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EXHIBIT 5 – COST OF CAPITAL AND CAPITAL STRUCTURE 1 

BHI provides an overview of its Cost of Capital and Capital Structure in this Exhibit 5, including 2 

its capital structure, component costs, and the calculation of return on equity and debt for the 3 

2021 Test Year.  Exhibit 5 has been prepared in a manner consistent with the Report of the 4 

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

2009 (“Cost of Capital Report”).  BHI has used the 2020 Cost of Capital Parameters for use in 6 

2020 cost-based applications issued by the OEB on October 31, 2019 as a placeholder.  BHI 7 

will make a subsequent update for the Cost of Capital Parameters for use in 2021 cost-based 8 

applications which are expected to be available prior to the OEB rendering its Decision on this 9 

Application. 10 
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5.1 CAPITAL STRUCTURE 1 

BHI determines its capital structure for ratemaking purposes in accordance with the Cost of 2 

Capital Report.  Appendix 2-OA and Appendix 2-OB are filed in the live Excel file 3 

Attachment2_Main_OEB_Chapter2Appendices_BHI_10302020. These tables are provided on 4 

pages 11-14 below for ease of reference.  5 

 6 

BHI’s proposed deemed capital structure for the 2021 Test Year is 60% debt (56% long-term 7 

debt and 4% short-term debt) and 40% equity, as identified in Table 1 below.  8 

Table 1 – 2021 Deemed Capital Structure 9 

 10 
 11 

BHI provides an explanation of material changes in its actual capital structure; and any material 12 

differences between its actual and deemed capital structure in Section 5.2. 13 

  

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt
  Long-term Debt 56.00% $83,203,011 3.38% $2,813,519
  Short-term Debt 4.00% (1) $5,943,072 2.75% $163,434
Total Debt 60.0% $89,146,083 3.34% $2,976,954

Equity
  Common Equity 40.00% $59,430,722 8.52% $5,063,498
  Preferred Shares 0.00% $ - 0.00% $ -
Total Equity 40.0% $59,430,722 8.52% $5,063,498

Total 100.0% $148,576,805 5.41% $8,040,451

Capitalization Ratio
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5.2 COST OF CAPITAL (RETURN ON EQUITY AND COST OF DEBT) 1 

5.2.1 Overview 2 

BHI provides the calculations for each of Return on Equity (“ROE”), Short-Term Debt and Long-3 

Term Debt below.  4 

5.2.2 Return on Equity 5 

BHI has used an ROE of 8.52% in the 2021 Test Year in accordance with the Cost of Capital 6 

Parameters for 2020 cost-based applications, issued by the OEB on October 31, 2019.1  BHI 7 

will make a subsequent update for the ROE for use in 2021 cost-based applications, which is 8 

expected to be available prior to the OEB rendering its Decision on this Application. 9 

5.2.3 Short-Term Debt 10 

BHI has used a short-term debt rate of 2.75% for the 2021 Test Year in accordance with the 11 

Cost of Capital Parameters for 2020 cost-based applications issued by the OEB on October 31, 12 

2019.2  BHI will make a subsequent update for the short-term debt rate for use in 2021 cost-13 

based applications which is expected to be available prior to the OEB rendering its Decision on 14 

this Application. 15 

  16 

BHI’s short-term debt instruments are summarized below.  17 

5.2.3.1 Revolving Line of Credit 18 

BHI has access to a revolving line of credit facility in the amount of $20,000,000 that is secured 19 

by a general security agreement over BHI’s assets.  The line of credit has been updated from 20 

$10,000,000 to $20,000,000 since the 2014 Cost of Service and the credit facility is provided as 21 

Appendix A.  22 

5.2.3.2 Letter of Credit 23 

BHI has obtained a Letter of Credit from a Canadian bank in the amount of $18,000,000 that 24 

has been issued in favour of the Independent Electricity System Operator (“IESO”).  This Letter 25 

 
1 https://www.oeb.ca/industry/rules-codes-and-requirements/cost-capital-parameter-updates 
2 Ibid 
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of Credit guarantees payment of BHI’s electricity purchases to the IESO, who has not drawn 1 

upon this credit instrument. 2 

5.2.4 Long-Term Debt 3 

BHI has used a long-term debt rate of 3.38% for the 2021 Test Year, which is the weighted 4 

average of the interest on BHI’s outstanding long-term debt instruments.  A summary of BHI’s 5 

long-term debt instruments is provided in Table 2 below.  6 

Table 2 – 2021 Test Year and 2014 Long-Term Debt Instruments 7 

 8 

5.2.4.1 Promissory Note – City of Burlington – April 10/2002 9 

The promissory note with the City of Burlington in the amount of $47,878,608 is affiliated debt 10 

priced at the OEB’s deemed long-term debt rate.  The debt is priced at 3.21% in the 2021 Test 11 

Year in accordance with the Cost of Capital Parameters for 2020 cost-based applications issued 12 

by the OEB on October 31, 2019.  BHI will make a subsequent update for the long-term debt 13 

rate for use in 2021 cost-based applications which is expected to be available prior to the OEB 14 

rendering its Decision on this Application. This promissory note is secured through a General 15 

Security Agreement and is due on demand to the City of Burlington. The City of Burlington has 16 

waived its right to demand payment until January 1, 2021. BHI attaches this promissory note as 17 

Appendix B.  18 

5.2.4.2 Debenture – Infrastructure Ontario – March 15/2011 19 

BHI obtained an Ontario Infrastructure Projects Corporation (“OIPC”) debenture of $10,000,000 20 

on March 15, 2011 due March 16, 2026.  The loan bears interest at a rate of 4.51%. The loan is 21 

payable in the amount of $76,550 monthly principal and interest.  BHI attaches the debenture as 22 

Appendix C. 23 

Principal Rate Principal Rate

Promissory Note City of Burlington Affiliated Fixed Apr 10/2002 n/a $47,878,608 3.21% $47,878,608 4.88%
Debenture Infrastructure Ontario Third-Party Fixed Mar 15/2011 15 $3,950,504 4.51% $8,388,042 4.51%

Promissory Note Infrastructure Ontario Third-Party Fixed Mar 8/2013 25 $6,192,536 4.02% $7,769,545 4.02%
Promissory Note Infrastructure Ontario Third-Party Fixed Dec17/2018 15 $6,096,303 3.63%

New Long Term Debt Infrastructure Ontario Third-Party Fixed Jan 1/2021 25 $10,000,000 3.21%
Total $74,117,952 3.38% $64,036,195 4.73%

2021 Test Year 2014 Actuals

Description Lender
Affiliated 
or Third-

Party Debt

Fixed or 
Variable 

Rate
Start Date Term              

(years)
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5.2.4.3 Promissory Note – Infrastructure Ontario – March 1/2013 1 

BHI obtained a loan from the OIPC in the form of a Promissory Note of $8,000,000 due March 2 

1, 2038. The Note bears interest at a rate of 4.02%. The Note is payable in the amount of 3 

$42,315 monthly principal and interest. BHI attaches the promissory note as Appendix D. 4 

5.2.4.4 Promissory Note – Infrastructure Ontario – December 17/2018 5 

BHI obtained a loan from the OIPC in the form of a Promissory Note of $7,000,000 due 6 

December 17, 2033. The note bears interest at a rate of 3.63%. The note is payable in the 7 

amount of $50,490 monthly principal and interest.  BHI attaches the promissory note as 8 

Appendix E. 9 

5.2.4.5 New Long-Term Debt – Infrastructure Ontario – January 1/2021 10 

BHI expects to issue long-term debt in 2021 in the amount of $10,000,000 to support its ongoing 11 

capital expenditure requirements as presented in this Application.  BHI has used the OEB’s 12 

current long-term debt rate of 3.21% as an estimate of the interest rate.3  13 

 14 

The OIPC facilities are secured by a general security agreement over the assets of BHI. 15 

5.2.4.6 Long-Term Debt – Variance Analysis 16 

BHI’s forecasted long-term debt in the 2021 Test Year, as identified in Table 2 above, is 17 

approximately $10 million higher than 2014 due to the addition of the new long-term debt on 18 

January 1, 2021.  The addition of a $7,000,000 promissory note on March 8, 2013 was offset by 19 

a reduction in principal of the OIPC debenture and promissory note, previously issued in 2011 20 

and 2013 respectively.  BHI’s long-term debt rate is expected to decrease from 4.73% in 2014 21 

to 3.38% in the 2021 Test Year due to decreases in (i) the long-term debt rate associated with 22 

the City of Burlington promissory note as determined by the OEB; and (ii) the OIPC long-term 23 

debt rate.  24 

 25 

As identified above, BHI is forecasting new debt of $10,000,000 in the 2021 Test Year.  BHI is 26 

not planning to redeem any debt. 27 

 
3 https://www.oeb.ca/industry/rules-codes-and-requirements/cost-capital-parameter-updates 
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5.2.5 Preferred Shares 1 

BHI has not issued any preference shares.  As such, BHI has not and does not expect to record 2 

either a profit or a loss on redemption of debt and/or preference shares from 2014 to 2021.   3 

5.2.6 Notional Debt 4 

Notional debt is the difference between deemed debt and actual debt.  Notional debt can be 5 

either positive (i.e., deemed debt is greater than actual debt) or negative (i.e., deemed debt is 6 

less than actual debt). BHI’s notional long-term debt is $9,085,059 as identified in Table 3 7 

below. The notional debt attracts the weighted average cost of actual long-term debt rather than 8 

the current deemed long-term debt rate issued by the OEB. 9 

Table 3 – Long-term Notional Debt 10 

 11 
  

Description Actual 1
Deemed Per 

Appendix 2-OA Notional Debt

Long-Term Debt $74,117,952 $83,203,011 $9,085,059
1. Long-Term Debt as identified in Table 2
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5.3 NOT-FOR-PROFIT CORPORATIONS 1 

BHI confirms that it is a For-Profit Corporation and that it does not have approved reserves from 2 

any previous OEB decisions. 3 
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OEB Appendix 2-OA – Capital Structure and Cost of Capital 1 

 2 

 
 

 3 

4 

Test Year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $83,203,011 3.38% $2,813,519
2   Short-term Debt 4.00% (1) $5,943,072 2.75% $163,434
3 Total Debt 60.0% $89,146,083 3.34% $2,976,954

Equity
4   Common Equity 40.00% $59,430,722 8.52% $5,063,498
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $59,430,722 8.52% $5,063,498

7 Total 100.0% $148,576,805 5.41% $8,040,451

(1) 4.0% unless an applicant has proposed or been approved for a different amount.
Notes

Line 
No. Capitalization Ratio

2021

Last OEB-approved year:

Particulars Cost Rate Return

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

1   Long-term Debt 56.00% $73,810,453 4.73% $3,491,234
2   Short-term Debt 4.00% (1) $5,272,175 2.11% $111,243
3 Total Debt 60.0% $79,082,628 4.56% $3,602,477

Equity
4   Common Equity 40.00% $52,721,752 9.36% $4,934,756
5   Preferred Shares 0.00% $ - 0.00% $ -
6 Total Equity 40.0% $52,721,752 9.36% $4,934,756

7 Total 100.0% 6.48% $8,537,233

(1)

2014 CoS

Line 
No. Capitalization Ratio

Notes
4.0% unless an applicant has proposed or been approved for a different amount.
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OEB Appendix 2-OB – Debt Instruments 1 

 2 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 8,388,042$     4.51% 378,300.71$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 7,769,545$     4.02% 312,335.70$   

Total 64,036,195$   4.73% 3,027,112.47$ 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 7,836,428$     4.51% 353,422.90$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 7,570,455$     4.02% 304,332.28$   

Total 63,285,491$   4.73% 2,994,231.25$ 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 7,259,415$     4.51% 327,399.62$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 7,363,212$     4.02% 296,001.12$   

Total 62,501,235$   4.74% 2,959,876.81$ 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 6,655,834$     4.51% 300,178.12$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 7,147,483$     4.02% 287,328.82$   

Total 61,681,925$   4.74% 2,923,983.01$ 
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1 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 6,024,462$     4.51% 271,703.23$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 6,922,920$     4.02% 278,301.39$   

Total 60,825,990$   4.75% 2,886,480.70$ 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 5,364,019$     4.51% 241,917.25$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 6,689,162$     4.02% 268,904.30$   
4 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Dec 17 2018 15 6,837,131$     3.63% 248,187.87$   

Total 66,768,920$   4.64% 3,095,485.49$ 

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   4.88% 2,336,476.07$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 4,673,166$     4.51% 210,759.80$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 6,445,831$     4.02% 259,122.41$   
4 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Dec 17 2018 15 6,473,429$     3.63% 234,985.49$   

Total 65,471,035$   4.65% 3,041,343.77$ 

Year 2021

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 Promissory Note City of Burlington Affiliated Fixed Rate 47,878,608$   3.21% 1,536,903.32$ 
2 Debenture Infrastructure Ontario Third-Party Fixed Rate Mar 15 2011 15 3,950,504$     4.51% 178,167.73$   
3 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Mar 8 2013 25 6,192,536$     4.02% 248,939.96$   
4 Promissory Note Infrastructure Ontario Third-Party Fixed Rate Dec 17 2018 15 6,096,303$     3.63% 221,295.81$   
5 New Long Term Debt Infrastructure Ontario Third-Party Fixed Rate Jan 1 2021 25 10,000,000$   3.21% 321,000.00$   

Total 74,117,952$   3.38% 2,506,306.82$ 
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Appendix A – Revolving Line of Credit 
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Appendix B – City of Burlington Promissory Note 
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Appendix C – Infrastructure Ontario 2011 Debenture  
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Appendix D – Infrastructure Ontario 2013 Promissory Note  































  Burlington Hydro Inc. 
2021 Electricity Distribution Rates Application 

EB-2020-0007 
Exhibit 5 

Page 20 of 20 
Filed: October 30, 2020 

 
 

Appendix E – Infrastructure Ontario 2018 Promissory Note 
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