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2.5.1 CAPITAL STRUCTURE 1 

 2 

In this Exhibit, Lakefront Utilities Inc. (LUI) presents evidence regarding its capital structure, its 3 

debt financing and the calculation of its cost of capital for the 2022 Test Year.  4 

LUI acknowledges that the OEB will likely update its cost of capital parameters late in 2021 for 5 

rates changes effective in 2022, and therefore commits to updating its Application to reflect the 6 

revised cost of capital parameters as new information is issued, to the extent that updated 7 

information is applicable to the Application. Lakefront acknowledges that the return on equity for 8 

2022 may be artificially deflated because of the COVID-19 pandemic, however Lakefront assumes 9 

that the OEB will apply a mechanism to protect the utility from embedding a potentially abnormally 10 

low return on equity in its rates for the next five years. Further, Lakefront reserves the right to seek 11 

approval of a mechanism to adjustment the embedded ROE in future years if the 2022 deemed 12 

return on equity is materially impacted by COVID-19. 13 

LUI seeks to recover a weighted average cost of capital of 5.12% through rates in the 2022 Test 14 

Year. LUI has followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities, 15 

November 9, 2020 (the OEB Cost of Capital Report), in determining the applicable cost of capital.  16 

In calculating the cost of capital, LUI has used the OEB’s deemed capital structure of 56% long-term 17 

debt, 4% short-term debt, and 40% equity as the Cost of Capital Parameters in the OEB’s letter of 18 

November 9, 2020 Cost of Capital Parameter Updates for 2021 Cost of Service filings. 19 

Table 5.0: OEB Capital Structure 20 

 21 

LUI’s actual capital structure, as of December 31, 2020, differs from the deemed capital structure in 22 

the following respect:  23 

 24 

Capitalization Ratio

Debt

Long-term Debt 56%

Short-term Debt 4%

Total Debt 60%

Equity

Common Equity 40%

Preferred Shares 0%

Total Equity 40%

Total 100%

Particulars
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Table 5.1: Lakefront Utilities Inc. vs. OEB Capital Structure 1 

 2 

Lakefront has considerably more equity capital than the OEB’s deemed capital structure.  3 

LUI has maintained a policy of keeping its debt reasonable in order to maintain flexibility into the 4 

future. LUI operates with the philosophy that operating with a reasonable debt/equity ratio 5 

provides flexibility should an opportunity or a need arise in the future for a large investment.  6 

The below chart compares LUI’s debt to equity ratio from 2013 to 2020.  7 

Chart 5.2: Debt to Equity Ratio  8 

 9 

 10 

Capital Element LUI Capital Ratio OEB Capital Ratio Variance

Long-term debt 44.58% 56.00% (11.42%)

Short-term debt 8.84% 4.00% 4.84%

Common equity 46.58% 40.00% 6.58%

Preferred shares 0.00% 0.00% 0.00%

Total 100.00% 100.00% 0.00%



Lakefront Utilities Inc. 
EB-2021-0039 

Exhibit #5 – Cost of Capital and Capital Structure 
Page 6 of 27 

Filed: April 30, 2021 

As a result, LUI’s recent decision to obtain a loan from TD Bank for $4.5M, to be borrowed over the 1 

next 5 years, provides financial flexibility into the future. Similar to the above, LUI has a lower long-2 

term debt than the OEB’s deemed capital structure, as a result of keeping debt reasonable.  3 

LUI acknowledges that the OEB deemed capital structure will be used for rate setting purposes 4 

rather than its actual structure and that the effect of this will be to lower its actual return on equity.  5 

The tables below present the capital structure for the last Board Approved (2017) and the 2022 6 

Test Year.  7 

Table 5.3: Appendix 2-OA: Board Approved 8 

 9 

Table 5.4: Appendix 2-OA: Test Year 10 

 11 

Appendix 2-OB (Table 5.5) below presents the capital structure for all required historical years, the 12 

2021 Bridge Year and the 2022 Test Year. 13 

Board Approved

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $10,942,542 3.72% $407,063

2   Short-term Debt 4.00% $781,610 1.76% $13,756

3 Total Debt 60.0% $11,724,152 3.59% $420,819

Equity

4   Common Equity 40.00% $7,816,101 8.78% $686,254

5   Preferred Shares $ - $ -

6 Total Equity 40.0% $7,816,101 8.78% $686,254

7 Total 100.0% $19,540,253 5.67% $1,107,073

2017

Line 

No. Capitalization Ratio

Year:

Particulars Cost Rate Return

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

Debt

1   Long-term Debt 56.00% $12,953,967 3.05% $395,428

2   Short-term Debt 4.00% $925,283 1.75% $16,192

3 Total Debt 60.0% $13,879,250 2.97% $411,620

Equity

4   Common Equity 40.00% $9,252,833 8.34% $771,686

5   Preferred Shares $ - $ -

6 Total Equity 40.0% $9,252,833 8.34% $771,686

7 Total 100.0% $23,132,083 5.12% $1,183,306

Line 

No. Capitalization Ratio

2022
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Table 5.5: Appendix 2-OB: Test Year 1 

 2 

Year 2022

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 Promissory Note Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    2.85% 199,500.00$   

2 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 663,825$       3.38% 22,437.30$     

3 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 873,438$       4.03% 35,199.54$     

4 Loan - Victoria St. substation Infrastructure Ontario Third-Party Fixed Rate 1/01/19 30 1,081,322$    3.90% 42,171.55$     

5 Loan - capital projects TD Bank Third-Party Fixed Rate 2/28/21 30 1,800,000$    2.74% 49,320.00$     

6 Lakefront Utility Services Inc. Lakefront Utilities Inc. Affiliated Fixed Rate 1/01/19 N/A 1,804,085$    2.85% 51,416.42$     

Total 13,222,670$   3.03% 400,044.81$   

Year 2021

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 Promissory Note Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    3.72% 260,400.00$   

2 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 783,755$       3.38% 26,490.92$     

3 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 999,744$       4.03% 40,289.68$     

4 Loan - Victoria St. substation Infrastructure Ontario Third-Party Fixed Rate 1/01/19 30 1,104,890$    3.90% 43,090.73$     

5 Loan - capital projects TD Bank Third-Party Fixed Rate 2/28/21 30 900,000$       2.74% 24,660.00$     

6 Lakefront Utility Services Inc. Lakefront Utilities Inc. Affiliated Fixed Rate 1/01/19 N/A 1,804,085$    3.72% 67,111.96$     

Total 12,592,474$   3.67% 462,043.29$   

Year 2020

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 Promissory Note Town of Cobourg Affiliated Fixed Rate 9/12/06 N/A 7,000,000$    3.72% 260,400.00$   

2 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 899,731$       3.38% 30,410.92$     

3 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,121,110$    4.03% 45,180.73$     

4 Loan - Victoria St. substation Infrastructure Ontario Third-Party Fixed Rate 1/01/19 30 1,127,559$    3.90% 43,974.80$     

5 Lakefront Utility Services Inc. Lakefront Utilities Inc. Affiliated Fixed Rate 1/01/19 N/A 1,804,085$    3.72% 67,111.96$     

Total 11,952,486$   3.74% 447,078.42$   

Year 2019

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

2 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,011,885$    3.38% 34,201.72$     

3 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,237,729$    4.03% 49,880.47$     

4 Loan - Victoria St. substation Infrastructure Ontario Third-Party Fixed Rate 1/01/19 30 1,149,362$    3.90% 44,825.12$     

5 Lakefront Utility Services Inc. Lakefront Utilities Inc. Affiliated Fixed Rate 1/01/19 N/A 1,207,179$    3.72% 44,907.06$     

Total 11,606,155$   5.87% 681,314.36$   

Year 2018

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

2 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 10/01/12 15 1,120,342$    3.38% 37,867.56$     

3 Loan - smart meters Infrastructure Ontario Third-Party Fixed Rate 9/03/13 15 1,349,786$    4.03% 54,396.38$     

Total 9,470,128$    6.33% 599,763.94$   

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

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

3 Loan - smart meters 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$   
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2.5.2 COST OF CAPITAL (RETURN ON EQUITY AND COST OF DEBT)  1 

 2 

CALCULATION OF COST FOR EACH COMPONENT 3 

 4 

Lakefront’s cost of capital for 2022 has been calculated as 5.12%, as shown in the table below: 5 

 6 

Table 5.6: LUI Capital Structure for Rate Setting 7 

 8 

 9 

LUI understands that the OEB may update the ROE for 2022 at a later date, and therefore commits 10 

to updating its Application to reflect the OEB’s updated Cost of Capital Parameters for 2022 Cost of 11 

Service Applications as new information is issued.  12 

Lakefront has used a Return on Equity of 8.34% as established by the Board for Cost of Service 13 

applications with a 2021 implementation date as a placeholder for the application. 14 

Lakefront proposes a long-term debt cost rate for 2022 of 3.05% which is slightly above the OEB’s 15 

deemed long-term debt rate of 2.85% as prescribed in the Board’s letter of November 29, 2020 Cost 16 

of Capital Parameter Updates for 2021 Cost of Service Applications.   17 

Table 5.7: Weighted Average Cost of Capital 18 

 19 

Capitalization Ratio

Debt

Long-term Debt 56% 3.05%

Short-term Debt 4% 1.75%

Total Debt 60% 4.80%

Equity

Common Equity 40% 8.34%

Preferred Shares 0% 0.00%

Total Equity 40% 8.34%

Total 100% 5.12%

Particulars Cost Rate (%)

Debt Holder Principal Balance Weighted Average Interest Rate Weighted Average Rate

Town of Cobourg Promissory Note 7,000,000 50.90% 2.85% 1.45%

Infrastructure Ontario 899,731 6.54% 3.38% 0.22%

Infrastructure Ontario 1,121,110 8.15% 4.03% 0.33%

Infrastructure Ontario 1,127,559 8.20% 3.90% 0.32%

TD Bank Loan 1,800,000 13.09% 2.74% 0.36%

Lakefront Utility Services Inc. 1,804,085 13.12% 2.85% 0.37%

Total 13,752,485 100% 3.05%
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As noted in the section Explanation of the Applicable Debt Rate and Appendix B, Lakefront’s 1 

$7,000,000 Promissory note with the Town of Cobourg, signed May 1, 2000, has no specific terms of 2 

repayment, is payable on demand, and has an annual interest rate of 3.72%, paid monthly. The 3 

interest rate of 3.72% was based on Lakefront’s 2017 Cost of Service filing. The interest rate of 4 

2.85% per annum was based on the OEB deemed rate as of November 2020, and will be updated in 5 

accordance with the OEB’s deemed Long Term Debt Rate for 2022 filers. 6 

The balance owing the Lakefront Utility Services Inc. is detailed in Appendix H.      7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 

 27 

 28 



Lakefront Utilities Inc. 
EB-2021-0039 

Exhibit #5 – Cost of Capital and Capital Structure 
Page 10 of 27 

Filed: April 30, 2021 

PROFIT OR LOSS ON REDEMPTION OF DEBT AND/OR SHARES  1 

 2 

LUI does not forecast that it will redeem any debt and has not issued any preference shares; hence 3 

LUI does not record either a profit or a loss on redemption of debt and/or preference shares.  4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 
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PROMISSORY NOTE WITH AFFILIATE 1 

 2 

Lakefront’s $7,000,000 Promissory note with the Town of Cobourg is included in Appendix A.  3 

The loan was signed May 1, 2000 with no specific terms of repayment, is payable on demand and is 4 

at an interest rate of 7.25%, paid monthly. The original interest rate of 7.25% per annum was based 5 

on debt rate per annum established by the Ontario Energy Board as set out in Chapter 3 of the 6 

Ontario Energy Board’s electricity Distribution Rate Handbook issued March 9, 2000.  7 

In October 2019, Lakefront’s management and Board of Directors renegotiated the terms of the 8 

promissory note with the Town of Cobourg Council and revised the interest rate to 3.72% per 9 

annum to remain fixed until each approved Cost of Service rate application, at which time it will be 10 

adjusted to the OEB’s approved deemed long-term interest rate for affiliate debt.  11 

The amended and restated promissory note is included in Appendix B.  12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 

 27 

 28 
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EXPLANATION OF THE APPLICABLE DEBT RATE 1 

 2 

Lakefront’s existing long-term debt instruments are summarized below: 3 

• A $7,000,000 Promissory note with the Town of Cobourg, signed May 1, 2000, with no 4 

specific terms of repayment, payable on demand.  The proposed interest rate of 2.85% per 5 

annum for this application is based on the OEB’s current deemed long term debt rate as of 6 

November 2020.      7 

 8 

• In 2012 and 2013, Lakefront Utilities entered into financing agreements with Ontario 9 

Infrastructure and Lands Corporation, formerly Ontario Infrastructure Projects 10 

Corporation (Infrastructure Ontario) for the purpose of funding the smart meter capital 11 

project. Infrastructure Ontario’s lending rates are posted online and are updated frequently 12 

in line with Infrastructure Ontario’s cost of borrowing in the capital markets. Rates on long-13 

term debentures/promissory notes are fixed for the entire life of the loan with terms from 14 

5 to 30 years. LUI’s loans with Infrastructure Ontario are as follows: 15 

 16 

o Loan of $1,700,000 ($899,731 at December 31, 2020) signed October 1, 2012, 17 

interest at 3.38% with semi-annual principal payments (see Attachment C); 18 

 19 

o Loan of $1,847,658 ($1,121,110 at December 31, 2020) signed September 13, 20 

2013, interest at 4.03% with semi-annual principal payments (see Attachment 21 

D). 22 

 23 

• In 2018, LUI entered into a financing agreement with Infrastructure Ontario for the purpose 24 

of funding the replacement of the Victoria St. substation in Colborne. The loan of $1,170,332 25 

($1,127,559 at December 31, 2020), interest at 3.90% with monthly principal payments 26 

(see Attachment E).  27 

 28 

• In 2019, LUI entered into an intercompany agreement with Lakefront Utility Services Inc. 29 

which details that the interest charged on intercompany debt is 3.72% and is based on the 30 

OEB’s current deemed long-term debt rate from Lakefront’s 2017 Cost of Services (see 31 

attachment H).  32 

The interest rates above were established by Infrastructure Ontario based on their lending 33 

requirements. Lakefront had discussions with Infrastructure Ontario in 2020 to determine if it 34 

would be financially beneficial to restructure its debt to take advantage of lower interest rates. The 35 

analysis is presented in Appendix G. 36 

• In 2020, Lakefront entered into a loan agreement with TD Bank for $4,500,000, interest at 37 

2.74% with monthly principal payments. The loan is based on the equivalent of 60% of the 38 

estimated total assets to be replaced over the next five years.   39 
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 1 

Lakefront is borrowing required funds through a floating-rate loan known as a Bankers 2 

Acceptance (BA). BAs are short-term promissory notes issued by borrowers that are 3 

unconditionally guaranteed by TD Bank (TD). In return for assuming the credit risk of LUI 4 

issuing the BAs, the bank charges an upfront “stamping fee". LUI's borrowing cost is equal 5 

to the rate at which the BA was sold, plus the stamping fee. The floating BA Rate resets 6 

every month and BAs are issued at a discount and mature at face value; the interest rate is 7 

inherent in the discounted price. 8 

 9 

The BA Loan is effectively converted into a fixed rate loan via the Interest Rate Swap 10 

(Swap). LUI fixes the rate on the BA loan by entering into a Swap with TD. TD pays LUI the 11 

BA Interest + Stamping Fee and in return LUI pays TD a Fixed Rate.  12 

 13 

The net result of these exchanges is that LUI pays a fixed rate of interest. Changes in the BA 14 

rate become inconsequential as it is paid to LUI via the Swap. On a net cash flow basis, a BA 15 

Loan combined with an Interest Rate Swap is economically equivalent to a traditional Fixed 16 

Rate Loan. 17 

 18 

Lakefront plans to utilize the loan throughout the five-year Cost of Service period (i.e. 19 

$900,000 per year), therefore $1,800,000 has been recorded in the 2022 Test Year.  20 

Lakefront has used a short-term debt rate of 1.75% for 2022 as established by the Board for Cost of 21 

Service applications with a 2022 Test Year. LUI has a stand-by letter of guarantee from a Canadian 22 

bank in the amount of $1,500,000 that has been issued in favour of the IESO. This letter of 23 

guarantee financially secures the organization’s electricity purchases from the IESO, who has not 24 

drawn on this credit instrument. LUI is aware that the IESO may review its prudential requirements 25 

and LUI commits to updating this evidence at a later date (if needed) for any changes in these 26 

requirements authorized by the IESO. LUI also has a line of credit from a Canadian bank in the 27 

amount of $2,500,000. The operating line bears interest at prime rate plus 0.5% per year and is 28 

secured by a General Security Agreement covering substantially all of the Company’s assets.  29 

 30 

 31 

 32 

 33 

 34 

 35 

 36 

 37 
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FORECAST OF NEW DEBT 1 

 2 

In 2021, Lakefront entered into a loan agreement with TD Bank for $4,500,000, interest at 2.74% 3 

with monthly principal payments. The loan is based on the equivalent of 60% of the estimated total 4 

assets to be replaced over the next five years.   5 

The loan was finalized in 2021 and is included in Appendix F.  6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 
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PROPOSED RATE  1 

 2 

LUI’s proposed rate included in the Cost of Service does not differ from the OEB guidelines. 3 

 4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 

 26 
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NOTIONAL DEBT 1 

 2 

The Notional Debt was calculated using the methodology from the OEB report entitled “Review of 3 

the Cost of Capital for Ontario’s Regulated Utilities - EB-2009-0084” and defined as the portion of 4 

deemed debt exceeding a utility’s actual debt. 5 

Notional debt is the portion of deemed debt that results from differences between LUI’s actual debt 6 

and the deemed debt of 60% of the rate base.  7 

LUI’s actual debt level is substantially below the deemed 60% and this shortfall is expected to 8 

increase over the next four years. LUI accepts the weighted average cost of its long-term debt as the 9 

rate of notional debt. The table below quantifies the notional debt.  10 

Table 5.8: Notional Debt 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 

 21 

 22 

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

Debt Debt Debt

  Long-term Debt 56.00% 12,953,967   Long-term Debt 57.16% 13,222,670   Long-term Debt 1.16% (268,703)

  Short-term Debt 4.00% 925,283   Short-term Debt 0.00% 0   Short-term Debt (4.00%) 925,283

Total Debt 60.0% 13,879,250 Total Debt 57.16% 13,222,670 Total Debt (2.84%) 656,580

Equity Equity Equity

  Common Equity 40.00% 9,252,833   Common Equity 42.84% 9,909,413   Common Equity 2.84% (656,580)

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

Total Equity 40.0% 9,252,833 Total Equity Total Equity

Total 100.0% 23,132,083 Total 100.00% 23,132,083 Total 100.00% 0

Capitalization Ratio

Prescribed Cost of Capital Actual Cost of Capital

Capitalization Ratio

Notional Debt

Capitalization Ratio
Particulars Particulars Particulars
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2.5.3 NOT-FOR-PROFIT CORPORATIONS 1 

 2 

Lakefront Utilities Inc. is not a cooperative or a not-for profit organization and, as such, all 3 

requirements related to a not-for-profit organization do not apply.  4 



 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 
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APPENDIX 1 

 2 

  

Appendix A Promissory Note: Town of Cobourg 

  

Appendix B Amended and Restated Promissory Note 

  

Appendix C Infrastructure Ontario – 3.38% 

  

Appendix D Infrastructure Ontario – 4.03% 

  

Appendix E Infrastructure Ontario – 3.90% 

  

Appendix F TD Bank - $4.5M 

  

Appendix G Debt Restructuring 

  

Appendix H Lakefront Utility Services Inc. – Intercompany 
Agreement 

 3 

   4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 
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DEBENTURE 

UNLESS PERMITTED UNDER SECURITIES LEGISLATION, THE HOLDER OF THIS 

DEBENTURE MUST NOT TRADE THE DEBENTURE BEFORE THE DATE THAT IS 4 

MONTHS AND A DAY AFTER THE LATER OF (I) OCTOBER 1, 2012 AND (II) THE 

DATE THE ISSUER BECAME A REPORTING ISSUER IN ANY PROVINCE OR 

TERRITORY. 

 

LAKEFRONT UTILITIES INC. 

SECURED DEBENTURE DUE OCTOBER 1, 2027 

No. 001 

Cdn.$1,700,000.00 

 

Lakefront Utilities Inc. (hereinafter referred to in such capacity as the 

“Borrower”), for value received, hereby acknowledges itself liable and indebted and promises to 

pay to ONTARIO INFRASTRUCTURE AND LANDS CORPORATION or its registered 

assigns by October 1, 2027 the principal sum of ONE MILLION SEVEN HUNDRED 

THOUSAND DOLLARS in lawful money of Canada ($1,700,000.00)  by semi-annual payments 

on the 1
st
 day of April and the 1

st
 day of October in each of the years 2013 to 2027, both 

inclusive, in the amounts set forth in the attached Schedule A which forms part of this Debenture 

(the “Payment Schedule”) and to pay interest on the said principal sum from time to time 

outstanding from the date hereof, or from the last interest payment date to which interest shall 

have been paid or made available for payment on this Debenture, whichever is later, at a rate of 

interest set forth in the Payment Schedule in arrears on the 1
st
 day of April and the 1

st
 day of 

October in each of the years 2013 to 2027 (each a “Payment Date”) with the first payment due on 

April 1, 2013.  In case an Event of Default (as defined in the financing agreement defined below) 

shall occur and be continuing, OILC shall assess any losses that it may incur in accordance with 

the terms of the financing agreement and the attached Schedule B.  The applicable rate of 

interest, the payment of principal and interest and the principal balance outstanding under this 

Debenture in each year are shown in the Payment Schedule. 

This Debenture is one of the Borrower’s Secured Debentures originally 

authorized in the aggregate principal amount of Cdn.$1,700,000.00 pursuant to the financing 

agreement (the “Financing Agreement”) dated as of August 26, 2009 and made between the 

Borrower and Ontario Infrastructure Projects Corporation (now Ontario Infrastructure and Lands 

Corporation) (herein called “OILC”). Capitalized terms not defined herein shall have the 

meanings assigned to them in the Financing Agreement. 

For the purposes of disclosure pursuant to the Interest Act (Canada), the yearly 

rate of interest which is equivalent to a rate of interest payable in respect of the principal for any 

period of less than a year may be determined by multiplying the rate of interest for such period 

by a fraction, the numerator of which is the actual number of days in a year commencing on and 

including the first day in such period and ending on but excluding the corresponding day in the 

next calendar year and the denominator of which is the actual number of days in such period 
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Reference is hereby expressly made to the Financing Agreement and all 

instruments supplemental thereto for a statement and description of, among other things, the 

liability of the Borrower for payment of the Debenture, the terms, conditions, covenants and 

warranties upon which the Debenture is issued and held, and the rights and remedies of the 

holder of the Debenture issued thereunder and of the Borrower in respect thereof, all to the same 

effect as if the provisions of the Financing Agreement were herein set out, to all of which 

provisions the holder hereof by acceptance hereof assents. 

The undersigned authorizes the registered holder of this Debenture to record on 

the reverse of this Debenture or on any attachment to this Debenture all repayments of principal 

and interest and the unpaid balance of principal from time to time. The undersigned agrees that 

in the absence of manifest error the record kept by the registered holder on this Debenture or any 

attachment shall be conclusive evidence of the matters recorded, provided that the failure of the 

registered holder to record or correctly record any amount or date shall not affect the obligation 

of the undersigned to pay the outstanding principal amount and interest.   

In case an Event of Default (as defined in the Financing Agreement) shall occur 

and be continuing, the full unpaid principal amount of this Debenture, together with interest 

accrued thereon, may become or be declared due before stated maturity by the registered holder 

of this Debenture in its sole discretion. 

This Debenture is also subject to the conditions set forth in the attached 

Schedule B. 

This Debenture shall be construed in accordance with the laws of the Province of 

Ontario and the federal laws of Canada applicable therein. 

The parties hereto have declared that they have required that these presents and all 

other documents related hereto be in the English language. 

Les parties aux présentes ont déclaré qu'elles ont exigé que le présent certificat, de 

même que tous les documents s'y rapportant, soient rédigés en anglais. 
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IN WITNESS HEREOF the Borrower has caused this Debenture to be executed 

and delivered as of the 1
st
 day of October, 2012. 

 

  

LAKEFRONT UTILITIES INC. 

by  

Name:  

Title:  

by  

Name:  

Title:  

 

         We have the authority to bind the Corporation. 

 

[Affix Corporate Seal] 
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                  SCHEDULE A 

[PAYMENT SCHEDULE] 

 



Amortizing Debenture Schedule

$1,700,000.00

15

Payment Frequency 

Loan Type

3.3800%

Semi Annual

Amortizing

10/1/2012

Lakefront Utilities Inc.

10/1/2027

Organization Name

Maturity Date (m/d/yyyy)

Principal Amount 

Annual Interest Rate

Loan Term (Year)

Debenture Date (m/d/yyyy)

4/1/2013 $72,707.82 $43,977.82 $28,730.00 $1,656,022.18

10/1/2013 $72,707.82 $44,721.05 $27,986.77 $1,611,301.13

4/1/2014 $72,707.82 $45,476.83 $27,230.99 $1,565,824.30

10/1/2014 $72,707.82 $46,245.39 $26,462.43 $1,519,578.91

4/1/2015 $72,707.82 $47,026.94 $25,680.88 $1,472,551.97

10/1/2015 $72,707.82 $47,821.69 $24,886.13 $1,424,730.28

4/1/2016 $72,707.82 $48,629.88 $24,077.94 $1,376,100.40

10/3/2016 $72,707.82 $49,451.72 $23,256.10 $1,326,648.68

4/3/2017 $72,707.82 $50,287.46 $22,420.36 $1,276,361.22

10/2/2017 $72,707.82 $51,137.32 $21,570.50 $1,225,223.90

4/2/2018 $72,707.82 $52,001.54 $20,706.28 $1,173,222.36

10/1/2018 $72,707.82 $52,880.36 $19,827.46 $1,120,342.00

4/1/2019 $72,707.82 $53,774.04 $18,933.78 $1,066,567.96

10/1/2019 $72,707.82 $54,682.82 $18,025.00 $1,011,885.14

4/1/2020 $72,707.82 $55,606.96 $17,100.86 $956,278.18

10/1/2020 $72,707.82 $56,546.72 $16,161.10 $899,731.46

4/1/2021 $72,707.82 $57,502.36 $15,205.46 $842,229.10

10/1/2021 $72,707.82 $58,474.15 $14,233.67 $783,754.95

4/1/2022 $72,707.82 $59,462.36 $13,245.46 $724,292.59

10/3/2022 $72,707.82 $60,467.28 $12,240.54 $663,825.31

4/3/2023 $72,707.82 $61,489.17 $11,218.65 $602,336.14

10/2/2023 $72,707.82 $62,528.34 $10,179.48 $539,807.80

Payment Date Total Payment Principal Amount Interest Amount Principal Balance

Page 1 of 2



10/2/2023 $72,707.82 $62,528.34 $10,179.48 $539,807.80

4/1/2024 $72,707.82 $63,585.07 $9,122.75 $476,222.73

10/1/2024 $72,707.82 $64,659.66 $8,048.16 $411,563.07

4/1/2025 $72,707.82 $65,752.40 $6,955.42 $345,810.67

10/1/2025 $72,707.82 $66,863.62 $5,844.20 $278,947.05

4/1/2026 $72,707.82 $67,993.61 $4,714.21 $210,953.44

10/1/2026 $72,707.82 $69,142.71 $3,565.11 $141,810.73

4/1/2027 $72,707.82 $70,311.22 $2,396.60 $71,499.51

10/1/2027 $72,707.85 $71,499.51 $1,208.34 $0.00

Payment Date Total Payment Principal Amount Interest Amount Principal Balance

$2,181,234.63 $1,700,000.00 $481,234.63Total

Page 2 of 2
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CONDITIONS AND DEFINITIONS 

Schedule B to the Secured Debenture dated as of October 1, 2012 issued by the Borrower in 

favour of Ontario Infrastructure and Lands Corporation 

1. Definitions 

 “Prime Rate” means, on any day, the annual rate of interest which is the arithmetic mean of the 

prime rates announced from time to time by the five major Canadian Schedule I banks, as of the 

issue date of this Debenture, Royal Bank of Canada, Canadian Imperial Bank of Commerce, The 

Bank of Nova Scotia, Bank of Montreal and The Toronto-Dominion Bank (the “Reference 

Banks”) as their reference rates in effect on such day for Canadian dollar commercial loans made 

in Canada. If fewer than five of the Reference Banks quote a prime rate on such days, the “Prime 

Rate” shall be the arithmetic mean of the rates quoted by the remaining Reference Banks. 

2. Form and Registration of the Debenture 

(a) The Debenture is a direct and secured obligation of the Borrower and shall have 

priority over all unsecured senior debt obligations of the Borrower. 

(b) The Borrower shall maintain at its designated office a register in respect of the 

Debenture in which shall be recorded the names and addresses of the registered holders and in 

which particulars of the cancellation, exchanges, substitutions and transfers of the Debenture, 

may be recorded and the Borrower is authorized to use electronic, magnetic or other media for 

records of or related to the Debenture or for copies of them.   

3. Title 

The Borrower shall not be bound to see to the execution of any trust affecting the ownership of 

this Debenture or be affected by notice of any equity that may be subsisting in respect thereof.  

The Borrower shall deem and treat the registered holder of this Debenture as the absolute owner 

thereof for all purposes whatsoever notwithstanding any notice to the contrary and all payments 

to or to the order of the registered holder shall be valid and effectual to discharge the liability of 

the Borrower on the Debenture to the extent of the sum or sums so paid.  Where a Debenture is 

registered in more than one name, the principal of and interest from time to time payable on such 

Debenture shall be paid to or to the order of all the joint registered holders thereof, failing written 

instructions to the contrary from all such joint registered holders, and such payment shall 

constitute a valid discharge to the Borrower.  In the case of the death of one or more joint 

registered holders, despite the foregoing provisions of this section, the principal of and interest 

on the Debenture registered in their names may be paid to the survivor or survivors of such 

holders and such payment shall constitute a valid discharge to the Borrower. 

4. Payments of Principal and Interest 

(a) The record date for purposes of payment of principal of and interest on the 

Debenture is as of 5:00 p.m. on the sixteenth calendar day preceding any Payment Date 

including a maturity date.  Principal of and interest on the Debenture are payable by the 

Borrower to the persons registered as holders in the register on the relevant record date.  The 
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Borrower shall not be required to register any transfer, exchange or substitution of the Debenture 

during the period from any record date to the corresponding Payment Date. 

(b) The Borrower shall make all payments in respect of semi-annual combined 

principal and interest on the Debenture on each Payment Date commencing on April 1, 2013 

(other than in respect of the final payment of principal and outstanding interest which the 

Borrower shall pay on the final maturity date upon presentation and surrender of this Debenture) 

in lawful money of Canada by pre-authorized debit in respect of such interest and principal to the 

credit of the registered holder on such terms as to which the registered holder and the Borrower 

may agree. 

(c) The Borrower shall pay to the registered holder interest on any overdue amount of 

principal or interest in respect of any Debenture, both before and after default and judgment, at a 

rate per annum equal to the greater of the rate specified on the Payment Schedule for such 

amount plus 200 basis points or Prime Rate plus 200 basis points, calculated on a daily basis 

from the date such amount becomes overdue for so long as such amount remains overdue and the 

Borrower shall pay to the registered holder any and all costs incurred by the registered holder as 

a result of the overdue payment. 

(d) Whenever it is necessary to compute any amount of interest in respect of the 

Debenture for a period of less than one full year, other than with respect to regular semi-annual 

interest payments, such interest shall be calculated on the basis of the actual number of days in 

the period and a year of 365 days. 

(e) Delivery of payments in respect of principal of and interest on the Debenture as 

provided on the Payment Schedule shall be made only on a day on which banking institutions in 

Toronto, Ontario, are not authorized or obligated by law or executive order to be closed (a 

“Toronto Business Day”), and if any date for delivery of payment is not a Toronto Business Day, 

payment as specified on the Payment Schedule shall be made on the next following Toronto 

Business Day. 

(f) The Debenture is transferable or exchangeable at the office of the Treasurer of 

the Borrower upon presentation for such purpose accompanied by an instrument of transfer or 

exchange in a form approved by the Borrower and which form is in accordance with the 

prevailing Canadian transfer legislation and practices, executed by the registered holder thereof 

or such holder's duly authorized attorney or legal personal representative, whereupon and upon 

registration of such transfer or exchange and cancellation of the Debentures presented, new 

Debentures of an equal aggregate principal amount in any authorized denomination or 

denominations will be delivered as directed by the transferee, in the case of a transfer or as 

directed by the registered holder in the case of an exchange.   

(g) The Borrower shall issue and deliver a new Debenture in exchange or substitution 

for the Debenture outstanding on the register with the same maturity and of like form which has 

become lost, stolen, mutilated, defaced or destroyed, provided that the applicant therefor shall 

have: (i) paid such costs as may have been incurred in connection therewith; (ii) (in the case of a 

lost, stolen or destroyed Debenture) furnished the Borrower with such evidence (including 

evidence as to the certificate number of the Debenture in question) and indemnity in respect 
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thereof satisfactory to the Borrower in its discretion; and (iii) surrendered to the Borrower any 

mutilated or defaced Debenture in respect of which the new Debenture is to be issued in 

substitution.  

(h) The Debenture(s) issued upon any registration of transfer or exchange or in 

substitution for the Debenture(s) or part thereof shall carry all the rights to interest if any, 

accrued and unpaid which were carried by such Debenture(s) or part thereof and shall be so 

dated and shall bear the same maturity date and shall be subject to the same terms and conditions 

as the Debenture(s) in respect of which the transfer, exchange or substitution is effected. 

(i) The cost of all transfers and exchanges, including the printing of authorized 

denominations of the new Debenture(s), shall be borne by the Borrower.  When the Debenture is 

surrendered for transfer or exchange the Treasurer of the Borrower shall:  (i) in the case of an 

exchange, cancel and destroy the Debenture surrendered for exchange; (ii) in the case of an 

exchange, certify the cancellation and destruction in the register; and (iii) enter in the register 

particulars of the new Debentures issued in exchange. 

(j) Reasonable fees for the substitution of a new Debentures for the Debenture that is 

lost, stolen, mutilated, defaced or destroyed may be imposed by the Borrower.  Where new 

Debentures are issued in substitution in these circumstances the Borrower shall:  (i) treat as 

cancelled and destroyed the Debentures in respect of which new Debentures will be issued in 

substitution; (ii) certify the deemed cancellation and destruction in the register; (iii) enter in the 

register particulars of the new Debentures issued in substitution; and (iv) make a notation of any 

indemnities provided. 

5. Notices 

Except as otherwise expressly provided herein, any notice required to be given to a registered 

holder of the Debenture will be sufficiently given if a copy of such notice is mailed or otherwise 

delivered to the registered address of such registered holder.  If the Borrower or any registered 

holder is required to give any notice in connection with the Debenture on or before any day and 

that day is not a Toronto Business Day then such notice may be given on the next following 

Toronto Business Day. 

6. Time 

Unless otherwise expressly provided herein, any reference herein to a time shall be considered to 

be a reference to Toronto time. 

7. Assignment and Benefit of Debenture 

The Borrower may not assign its rights or transfer its obligations under this Debenture without 

the prior written consent of the registered holder of the Debenture.  The registered holder of this 

Debenture may assign or transfer its rights under this Debenture without the prior written consent 

of the Borrower by giving thirty (30) days notice of such assignment or transfer to the Borrower.  

This Debenture enures to the benefit of and binds the Borrower and the registered holder of the 

Debenture and their respective successors and permitted assigns. 
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8. Amendment 

Any amendment to this Debenture shall be in writing signed by each of the Borrower and the 

registered holder of the Debenture except that any waiver of any provision of this Debenture or 

consent to any departure by the Borrower herefrom, shall be effective if the same is in writing 

and signed by the registered holder of the Debenture. 

9. No Waiver 

No failure on the part of the registered holder to exercise, and no delay in exercising, any right 

under the Debenture shall operate as a waiver thereof; nor shall any single or partial exercise of 

any right under the Debenture preclude any other or further exercise thereof or the exercise of 

any other right.  The remedies herein provided are cumulative and not exclusive of any remedies 

provided by law. 

10. Waiver of Protest 

The Borrower waives diligence, demand, presentment, protest and notice of any kind and agrees 

that it will not be necessary for the registered holder to first initiate suit in order to enforce 

payment of this Debenture pursuant to the terms and conditions of this Debenture. 

11. Termination of Financing Agreement 

If OILC elects to terminate its obligations under the financing agreement entered into between 

the parties, OILC, at its discretion, shall assess any losses that it may incur as a result of the 

termination as follows: if on the date of termination the outstanding principal balance on the 

Debenture is less than the net present value of the Debenture, the Borrower shall pay the 

difference between these two amounts to OILC.   
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  Debt Restructuring 
         

  

 
 

In response to the economic impacts stemming from COVID-19 and the effects on the Canadian 

economy, interest rates have fallen to near historic lows. Further, management felt it was prudent 

to manage the financial risk to rate payers. The purpose of this report is to review the interest 

rates on the Infrastructure Ontario (IO) debt and determine if: 

1. IO will restructure the loans at a revised interest rate.  

2. If IO will not restructure the loans, can the debt be refinanced with TD Bank.  

Lakefront Utilities Inc. (LUI/Lakefront) has three loans with IO, consisting of the following: 

 

Option #1: Restructure with Infrastructure Ontario 

Based on recent economic events, current interest rates have been approximately 3% or less. 

Lakefront approached IO to determine if they would restructure the debt to take advantage of 

lower rates. The restructuring would not affect Lakefront’s access to debt. That is, the 

restructuring would be amortized over the remaining maturity.  

Based on discussions with IO, they indicated the loan program was designed to offer long-term 

financing for the new purchase or construction of capital assets. Unfortunately, they do not offer 

restructuring of loans on existing debt.  

Option #2: Restructure Loans with TD Bank 

Based on the above, Lakefront approach TD Bank about paying off the loans with IO and 

refinancing with TD Bank. IO indicated that there would be a fee applied to each loan if they were 

paid down early, as follows: 

Advance Date

Initial Loan 

Amount

Original Lending 

Rate Maturity Date Years to Maturity

Principal at 

12/31/20

October 1, 2012 $1,700,000 3.38% 10/01/27 6.75 $899,731

September 3, 2013 $1,847,658 4.03% 9/03/28 7.68 $1,121,110

December 3, 2018 $1,170,332 3.90% 12/03/48 27.94 $1,127,559



  Debt Restructuring 
         

  

 
 

 

As indicated, the total fees associated with paying off the IO debt early is $598,202. Lakefront 

discussed with TD Bank and the interest rate offered for each of the loans is as follows: 

 

Lakefront prepared loan amortization schedules based on the IO fees and TD lending rate and 

determined the benefit(cost) of restructuring the debt with TD Bank, as summarized below: 

 

As indicated above, the cost of restructuring the debt with TD Bank, primarily due to the 

significant penalties by IO, outweigh the benefits of the reduced interest rate.  

Conclusion 

In conclusion, the costs related to breaking the IO loans are quite large and outweigh the lower 

interest rates offered by TD Bank. Therefore, restructuring Lakefront’s IO debt is not prudent as it 

would not lower payments on existing loans.  

Initial Loan Amount IO Lending Rate TD Lending Rate

$1,700,000 3.38% 2.26%

$1,847,658 4.03% 2.28%

$1,170,332 3.90% 2.85%

Initial Loan Amount IO Lending Rate TD Lending Rate

Remaining 

Interest IO Loan

Cumulative 

Interest TD Loan Benefit (Cost)

$1,700,000 3.38% 2.26% $118,178 $81,385 ($36,793)

$1,847,658 4.03% 2.28% $201,579 $119,409 ($82,169)

$1,170,332 3.90% 2.85% $727,172 $672,939 ($54,233)
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