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Cost of Capital and Rate of Return 1 

 2 

Ex.5/Tab1/Sch.1 - Capital Structure 3 

 4 

LUI seeks to recover a weighted average cost of capital of 6.28% through rates in the 2017 Test Year. LUI 5 

has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities, December 11, 6 

2009 in determining the cost of capital.  7 

In calculating the cost of capital, LUI has used the OEB’s deemed capital structure of 56% long-term debt, 8 

4% short-term debt, and 40% equity, and the Cost of Capital parameters in the OEB’s letter of October 15, 9 

2015, for the allowed return on equity (“ROE”).  10 

LUI understands that the OEB will most likely update the ROE for 2017 at a later date, and therefore 11 

commits to updating its Application to reflect the OEB’s updated Cost of Capital Parameters for January 1, 12 

2017 applications and as new information is issued.  13 

LUI’s cost of capital for 2017 has been calculated as 6.28%, as shown in the table below. 14 

Table 5.0: Overview of Capital Structure 15 

 16 

 17 

 18 

 19 

 20 

 21 

Particulars Cost Rate

%

Debt

Long-term Debt 4.54

Short-term Debt 1.65

Total Debt 4.35

Equity

Common Equity 9.19

Preferred Shares 0

Total Equity 9.19

Total 6.28
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The Cost of Capital parameters are consistent with the letter issued by the OEB on October 15, 2015 which 1 

sets the values as indicated below: 2 

 3 

 4 
 Cost of Capital Parameter  Value for Applications for 

rate changes in 2016  
ROE  9.19%  
Deemed LT Debt rate  4.54%  
Deemed ST Debt rate  1.65% 

 5 

Retirements of debt or preference shares and buy-back of common shares; and Short-Term Debt, Long-6 

Term Debt, preference shares as well as common share offerings do not apply to LUI as LUI does not 7 

issue any preference shares and/or common equity shares.  8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 
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Ex.5/Tab1/Sch.2 – OEB Appendix 2-OA Capital Structure/Cost of Capital 1 

 2 

Lakefront Utilities Inc. is requesting a deemed interest expense of $515,652 and a deemed return on equity 3 

of $726,705 for a total regulated return on capital of $1,242,357 for its 2017 Test Year. 4 

Appendix 2-OA below presents the capital structure for the 2012 Board Approved and 2017 Test year.  5 

Appendix 2-OA: Cost of Capital and Debt Structure 6 

 7 

 8 

 9 

 10 

 11 

Year:

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $11,070,584 4.54% $502,605

2   Short-term Debt 4.00% $790,756 1.65% $13,047

3 Total Debt 60.0% $11,861,340 4.35% $515,652

Equity

4   Common Equity 40.00% $7,907,560 9.19% $726,705

5   Preferred Shares $ - $ -

6 Total Equity 40.0% $7,907,560 9.19% $726,705

7 Total 100.0% $19,768,900 6.28% $1,242,357

2017

Line 

No. Capitalization Ratio

Board Approved

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $9,889,611 4.33% $428,220

2   Short-term Debt 4.00% $706,401 2.08% $14,693

3 Total Debt 60.0% $10,596,012 4.18% $442,913

Equity

4   Common Equity 40.00% $7,064,008 9.12% $644,238

5   Preferred Shares $ - $ -

6 Total Equity 40.0% $7,064,008 9.12% $644,238

7 Total 100.0% $17,660,020 6.16% $1,087,151

2012

Line 

No. Capitalization Ratio
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Ex.5/Tab1/Sch.3 – OEB Appendix 2-OB Cost of Debt Instruments 1 

 2 

Appendix 2-OB below presents capital structure for all required historical years, the bridge year and the test 3 

year. 4 

Appendix 2-OB: Debt Instruments 5 

 6 

 7 

 8 

Year 2017

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,225,224$    3.38% 41,412.57$        

3 Loan Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,457,461$    4.03% 58,735.66$        

Total 9,682,685$    6.28% 607,648.23$      

Year 2016

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      No specified terms of repayment

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,326,649$    3.38% 44,840.73$        

3 Loan Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,560,923$    4.03% 62,905.22$        

Total 9,887,572$    6.22% 615,245.94$      

Year 2015

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      No specified terms of repayment

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,424,730$    3.38% 48,155.88$        

3 Loan Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,660,339$    4.03% 66,911.68$        

Total 10,085,070$   6.17% 622,567.56$      

Year 2014

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      No specified terms of repayment

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,519,579$    3.38% 51,361.77$        

3 Loan Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,755,686$    4.03% 70,754.15$        

Total 10,275,265$   6.13% 629,615.91$      

Year 2013

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      No specified terms of repayment

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,703,023$    3.38% 57,562.18$        

3 Loan Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,939,268$    4.03% 78,152.50$        

Total 10,642,291$   6.04% 643,214.68$      

Year 2012

Row 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

1 Note Payable Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    7.25% 507,500.00$      No specified terms of repayment

2 Loan Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,788,699$    3.38% 60,458.03$        

3 Loan Infrastructure Ontario Third-Party Variable Rate 8/26/09 N/A 1,847,658$    1.75% 32,334.02$        

Total 10,636,357$   5.64% 600,292.04$      
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Ex.5/Tab 1/Sch.4 – Cost of Capital 1 

 2 

The evidence summarizes the capital structure, method and cost of financing of LUI’s capital requirements 3 

for the 2017 Test Year.  4 

Capital Structure 5 

The proposed cost rates for cost of capital in 2017 are presented at Ex.5/Tab 1/Sch.1. The rates shown for 6 

short-term debt and return on equity are those set out in the Board’s letter of October 15, 2015, Cost of 7 

Capital Parameter Updates for 2016 Cost of Service Applications.  8 

LUI is requesting a return on long term debt for the 2017 Test Year of 4.54%.  9 

LUI’s current OEB-approved capital structure for rate-making purposes is 60% debt and 40% equity. LUI 10 

intends to maintain the same capital structure in the 2017 Test Year. This capital structure was confirmed 11 

by the OEB in the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities dated December 12 

11, 2009 (The “Board Report”). The 60% debt component is comprised of 4.0% deemed short-term debt 13 

and 56.0% deemed long-term debt.  14 

Return on Equity 15 

LUI has used a ROE of 9.19% in the 2017 Test Year as established by the Board for cost of service 16 

applications with a January 1, 2017 implementation date. LUI recognizes that the ROE will be updated in 17 

accordance with Board guidelines and as such commits to updating the cost of capital parameters as new 18 

information is made available.  19 

Long Term Debt 20 

LUI’s long term debt instruments are as follows: 21 

 A $7,000,000 Promissory note with the Town of Cobourg, signed May 1, 2000, no specific terms of 22 

repayment, payable on demand, at an interest rate of 7.25%, paid monthly (see Attachment A). 23 

The interest rate of 7.25% per annum was based on debt rate per annum established by the 24 

Ontario Energy Board as set out in Chapter 3 of the Ontario Energy Board’s electricity Distribution 25 

Rate Handbook issued March 9, 2000.     26 

 27 

 In 2012 and 2013, Lakefront Utilities entered into financing agreements with Ontario Infrastructure 28 

and Lands Corporation, formerly Ontario Infrastructure Projects Corporation (“Infrastructure 29 

Ontario”) for the purpose of funding the smart meter capital project. Infrastructure Ontario’s lending 30 

rates are posted online and are updated frequently in line with Infrastructure Ontario’s cost of 31 

borrowing in the capital markets. Rates on long-term debentures/promissory notes are fixed for the 32 

entire life of the loan with terms from 5 to 30 years. LUI’s loans with Infrastructure Ontario are as 33 

follows: 34 
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o Loan of $1,700,000 ($1,424,730 at December 31, 2015) signed October 1, 2012, 1 

interest at 3.38% with semi-annual principal payments (see Attachment B); 2 

 3 

o Loan of $1,847,658 ($1,660,339 at December 31, 2015) signed September 13, 2013, 4 

interest at 4.03% with semi-annual principal payments (see Attachment C). 5 

 6 

The interest rate of 3.38% and 4.03% respectively, per annum was established by Infrastructure Ontario 7 

based on their lending requirements and both rates are lower than the OEB deemed rate. There is no profit 8 

nor loss on the redemption of debt.  9 

Short Term Debt 10 

For the purposes of preparing this application, LUI used the cost of capital parameters issued by the Board 11 

on October 15, 2015 for 2017 Cost of Service Rate Applications which reflect a deemed short-term debt 12 

rate of 1.65%. LUI will update the deemed short-term debt rate to reflect future Board issued cost of capital 13 

parameters for rates with effective dates in 2017 prior to issuance of the Board’s decision for LUI’s 14 

application.  15 

LUI has a stand-by letter of guarantee from a Canadian bank in the amount of $1,500,000 that has been 16 

issued in favour of the IESO. This letter of guarantee financially secures the organization’s electricity 17 

purchases from the IESO, who has not drawn on this credit instrument. LUI is aware that the IESO may 18 

review its prudential requirements and LUI commits to updating this evidence at a later date (if needed) for 19 

any changes in these requirements authorized by the IESO.  20 

LUI also has a line of credit from a Canadian bank in the amount of $1,000,000. The operating line bears 21 

interest at prime rate plus 0.5% per year and is secured by a General Security Agreement covering 22 

substantially all of the Company’s assets.  23 

LUI does not forecast that it will redeem any debt and has not issued any preference shares; hence LUI 24 

does not record either a profit or a loss on redemption of debt and/or preference shares. LUI is not 25 

forecasting any new debt in the bridge and test years.  26 

OEB Appendix 2-OB Cost of Debt Instruments presented at Ex.5/Tab 1/Sch.3 of this Exhibit details LUI’s 27 

long-term debt.  28 

Notional Debt 29 

LUI has three debt instruments – one resides with LUI’s shareholder (affiliate) and is higher than LUI’s 30 

approved debt rate. The remaining two debt instruments reside with Infrastructure Ontario (third party) and 31 

are less than the approved debt rate.  32 

LUI is applying for a notional debt rate of 4.54% for this application. Furthermore, LUI’s amount of actual 33 

long term debt of $9,682,685 is less than the deemed long term debt amount of $11,070,584. 34 
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Table 5.1 below details the calculation of Lakefront’s Notional Debt.  1 

Table 5.1: Calculation of Notional Debt 2 

 3 

 4 

Non-For Profit 5 

The utility is not a cooperative and as such, all requirements related to a not-for-profit organization do not 6 

apply.   7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

Particulars Particulars Particulars

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

Debt Debt Debt

  Long-term Debt 56.00% 11,070,584   Long-term Debt 48.98% 9,682,685   Long-term Debt -7.02% (1,387,899)

  Short-term Debt 4.00% 790,756   Short-term Debt 0.00% 0   Short-term Debt -4.00% (790,756)

Total Debt 60.0% 11,861,340 Total Debt 48.98% 9,682,685 Total Debt -11.02% (2,178,655)

Equity Equity Equity

  Common Equity 40.00% 7,907,560   Common Equity 51.02% 10,086,215   Common Equity 11.02% 2,178,655

  Preferred Shares   Preferred Shares 0.00% 0   Preferred Shares 0.00% 0

Total Equity 40.0% 7,907,560 Total Equity Total Equity

Total 100.0% 19,768,900 Total 100.00% 19,768,900 Total 100.00% (0)

Capitalization Ratio

Prescribed Cost of Capital Actual Cost of Capital

Capitalization Ratio

Notional Debt

Capitalization Ratio
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Attachments 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 

  

Attachment A Long Term Note Payable to Town of Cobourg 

  

Attachment B Infrastructure Ontario – 3.38% 

  

Attachment C Infrastructure Ontario – 4.03% 

  

Attachment D Banking Agreement 
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Attachment A - Long Term Note Payable to Town of Cobourg 1 

 2 
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Attachment B - Infrastructure Ontario – 3.38% 1 

 2 

 3 
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Attachment C - Infrastructure Ontario – 4.03% 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 26 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 27 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 28 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 29 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 30 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 31 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 32 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 33 of 36 

Filed: April 29, 2016 

 1 

 2 



Lakefront Utilities Inc.  
File No. EB-2016-0089 

Exhibit 5 – Cost of Capital 
Page 34 of 36 

Filed: April 29, 2016 

Attachment D - TD Bank – Facilities Agreement 1 
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