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5.0 COST OF CAPITAL AND CAPITAL STRUCTURE 

 

5.1 Cost of Capital  

 

1. As outlined in EB-2010-0018, ENGLP’s approved capital structure consists of 4% short-

term debt with a return of 2.07%, 56% long-term debt with a return of 7.67% and 40% equity 

with a return of 9.85%. ENGLP proposes to continue with the current deemed capital structure 

for the period covering January 1, 2020 to December 31, 2024. 

 

2. Evidence presented in this Exhibit is consistent with the Board’s guidelines provided in 

the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities (the 2009 Report):  

 

 The proposed cost of capital parameters used for equity, short term debt, and long 

term debt are equal to those identified in the Board’s letter dated November 22, 

2018
1
 (the “2019 Cost of Capital”). These parameters are applicable for cost of 

service applications with rates that have effective dates in 2019.  

 Historical debt sourced through affiliates of ENGLP is at rates no greater than the 

Board’s prescribed interest rate at the period of time the debt was initiated. 

 The long-term cost of debt uses the weighted average cost of debt when 

considering additions in 2019 and 2020. 

 

3. ENGLP will update its cost of capital parameters to reflect future Board issued cost of 

capital parameters for rates with effective dates in 2020 prior to implementing the rates 

stemming from the Board’s decision in this Application.  

 

4. ENGLP is proposing no deviation from the Board’s policy documented in the 2009 

Report. Table 5.1-1 below summarizes the weighted average costs of capital.   

 

                                                 
1
 https://www.oeb.ca/sites/default/files/Ltr-2018-Cost-of-Capital-Update-20171123.pdf 

 

https://www.oeb.ca/sites/default/files/Ltr-2018-Cost-of-Capital-Update-20171123.pdf
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Table 5.1-1 

2020 Cost of Capital 
 

 
A B C D E 

  
Capital 

Component 

Mid-Year Capital 

Structure / Rate 

Base Amount 

Ratio Cost Rate 

Return 

Component 

(WACC) 

Return 

Amount 

1 Equity 6,542,301 40.00% 8.98% 3.59% 587,499 

2 LT Debt 9,159,221 56.00% 3.85% 2.15% 352,296 

3 ST Debt 654,230 4.00% 2.82% 0.11% 18,449 

4 Total 16,355,752 100.00% 
 

5.86% 958,244 

 

Cost of Equity 

 

5. For the purposes of preparing this Application, ENGLP has used the cost of capital 

parameters issued by the Board on November 23, 2018 which reflects a return on equity of 

8.98%. If appropriate, ENGLP will update the return on equity to reflect future Board issued cost 

of capital parameters for cost of service rate applications with rates that have effective dates in 

2020 prior to the issuance of the Board’s decision for this Application.  

 

Table 5.1-2 

Cost of Equity 
    A B 

    2019 B 2020 T 

1 Mid-year Rate Base 15,265,770 16,355,752 

2 Equity % in Rate Base 40.00% 40.00% 

3 Mid-year Equity Balance 6,106,308 6,542,301 

4 Cost of Equity 8.98% 8.98% 

5 Cost of Equity 548,346 587,499 

 

Short-Term Cost of Debt 

 

6. For the purposes of preparing this Application, ENGLP has used the cost of capital 

parameters issued by the Board on November 23, 2018 which reflects a return on short term debt 

of 2.82%. Short-term debt is typically used by ENGLP to finance capital projects. ENGLP will 

borrow all future short-term debt requirements from its parent company EPCOR Utilities Inc. 

(“EUI”). Short-term debt is typically refinanced the following year with a combination of cash, 

equity, and long-term debt that maintains a capital structure as close to the approved capital 

structure as possible. If appropriate, ENGLP will update the return on short-term debt to reflect 

future Board issued cost of capital parameters for cost of service rate applications with rates that 

have effective dates in 2020 prior to the issuance of the Board’s decision for this Application.  
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Table 5.1-3 

Cost of Short-term Debt 
    A B 

    2019 B 2020 T 

1 Mid-year Rate Base 15,265,770 16,355,752 

2 ST Debt % in Rate Base 4.00% 4.00% 

3 Mid-year ST Debt Balance 610,631 654,230 

4 ST Debt Interest Rate 2.82% 2.82% 

5 Cost of ST Debt 17,220 18,449 

 

Long-Term Debt 

 

7. On November 29, 2017, ENGLP borrowed $8.66 million from its parent company, 

EPCOR Utilities Inc., a copy of which is included in Exhibit 5, Tab 2, Schedule 1. The term of 

this note is 30 years with an interest rate of 3.83%. The derivation of the interest rate is as 

follows: 

 

Table 5.1-4 

Long-Term Cost of Debt – Promissory Note from Affiliate 
  

 

A B 

    Dated Value 

1 GoC 30 Year Rate 29-Nov-17 2.23% 

2 ENGLP Credit Spread 
 

1.55% 

3 Transaction Fee 
 

0.05% 

4 Total Rate 
 

3.83% 

 

8. The credit spread of 1.55% is based on market rates observed in November 2017. 

ENGLP’s credit spread is based on a top-down internal credit analysis conducted by EPCOR’s 

Treasury group and is consistent with the process undertaken for all subsidiaries.  The analysis 

considered many items including qualitative factors such as business and industry risk as well as 

quantitative factors such as financial and liquidity risk. Given ENGLP’s stable industry and 

scope of operations, the analysis results in a strong investment grade credit rating of BBB. This 

rating will be assessed periodically overtime to ensure its validity.  

 

9. ENGLP targets a capitalization ratio consistent with current Board policy. The capital 

requirements of the business, as described in Exhibit 2, will be financed in part with long-term 

debt sourced from EUI on similar terms to that of the existing Promissory Note. The cost of new 

long-term debt issuances in this application is 4.13% which is consistent with the Board’s Cost 
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of Capital Parameters issued on November 22, 2018. If appropriate, ENGLP will update the cost 

of long-term debt to reflect future Board issued cost of capital parameters for cost of service rate 

applications with rates that have effective dates in 2020 prior to the issuance of the Board’s 

decision for this Application. 

 

10. ENGLP expects to add $0.998 million of new long-term debt in 2020 Test Year. When 

combined with the existing $8.66 million promissory note, the weighted average cost of long-

term debt in 2020 is estimated to be 3.85%. This is shown in Table 5.1-5 below: 

 

Table 5.1-5 

Weighted Average Cost of Long-Term Debt 
    A B C D 

    2017 A 2018 F 2019 B 2020 T 

1 Opening Balance 
 

8,660,000 8,660,000 8,660,000 

2 Borrowing 
 

0 0 998,442 

3 Repayment 
 

0 0 0 

4 Ending Balance 8,660,000 8,660,000 8,660,000 9,658,442 

5 Mid-year Balance 
 

8,660,000 8,660,000 9,159,221 

6 Interest Expense 
 

331,678 331,678 352,296 

7 Weighted Average Interest Rate 3.83% 3.83% 3.85% 

 

5.2 Capital Structure 

 

11. Table 5.2-1 below summarizes the elements of the capital structure last approved by the 

Board in EB-2010-0018. 

 

Table 5.2-1 

Board Approved Cost of Capital for 2011 Test Year (EB-2010-0018) 
   A B C D 

  
Capital Component 

Mid-year 

Balance 

% of Rate 

Base 

Cost 

Rate 

Requested 

Return 

1 Long-term Debt 7,663,620 56.00% 7.67% 587,800 

2 Short-term Debt 547,401 4.00% 2.07% 11,331 

3 Total Debt 8,211,022 60.00% 
 

599,131 

4 Common Equity 5,474,014 40.00% 9.85% 539,190 

5 Total Rate Base 13,685,036 100.00% 
 

1,138,321 

 

12. ENGLP is not proposing any deviations from the previously approved deemed capital 

structure of 40% equity, 56% long-term debt, and 4% short term debt. Since acquiring the assets 

of NRG in November 2017, there has been no material deviation in the financing of rate base 

assets as it relates to this capital structure.  
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13. Tables 5.2-2 to 5.2-4 detail the capital structure proposed by ENGLP in this Application.  

 

14. Since acquiring the assets in November 2017, ENGLP has no preferred shares, has not 

retired any long-term debt, nor has it initiated any buy-back of units. 

 

15. Table 5.2-5 provides the historical capital structure of the utility for periods 2011–2017 

(October – September fiscal year) prior to ENGLP’s acquisition of the assets. Included in this 

table are ENGLP’s estimates of the effective annual cost of debt as well as the return on equity to 

the prior owner of the utility. Neither the debt of nor the definitive financial records of the utility 

were transferred to ENGLP at financial close. As such details regarding the historical cost of 

debt to the utility cannot be confirmed by ENGLP. ENGLP has estimated the effective annual 

cost of debt using historical RRR filings.  

 

Table 5.2-2 

Summary of Proposed Cost of Capital in 2020 Test Year ($) 
   A B C D 

  
Capital Component 

Mid-year 

Balance 

% of Rate 

Base 
Cost Rate 

Requested 

Return 

1 Long-term Debt 9,159,221 56.00% 3.85% 352,296 

2 Short-term Debt 654,230 4.00% 2.82% 18,449 

3 Total Debt 9,813,451 60.00%  370,745 

4 Common Equity 6,542,301 40.00% 8.98% 587,499 

5 Total Rate Base 16,355,752 100.00% 
 

958,244 

 

Table 5.2-3 

Summary of Cost of Capital in 2019 Bridge Year ($) 
   A B C D 

  

Capital Component 

Mid-year 

Balance 

($0,000s) 

% of Rate 

Base 
Cost Rate 

Requested 

Return 

1 Long-term Debt 8,548,831 56.00% 3.83% 327,420 

2 Short-term Debt 610,631 4.00% 2.82% 17,220 

3 Total Debt 9,159,462 60.00%  344,640 

4 Common Equity 6,106,308 40.00% 8.98% 548,346 

5 Total Rate Base 15,265,770 100.00% 
 

892,986 
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Table 5.2-4 

Summary of Cost of Capital in 2018 Forecast 
  

 
A B C D 

  
Capital 

Component 
Mid-year Balance 

% of Rate 

Base 
Cost Rate 

Requested 

Return 

1 Long-term Debt 7,633,337 56.00% 3.83% 292,357 

2 Short-term Debt 545,238 4.00% 2.29% 12,486 

3 Total Debt 8,178,576 60.00%  304,843 

4 Common Equity 5,452,384 40.00% 9.00% 490,715 

5 Total Rate Base 13,630,960 100.00% 
 

795,557 

 

Table 5.2-5 

Historical Capital Structure 
   A B C D E F G 

   September September September September September September September 

   2011 2012 2013 2014 2015 2016 2017 

1 Approved Capital Structure 
       

2 Short-Term Debt 4% 4% 4% 4% 4% 4% 4% 

3 Long-Term Debt 56% 56% 56% 56% 56% 56% 56% 

4 Equity 40% 40% 40% 40% 40% 40% 40% 

5 Capital Structure 
       

6 Short-Term Debt 0% 0% 0% 0% 3% 4% 8% 

7 Long-Term Debt 55% 51% 48% 44% 54% 57% 52% 

8 Equity 45% 49% 52% 56% 43% 39% 40% 

9 Capitalization 
       

10 Short-Term Debt 0 0 0 0 370,325 502,683 1,000,634 

11 Long-Term Debt 7,482,094 6,810,759 6,348,457 5,762,361 6,601,097 7,029,867 6,813,193 

12 Equity 6,080,016 6,582,000 6,969,950 7,399,289 5,286,595 4,747,340 5,283,876 

13 Total Capitalization 13,562,110 13,392,758 13,318,407 13,161,650 12,258,017 12,279,890 13,097,703 

14 Realized ROE 4.44% 11.38% 6.96% 9.33% -3.65% 9.22% 7.02% 

15 Cost of Debt 6.30% 2.75% 3.50% 3.26% 2.39% 2.12% 3.21% 
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