
  Greater Sudbury Hydro Inc. 
  Filed: October 30, 2024 
  EB-2024-0026 
  Exhibit 5 
 

 

 

 

Exhibit 5: 

COST OF CAPITAL AND CAPITAL STRUCTURE 

 



  Greater Sudbury Hydro Inc. 
  Filed: October 30, 2024 
  EB-2024-0026 
  Exhibit 5 
  Tab 1 

 

 

 

 

 

 

 

 

Exhibit 5: Cost Of Capital And Capital Structure 

 

 

Tab 1 (of 3): Capital Structure 

 

 

 



  Greater Sudbury Hydro Inc.   
Filed: October 30, 2024 

  EB-2024-0026 
  Exhibit 5 
  Tab 1 
  Schedule 1 
  Page 1 of 2 

CAPITAL STRUCTURE 1 

This Application is submitted in compliance with the deemed capital structure as 2 

prescribed by the Ontario Energy Board ("OEB") for rate making purposes. It assumes 3 

the current Cost of Capital parameters set by the Board letter dated October 31, 2023. 4 

Greater Sudbury Hydro Inc ("GSHi”) will update for the Board issued 2025 Cost of 5 

Capital parameters as part of the draft rate order in this proceeding. Table 1 below sets 6 

out the Board’s current Cost of Capital parameters. 7 

 8 

Table 1: Cost of Capital 9 

Cost of Capital Parameter Value for Applications for rate changes 
in 2024 

ROE 9.21% 

Deemed LT Debt Rate 4.58% 

Deemed ST Debt Rate 6.23% 

 10 

GSHi's current OEB approved capital structure for rate making purposes is 60% debt 11 

and 40% equity. This capital structure was determined in the OEB's Report of the Board 12 

on Cost of Capital for Ontario's Regulated Utilities dated December 11, 2009 ("Cost of 13 

Capital Report"). The Report states the debt structure of 60% is comprised of 56% long 14 

term and 4% short term debt. 15 

 16 

GSHi is not proposing any departure from the deemed structure for the purposes of rate 17 

making in this Application.  18 

 19 

GSHi's deemed capital structure and return on capital set out in Table 2 below: 20 

 21 

Table 2: Deemed Capital Structure and Return on Capital 22 
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 1 
 2 

OEB Appendix 2-OA has been included as Exhibit 5, Tab 1, Schedule 1, Attachment 1. 3 

OEB Appendix 2-OB has been included as Exhibit 5, Tab 1, Schedule 1, Attachment 2. 4 

 5 

Capital Structure Changes 6 

GSHi has not made any changes in its capital structure and has no material difference 7 

between actual and deemed capital structure.  8 

  9 
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File Number: EB-2024-0026

Exhibit: 5

Tab: 1

Schedule: 1

Page: 1

Date: 30-Oct-24

Test Year:

Particulars Cost Rate Return

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

1  Long-term Debt 56.00% $71,237,881 4.21% $2,999,115
2  Short-term Debt 4.00% (1) $5,088,420 6.23% $317,009
3 Total Debt 60.0% $76,326,301 4.34% $3,316,123

Equity
4  Common Equity 40.00% $50,884,200 9.21% $4,686,435
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $50,884,200 9.21% $4,686,435

7 Total 100.0% $127,210,501 6.29% $8,002,558

(1)

Last OEB-approved year:

Particulars Cost Rate Return

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

1  Long-term Debt 56.00% $59,000,972 3.15% $1,858,531
2  Short-term Debt 4.00% (1) $4,214,355 2.75% $115,895
3 Total Debt 60.0% $63,215,327 3.12% $1,974,425

Equity
4  Common Equity 40.00% $42,143,551 8.52% $3,590,631
5   Preferred Shares 0.00% $ - $ -
6 Total Equity 40.0% $42,143,551 8.52% $3,590,631

7 Total 100.0% $105,358,878 5.28% $5,565,056

(1)

2020

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

This table must be completed for the last OEB-approved year and the test year.

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

2025

Line 
No. Capitalization Ratio

Notes
4.0% unless an applicant has proposed or been approved for a different amount.
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File Number: EB-2024-0026

Exhibit: 5

Tab: 1

Schedule: 1

Page: 2

Date: 30-Oct-24

Notes

1
2

3

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 911,821$    4.69% 42,766.53$    
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   3.21% 1,561,519.20$  Deemed rate (2020)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 497,490$    4.33% 21,541.32$    
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 5,435,718$    1.98% 107,409.79$    
5 -$    
6 -$    
7 -$    
8 -$    
9 -$    

10 -$    
11 -$    
12 -$    

Total 55,490,487$   3.12% 1,733,236.83$  

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 765,652$    4.69% 35,910.84$    
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   3.21% 1,561,519.20$  Deemed rate (2020)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 397,253$    4.33% 17,201.05$    
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 5,284,232$    1.98% 104,416.41$    
5 TD Long-term Debt Feb 2021 ($4.5M) Toronto-Dominion Bank Third-Party Fixed Rate 19-Feb-21 10 4,444,334$    2.35% 104,486.28$    
6 -$    
7 -$    
8 -$    
9 -$    

10 -$    

Appendix 2-OB
Debt Instruments

If financing is in place only part of the year, separately calculate the pro-rated interest in the year and input in the cell.
Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities , issued December 11, 2009, or with 
any subsequent update issued by the OEB.

Add more lines above row 12 if necessary.



11 -$                  
12 -$                  

Total 59,536,927$   3.06% 1,823,533.78$  

Year 2022

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 612,336$        4.69% 28,719.96$       
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   3.21% 1,561,519.20$  Deemed rate (2020)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 292,588$        4.33% 12,669.06$       
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 5,108,085$     1.98% 100,935.76$     
5 TD Long-term Debt Feb 2021 ($4.5M) Toronto-Dominion Bank Third-Party Fixed Rate 19-Feb-21 10 4,320,413$     2.35% 101,572.91$     
6 -$                  
7 -$                  
8 -$                  
9 -$                  

10 -$                  
11 -$                  
12 -$                  

Total 58,978,879$   3.06% 1,805,416.89$  

Year 2023

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 451,534$        4.69% 21,178.00$       
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   3.21% 1,561,519.20$  Deemed rate (2020)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 183,300$        4.33% 7,936.89$         
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 4,928,426$     1.98% 97,385.70$       
5 TD Long-term Debt Feb 2021 ($4.5M) Toronto-Dominion Bank Third-Party Fixed Rate 19-Feb-21 10 4,182,283$     2.35% 98,325.47$       
6 -$                  
7 -$                  
8 -$                  
9 -$                  

10 -$                  
11 -$                  
12 -$                  

Total 58,391,001$   3.06% 1,786,345.26$  

Year 2024

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 283,094$        4.69% 13,277.74$       
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   3.21% 1,561,519.20$  Deemed rate (2020)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 69,185$          4.33% 2,995.70$         
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 4,745,185$     1.98% 93,764.86$       



5 TD Long-term Debt Feb 2021 ($4.5M) Toronto-Dominion Bank Third-Party Fixed Rate 19-Feb-21 10 4,040,870$     2.35% 95,000.85$       
6 TD Long-term Debt Oct 2024 ($6.0M) Toronto-Dominion Bank Third-Party Fixed Rate 11-Oct-24 10 5,988,561$     4.15% 41,460.51$       
7 -$                  
8 -$                  
9 -$                  

10 -$                  
11 -$                  
12 -$                  

Total 63,772,352$   2.84% 1,808,018.87$  

Year 2025

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 TD SWAP Loan 2011 Toronto-Dominion Bank Third-Party Fixed Rate 18-Jan-11 15 106,601$        4.69% 4,999.81$         
2 Promissory Note with GSU Greater Sudbury Utilities Affiliated Fixed Rate 1-Nov-00 demand 48,645,458$   4.58% 2,227,961.98$  Deemed rate (2024)
3 TD Financing Agreement 2015 Toronto-Dominion Bank Third-Party Fixed Rate 12-Jan-15 10 908$                4.33% 39.31$              
4 TD Long-term Debt Mar 2020 ($5.5M) Toronto-Dominion Bank Third-Party Fixed Rate 26-Mar-20 10 4,558,290$     1.98% 90,071.81$       
5 TD Long-term Debt Feb 2021 ($4.5M) Toronto-Dominion Bank Third-Party Fixed Rate 19-Feb-21 10 3,896,097$     2.35% 91,597.23$       
6 TD Long-term Debt Oct 2024 ($6.0M) Toronto-Dominion Bank Third-Party Fixed Rate 11-Oct-24 10 5,901,426$     4.15% 244,909.18$     
7 -$                  
8 -$                  
9 -$                  

10 -$                  
11 -$                  
12 -$                  

Total 63,108,779$   4.21% 2,659,579.32$  
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COST OF CAPITAL 1 

Return on Equity 2 

GSHi has applied a Return on Equity (ROE) rate of 9.21% for the 2025 Test Year. GSHi 3 

acknowledges that the ROE will be updated in interrogatories, based on the Cost of 4 

Capital parameters for the 2025 Cost-Based Rates. 5 

 6 

Cost of Debt – Short-Term 7 

The short-term debt rate has been set at 6.23% for the 2025 Test Year. GSHi 8 

recognizes that this rate will be updated at the time of approval based on the Cost of 9 

Capital parameters for the 2025 Cost-Based Rates. GSHi has access to an $8,000,000 10 

credit facility held in the name of its parent company, Greater Sudbury Utilities Inc. 11 

(GSU), available at the corporate bank prime rate of interest. 12 

 13 

Cost of Debt – Long-Term 14 

The long-term debt rate has been set at 4.21% for the 2025 Test Year. For the 15 

calculation of this percentage, please refer to Exhibit 5, Tab 1, Schedule 1, Attachment 16 

2. This calculation assumes a deemed rate of 4.58%, which is equal to the OEB’s 17 

current deemed long-term debt rate. GSHi recognizes that this rate will be updated at 18 

the time of approval based on the Cost of Capital Parameters for 2025 Cost-Based 19 

Rates. 20 

 21 

The promissory note with a principal balance of $48,645,458, held with the parent 22 

company, GSU, continues to accrue actual interest payments at a rate established 23 

during the corporatization of the commission in 2000. The note bears a fixed interest rate 24 

of 7.26%. However, since this is affiliated debt, the lower of the actual or deemed debt 25 

rate at the time of issuance will apply (as noted in the Cost of Capital report). As a result, 26 

the deemed interest rate of 4.58% will apply for this Cost of Service application period, 27 

subject to update based on the deemed long-term debt rate. A copy of the promissory 28 

note is attached as Exhibit 5, Tab 2, Schedule 1, Attachment 1. 29 

 30 
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In addition to the affiliated long-term debt, in 2011 GSHi entered into a 15-year interest 1 

rate swap agreement with the TD Bank for a $2,000,000 loan to fund its Smart Meter 2 

capital program. Principal repayments on this loan began in February 2011 and will end 3 

January 2026. This interest swap is used for non-speculative purposes to convert a 4 

floating rate debt into fixed rate debt bearing interest at a rate of 3.69% plus the 5 

stamping fee of 1%.  A copy of the interest rate swap agreement is included as Exhibit 5, 6 

Tab 2, Schedule 1, Attachment 2. 7 

 8 

GSHi also entered into a financing agreement with TD Equipment Finance Canada Inc. 9 

in 2015 in the amount of $971,604. The finance term was for 10 years at a fixed interest 10 

rate of 4.33% and is secured by the underlying specified assets under financing. A copy 11 

of the financing agreement is included as Exhibit 5, Tab 2, Schedule 1, Attachment 3. 12 

 13 

In 2020, GSHi entered into an unsecured debt arrangement with TD Bank, providing 14 

access to funds via multiple draws, up to a total of $10,000,000 in debt. This 15 

arrangement was established to support GSHi’s capital program spending. The 16 

Corporation received a draw of $5,500,000 on March 26, 2020, with a fixed interest rate 17 

of 1.976%, and a further draw of $4,500,000 on February 19, 2021, at a fixed interest 18 

rate of 2.351%. Both draws have a 10-year term with a 25-year amortization period. 19 

GSHi has entered into a series of interest rate swap contracts corresponding to this debt 20 

arrangement to convert floating-rate debt to fixed-rate debt. The unrealized gain or loss 21 

on these contracts is recorded as a component of other comprehensive income for the 22 

year. The financing agreement for the $5.5 million draw is included as Exhibit 5, Tab 2, 23 

Schedule 1, Attachment 4, and the financing agreement for the $4.5 million draw is 24 

included as Exhibit 5, Tab 2, Schedule 1, Attachment 5. 25 

 26 

In 2024, GSHi anticipates entering into an unsecured debt arrangement with TD Bank to 27 

support its capital program spending. The corporation originally expected to receive a 28 

draw of $6,000,000 on October 11, 2024, with a fixed interest rate of 4.15%. This draw 29 

was anticipated to have a 10-year term and a 25-year amortization period. GSHi also 30 

plans to enter into an interest rate swap contract in connection with this debt 31 
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arrangement to convert floating-rate debt to fixed-rate debt, with any unrealized gains or 1 

losses on these contracts recorded as a component of other comprehensive income for 2 

the year. 3 

 4 

Although the October 11 assumption did not come to fruition, GSHi's board of directors 5 

approved the debt draw on October 28, and GSHi anticipates completing the draw 6 

subsequent to the filing of this rate application. At the time of preparing this application, 7 

the debt arrangement had not been finalized but is expected to be completed shortly 8 

afterward. GSHi commits to updating Appendix 2-OB and the calculation of its long-term 9 

debt cost rate during the interrogatories once the terms of this debt arrangement are 10 

finalized and confirmed. 11 

 12 

GSHi has not forecasted any debt redemptions in either the 2024 Bridge Year or the 13 

2025 Test Year, aside from regularly scheduled repayments. 14 

 15 

Forecast Debt in Bridge and Test Years 16 

GSHi has not forecast any new debt in the bridge and test year. 17 

 18 

Historical Return on Equity Achieved 19 

GSHi provides a summary of historical achieved return on equity in Table 1 below: 20 

 21 

Table 1: Historical Return on Equity (ROE) 22 

 2020 2020 2021 2022 2023 
 Board Approved 

(Deemed Rate for 

2020-2024)  

Actual Actual Actual Actual 

ROE 8.52% 2.04% 9.62% 10.52% 8.24% 

 23 

 24 

Notional Debt 25 
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GSHi’s deemed long-term debt for 2025 is $71,237,881 as noted in OEB Appendix 2-1 

OA, included as Exhibit 5, Tab 1, Schedule 1, Attachment 1. GSHi’s actual debt is 2 

projected to be $63,108,779, as noted in OEB Appendix 2-OB, included as Exhibit 5, 3 

Tab 1, Schedule 1, Attachment 2. Accordingly, GSHi has notional long-term debt of 4 

$8,129,102.  5 

 6 

Weighted Average Cost of Capital 7 

The weighted average cost of capital (WACC) for GSHi is 6.29%, as detailed in OEB 8 

Appendix 2-OA, included in Exhibit 5, Tab 1, Schedule 1, Attachment 1. GSHi 9 

acknowledges that this rate will be updated based on the Cost of Capital parameters for 10 

2025 Cost-Based Rates at the time of approval, which may result in a change to the 11 

WACC for this rate application. 12 

 13 

Overview of GSHi's Financing Strategy 14 

GSHi operates within a consolidated financial structure, managing its cash and debt 15 

under the umbrella of Greater Sudbury Utilities Inc. (GSU). GSHi’s financing strategy 16 

centers on the proactive management of its cash balance and the use of both third-party 17 

and affiliate funding to support its capital programs. The company emphasizes 18 

maintaining liquidity through careful cash management and ensuring timely access to 19 

debt instruments when needed. 20 

 21 

Cash Management, Affiliate Support, and Cost Savings 22 

GSHi benefits from its participation in a bank account concentration agreement with 23 

other GSU affiliates, which allows GSHi to access cash from affiliates when needed. 24 

This arrangement provides a flexible mechanism to support its capital program in the 25 

short-term without having to rely solely on external debt.  26 

 27 

Debt to Equity Ratio and Regulatory Alignment 28 

GSHi aims to maintain a debt-to-equity ratio of 60/40, in line with the regulatory 29 

guidelines for rate setting prescribed by the Ontario Energy Board (OEB). This target 30 

applies at both the GSHi and GSU levels, ensuring that GSHi operates within a capital 31 
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structure that is balanced, cost-effective, and compliant with industry standards. By 1 

adhering to this ratio, GSHi maintains financial stability while optimizing its capital mix for 2 

ratepayer benefit. 3 

 4 

Conclusion 5 

GSHi’s financing strategy focuses on prudent cash management and a diversified 6 

approach to debt financing, utilizing both affiliate and third-party funding. The 7 

concentration agreement with GSU affiliates helps to minimize the need for short-term 8 

borrowing, and the company’s focus on maintaining a 60/40 debt-to-equity ratio aligns 9 

with regulatory guidelines. GSHi’s use of interest rate swaps and its mix of short-term 10 

and long-term debt provide financial flexibility while controlling interest costs, ultimately 11 

benefiting its ratepayers. 12 
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DECLARATION OF FOR-PROFIT STATUS 1 

GSHi is a for-profit corporation; therefore, the filing requirements for not-for-profit 2 

corporations do not apply. 3 
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