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5.1 CAPITAL STRUCTURE 

In this Exhibit, Lakefront Utilities Inc. (“LUI”) outlines its capital structure, debt financing, and the 
calculation of its return on equity (ROE) for the 2027 Test Year. The utility seeks to recover a 
weighted average cost of capital of 5.88% through rates in the 2027 Test Year, adhering to the 
appropriate policies for determining the cost of capital. 

Key Components of Cost of Capital Calculation: 

Capital Structure: LUI has used the Ontario Energy Board’s (OEB) deemed capital structure, 
which includes 56% long-term debt, 4% short-term debt, and 40% equity. 

Return on Equity (ROE): The utility has applied the most recently published ROE rate of 9.11%, 
as per the OEB’s prescribed Cost of Capital Parameters for 2027 Cost of Service applications. 

Explanation of material changes in actual vs. deemed capital structure 

LUI confirms that there have been no material changes to its actual capital structure relative to 
the OEB’s deemed capital structure. Variances between actual and deemed balances reflect 
normal financing activities and timing differences associated with capital expenditures and 
amortization, and do not represent a structural departure from OEB policy. 

Commitment to Update 

LUI acknowledges that the OEB is likely to update the deemed ROE, LTD and STD rates for 2027 
rate year applications. Consequently, LUI commits to revising its application to reflect any new 
Cost of Capital Parameters issued by the OEB for 2027 applications, ensuring that the most 
current information is used. 

Capital Structure Consistency:  

LUI is not proposing any changes to its Capital Structure from the 2022 Board-approved structure.  

Profit Status: 

LUI confirms that it is a for-profit corporation, and therefore, none of the requirements related to 
non-profit entities are relevant. 

Statement regarding use of ROE revenues 

LUI confirms that ROE revenues are retained within the regulated utility and are not allocated to 
specific capital or operating reserves unless otherwise directed by the OEB. 
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ROE revenues fund reserves 

LUI confirms that ROE revenues are not specifically allocated to capital or operating reserves; 
therefore, no separate governance framework applies. 

Current balances of established reserves 

LUI confirms that it does not maintain established capital or operating reserves outside of OEB-
approved variance and deferral accounts. 

Financial Forecast: 

LUI’s forecasted cost of capital and return on rate base for the 2027 Test Year is presented in 
Table 1. For comparison, Table 2 shows the previously approved Capital Structure. 

 

Table 1 – 2027 Capital Structure and Statement of Rate Base (Appendix 2-OA) 

Particulars Capitalization Ratio 
Cost 
Rate 

Return 

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

Long-term Debt (Notional) 1.00% $327,133 3.80% $12,437 

Long-term Debt (Actual) 55.00% $17,930,240 3.80% $681,675 

Short-term Debt 4.00% $1,304,098 2.72% $35,471 

Total Debt 60.00% $19,561,471 3.73% $729,584 
     

Equity     

Common Equity 40.00% $13,040,981 9.11% $1,188,033 

Preferred Shares  $0  $0 

Total Equity 40.00% $13,040,981 9.11% $1,188,033 
     

Total 100.00% $32,602,451 5.88% $1,917,617 
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Table 2 – 2022 Capital Structure and Statement of Rate Base (Appendix 2-OA) 

Particulars Capitalization Ratio 
Cost 
Rate 

Return 

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

Long-term Debt 56.00% $12,834,692.19 3.46% $444,372.49 

Short-term Debt 4.00% $916,763.73 1.17% $10,726.14 

Total Debt 60.00% $13,751,455.92 3.31% $455,098.62 

     
Equity     

Common Equity 40.00% $9,167,637.28 8.66% $793,917.39 

Preferred Shares  $0.00  $0.00 

Total Equity 40.00% $9,167,637.28 8.66% $793,917.39 

     

Total 100.00% $22,919,093.20 5.45% $1,249,016.01 
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5.2. RETURN ON EQUITY  

Calculations of the cost for each capital component are presented in table 1. The following section 
addresses the return on equity, both historical vs. the actual ROE up to 2025, as reported in the 
annual RRR filings.  

5.2.1 Return on Equity  
 

LUI’s Board-approved return on equity (ROE) for the period of 2022 to the current rate year was 
8.66%. Consistent with Ontario Energy Board (OEB) policy, an achieved ROE within ±300 basis 
points of the approved level, is considered reasonable and does not require further explanation. 

In 2022, LUI achieved an ROE of 10.87%, which is 221 basis points above the approved ROE. 
As this result falls within the OEB’s approved variance range, no further explanation is required. 

In 2023, LUI’s achieved ROE was 4.27%, representing a 439-basis point shortfall relative to the 
approved ROE. As this result exceeds the OEB’s ±300 basis point tolerance, the variance is 
explained by lower adjusted regulated net income arising from accounting adjustments, 
including net interest and carrying charge impacts associated with variance and deferral 
accounts, as well as the absence of offsetting tax-related adjustments present in other years. 

In 2024, LUI achieved an ROE of 6.60%, which is 206 basis points below the approved ROE. 
As this result remains within the OEB’s allowable variance range, no further explanation is 
required. 

In 2025, LUI achieved a ROE of 8.24%, which is 42 basis points below the approved ROE. As 
this result remains within the OEB’s allowable variance range, no further explanation is required. 

Overall, ROE fluctuations achieved reflect the timing and impact of regulatory accounting and 
variance account adjustments rather than changes in LUI’s approved capital structure or 
authorized return parameters. 

Table 3 – Historical Return on Equity Achieved 

 
2022 

Actual 
2023 

Actual 
2024 

Actual 
2025 

Actual 
2026 
Proj. 

      

2022 Board Approved 8.66% 8.66% 8.66% 8.66% 8.66 

Actual Achieved 10.87% 4.27% 6.60% 8.24% 3.26% 
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5.2.3 Long-Term, Short-Term Debt 
 

LUI manages its long-term debt portfolio to ensure alignment with capital investment 
requirements, maintaining predominantly fixed-rate financing with staggered maturities to mitigate 
refinancing risk. No significant changes to the debt management strategy are anticipated during 
the bridge or test years. 

 

Promissory Note – Town of Cobourg (Affiliated Debt) 

LUI currently carries an affiliated promissory note with the Town of Cobourg. This obligation 
originates from a promissory note executed in May 2000, which has no fixed repayment term and 
is payable on demand. The promissory note bears interest at a rate aligned with the Ontario 
Energy Board’s deemed long-term debt rate for affiliate debt. 

The promissory note was amended and restated in 2019 to reflect an interest rate consistent with 
OEB-approved parameters, with the rate to be updated at each approved cost of service 
proceeding. The debt remains outstanding today as a long-term financing instrument supporting 
LUI’s capital structure, rather than a short-term or temporary borrowing  

 

Infrastructure Ontario – Smart Meter Deployment Loans 

LUI continues to carry debt related to smart meter deployment financed through Infrastructure 
Ontario. These loans originated from financing agreements entered into in 2012 and 2013, each 
with a 15-year amortization period and fixed interest rates. 

The loans were issued specifically to fund provincially mandated smart meter capital investments. 
Infrastructure Ontario loans are structured with fixed rates for the full term of the loan and semi-
annual principal repayments. The current balances reflect scheduled amortization and do not 
represent new or discretionary borrowing. 

 

Infrastructure Ontario – Victoria Street Substation Loan 

LUI currently maintains an Infrastructure Ontario loan related to the replacement of the Victoria 
Street substation in Colborne. This loan originated in 2018 and carries a 30-year amortization 
period with a fixed interest rate. 

This loan was entered into to fund a major system reliability and asset renewal project. Monthly 
principal repayments were established at the time the loan was executed, and the current principal 
balance reflects normal amortization rather than repayment or restructuring. 
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TD Bank – Capital Project Financing 

LUI currently carries debt with TD Bank related to capital projects. This category of debt originates 
from financing arrangements entered into beginning in 2020–2021 and has since expanded to 
reflect ongoing capital investment requirements. 

The original TD Bank loan was structured as long-term financing, with principal repayment over 
an extended period and interest rates fixed either directly or through interest rate swaps. As 
explained in the 2022 evidence, this financing supports system renewal and replacement of utility 
assets over a multi-year period. 

Subsequent TD Bank borrowings represent continuation of this financing strategy rather than 
short-term borrowing, and the current balances reflect refinancing and additional capital 
investments consistent with the framework established in 2022  

 

Intercompany Debt – LUI Utility Services Inc. 

LUI currently records an intercompany payable to its affiliate, LUI Utility Services Inc. (“LUSI”). 
This balance arises from an intercompany services arrangement under which LUSI processes 
accounts payable and receives customer cash receipts on behalf of LUI, as well as other related 
entities within the LUI corporate group. 

Under this arrangement, amounts paid or received by LUSI on behalf of LUI are reflected as an 
intercompany payable in LUI’s records. The balance fluctuates over time based on the timing of 
cash receipts and disbursements. 

Consistent with the evidence filed in LUI’s 2022 Cost of Service Application (EB-2021-0039), the 
intercompany payable bears interest at the Ontario Energy Board–approved cost of service long-
term debt rate, currently 3.46%, as set out in the intercompany services agreement 

 

Future Debt 

LUI is not anticipating future debt instruments. 

 

Summary 

LUI’s current debt obligations consist of long-term, predominantly fixed-rate instruments that 
originate from financing arrangements. While principal balances have changed since LUI’s last 
cost of service, due to amortization, refinancing, and additional capital investment, the underlying 
nature and purpose of each debt instrument remain consistent with the evidence filed in 2022. 

Appendix 2-OB is presented below 
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Table 4 – Appendix 2-OB (2027 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2027 Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate (%)                     
(Note 2) 

Interest ($)       
(Note 1) Comments 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $6,600,000 3.49% $230,340 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $0 3.38% $0 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $160,470 4.03% $6,467 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $948,676 3.90% $36,998 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $3,956,094 4.33% $171,101 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Mar-25 N/A $4,000,000 3.96% $158,400 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-24 N/A $2,265,000 3.46% $78,369 Appendix G 
                    

T O T A L           $17,930,240.00 3.80% $681,675.37   
 

Table 5 – Appendix 2-OB (2026 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2026 Lender 

Affiliated 
or Third-
Party 
Debt? 

Fixed or 
Variable-
Rate? 

Start Date Term              
(years) 

Principal                         
($) 

Rate 
(%)                     
(Note 
2) 

Interest ($)       
(Note 1) Comments 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $6,600,000 3.49% $230,340 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $141,811 3.38% $4,793 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $314,663 4.03% $12,681 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $977,310 3.90% $38,115 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $4,067,809 4.33% $175,933 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Mar-25 N/A $4,000,000 3.96% $158,400 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-24 N/A $2,641,389 3.46% $91,392 Appendix G 
                    
                    
            $18,742,982.00 3.80% $711,654.02   

 

Table 6 – Appendix 2-OB (2025 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2025 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 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $6,600,000 3.49% $230,340 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $278,947 3.38% $9,428 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $462,825 4.03% $18,652 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $1,004,851 3.90% $39,189 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $4,174,804 4.33% $180,560 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Mar-25 N/A $4,000,000 3.96% $158,400 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-24 N/A $1,640,614 3.46% $56,765 Appendix G 
                    

T O T A L           $18,162,040.50 3.82% $693,334.95   
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Table 7 – Appendix 2-OB (2024 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2024 Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date 

Term              
(years) 

Principal                         
($) 

Rate 
(%)                     

(Note 
2) 

Interest ($)       
(Note 1) Comments 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $6,600,000 3.49% $230,340 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $441,563 3.38% $14,925 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $605,192 4.03% $24,389 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $1,031,340 3.90% $40,222 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $1,331,075 2.74% $36,471 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Sep-23 25 $1,466,286 5.98% $87,684 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Feb-24 25 $1,500,000 5.96% $89,400 Appendix F 
Capital projects TD Bank Third-Party Variable Rate 31-Dec-24 N/A $4,000,000 4.00% $0 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-24 N/A $3,383,773 3.46% $117,079 Appendix G 
                    

T O T A L           $20,359,229.00 3.15% $640,510.23   

 

Table 8 – Appendix 2-OB (2023 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2023 Lender 

Affiliated 
or Third-
Party 
Debt? 

Fixed or 
Variable-
Rate? 

Start Date Term              
(years) 

Principal                         
($) 

Rate 
(%)                     
(Note 
2) 

Interest ($)       
(Note 1) Comments 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $7,000,000 3.49% $244,300 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $663,825 3.38% $22,437 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $873,430 4.03% $35,199 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $1,081,322 3.90% $42,172 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $1,421,419 2.74% $38,947 Appendix F 
Capital projects TD Bank Third-Party Fixed Rate 26-Sep-23 N/A $1,493,457 5.98% $89,309 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-23 N/A $5,555,002 3.46% $192,203 Appendix G 
                    
                    
T O T A L           $18,088,455.00 3.67% $664,566.75   

 

Table 9 – Appendix 2-OB (2022 Debt Instruments) 

D E B T    I N S T U R M E N T S 

Description for 2022 Lender 

Affiliated 
or Third-

Party 
Debt? 

Fixed or 
Variable-

Rate? 
Start Date Term              

(years) 
Principal                         

($) 

Rate 
(%)                     

(Note 
2) 

Interest ($)    
(Note 1) 

Comments 

Promissory Note Town of Cobourg Affiliated Fixed Rate 12-Sep-06 N/A $7,000,000 3.49% $244,300 Appendix A 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 01-Oct-12 15 $754,024 3.38% $25,486 Appendix C 
Smart meter deployment Infrastructure Ontario Third-Party Fixed Rate 03-Sep-13 15 $958,062 4.03% $38,610 Appendix D 
Victoria St substation Infrastructure Ontario Third-Party Fixed Rate 03-Dec-18 30 $1,102,961 3.90% $43,015 Appendix E 
Capital projects TD Bank Third-Party Fixed Rate 28-Feb-21 30 $1,464,770 2.74% $40,135 Appendix F 
Lakefront Utility Services Inc Lakefront Utility Services Inc Affiliated Fixed Rate 01-Jan-22 N/A $3,603,872 3.46% $124,694 Appendix G 
                    

T O T A L           $14,883,688.77 3.47% $516,240.05   
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APPENDIX A TOWN OF COBOURG 
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APPENDIX C INFRASTRUCTURE ONTARIO 
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APPENDIX D INFRASTRUCTURE ONTARIO 
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APPENDIX E INFRASTRUCTURE ONTARIO 
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APPENDIX F TD BANK 
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APPENDIX G LAKEFRONT UTILITY SERVICES INC 

 



  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)


	5.1 CAPITAL STRUCTURE
	5.2. RETURN ON EQUITY
	5.2.1 Return on Equity
	5.2.3 Long-Term, Short-Term Debt
	APPENDICES

