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CAPITAL STRUCTURE 1 

 2 

The following evidence describes Kingston Hydro’s capitalization, both in terms 3 

of debt and equity. 4 

 5 

Kingston Hydro wishes to adopt the Board’s guidelines for the cost of capital, as 6 

outlined in the Report of the Board on the Cost of Capital for Ontario’s Regulated 7 

Utilities (the “Cost of Capital Report”), issued December 11, 2009, with the 8 

exception of anticipated debt issuances in 2022 and 2023.  Given the extreme 9 

volatility in the debt markets since the latest release of the Cost of Capital 10 

Parameter Update released on October 28, 2021 Kingston Hydro has included 11 

the latest information available (as of March 28, 2022) with respect to long term 12 

debt issuances.  The Applicant has done this to attempt to provide the most 13 

realistic version of the Cost of Capital for 2023. 14 

 15 

As documented in the Report of the Board on Rate Setting Parameters and 16 

Benchmarking under the Renewed Regulatory Framework for Ontario’s 17 

Electricity Distributors (EB-2010-0379) issued November 21, 2013, the Board 18 

now updates Cost of Capital parameters for setting rates only once per year.  19 

 20 

The Applicant proposes to review and update its Cost of Capital parameters 21 

when the Board updates them for rates effective in the 2023 calendar year.   22 

 23 

Kingston Hydro has a deemed capital structure of 60% debt and 40% equity. The 24 

current Board approved (EB2015-0083) deemed short term debt rate is 1.65% 25 

and the current deemed long term debt rate is 3.95%.  The deemed return on 26 
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equity is 9.19%. This deemed return was used for the January 1, 2022 IRM rate 1 

filing and equates to a total cost of capital of 5.95%. 2 

 3 

As required, included in Appendix 2-OA Capital Structure is Kingston Hydro’s 4 

Board Approved 2020 capital structure as well as the 2023 Test year.  5 

 6 

Since the Board Approved 2016 year through to the 2023 Test Year, Kingston 7 

Hydro has not had any material changes in actual capital structure including 8 

retirements of debt or preference shares and buy-back of common shares, short-9 

term debt, long-term debt, preference shares and common share offerings. 10 
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COST OF CAPITAL 1 

 2 

DEBT INSTRUMENTS 3 

 4 

Kingston Hydro’s debt instruments are as outlined in Appendix 2-OB Debt 5 

Instruments.  Included are the years 2016-2023. 6 

 7 

Long Term Affiliate Debt 8 

 9 

The Applicant has Long Term Affiliate Debt outstanding at the last 2 proceedings 10 

(2011 and 2016) in the amount of $10,880,619.  This debt remains outstanding 11 

and is unchanged. 12 

   13 

The interest rate attached to this debt remains at 5.87%, the deemed interest 14 

rate at the 2011 cost of service proceeding which is also evidenced by the 15 

attached promissory note.  16 

 17 

This amount is included Appendix 2-OB Debt Instruments.  The interest rate 18 

included is estimated to be the deemed interest rate in effect in 2023. It is based 19 

on the lending rate provided from our lender in March 2022, plus 0.5%.  Kingston 20 

Hydro proposes to update this rate once more information becomes available. 21 

 22 

The details of the debt arrangement can be found in Exhibit 5 Tab 1 Schedule 2 23 

Attachment 1.24 
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3rd Party Long Term Financing 1 

 2 

Kingston Hydro’s 3rd Party long-term debt instruments are as outlined in 3 

Appendix 2-OB Debt Instruments. Interest rates attached to the existing debt 4 

instruments were market rates at the time of issuance.  In its expected financing, 5 

Kingston hydro has utilized debt rates that are more indicative of the actual rates 6 

that will be in effect at the time of issuance. 7 

 8 

The Company projects the following additional financing in 2022 and 2023, all 9 

based on 30-year amortization periods unless otherwise noted: 10 

 11 

• In 2022, it is expected that a $2 million loan will be executed in December.  12 

The interest rate that has been projected is based on information available 13 

from our lender as of March 28, 2022. Kingston Hydro proposes to update 14 

this rate once more information becomes available. 15 

• In 2023, it is expected that a $1 million loan will be executed in December.  16 

The interest rate that has been projected is based on information available 17 

from our lender as of March 28, 2022 plus 0.5%, which is based on 18 

expected Bank of Canada interest rate increases. Kingston Hydro 19 

proposes to update this rate once more information becomes available. 20 

 21 

COMMON EQUITY 22 

 23 

Kingston Hydro is wholly owned by the Corporation of the City of Kingston, a 24 

municipality in the Province of Ontario. This ownership consists of 120 common 25 

shares of Kingston Hydro. 26 

 27 

Kingston Hydro has used the deemed return on equity of 8.66% based on the 28 

latest Cost of Capital Update issued by the OEB on October 28, 2021. 29 
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Kingston Hydro recognizes that this rate will be updated prior to the Decision 1 

reflect the current rate in effect per the December 11, 2009 Report of the Board 2 

on the Cost of Capital for Ontario’s Regulated Utilities. 3 
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NOT-FOR-PROFIT CORPORATION 1 

 2 

Kingston Hydro is not a not-for-profit corporation. 3 
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