loan Document 
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Date:

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $118,205,100 4.83% $5,709,306
2   Short-term Debt 4.00% (1) $8,443,221 2.11% $178,152
3 Total Debt 60.0% $126,648,321 4.65% $5,887,458

Equity
4   Common Equity 40.00% $84,432,214 9.36% $7,902,855
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $84,432,214 9.36% $7,902,855

7 Total 100.0% $211,080,535 6.53% $13,790,314

(1)

Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $134,045,953 4.13% $5,536,098
2   Short-term Debt 4.00% (1) $9,574,711 2.82% $270,007
3 Total Debt 60.0% $143,620,664 4.04% $5,806,105

Equity
4   Common Equity 40.00% $95,747,109 8.98% $8,598,090
5   Preferred Shares 0.00% $ - $ -
6 Total Equity 40.0% $95,747,109 8.98% $8,598,090

7 Total 100.0% $239,367,773 6.02% $14,404,195

(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

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

2020

Line 
No. Capitalization Ratio

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

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

2014
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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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 5.33 6,018,453$     4.28% 288,240.11$        
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 82,980,595$   4.87% 4,043,992.64$     

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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 4.33 5,025,812$     4.28% 247,080.97$        
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 81,987,954$   4.88% 4,002,833.50$     

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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 3.33 3,990,232$     4.28% 204,141.36$        
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 80,952,374$   4.89% 3,959,893.89$     

Appendix 2-OB
Debt Instruments

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

Appendix 2-OB
Debt Instruments

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

Appendix 2-OB
Debt Instruments

This table must be completed for all required historical years, the bridge year and the test year.
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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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 2.33 2,909,855$     4.28% 159,344.27$        
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 79,871,997$   4.90% 3,915,096.80$     

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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 1.33 1,782,742$     4.28% 112,609.36$        
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 78,744,884$   4.91% 3,868,361.89$     

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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 0.33 606,874$        4.28% 63,852.78$          
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 77,569,016$   4.92% 3,819,605.31$     

Appendix 2-OB
Debt Instruments

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

Appendix 2-OB
Debt Instruments

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

Appendix 2-OB
Debt Instruments

This table must be completed for all required historical years, the bridge year and the test year.
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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 Shareholder Loan City of Kitchener Affiliated Fixed Rate 1-Jul-00 Open 70,997,576$   4.88% 3,464,681.71$     
2 Shareholder Loan Township of Wilmot Affiliated Fixed Rate 1-Jul-00 Open 5,964,566$     4.88% 291,070.82$        
3 Loan Infrastructure Ontario Third-Party Fixed Rate 1-May-10 0 -$               4.28% 12,987.18$          
4 -$                    
5 -$                    
6 -$                    
7 -$                    
8 -$                    
9 -$                    

10 -$                    
11 -$                    
12 -$                    

Total 76,962,142$   4.90% 3,768,739.71$     

Notes

1
2

3 Add more lines above row 12 if necessary.

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 Utilities , issued December 11, 2009, or 
with any subsequent update issued by the Board.

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.

Debt Instruments

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

Appendix 2-OB


	Exhibit 5: Cost of Capital and Capital Structure
	5.1 Capital Structure
	Table 5.1-1 – Deemed Capital Structure
	5.1.1 Long Term Debt
	Table 5.1.1-1 – Deemed Debt in Excess of Current Long-Term Debt

	5.1.2 Short Term Debt
	5.1.3 Return on Equity
	5.1.4 Notional Debt

	5.2 Not-for-Profit Corporations
	Appendix 5 – 1:  City of Kitchener Promissory Note
	Appendix 5 – 2:  Township of Wilmot Promissory Note
	Appendix 5 – 3:  Infrastructure Ontario Loan Document
	Appendix 5 – 4:  Required OEB Filing Appendices
	Appendix 2-OA
	Appendix 2-OB



