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5.1 CAPITAL STRUCTURE 

In this Exhibit, CHEI presents evidence regarding its capital structure, its debt financing, and the 
calculation of its return on equity for the 2023 Test Year. 

CHEI seeks to recover a weighted average cost of capital of 5.47% through rates in the 2023 Test 
Year.  CHEI has followed the appropriate policies in determining the applicable cost of capital. 

In calculating the applicable cost of capital, CHEI has used: 

 The OEB’s deemed capital structure of 56% long-term debt, 4% short-term debt, and 
40% equity; 

 The most recent published allowed return on equity (ROE) rate of 8.66% as per the 
OEB’s prescribed Cost of Capital Parameters published for 2022 Cost of Service 
applications.  

CHEI acknowledges the OEB will most likely update the ROE for 2023 at a later date. Therefore 
the utility commits to updating its Application to reflect the OEB’s updated Cost of Capital 
Parameters for 2023 applications as new information is issued, to the extent that updated 
information applies to the Application. 

CHEI is not seeking any changes in its Capital Structure from its 2018 Board Approved Structure. 
CHEI does not hold any debt instruments. CHEI does not issue any preference shares or common 
equity shares. As such, retirements of debt or preference shares and buy-back of common 
shares, preference shares, and common share offerings do not apply in this case. 

CHEI’s cost of capital and return on rate base for 2023 Test Year is shown in table 1 below. 

Table 2 shows the previously approved Capital Structure as a comparison. Although CHEI no 
longer holds a debt instrument, Appendix 2-OB, which shows the utility’s debt instrument until 
2022, is presented in table 3.   
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Table 1 – 2023 Capital Structure and Statement of Rate Base (Appendix 2-OA) 

Particulars Capitalization Ratio 
Cost 
Rate 

Return 
 

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

  Long-term Debt 56.00% $2,677,129  3.49% $93,432  
  Short-term Debt 4.00% $191,223  1.17% $2,237  
Total Debt 60.00% $2,868,352  3.34% $95,669   

 
 

 
 

Equity  
 

 
 

  Common Equity 40.00% $1,912,235  8.66% $165,600  
  Preferred 
Shares 

0.00% 
$ - 

0.00% 
$ - 

Total Equity 40.00% $1,912,235  8.66% $165,600   
 

 
 

 
Total 100.00% $4,780,587  5.47% $261,269  

 

Table 2 – 2018 Capital Structure and Statement of Rate Base (Appendix 2-OA) 

Particulars Capitalization Ratio 
Cost 
Rate 

Return 
 

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

  Long-term Debt 56.00% $2,621,028  2.90% $76,010  
  Short-term Debt 4.00% $187,216  2.29% $4,287  
Total Debt 60.00% $2,808,244  2.86% $80,297   

 
   

Equity  
   

  Common Equity 40.00% $1,872,163  9.00% $168,495  
  Preferred 
Shares 

0.00% 
$ -   $ - 

Total Equity 40.00% $1,872,163  9.00% $168,495   
 

   
Total 100.00% $4,680,407  5.32% $248,792  

 

All rates above are consistent with the letter issued by the OEB on October 28, 2021, and the 
Applicant is not proposing any rate different from the OEB guidelines.  
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Table 3 – Debt Instruments (Appendix 2-OB) 

  Year 2023       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

          
          

          
          
          
  Year 2022       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

Funding for 44kV Substation 

Caisse 
Populaire 

Nouvel 
Horizon 

 Fixed Rate  20 $714,243 2.90% $250 
Year End 
Balance 
Owing $ 

          
      $714,243 0.04% $250  
          
          
  Year 2021       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

Funding for 44kV Substation 

Caisse 
Populaire 

Nouvel 
Horizon 

 Fixed Rate  20 $714,243 2.90% $4,292 

Year End 
Balance 
Owing $ 

273 263.28 
          
      $714,243 0.60% $4,292  
          
          
  Year 2020       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

Funding for 44kV Substation 

Caisse 
Populaire 

Nouvel 
Horizon 

 Fixed Rate  20 $714,243 2.90% $9,104 

Year End 
Balance 
Owing $ 

273 263.28 
          
      $714,243 1.27% $9,104  
          
          
  Year 2019       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

Funding for 44kV Substation 

Caisse 
Populaire 

Nouvel 
Horizon 

 Fixed Rate  20 $714,243 2.90% $14,567 

Year End 
Balance 
Owing $ 

430 127.00 
          
      $714,243 2.04% $14,567  
          
          
  Year 2018       
          

Description Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest 
($)       

(Note 
1) 

Additional 
Comments, 

if any 

Funding for 44kV Substation 

Caisse 
Populaire 

Nouvel 
Horizon 

 Fixed Rate  20 $714,243 2.90% $19,529 

Year End 
Balance 
Owing $ 

541 338.00 
          
      $714,243 2.73% $19,529  
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5.2. RETURN ON EQUITY AND COST OF DEBT  

Calculations of the cost for each capital component are presented in table 1. The following section 
addresses the return on equity, both historical vs. the actual ROE up to 2020, as reported in the 
annual RRR filings. CHEI notes that the 2021 ROE will not be determined until the spring of 2022 
or until 2021 financial statements have been audited.  

5.2.1 Return on Equity  

CHEI’s historically achieved ROE has been with the 300 basis points of the Board-Approved ROE 
of 9.00%. CHEI’s budget process involves an analysis of the forecasted ROE. CHEI’s proposed 
ROE is 8.66%. CHEI will continue to budget with consideration to the Board-Approved ROE and 
commits to staying within the 300 basis points going forward.  

Table 4 – Historical Return On Equity Achieved 

 2018 2019 2020 2023 
2018 Board Approved 9.00% 9.00% 9.00% 8.66% 
Actual Achieved 6.12% 8.12% 10.3%  

 

5.2.2 Cost of Debt 

Although CHEI will not have actual debt in 2023, Board policy states that it can earn a deemed 
interest expense. The debt component of the return is calculated as $95,669. 

CHEI confirms that it is not forcastin any debt obligation in the next rate period (2023-2027) 

5.2.3 Long-Term, Short Term Debt 

CHEI confirms that the debt incurred to fund the substation in 2017 will be fully paid off at the end 
of 2022. The utility does not forecast any short-term or long-term debt going forward. The 
promissory note is included as an appendix to this exhibit.  

5.2.4 Notional Debt 

Because the utility does not have any actual debt, the notional debt, described as the difference 
between the utility’s weighted average cost of the actual long-term debt versus the deemed debt, 
the calculated notional debt would be $95,669, hence the entire return on debt.  The utility 
confirms that it has not incurred profit or losses on the redemption of its historical debt.  
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5.2.5 Non-For Profit Corporations 

CHEI confirms that it is a for-profit corporation, and therefore none of the requirements related to 
non-for-profit apply in CHEI’s case. 

 

APPENDICES 
List of Appendices 

Appendix 5A Promissory Note 
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APPENDICES 5A 
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