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5.2 CAPITAL STRUCTURE 1 

In this Exhibit, HHHI presents evidence regarding its capital structure, its debt financing, and the 2 

calculation of its return on equity for the 2021 Test Year. 3 

HHHI seeks to recover a weighted average cost of capital of 6.02% through rates in the 2021 Test 4 

Year.  HHHI has followed the Report of the Board on Cost of Capital for Ontario’s Regulated 5 

Utilities, December 11, 2009, as well as the Review of the Existing Methodology of the Cost of 6 

Capital for Ontario’s Regulated Utilities, January 14, 2016, in determining the applicable cost of 7 

capital. 1 8 

In calculating the applicable cost of capital, HHHI has used the OEB’s deemed capital structure of 9 

56% long-term debt, 4% short-term debt, and 40% equity, and the Cost of Capital parameters in 10 

the OEB’s letter of October 31, 2019, for the allowed return on equity (“ROE”). HHHI is not seeking 11 

any changes in its Capital Structure from its 2016 Board Approved Structure.2 12 

HHHI understands that the OEB will most likely update the ROE for 2021 at a later date, and 13 

therefore commits to updating its Application to reflect the OEB’s updated Cost of Capital 14 

Parameters for 2021 applications and as new information is issued, to the extent that updated 15 

information is applicable to the Application.  16 

Table 1 - Overview of Capital Structure demonstrates the elements of the capital structure and 17 

cost of capital for the 2016 Board-approved (EB-2015-0074) and 2021 Test Years, respectively.   18 

These tables are also included the live Excel version of the 2021 Board Appendix 2-OA, submitted 19 

to the Board electronically as part of this Application.   20 

For 2021, a 5.46% weighted average cost of capital is applied to the rate base of $104,249,216 21 

(Exhibit 2, Tab 1, Schedule 1), to determine the regulated return on capital of $5,696,715 as shown 22 

in Table 1 - Overview of Capital Structure below. This regulated return on capital is included in 23 

the proposed revenue requirement. 24 

 

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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Table 1 - Overview of Capital Structure3 1 

Particulars 2016 Cost of Capital  2021 Cost of Capital  
2021 

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

Debt 
 

        
Long-term Debt 56% 2.89% $994,618  56% 3.48% $2,029,274  4.16% 
Short-term Debt 4% 1.65% $40,539  4% 2.75% $114,674  2.29% 

Total Debt 60% 2.81% $1,035,157  60% 3.43 % $2,143,948  4.04%  
         

Equity          
Common Equity 40% 9.19% $2,257,893  40% 8.52% $3,552,813  9.00% 
Preferred Shares          

Total Equity 40% 9.19% $2,257,893  40% 8.52% $3,552,813  9.00%  
         

WACC 100% 5.36% $3,293,050  100% 5.46% 5,696,761  6.02% 

 2 

All rates above are consistent with the letter issued by the OEB on October 31, 2019. For rate-3 

making purposes, HHHI used a weighted debt rate of 5.46% as a long-term debt rate. 4 4 

Retirements of debt or preference shares and buy-back of common shares; and Short-Term Debt, 5 

Long-Term Debt, preference shares as well as common share offerings do not apply to HHHI as 6 

HHHI does not issue any preference shares and common equity shares. 7 

Historically, HHHI has not achieved the Deemed Regulated Return on Equity (“ROE”). Table 2 - 8 

Actual ROE compared to Deemed ROE below presents HHHI’s actual ROE compared to Deemed 9 

ROE for the period 2016 through 2019. 10 

 11 

Table 2 - Actual ROE compared to Deemed ROE 12 

Return on Equity 
Deemed 9.19% 9.19% 9.19% 9.19% 

Achieved 6.76% 6.98% 7.07% 4.24% 

 

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 CAPITAL 1 

Appendix 2-OA below presents the capital structure for the last 2016 Board Approved and 2021 2 

Test year.5 3 

Table 3 - OEB Appendix 2-OA Capital Structure/Cost of Capital (2021 Test Year) 4 

Year:  2021 Test Year 
Line No. 

               
 

Particulars 
 

Capitalization Ratio 
 

Cost Rate 
   

Return 
 

                
    

(%) 
   

($) 
 

(%) 
   

($) 
 

  
Debt 

             

1 
 

Long-term Debt 
 

56.00% 
   

$58,379,561 
 

3.48% 
   

$2,029,274 
 

2 
 

Short-term Debt 
 

4.00% 
 

(1) 
 

$4,169,969 
 

2.75% 
   

$114,674 
 

3 
 

Total Debt 
 

60.0% 
   

$62,549,530 
 

3.43% 
   

$2,143,948 
 

                
  

Equity 
             

4 
 

Common Equity 
 

40.00% 
   

$41,699,686 
 

8.52% 
   

$3,552,813 
 

5 
 

Preferred Shares 
     

$ - 
     

$ - 
 

6 
 

Total Equity 
 

40.0% 
   

$41,699,686 
 

8.52% 
   

$3,552,813 
 

                

7 
 

Total 
 

100.0% 
   

$104,249,216 
 

5.46% 
   

$5,696,761 
 

 5 

Table 4 - OEB Appendix 2-OA Capital Structure/Cost of Capital (2016 Board Approved) 6 

Line No. 
               
 

Particulars 
 

Capitalization Ratio 
 

Cost Rate 
   

Return 
 

                
    

(%) 
   

($) 
 

(%) 
   

($) 
 

  
Debt 

             

1 
 

Long-term Debt 
 

56.00% 
   

$34,396,631 
 

2.89% 
   

$994,618 
 

2 
 

Short-term Debt 
 

4.00% 
 

(1) 
 

$2,456,902 
 

1.65% 
   

$40,539 
 

3 
 

Total Debt 
 

60.0% 
   

$36,853,533 
 

2.81% 
   

$1,035,157 
 

                
  

Equity 
             

4 
 

Common Equity 
 

40.00% 
   

$24,569,022 
 

9.19% 
   

$2,257,893 
 

5 
 

Preferred Shares 
     

$ - 
     

$ - 
 

6 
 

Total Equity 
 

40.0% 
   

$24,569,022 
 

9.19% 
   

$2,257,893 
 

                

7 
 

Total 
 

100.0% 
   

$61,422,556 
 

5.36% 
   

$3,293,050 
 

 

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

5.4 OEB APPENDIX 2-OB COST OF DEBT INSTRUMENTS 2 

HHHI has populated Appendix 2-OB of the filing requirements and has used a weighted average 3 

of its actual debt to determine its utility specific weighted average cost of capital. These tables are 4 

also included the live Excel version of the 2021 Board Appendix 2-OB, submitted to the Board 5 

electronically as part of this Application.  6 6 

Table 5 - OEB Appendix 2-OB Cost of Debt Instruments 7 

Year: 2016 (Board Approved) 

Row Description Lender 

Affiliated 

or Third-

Party 

Debt 

Fixed or 

Variable 

Rate 

Start Date 
Term              

(years) 

Principal                         

($) 

Rate 

(%) 

Interest 

($) 

Additional 

Comments, 

if any 

1 Long Term Debt-Promissory Note   Affiliated Fixed Rate     $16,141,970 2.890% $466,503   

2 Long Term Debt-TD Bank   Third-Party Fixed Rate     $18,254,661 2.890% $528,115   

3 Short Term Debt   Third-Party Variable     $2,456,902 1.650% $40,539   

                      

Total             $36,853,533 2.809% $1,035,157   

8 

 

6 MFR – Completed Appendix 2-OB for historical, bridge and test years 
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Year: 2016 Actual 

Row Description Lender 

Affiliated or 

Third-Party 

Debt 

Fixed or 

Variable Rate 
Start Date 

Term 

(years) 

Principal 

($) 

Rate 

(%) 

Interest 

($) 

Additional 

Comments, if any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $16,141,970 4.120% $665,049 Jan 01- Dec 31, 2016 

2 Smart Meter Term Loan TB Bank Third-Party Fixed 30-Aug-11 $2,720,233 2.190% $57,017 Jan 01- Dec 31, 2016 

3 Capital Term Loan #1 TB Bank Third-Party Fixed $1,679,398 2.170% $37,733 Jan 01- Dec 31, 2016 

4 Capital Term Loan #2 TB Bank Third-Party Fixed $2,151,940 2.190% $43,348 Jan 01- Dec 31, 2016 

5 Capital Term Loan #3 TB Bank Third-Party Fixed $2,709,833 2.190% $54,487 Jan 01- Dec 31, 2016 

6 Capital Term Loan #4 TB Bank Third-Party Variable $3,816,667 Prime $92,508 Jan 01- Dec 31, 2016 

Total $29,220,039 3.252% $950,142 

1 

Year: 2017 Actual 

Row Description Lender 

Affiliated or 

Third-Party 

Debt 

Fixed or 

Variable Rate 
Start Date 

Term 

(years) 

Principal 

($) 

Rate 

(%) 

Interest 

($) 

Additional 

Comments, if any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $16,141,970 4.120% $665,049 Jan 01- Dec 31, 2017 

2 Smart Meter Term Loan TB Bank Third-Party Variable Rate $2,456,762 Prime $65,650 Jan 01- Dec 31, 2017 

3 Capital Term Loan #1 TB Bank Third-Party Variable Rate $1,592,155 Prime $34,464 Jan 01- Dec 31, 2017 

4 Capital Term Loan #2 TB Bank Third-Party Variable Rate $2,038,910 Prime $51,227 Jan 01- Dec 31, 2017 

5 Capital Term Loan #3 TB Bank Third-Party Variable Rate $2,576,171 Prime $64,791 Jan 01- Dec 31, 2017 

6 Capital Term Loan #4 TB Bank Third-Party Variable Rate $3,646,826 Prime $61,529 Jan 01- Dec 31, 2017 

7 Capital Term Loan #5 TB Bank Third-Party Variable Rate $4,746,666 Prime $51,533 Jan 01- Dec 31, 2017 

8 Construction Loan Term Loan #6 TB Bank Third-Party Variable Rate $4,334,753 Prime $84,205 Jan 01- Dec 31, 2017 

Total $37,534,212 2.873% $1,078,449 

2 
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Year: 2018 Actual 

Row Description Lender 

Affiliated or 

Third-Party 

Debt 

Fixed or 

Variable Rate 
Start Date 

Term 

(years) 

Principal 

($) 

Rate 

(%) 

Interest 

($) 

Additional 

Comments, if any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $16,141,970 4.120% $665,049 Jan 01- Dec 31, 2018 

2 Smart Meter Term Loan TD Bank Third-Party Fixed Rate $2,302,297 3.630% $86,274 Jan 01- Dec 31, 2018 

3 Capital Term Loan #1 TD Bank Third-Party Fixed Rate $1,522,193 3.710% $49,734 Jan 01- Dec 31, 2018 

4 Capital Term Loan #2 TD Bank Third-Party Fixed Rate $1,957,578 3.710% $72,204 Jan 01- Dec 31, 2018 

5 Capital Term Loan #3 TD Bank Third-Party Fixed Rate $2,479,864 3.760% $92,154 Jan 01- Dec 31, 2018 

6 Capital Term Loan #4 TD Bank Third-Party Fixed Rate $3,522,177 3.830% $131,736 Jan 01- Dec 31, 2018 

7 Capital Term Loan #5 TD Bank Third-Party Fixed Rate $4,630,380 3.860% $171,029 Jan 01- Dec 31, 2018 

8 Construction Loan Term Loan #6 TD Bank Third-Party Variable Rate $18,155,398 Prime $458,284 Jan 01- Dec 31, 2018 

9 Capital Term Loan #7 TD Bank Third-Party Fixed Rate $4,238,433 3.910% $26,574 Jan 01- Dec 31, 2018 

Total $54,950,290 3.190% $1,753,038 

1 

9



Halton Hills Hydro Inc. 2021 Cost of Service 
EB-2020-0026 Exhibit 5 – Cost of Capital 

August 27, 2020 

Year: 2019 Actual 

Row Description Lender 

Affiliated or 

Third-Party 

Debt 

Fixed or 

Variable Rate 
Start Date 

Term 

(years) 

Principal 

($) 

Rate 

(%) 

Interest 

($) 

Additional 

Comments, if any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $16,141,970 4.120% $665,049 Jan 01- Dec 31, 2019 

2 Smart Meter Term Loan TB Bank Third-Party Fixed Rate $2,235,731 3.630% $81,638 Jan 01- Dec 31, 2019 

3 Capital Term Loan #1 TB Bank Third-Party Fixed Rate $1,482,550 3.710% $55,790 Jan 01- Dec 31, 2019 

4 Capital Term Loan #2 TB Bank Third-Party Fixed Rate $1,908,225 3.710% $71,775 Jan 01- Dec 31, 2019 

5 Capital Term Loan #3 TB Bank Third-Party Fixed Rate $2,421,429 3.760% $92,220 Jan 01- Dec 31, 2019 

6 Capital Term Loan #4 TB Bank Third-Party Fixed Rate $3,446,777 3.830% $148,654 Jan 01- Dec 31, 2019 

7 Capital Term Loan #5 TB Bank Third-Party Fixed Rate $4,540,260 3.860% $162,003 Jan 01- Dec 31, 2019 

8 Capital Term Loan #6 TB Bank Third-Party Fixed Rate 6-Sep-19 30 $22,901,922 4.095% $621,737 Jan 01- Dec 31, 2019 

9 Capital Term Loan #7 TB Bank Third-Party Fixed Rate $4,162,044 3.910% $164,079 Jan 01- Dec 31, 2019 

Capital Term Loan #8 TB Bank Third-Party Fixed Rate $4,477,438 3.350% $55,565 Jan 01- Dec 31, 2019 

Total $63,718,345 3.325% $2,118,510 

1 
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1 

Year: 2020 Bridge Year 

Row Description Lender 
Affiliated or 

Third-Party Debt 

Fixed or 

Variable Rate 
Start Date 

Term 

(years) 

Principal 

($) 

Rate 

(%) 
Interest ($) 

Additional Comments, if 

any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $16,141,970 4.120% $166,262 Jan 01- March 31, 2020 

2 Promissory Note Town of Halton Hills Affiliated Fixed Rate $13,000,000 4.120% $401,700 Apr 01- Dec 31, 2020 

3 Smart Meter Term Loan TD Bank Third-Party Fixed Rate $2,166,942 3.630% $80,224 Jan 01- Dec 31, 2020 

4 Capital Term Loan #1 TD Bank Third-Party Fixed Rate $1,441,570 3.710% $54,449 Jan 01- Dec 31, 2020 

5 Capital Term Loan #2 TD Bank Third-Party Fixed Rate $1,857,212 3.710% $70,111 Jan 01- Dec 31, 2020 

6 Capital Term Loan #3 TD Bank Third-Party Fixed Rate $2,361,020 3.760% $90,240 Jan 01- Dec 31, 2020 

7 Capital Term Loan #4 TD Bank Third-Party Fixed Rate $3,368,815 3.830% $130,984 Jan 01- Dec 31, 2020 

8 Capital Term Loan #5 TD Bank Third-Party Fixed Rate $4,447,099 3.860% $174,057 Jan 01- Dec 31, 2020 

9 Interest Rate Swap #1 TD Bank Third-Party Fixed Rate 6-Sep-19 30 $22,499,430 4.095% $930,335 Jan 01- Dec 31, 2020 

10 Capital Term Loan #7 TD Bank Third-Party Fixed Rate $4,083,543 3.910% $161,765 Jan 01- Dec 31, 2020 

11 Capital Term Loan #8 TD Bank Third-Party Fixed Rate $4,388,840 3.350% $149,035 Jan 01- Dec 31, 2020 

12 Capital Term Loan #9 TD Bank Third-Party Fixed Rate $4,138,259 3.080% $107,171 Jan 01- Dec 31, 2020 

13 Capital Term Loan #10 TD Bank Third-Party Fixed Rate $3,091,830 2.800% $65,816 Apr 01- Dec 31, 2020 

Total $66,844,560 3.863% $2,582,149 

2 

11



Halton Hills Hydro Inc. 2021 Cost of Service 
EB-2020-0026 Exhibit 5 – Cost of Capital 

August 27, 2020 

Year: 2021 Test Year 

Row Description Lender 

Affiliated or 

Third-Party 

Debt 

Fixed or 

Variable 

Rate 

Start Date 
Term 

(years) 

Principal 

($) 

Rate 

(%) 

Interest 

($) 

Additional Comments, 

if any 

1 Promissory Note Town of Halton Hills Affiliated Fixed Rate $13,000,000 4.120% $133,900 Jan 01- March 31, 2021 

2 Promissory Note Town of Halton Hills Affiliated Fixed Rate $10,200,000 3.210% $245,565 Apr 01- Dec 31, 2021 

3 Smart Meter Term Loan TB Bank Third-Party Fixed Rate $2,137,212 3.630% $32,359 Jan 01- May 25, 2021 

4 Capital Term Loan #1 TB Bank Third-Party Fixed Rate $1,423,822 3.710% $22,014 Jan 01- May 25, 2021 

5 Capital Term Loan #2 TB Bank Third-Party Fixed Rate $1,835,109 3.710% $28,366 Jan 01- May 25, 2021 

6 Capital Term Loan #3 TB Bank Third-Party Fixed Rate $2,334,807 3.760% $36,558 Jan 01- May 25, 2021 

7 Capital Term Loan #4 TB Bank Third-Party Fixed Rate $3,334,910 3.830% $53,155 Jan 01- May 25, 2021 

8 Capital Term Loan #5 TB Bank Third-Party Fixed Rate $4,406,503 3.860% $70,745 Jan 01- May 25, 2021 

9 Interest Rate Swap #1 TB Bank Third-Party Fixed Rate 6-Sep-19 30 $22,080,143 4.095% $913,540 Jan 01- Dec 31, 2021 

10 Capital Term Loan #7 TB Bank Third-Party Fixed Rate $4,049,261 3.910% $65,829 Jan 01- May 25, 2021 

11 Capital Term Loan #8 TB Bank Third-Party Fixed Rate $4,350,436 3.350% $60,609 Jan 01- May 25, 2021 

12 Capital Term Loan #9 TB Bank Third-Party Fixed Rate $4,101,146 3.080% $52,544 Jan 01- May 25, 2021 

13 Capital Term Loan #10 TB Bank Third-Party Fixed Rate $3,063,091 2.800% $35,682 Jan 01- May 25, 2021 

14 Capital Term Loan #11 TB Bank Third-Party Fixed Rate 1-Apr-21 $2,800,000 2.450% $51,450 Apr 01- Dec 31, 2021 

15 Interest Rate Swap #2 TB Bank Third-Party Fixed Rate 25-May-21 30 $31,077,000 2.951% $532,176 May 25- Dec 31, 2025 

16 Capital Term Loan #13 TB Bank Third-Party Fixed Rate $3,403,896 2.450% $83,395 Jan 01- Dec 31, 2021 

Total $69,561,039 3.476% $2,417,887 

1 
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5.5 COST OF CAPITAL 1 

This evidence summarizes the capital structure, method, and cost of financing HHHI’s capital 2 

requirements for 2021. 3 

5.5.1 CAPITAL STRUCTURE 4 

The proposed rates for the cost of capital in 2020 Bridge Year and 2021 Test Year are presented 5 

in Table 1 - Overview of Capital Structure. The rates shown for short-term debt, long-term debt 6 

and return on equity are those set out in the Board’s letter of October 31, 2019 Cost of Capital 7 

Parameter Updates for 2021 Cost of Service Applications. 8 

5.5.2 RETURN ON EQUITY 9 

HHHI has used an ROE of 8.52% for the 2021 Test Year as established by the Board for Cost of 10 

Service applications with a January1/May 1, 2021 implementation date.  HHHI recognizes that the 11 

ROE will be updated by Board guidelines and as such commits to updating the cost capital 12 

parameters as new information is made available. 13 

5.5.3 WEIGHTED AVERAGE COST OF DEBT 14 

HHHI proposes a weighted average cost of debt (“WACC”) of 5.46% which is based on the 15 

calculations as set out in Table 6 - Derivation of WACC below. 16 

Table 6 - Derivation of WACC 17 

Particulars Cost Rate 
(%) 

Debt 
Long-term Debt 3.48% 
Short-term Debt 2.75% 

Total Debt 3.43 % 
Equity 

Common Equity 8.52% 
Preferred Shares 

Total Equity 8.52% 

Total WACC 5.46% 

13
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5.5.4 LONG-TERM DEBT 1 

HHHI is requesting a return on the portion of long-term debt that the promissory note represents 2 

for the 2021 Test Year that reflects the Board’s deemed long-term debt rate. For the purposes of 3 

preparing this Application, HHHI has used the deemed long-term debt rate of 3.21% for cost of 4 

capital parameters issued by the Board on October 31, 2019 for 2021 COS rate applications. HHHI 5 

acknowledges that the Board will issue revised cost of capital parameters in fall 2020 for rates with 6 

effective dates in 2021.  HHHI will update the deemed long-term rate when the Board issues the 7 

updated cost of capital parameters and prior to the issuance of the Board’s decision for its 8 

Application. 9 

With reference to the 2016 Cost of Service Settlement Agreement (EB-2015-0074), 10 

 “HHHI agrees that prior to its next cost-of-service application, it will conduct a review of long-term 11 

debt financing options available to HHHI and will file the results of such review in its next cost-of-12 

service application.” 13 

Through this review, HHHI is restructuring its long-term debt financing as follow: 78 14 

1. Promissory Note $16,141,970 15 

2. Interest Rate Swap #1 $23,000,000 16 

3. Interest Rate Swap #2 $31,077,000 17 

18 

Promissory Note: 19 

As at December 31, 2019, HHHI had a promissory note in the amount of $16,141,970 due to The 20 

Corporation of The Town of Halton Hills, its municipal shareholder and bearing interest at a 21 

7 MFR - Copies of promissory notes or other debt arrangements with affiliates 
8 Explanation of debt rate for each existing debt instrument 
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prescribed rate of 4.12% set annually by the Town of Halton Hills (Appendix 5-1).  The promissory1 

note is classified as affiliate debt. 2 

On December 17, 2019 the Town of Halton Hills agreed to a change in the repayment schedule 3 

of the promissory note with repayment terms commencing in 2020 due on or before April 1st 4 

each calendar year with a maturity date of no later than April 1, 2025. The promissory note 5 

repayment schedule is listed in Table 7 - Promissory Note Repayment Schedule. 6 

Table 7 - Promissory Note Repayment Schedule 7 

Year Repayment 
2020 $3,141,970 
2021 $2,800,000 
2022 $2,800,000 
2023 $2,800,000 
2024 $2,800,000 
2025 $1,800,000 
Total $ 16,141,970 

8 

Interest Rate Swap #1 9 

HHHI entered into an interest rate swap agreement to pay a fixed rate of interest of 4.095%, 10 

exclusive of bank transaction fees, in lieu of prime rate on its capital municipal transformer station 11 

(MTS1) loan to effectively reduce interest rate risk associated with the floating rate debt of HHHI. 12 

The interest rate swap agreement was effective September 6, 2019 with the initial notional amount 13 

of $23,000,000. Payments are made monthly on the 1st of each month commencing on October 14 

1, 2019 up to and including the Termination Date of August 1, 2049. 15 

Interest Rate Swap #2 16 

On April 30, 2020 HHHI entered into a contractual agreement to transact an Interest Rate Swap 17 

(Interest Rate Swap #2), effective date May 25, 2021; notional amount $31,077,000 and fixed rate 18 

of interest of 2.951% exclusive of bank transaction fees. Interest Rate Swap #2 will effectively 19 

reduce interest rate risk associated with the existing term loans. 20 

15
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HHHI is not forecasting any new long-term debt in the 2020 Bridge Year and 2021 Test Year other 1 

than the debt explained above.9 2 

5.5.5 SHORT-TERM DEBT 3 

For the purposes of preparing this Application, HHHI has used the deemed short-term debt rate 4 

of 2.75% for cost of capital parameters issued by the Board on October 31, 2019 for 2020 COS 5 

rate applications. HHHI acknowledges that the Board will issue revised cost of capital parameters 6 

in fall 2020 for rates with effective dates in 2021. 7 

HHHI will update the deemed short-term rate when the Board issues the updated cost of capital 8 

parameters, prior to the issuance of the Board’s decision for this Application. 9 

NOT-FOR-PROFIT 10 

HHHI is a for profit entity corporation and as such all requirements related to a not-for-profit 11 

organization do not apply.  10 12 

13 

9 MFR – Forecast of new debt in bridge and test year - details including estimate of rate 
10 MFR – Not for profit evidence N/A 
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5.5.6 NOTIONAL DEBT 1 

Notional debt is that portion of deemed debt that results from differences between HHHI's actual 2 

debt and the deemed debt of 60% debt (56% long-term debt and 4% short-term debt). 3 

Notional debt can arise for a number of reasons such as the difference between actual capital 4 

assets and regulatory rate base due to the addition of the formulaic working capital allowance. 5 

Divergence from the deemed capital structure is generally under the control of HHHI as it may 6 

relate to timing for debt financing for planned capital investments, as well as the interest of 7 

shareholders, such as reinvesting retained earnings. 8 

Notional debt can be either positive (i.e. deemed debt is greater than actual debt) or negative 9 

(where deemed debt is less than actual debt). 10 

As at December 31, 2019 HHHI’s notional debt position is 73.5% Debt and 26.5% Equity.  HHHI is 11 
forecast to remain outside the deemed 60% Debt to 40% Equity notional debt position in 2020 12 
Bridge Year and 2021 Test Year.  There is no profit or loss on redemption of debt or preferred 13 
shares. 14 

 Table 8 - Notional Debt below supports the notional debt position for the years 2017 to 2019 15 

actuals and forecast 2020 Bridge Year and 2021 Test Year.11 16 

17 

11 MFR - Profit or loss on redemption of debt 
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Table 8 - Notional Debt12 1 

ACTUAL FORECAST 

2016 2017 2018 2019 2020 Bridge Year 
2021-Test 

Year 

CAPEx + MTS#1 9,539,998 11,095,939 25,202,967 10,829,096 5,673,160 5,466,818 

Less: CWIP 1,227,216 2,695,765 17,674,751 238,763 

8,312,782 8,400,174 7,528,216 10,590,333 

Budget Net Income 

Budget Net Income, after Tax 659,744 2,405,613 

- - 

659,744 2,405,613 

Financial 

0 0 - - - - 

Equity as per Financials 30,773,968 31,590,761 32,856,827 31,400,830 32,060,574 34,466,187 

DEEMED Equity as per Financials 30,773,968 31,590,761 32,856,827 31,400,830 32,060,574 34,466,187 

Deemed Debt 60.0% 51,289,947 52,651,268 54,761,378 52,334,717 53,434,290 57,443,645 

Deemed Equity 40.0% 30,773,968 31,590,761 32,856,827 31,400,830 32,060,574 34,466,187 

CAPEX Funding 

Amortization (Net -Amortization of Contributed Capital) 2,774,888 3,611,342 

Net income 659,744 2,405,613 

Financing - New Debt for Capex 2,238,528 0 

- 

Long-Term Debt 

Debt - Long Term Shareholder 16,141,970 16,141,970 16,141,970 16,141,970 13,000,000 10,200,000 

Debt - term loans 13,078,069 21,392,242 38,808,320 47,576,375 53,844,560 55,744,560 

Long-Term Debt - - - - - - 

(A) 29,220,039 37,534,212 54,950,290 63,718,345 66,844,560 65,944,560 

DEBT RATIO 47.1% 56.6% 77.9% 73.5% 65.5% 63.3% 

EQUITY RATIO 52.9% 43.4% 22.1% 26.5% 34.5% 36.7% 

2 

3 

12 Notional Debt - should attract the weighted average cost of actual long-term debt rather than the current deemed 
long-term debt rate issued by the OEB 
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Table 8 - Notional Debt (Cont’d)1 

OEB ACTUAL FORECAST ACTUAL FORECAST ACTUAL 

2016 2017 2018 2019 2020 Bridge Year 2021-Test Year 

Average Fixed Assets 56,455,981 61,424,130 65,888,346 81,734,579 97,186,367 99,356,973 

Working Capital Allowance 

Cost of Power 68,889,508 59,744,886 55,654,492 59,595,573 58,603,863 57,796,943 

Operating Expense 6,125,435 6,094,070 6,157,465 6,414,667 6,302,982 7,432,968 

Operating Expense New TS - - - - - - 

75,014,943 65,838,955 61,811,957 66,010,240 64,906,845 65,229,911 

7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 

- 5,626,121 4,937,922 4,635,897 4,950,768 4,868,013 4,892,243 

Total Rate Base - 62,082,101 66,362,052 70,524,242 86,685,346 102,054,380 104,249,216 

Deemed Debt  (B) 60.0% 37,249,261 39,817,231 42,314,545 52,011,208 61,232,628 62,549,530 

Deemed Equity 40.0% 24,832,841 26,544,821 28,209,697 34,674,139 40,821,752 41,699,687 

62,082,101 66,362,052 70,524,242 86,685,346 102,054,380 104,249,216 

Deemed ROE 9.19% 2,282,138 2,439,469 2,592,471 3,186,553 3,751,519 3,552,813 

Capital Distribution System Plan OEB Category 2016-Actual 2017-Actual 2018-Actual 2019-Actual 2020-Budget 2021-Test Year 

System Access 637,726 202,963 1,205,985 1,456,217 1,394,799 

MTS#1 1,516,745 4,023,359 17,579,078 3,806,441 - 

System Renewal 4,896,111 4,534,261 4,149,044 2,070,408 2,362,090 

System Service 1,998,508 1,573,870 1,772,496 1,525,245 881,872 

General Plant 490,908 761,486 496,364 621,290 828,057 

Contributed Capital - 

CAPEx 9,539,998 11,095,939 25,202,967 10,829,096 5,673,160 5,466,818 

NOTIONAL DEBT - Positive 
(Negative) 

(B) - (A) 8,029,222 2,283,019 (12,635,745) (11,707,137) (5,611,932) (3,395,030) 

2 
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APPENDIX 5-2: Term Loan Amortization Schedule1 
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ili] Commercial Banking

COMMERCIAL LOAN AMORTIZATION SCHEDULE 

oun'.I $ 

Rate 
Loan am 

Annual Interest 
Monthly Equivalent 

Rate Term in mo 
Amortization period in m 

Number of payments per 
Start 

First Payment 
�----Ra_t _e Term Malunty 

Rate[= 
nths 

onthsl 
year 

Date 
Date' 
Date1 

Enter values 

3,562,797.80 
--

3.83 % 
3.83 % 

100 

212 
12 

25-May-18 
25-Jun-18 

May 25, 2021 

Payment Date Beginning Balance Scheduled Payment 

2020-01-25 3,446,037,38 17,412.15 

2020-02-25 3,439,834.76 17,412.15 

2020-03-25 3,433,611.97 17,412.15 

2020-04-25 3,426,648.35 17,412.15 

2020-05-25 3,420,382.66 17,412.15 

2020-06-25 3,413,737.69 17,412.15 

2020-07-25 3,407,430.01 17,412.15 

2020-08-25 3,400,744.26 17,412.15 

2020-09-25 3,394,394.31 17,412.15 

2020-10-25 3,388,023.71 17,412.15 

2020-11-25 3,381,276.87 17,412.15 

2020-12-25 3,374,863.60 17,412.15 

2021-01-25 3,368,075.33 17,412.15 

2021-02-25 3,361,619.12 17,412.15 

2021-03-25 3,355, 141.90 17,412.15 

2021-04-25 3,347,587.43 17,412.15 

2021-05-25 3,341,064.57 17,412.15 

CAPITAL TERM LOAN #4 

Principal 

6,202.62 

6,222.79 

6,963.62 

6,265.69 

6,644.97 

6,307.68 

6,685.75 

6,349.95 

6,370.60 

6,746.84 

6,413.27 

6,788.26 

6,456.22 

6,477.22 

7,554.47 

6,522.86 

6,894.66 

Client Name: Halton Hills Hydro 
Sales Branch: 2077 

Loan Number: 9002879-25 ._ __ 

1---Lo_a_nsum_m_ary�--
Scheduled payment actual 1-1--- 17,412.15 

Payment frequency
1--

____ m_o_nt_h-'--lly 
Scheduled number of payments,______ l 00 

Total interest $ 1,033,552.60 
Balance at End of Rate Term $ 2,855,135.40 

�-----

Interest Ending Balance Cumulative Interest 

11,209.53 3,439,834.76 225,279.96 

11,189.36 3,433,611.97 236,469.32 

10,448.53 3,426,648.35 246,917.85 

11,146.46 3,420,382.66 258,064.31 

10,767.18 3,413,737.69 268,831.49 

11,104.47 3,407,430.01 279,935.96 

10,726.40 3,400,744.26 290,662.36 

11,062.20 3,394,394.31 301,724.56 

11,041.55 3,388,023.71 312,766.11 

10,665.31 3,381,276.87 323,431.42 

10,998.88 3,374,863.60 334,430.30 

10,623.89 3,368,075.33 345,054.18 

10,955.93 3,361,619.12 356,010.12 

10,934.93 3,355,141.90 366,945.05 

9,857.68 3,347,587.43 376,802.73 

10,889.29 3,341,064.57 387,692.02 

10,517.49 3,334,169.91 398,209.51 

Days 

31 

31 
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30 
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