
MINISTRY OF ENERGY 

TREASURY BOARD/MANAGEMENT 
BOARD of CABINET SUBMISSION 

ONTARIO'S FAIR HYDRO PLAN- REPORT BACK 

May 2017 

WORKING DRAFT 

CONFIDENTIAL 
MINISTRY OF ENERGY 



.r~ 
&?ontario 

1.0 MINISTRY REQUEST 

TB/MBC Submission 

1) The Ministry of Energy is reporting back to the Treasury Board/Management 
Board of Cabinet (TB/MBC) on following: 

i. Implementation of Global Adjustment (GA) Refinancing; 

ii. Delivery of Electricity Social Programs (i .e., Rural or Remote Rate 
Protection, Ontario Electricity Support Program and First Nations 
On-Reserve Delivery Credit); and 

iii . Expansion of Industrial Conservation Initiative (ICI), 

2) !APPROVE the Ministry funding a media buy procurement with a maximum 
value of $3,500,000 with PHD Canada, the Advertising Review Board's 
mandatory-use media planning and buying Agency of ~ecord. 

3) NOTE the Ministry of Energy has already spent approximately $1,000,000 
with PHD Media in 2016-17 and is forecasting expe~se of approximately 
$2,500,000in2017-18. ' · 

.. 
4) NOTE the Ministry of Energy will return to TB/MBC to request a transfer of 

funds to the Ministry of Energy from the Bulk Media Buy program in Treasury 
Board Secretariat to f~lly recover the costs for the public education campaignL __ - i comment [LHl]: From cso 

!Note: The Independent Electricity System Operator (IESO) is in discussions with 
the C?nt~rio Financing Authority (OFA) regarding an increase to its current lines of 
credit With the OFA and OEFC .. l __ --- h- ~ ---- h----- h- h- h---- h h-- -- -i Comment [HS(2]: OFAaskedforthis. 

2.0 PURPOSE OF- REQUEST 

On rv.larch, :2, 2017, the gdvernment announced Ontario's Fair Hydro Plan 
(<DFHP), whi'ch will lower bills by 25 per cent for a typical residential consumer, 
starting in the summer of 2017. Up to half a million small businesses and farms 
are q_iso expected to benefit. Any rate increases for residential consumers over 
four yea·rs would be held to the rate of inflation. Note: These measures include 
the 8 per· cent rebate introduced in January 2017 and builds on previously 
announced initiatives to deliver broad-based rate relief on electricity bills . 

As part of the OFHP approval process, TB/MBC requested that the Ministry 
"report back" before legislation to enable OFHP was introduced on the following 
items: 

1) · GA Refinancing; 
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2) Social Programs; and 

3) ICI Expansion. 

In February 2017, the Ministry reported back to TB/MBC on the details related to 
the establishment of the new Affordability Fund announced in the OFHP. In April 
2017, the Affordability Fund Trust was established. It is expected that electricity 
distributors will be able to begin applying to the Affordability Fund Trust in 
Summer 2017. 

( 

The Ministry has developed proposed legislation to impleme~t key components 
of OFHP by summer 2017, and address financing, accountin"g and legal issues­
raised in the March 1, 2017 Cabinet Submission . Note: The M_inistry is also 
pr-eparing a number of supporting regulations to enable implementation-of OFHP. 

1. GA Refinancing: 

Ontario's energy system is being transfprmed- more than $50 billion has 
been invested to decarbonize and modernize the electricity. system, including 
an investment of over $35 billion in dean and renewable generation. 

' 
Over the last decade the government has invested in Ontario's transmission 
and distribution infrastructur~ (i.e. , the grid), clean generation and phased out 
the use of coal-fired gener~tion , which has resulted in electricity prices 
increasing. 

Proposal 

On March 2, 2017, as part of OFHP, it was announced that a portion of the 
GA would be refinanced in order to fairly allocate costs across present and 
future generations of electricity consumers with respect to investments made 

_,( . 
to decarbonize (i.e., phase-out coal) and modernize Ontario's electricity 
system (i.e., t)uild and maintain a reliable electricity system). 

Refinancing a polition of GA provides significant and immediate rate relief by 
spreading the cost of electricity investments over the expected lifecycle of the 
in(rastructure that has been built For example, by recognizing that 
generation assets are expected to continue to provide residual benefit to 
future ratepayers, beyond the term of current contracts, future ratepayers are 
expected to be able to utilize these assets and reduce the need to finance the 
development of new generation assets. 

Under this proposal, the electricity bills of current residential consumers would 
be reduced by 25 per cent on average starting in summer 2017. In addition, 
increases to electricity bill would be held to the rate of inflation for four years. 
Up to 500,000 small businesses and farms would also benefit 
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Implementation 

To implement GA refinancing and mitigate financing , accounting and legal 
risks, the Ministry has: 

• Worked closely with key ministries (i.e., TBS-OPCD, MOF-OFA/IGS, 
MAG, CO), OEB, IESO, OPG and their independent advisors and third 
party financing (i.e., dealers); 

• Developed proposed legislation to respond to the financing, accounting 
and legal issues outlined in the March 1, 2017 Cab'inet Submission.· 
Note: The Ministry is also preparing a number of supporting 
regulations; 

• Sought independent advice regarding fihailclhg, accounting, and legal 
requirements from E&Y (OPG), KPMG (IESO), TO Bank (OFA) and 
Blakes (ENERGY); 

• Launched a third party research project to assist with implementation of 
GA refinancing; and 

• Developed comprehensive risk-based costing, including forecast 
models and sensitivity tests on key assumptions. 

Proposed legislation to enable GA refinancing is planned for a May 2017 
introduction. · 

2. Social Programs: 

'. 

. ~ 
To date, a number of electricity support programs are funded through the 
electr(city rate-base. TherJ is opportunity to provide support to a more 
targe~~Sd subset of cu·s,tomers who are disproportionately affected by 
increased electricity costs and to shift these costs to the tax base . 

\ ' 

·.These customers include: 
' 

• High Distribution Cost Customers: Some customers in rural areas 
where the cost to distribute electricity is high can experience difficulty in 
reducing their electricity bill through conservation, particularly when reliant 
on electric heating . 

• Low-Income Customers: Rising electricity costs make up a 
disproportionally large amount of the household expenditures for low­
income households . 

• First Nation On-Reserve Customers: On-Reserve First Nations 
customers experience challenges with energy affordability and are 
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seeking to address historical grievances associated with electricity system 
infrastructure. 

The proposed legislative amendments enable the creation or expansion of 
programs that provide meaningful rate relief to these customers . 

Proposal 

The Government is proposing to introduce legislation and regulatory changes 
for the enhanced electricity support programs which will shift c·osts from the 
rate base to the tax base, as well as establish the necessary frameworks to 
deliver these new or enhanced programs. ' · · 

Rural or Remote Rate Protection 

Rural or Remote Rate Protection (RRRP) miti§~tes some of the high costs cif 
electricity distribution in rural or remote area'S of the Province. It is a legacy 
program of the old Ontario Hydro and has existed in its current form since 
2001. (i • . 

The legislative proposal enables, throug~, regu)ation, the transfer of the costs 
of funding 'the program for Hydro One's H2 customers from the rate-base to 
the tax-base for prescribed customers . 

• R2 customers ar~ those customers of Hydro One classified as living in 
./ .. 

the lowest density areas of the Province. 

Distribution Rate Protection 

While the RRRP program helps mitigate some of the higher distribution costs 
for Hydro One R2 customers, as well as certain customers served by Algoma 
Power, Hydro One Remote Communities and James Bay First Nation LDCs, 
ther is an opportunity to provide further relief to consumers served by higher 
cost distribution cost LDCs. 

'· 
P.roposed legislation will enable tax-based funding to support distribution rate 
protection for prescribed residential customers of LDCs with high-cost 
distributidn rates . If passed, the eight high-distribution cost LDCs whose 
customers are eligible customers will be prescribed in regulation . Residential 
customers of Algoma Power and Hydro One R2 customers would be eligible 
for additional relief as these LDCs are the highest cost distributors in the 
province (as well as six additional higher-distribution cost LDCs). 

Proposed legislation enables the estab.lishment of a maximum monthly base 
distribution charge for those prescribed customers. If the proposed legislation 
is passed, the mechanism to set this charge will be established in regulation . 
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On-Reserve First Nations Delivery Credit 

On June 27, 2016, following discussions on Hydro One shares and rates at 
COO's All Chiefs Conference, the Minister of Energy issued a letter directing 
the OEB to prepare a report providing "advice on options for an appropriate 
electricity rate (or rate assistance) for on-reserve First Nations electricity 
consumers". The proposal is premised around the findings in the OEB Report 
submitted to the Ministry on December 29, 2016. 

The program proposal involves the elimination of the deliv~ry charge, or 
monthly service charge for those customers served by LDCS. that do hot have 
a delivery charge , for on-reserve customers prescribed in re~ula)ion . · 

Ontario Electricity Support Program (OESP) 

... •• • '.; f 

The OESP began on January 1, 2016 as a ra·te-payer funded program to 
provide relief to low income Ontarians who are struggling to affo'rd their 
electricity bills. The OEB administers the p"ro~ram. , . 

The Fair Hydro Plan committed to move the program from the rate base to 
the tax base, and to expand the OESI9 by increasing the credit amounts by 50 
per cent, making more Ontarians eligible for the program, and aligning the 
OESP with other social assistance programs to increase uptake. 

On March 23, 2017, the OEB issued a Decision and Order to end the OESP 
volumetric charge paid by all Ontario consumers on May 1, 2017 ($0.0011 
per kilowatt-hour of power consumed). On April1 0, 2017, Cabinet approved 
amendments. to the OESP regulati6n (O.Reg. 314/15) to increase credit 
amounts by 56% and introduce new eligibility categories so more Ontarians 
can access the program. These changes will also come into effect on May 1, 
2017. 

The a~endmerits to ttie Ontario Energy Board Act, 1998 pertaining to OESP 
' \Will move the program funding from the rate-base and transfer it to the tax­

_base, and enable alignment of the OESP with social assistance programs 
delivered I:Jy the Ministry of Community and Social Services. 

Implementation 

Rural or Remote Rate Protection (RRRP) 

Appropriated funds shall be used to offset the cost of the RRRP program for 
electricity consumed on or after July 1, 2017. 
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The implementation of the amen<;fed RRRP program (moving the majority of 
costs to the tax base) will require oversight of the money appropriated from 
the legislature by the Ministry of Finance (MOF). 

The RRRP charge appears on the Tariff Sheet for each of the impacted LDCs 
and any change to the funding structure of the program does not require any 
additional implementation risks or efforts. 

Distribution Rate Protection 

Appropriated funds shall be used to offset the cost of providing distribution 
rate protection to prescribed residential distribution rate protected consumers 
based on electricity consumed on or after July 1, 2017. 

' 

LDCs and eligible customers would be prescribed iri regulation, i.f the 
legislation is passed. Additionally, the Ontario~ En~rgy Board would be 
empowered by regulation to determine the r~te at which affected 'LDCs would 
be harmonized. 

·: 

The efforts required to implement the progr~m will fall upon the impacted 
LDCs who will need to adjust theif billing systems in order to carry out the . . 
program. 

• The legislation contkins transitional retf'oactive application of the 
provisions to offt-et any Qotentiallapses in implementation and ensure 
that consumets receive the·ben8fit following the July 1 st effective date 
through t? the final effective ·da e of October 1, 2017. 

• The .transitional retroactivity powers mitigate the risk of LDCs being 
unable, to actualize the necessary changes to their billings systems in 

. time for the July ·1 st roll out and provides the utilities an extra three 
months to sort out any billing system alterations. 

f _On-Reserve First Nation Delivery Credit 

.. A new regulation will need to be passed to set out the program particulars 
including eligibility for the program. 

The u ) cs will need to enter into communication plans in order to work with 
local First Nations Band Councils and to spread awareness of the delivery 
credit to all eligible consumers . 

Ontario Electricity Support Program 

A legislative amendment to the Ontario Energy Board Act, 1998 will allow 
funding to shift from the rate base to the tax base. The amendments will be 
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proclaimed into force at a later date when the OESP charges collected to date 
(which are being held in an IESO variance account) are depleted . 
Amendments to the OESP regulation (O.Reg. 314/15) will be needed to 
implement these legislative changes . 

3. ICI Expansion: 

Ontario is committed to providing competitive electricity rates for energy 
intensive consumers in the manufacturing sector while also promoting 
electricity conservation . 

In January 2011 , the Industrial Conservation Initiative (ICI) Was announced to 
help large industrial electricity power users better manage tlieir electricity ' 
costs while reducing electricity consumption during (leak periods. Reducing 
peak demand increases the reliability of the electri~ity system.,' reduces · 
greenhouse gas (GHG) emissions and helps defer the need tp procure new 
resources. · 

Proposal 

On March 2, 2017, as part of OFHP), the government announced plans to 
further reduce the ICI threshold from 1 megawatt (MW) to 500 kilowatts (kW) 
and to target more small manufacturing and industrial consumers . 

. ' 
• As of January 1, 2017, the regulatory amendments came into effect to 

make ICI available to 'e,lecti'icity CQnsumers with an average monthly 
peak demand greater than 1 MW. The lowering of the ICI threshold to 
1 MW and removal of sector restrictions was announced in the 2016 . 
Speech from the Throne. 

Implementation 

E_ffective April13, 2017, electricity consumers and market participants in th e 
manuf;kturing and greenhouse sectors in Ontario with an average monthly 

~ peak demand of greater than 500 kW and less than or equal to 1 MW are 
eligible to opt-in to ICI. Billing for electricity consumers that opt-in to ICI 
b~~ins July; 1, 2017. 

• Provisions were also provided to allow electricity consumers to 
continue their participation in ICI if their demand falls below tlie 
monthly peak demand threshold while participating in certain 
prescribed Conservation and Demand Management (COM) programs 
and/or Ontario Climate Change Solutions Deployment Corporations 
(OCCSDC) pro_grams and pilots . 
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In addition, the Ministry has retained the Ontario Chambers of Commerce 
(OCC) and the Canadian Manufacturing and Exporting (CME) to undertake 
targeted stakehoider outreach on ICI and other cost saving energy 
programs/measures available to the commercial and industrial sectors in 
Ontario. 

3.0 KEY CONTEXT 

On March 2, 2017, the government announced Ontario 's Fair HydJo Plan 
(OFHP), which would reduce the electricity bills of residential consumers by 25 
per cent on average starting in summer 2017. In addition, increases to electricity 
bill would be held to the rate of inflation for four years. Up to 500-,000 small 
businesses and farms would also benefit. ;: 

OFHP also announced other measures to enhance business comp.etitiveness, 
helping vulnerable consumers and bend the futur~ cost curve of ele'ctricity (see 
Background for details). 

On April 20, 2017, the OEB announced new Regulated Price Plan (RPP) rates 
effective May 1, 2017 that include a ROrtion of the bill reduction proposed under 
OFHP and the shifting of the funding of the OESP to provincial revenues . The full 
reduction from OFHP is expected to be addressed through a July 1st RPP rate 
adjustment. 

The Ministry's report baok to TB/MBC focusys on the following OFHP initiatives: 

f 
1) GA Refinancin.g: 

As part of ~FHP , it was announced that a portion of the GA would be 
refinanced in order to fairly allocate costs across present and future 
gen~rafions of electricity consumers with respect to investments made to 
decarbonize (i .e., Rhase-out coal) and modernize Ontario's electricity system 
(i.e., :build and !Jlaintain a reliable electricity system). 

Today.'s electricity consumers have been responsible for the costs of 
invystments in developing the clean, modern and reliable electricity 
system that Ontario has today and that will continue to provide benefit 
tu future generations. There is an opportunity to recognize the long-

, term benefit of these generation assets to the electricity system and 
"bring forward" that benefit for ratepayers today by deferring some of 
the current costs. 

Refinancing a portion of GA provides significant and immediate rate relief by 
spreading the cost of electricity investments over the expected lifecycle of the 
infrastructure that has been built. 
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To implement GA refinancing and to mitigate the financing, accounting and 
legal risks, the Ministry has: 

• Worked closely with key ministries (i.e., TBS-OPCD, MOF-OFNIGS, 
MAG, CO), OEB, IESO, OPG and their independent advisors and third 
party financing (i.e., dealers); 

• Developed proposed legislation to respond to the financing , accounting 
and legal issues outlined in the March 1, 2017 Cabinet Submission. 
Note: The Ministry is also preparing a number of supporting 
regulations; 

• Sought independent advice regarding financing, accounting and legal 
requirements from E&Y (OPG), KPMG (IES.0), to Ban.k (OFA) a9d 
Blakes (ENERGY); 

. . 

• Launched a third party research project to assist with implementation of 
GA refinancing ; and 

• Developed comprehensive risk-basecj costing, including forecast 
models and sensitivity tests on key as~umptions. 

I f • 

Financing, Accounting and Legal Risk Consider~.tions I Mitigations 

The Ministry was asked tc:i report back td TBS/MBC with on details on how 
financing, accountjng and iegal risks would be mitigated. 

Financing 

OFHP Legislatio·n 

The 1purpose of the proposed legislation is to support the Government of 
Ont~rfo·s corri"mitment to ensure that the costs of investments in the electricity 
system are allocated fairly among present and future generations of 

', consumers . Costs to be al located include clean and renewable generation 
' fa.ci lities, conservation, demand management, energy efficiency programs. 

I • 

The supporting leg islation defines the mechanisms and framework that would 
achieve the refinancing of the (GA), including: 

• Fair Allocation Amount: Is a calculation of a fair measurement and 
allocation of clean energy costs over time. It is expected that the 
calculation would lead to decreased rates in the near term with rates 
higher than forecast in the long term . The Minister of Energy is to 
calculate the Fair Allocation Amount and provide the amount to the 
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Financial Services Manager (OPG). Subsequent calculations may be 
undertaken by other agents as prescribed by the Minister. 

• Fair Adjustment: Sets out the mechanism for the Ontario Energy Board 
(OEB) to determine the "relief", including the initial decrease in rates to 
achieve the 25% decrease, for the period July 1, 2017 to April 30, 
2018. Under the legislation, the OEB must determine the amount 
within 15 business days of the legislation coming into force. The Fair 
Adjustment also allows the Lieutenant Governor in Council (LGIC) to 
make regulations prescribing electricity rates for the period_ May 1, 
2018 to June 30, 2021. After June 30, 2021, regulations will have 
regard to the fair allocation amount and clean enefgy adjustments. 

( 

• Clean Energy Adjustment: Is the mechanism to recover· the under:o 
collection of GA from eligible consumers during the recovery peri'od. 
This is an adjustment to a consumer inv,oice .91! a monthly, basis to 
repay principal, interest and other financing . IESO and Gach electricity 
distributor will act as an agent for the financing entity to impose, 
invoice and collect the clean energy adjustments. 

The Ministry has prepared legislation and regulations in close collaboration 
with key ministries (i.e., TB, MOF, AG and CO), agencies (i.e ., OEB, IESO, 
OPG) and third party finanpial advisors and local distribution companies 
(LDCs) . . 

~ 

The legislation also ~stablishes assurqhtes that the Province would: 

• Throughi he Minister of Finance as provided by Lieutenant Governor in 
Cou_ncil, agree to guarantee any debts and obligations; and 

• IX!Qt hinder the Gharging and remittance of the under-collection of GA 
refinancing (i.e ., through a provincial undertaking and guarantee). 

Despite t.~e assurances provided in the legislation it is still possible that the 
full value of the Regulatory Asset may not be purchased . 

[Placeholder comments from OFA I TO] 
•. 

OPG Financing I OPG Equity Financing 

The ability to engage in the fair distribution of clean energy costs requires 
financing during periods where the collection of the clean energy costs is 
deferred to later years. The proposed legislation outlines mechanisms that · 
are required to enable the financing and meet requirements for rating 
agencies and investors. 
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IESO will have a funding gap resulting from the reduction in amounts 
collected during the first five years. The leg islation enables IESO to record the 
under-collection of GA in a variance account, and deems this under-collected 
amount to be a "Regulatory Asset". 

• OEB would determine rates to al low IESO to recover under-collection 
recorded in its variance account. 

• IESO is authorized to sell all or a portion to the OPG Special Purpose 
Vehicle (SPV)/Trust under the Financing Plan. 

As part of supporting the financing and administration of the GA refinancing 
mechanism, it is expected that OPG would purchase the right to future cash 
flows from IESO on an ongoing basis . . . / '; 

The sale of the regulatory asset from IESO to th'e OPG Special Pwpose 
Vehicle (SPV)/Trust creates an "Investment Asset". . . 

• The Investment Asset allows for the recovery of the under-collected 
GA as the Investment Asset may in turn b'e sold to o.ther investors or 
group of investors. 

The Ministry has worked closely with third-party financial advisors in advance 
of and throughout the drafting process to h~lp to ensure that the proposed 
legislation enables refinancing of the GA 

These purchases would be>financed in part by capita l infusions from the 
Province to OPG for the purposes bf stabilizing OPG's capital structure: 

• OPG would require m'onthly "equity injections" from the Province which 
would be fiscally neutral as OPG would issue new shares to the 
Provinee in exchange; 

a 
• Funds from the Province would flow from the Ontario Financing 

Authority (OFA); and 

• The Ministry, OFA and OPG are working through the specific 
. mechanisms, timelines and share features. 

It is anticipated that the initial equity injection would take place as early as 
June 2017. To facilitate these ongoing equity injections, the Ministry of 
Energy, through the PRRT process received approval for the creation of an 
operating asset "OPG Share Purchase" in vote 2905 - 5. This approval is 
pend ing passage of the proposed legislation . 
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Through PRRT, the Ministry of Energy received approval for an expenditure 
increase of $1.1 billion in 2017-18 within Vote 2905-5, which is based on the 
latest estimates by IESO, and provides flexibility to account for forecasting 
uncertainty. 

OPG will provide a two year forecast of its equity requirements to the Ministry 
on annual basis, as part of OPG's business plan process. Note: While 
included in the business plan, equity requirements will not form part of the 
Ministry of Energy's concurrence process. 

For future funding requirements, the Ministry will seek appropriation through 
the PRRT process. ~ 

OPG will seek to achieve the highest possible credit rating (i :e., AAA is 
possible) in order to reduce borrowing costs an<;! ~ttract a wid~ investor base. 
Credit ratings will depend on provisions in legi~lation, regulation and 
agreements as well as the capital structure 0.f the SPV I Trust. Despite these 
factors, rating agencies may see the Province's rating forming a ceiling given 
the contingent guarantees that the ProVince will .provide (described above). 

In addition, given the long term nature of this J:lrogram(i .e., approximately 
thirty-years) , the calculations related to refinancing of the GA set out in the 
proposed legislation will be subject to fluc;;tuations in Ontario electricity 
demand, GA and interel t ~att:ls in the medium to long-term. 

• Should electricity d~·mana ·~~ hig~er than forecast as a result of greater 
electrification, the cost of pay.ing off the debt will be spread over a 
greater pool of consumption arid decreasing future costs for individual 
ratepayers. Note: The reverse is also true in regards to decreasing 
demand. 

\' 

· IESO is in discussions with the Ontario Financing Authority (OFA) regarding 
an '! ncrea~e to its current "line of credit" with the OFA and OEFC (i.e., credit 
facilities) . The increases are in response to IESO role in the delivery of 
OFHP and to provide a necessary buffer to fund short periods where OPG 
SPV/Trust does not fund a shortfall. 

IESO advises that this is important not only for IESO solvency, but also to 
maintain its credit rating (i .e., IESO's contracted suppliers' credit 
arrangements are often based on IESO maintaining a· certain rating). 

CONFIDENTIAL DRAFT . 13 



f''r= 

t?ontario TB/MBC Submission 

IESO would require financing to compensate generators should it be required 
to hold any portion of the unpurchased Regulatory Asset beyond each 
monthly settlement period. OPG Trust is not expected to access public capital 
markets monthly, nor is it required to purchase the regulatory asset. 
Therefore, ESO will need a credit facility for interim financing. IESO may also 
require longer-term financing to maintain the deferral financing plan, should 
the OPG Trust not be able to access debt markets on a timely basis for 
purchase of some or all of the regulatory asset. 

Accounting 

The legislation to enable GA refinancing has benefitted from the review and 
input of IESO/KPMG, OPG/E&Y and OPCD/E&Y. 

The proposed legislation establishes mechanisms to ena.ble the funding·, sale 
and transfer between IESO and OPG that respond _to the accouqting 
requirements and advice outlined in the March 1, 2017 Cabinet Submission, 
such as concerns regarding consolidation by the Province. 

Under the proposed legislation, OEB Will issue an "accounting order". to 
authorize IESO to create a variance account in which it will record the funding 
shortfall and recover the shortfall in accordance with the legislation and 
regulations . This satisfies accounting concerns regarding OEB oversight in 
the establishment of the Regulatory ·Asset. 

IESO will effectively sell the "right to collect" deferred future revenue from 
ratepayers to OPG in return for cash proceeds. 

The proposed legislation and the associated amendments to the Electricity 
Act, 1998, ·enshrine ORG's SPV/Trust as a stand-alone entity able to conduct 
business separately under a Trust agreement. 

I 

To recover its revenue shortfall, IESO will establish a Regulatory Asset that it 
would-sell to OPG's SPV/Trust. . 

\ ~ 

·.[Placeholder comments regarding E& Y and KPMG] 
,. 

Legal [Subject to CON LAW review] 

In principle , refinancing the Global Adjustment (GA) to spread the costs of 
generation and conservation assets over the useful life of the assets presents 
only a "low" risk of being an unconstitutional tax, as each cohort of consumers 
pays for a proportion of the GA cost roughly equal to the proportion of the 
benefit they receive from the useful life of the assets. 
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Legal risk arises if it becomes apparent that the Government is not spreading 
cost so that it is shared proportionately by future consumers who cause a 
need for or benefit from the generation asset, but rather is doing so in order to 
lower the price in the short term by increasing the price in the long term. If the 
proposed financing served to encumber future consumers with a premium 
payment to cover the GA refinancing _in order to subsidize current ratepayers, 
then there would be a moderately "high" constitutional risk that the financing 
proposal would result in an unconstitutional tax. 

Former Supreme Court Justice ian Binnie has provided a legal opinion 
concluding that the current proposal is at a moderately high risk of being a 
tax, for the following reasons: ( 

• The degree of constitutional risk is in direct proportion to the extent the 
government is not able to show a proper Riatch between. the cost of 
providing facilities for electricity generation ahd the group:of 
consumers who benefit year to year flt~m electricity generated by those 
facilities . 

• 

• 

If the government fails to est~blishthat the relev;3nt electricity 
generating assets will contfnLJe to p.erform ec6nemically over the 30 
year period , or if the GA. charge• is in the opinion of the Court 
disproportionately b,at kend loadea, the .GA will not qualify as a 
regulatory charge. (ana,would oe chara"cterized as a tax). 

·~ ... 

By shifting co'§ts to the 20-30 year customers, the government may in 
reality be d1sproporjionately B€!,.Ck-end loading the GA with the effect 
that the 2'(1-30 yeaf consumers will be subsidizing the 1-20 year 

The judge\?._can be exP.ected to be aware of the difficult political problem of high 
energy cos ts in in Q tario, and will take a careful look at the government's 
evidende:in support of the re.:-allocation of the GA. 

·. \ 

2) Social Programs: 
\ 

·program Qesign 

. ·-" 

Rural Of Remote Rate Protection (RRRP) 

The legacy RRRP program remains intact with no changes made to the 
amount of the rate protection or the eligible LDCs. The proposed legislation 
provides the authority for the government to prescribe classes of customers , 
customers or LDCs that would be funded through the tax-base rather than the 
rate-base. 
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If passed, the government proposes to identify Hydro One R2 customers, as 
having their RRRP funded through appropriated funds. 

Distribution Rate Protection 

New Distribution Rate Protection program, to complement the Rural or 
Remote Electricity Rate Protection (RRRP) program, would be established 
through proposed legislative amendments under the Fair Hydro Act, 2017, 
and the creation of consequential regulations. Eligible residential customers 
would have their monthly base distribution charges held to a maximum 
amount. 

On-Reserve First Nations Delivery Credit 

Eligible on-reserve customers will receive a 100.% delivery credit or the 
elimination of their monthly service charge on their electricity biils: The 
eligibility requirements will be prescribed unC!'er regulation. · 

Ontario Electricity Support Program (OESP) 

The OESP is an income-tested, application based program that lowers 
electricity costs of the most vulnerable con\sumers by a rebate directly on bills. 
The OESP is currently funded by the rate base. 

OESP credits vary by income level anCJ family size, and there are two credit 
scales that include: > - . 

• The basic program ~redit ra~ges from $30/month to $50/month. 

• An enhanced credit that ranges from $45/month to $75/month for 
consumers that are. eit~er Indigenous, use electric heat or use certain 
electrically intensive medical devices. 

' 
d Yllarid's Fair Hymro Plan (OFHP) committed to move the program from the 

, rate bas e to the tax base, and to expand the OESP by increasing the credit 
· amounts by 50 per cent, making more Ontarians eligible for the program, and 
al[~ning tHe. OESP with other social assistance programs to increase uptake. 

The proposed legislative changes will address the move to the tax base, and 
regulatory changes approved by Cabinet on April 10, 2017 will enab.le the 
expansion of the OESP effective May 1, 2017. Discussions are ongoing with 
the OEB and MCSS on aligning OESP delivery with other social assistance 
programs. 
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Roles and Responsibilities 

Rural or Remote Rate Protection 

The roles and responsibilities of the Board remain the same in terms of 
administering the legacy RRRP program. ENERGY will now be responsible 
for appropriating the funds from the legislature on an annual basis to cover 
the costs faced by those consumers or classes of consumers prescribed 
under regulation (namely Hydro One R2 customers} 

Enhanced RRRP or Distribution Rate Protection 
. '. 

The Board would be empowered, by regulation, to set the maximur:n montnly 
base distribution charge, based on prescribed criteri ~. · , . ~ 

ENERGY would once again need to appropriate> money from the legislature to 
cover the costs of administering the program. 

On-Reserve First Nations Delivery Creait 

ENERGY would be responsible for appropriating the money from the 
legislature to cover the costs 9f administering the credit to on-reserve 
customers. In addition , ENERGY would need to work with LDCs, Chiefs of 
Ontario and Band Council~ to ensure. the program is delivered to all eligible 
consumers. 

Ontario Electricity Support Program 

The OEB will continue to the deliver the OESP under the current legislative 
frameworkfunfil. the v ria nee account is depleted. When legislative changes 
to shift the program from the rate base to the tax base are proclaimed, the 
OEB.will continue to administer the program, but certain decision making 
resp'c/nsibilities a_nd oversights will shift to the Minister of Energy. 

MCSS will begin supporting OESP uptake by helping social assistance clients . 
to apply to the OESP. Legislative and regulatory changes will enable this 
work. ~ 

The IESO will continue to manage payments to utilities, unit sub-meter 
providers , and the OEB in relation to OESP credit delivery and program 
administration costs. When legislative changes are proclaimed; IESO will 
begin reporting costs to the Ministry to support forecasting and audit. 
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3) ICI Expansion: 

As part of OFHP, the government announced plans to further reduce the ICI 
threshold from 1 megawatt (MW) to 500 kilowatts (kW) and to target more 
small manufacturing and industrial consumers. 

Effective April13 , 2017, electricity consumers and market participants in the 
manufacturing and greenhouse sectors (i .e. , with North American Industry 
Classification Standard (NAICS) codes commencing with the digits "31 ", "32", 
"33", and "1114") in Ontario with an average monthly peak demand of greater 
than 500 kW and less than or equal to 1 MW are eligible to opt-in to ICl 
Billing for electricity consumers that opt-in to ICI begins July 1, 2017. 

In addition, the Ministry has retained the OCC and ttle CME to unaerta.ke 
targeted stakeholder outreach. · ' 

The rate-bas·e impact of expanding ICI to consumers in the man,ufacturing 
and greenhouse sectors is expected to be modest for non-ICI participants. 
Note: The extent of the impact will depend on the uptake ifHhe newly 
expanded ICI . The Ministry of Energy regularly monitors electricity prices and 
electricity demand for all classes of electricity consumers and would be able 
to assess the potential impacts of the regu'latory amendments, starting after 
July 2017. ' 

4.0 BACKGROUND 

Decarbonizing and Modernize Ontario's Energy System 

Ontario 's energy system is being transformed- more than $50 billion has been 
invested to decarbonize ahd mo~ernize the electricity system, including an 
investment of ever $35 billion in clean and renewable generation. 

Over ,the last decade the government has invested in Ontario's transmission and 
~ 

distribution infrastructure (i.e., the grid), clean generation and phased out the use 
of, cpal -fired generatibn, which has resulted in electricity prices increasing. 

The Ministry of Energy has taken a number of actions to lower electricity costs for 
all consumers by: 

• Deferring investments in generation (e.g ., new build nuclear), improving 
market efficiency (e.g ., wind dispatch) and decreasing the cost of 
renewable procurements (e.g., Green Energy Investment Agreement 
(GEIA) renegotiation, decreasing Feed-In Tariff (FIT) prices; and 
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• Increasing cost effectiveness and improving efficiency by adopting new 
electricity market approaches (e.g ., no new NUG contracting and demand 
response). · 

Following the 2016 Speech from the Throne, several actions were announced to 
further reduce electricity costs: 

• As of January 1, 2017, Ontario is rebating an amount equal to the 
provincial portion of the HST to reduce eligible residential, small business 
and farm electricity bills by 8 per cent. "· 

• Expanded support to eligible rural consumers by upda
1
tlng· Rural" or 

Remote Rate Protection (RRRP) with the additional relief, de.creasiAg total 
electricity bills by an average of $45 each month when cdmpiRed wit.ti the 
8 per cent rebate. ' 

·.' \ 
• Expanding the Industrial Conservation lri:itiative (ICI) __:up 'to o.ne-third 

savings for participants . 
·~ 

• Suspending the LRP II and th€1 Energy from Waste Standard Offer 
Program (EFWSOP)- up to $3.8 billion in savings. 

• Limiting the Feed-In Ta(iff (FIT) 5 procurement target to 150 MW and 
suspending future FJT procuremen~s- average annual savings of $15 
million. · 

Ontario's Fair Hydro Plan 

On March 2, 2,017, the government announced Ontario's Fair Hydro Plan 
(OFHP). The OFHP includes Hie following: 

• Shifting cost recovery for Rural or Remote Rate Protection (RRRP) and 
Ontari6 Electricity Support Program (OESP) from electricity bills to the tax 
l::iase, lowering the regulatory charges paid by ratepayers . Consumers of 
all sizes would benefit from this change. 

• Helping vulnerable electricity consumers by enhancing electricity support 
programs, including: 

Broadening RRRP to provide delivery charge relief for the customers 
of the local distribution companies (LDCs) with the highest delivery 
charges. We currently support approximately 350,000 Ontarians living 
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in rural or remote areas through RRRP. The enhancement would 
exten9 relief to approximately 800,000 households in total. 

- Expanding the OESP, which provides relief directly on the bills of low­
income consumers who have applied and meet the eligibility criteria. 
The expansion would increase OESP credits by 50 per cent and allow 
more· Ontarians to benefit from the program. · 

- Establishing a new Affordability Fund, which would provide financial 
support to lower-income Ontarians who are not eligible for the Home 
Assistance Program to make home energy efficien9y improvements, 
helping to manage their energy costs. 

' 
- Establishing a Delivery Credit to eliminate delivery charges for all First 

Nations people living on reserve. ' · · · 

• Expanding the Industrial Conservation Initiative (1¢.1), which 9llows large 
consumers to reduce their electricity bills by up to one~third by reducing 
their consumption during peak hours. The exp<3'nsion w"!U allow 
manufacturers and greenhouses between 500 kW and 1 MW to 
participate, in addition to the consumers over 1 MW that are already 
eligible. · 

• OFHP also committed to reducing system costs by improving sector 
efficiency and modernizing bntario's electricity market, working in 
collaboration with the Independent Efectricity System Operator (IESO) and 
the Ontario Energy Board (OEB). 

Legislation to !=nable the Refinancing of Global Adjustment 

To enable implementatio'n of GA refinancing and mitigate financing, accounting 
and legal risks , fhe Ministry has developed proposed legislation (and is working 
on suppt;>rting re.gLilations) that outlines: . ' 

• Roles and re'sponsibilities for the OEB, IESO, OPG and the Province; 

• A detailed Preamble, Purpose and Definitions; 

• Details with respect to Fair Adjustment, Clean Energy Adjustment, 
Implementation (i.e. , Financial Services Manager, Fair Allocation Amount, 
Financing Plan), Regulatory Asset and Investment Asset; 

• Details with respect to scope of provincial guarantee and supporting 
regulation; and 

• Amendments to other acts (i.e., Electricity Act and Ontario Energy Board). 
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The supporting legislation defines the mechanisms and framework that would 
achieve the refinancing of the Global Adjustment. 

The Ministry has worked closely with key ministries (i .e., TBS-OPCD, MOF­
OFA/IGS, MAG, CO), OEB, IESO, OPG and their independent advisors and third 
party financing in the development of the proposed legislation. 

GA Refinancing Implementation Model- Overview 

The diagram below outlines how the refinancing of GA would be implemented: 
( 
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Multi-Year Profile of GA Refinancing I Assumptions 
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The chart above shows the expected multi-year profile under GA Refinancing for 
each Regulated Price Plan (RPP) period. In the first year, residential bills are 
projected to be 25 per cent lower as result of the OFHP. In the early years, bills 
increases are held to the rate of inflation -assumed to be 2% per year in the 
chart above. From July 1, 2021 onwards, prices increase at a higher rate 
compared to the first four years on the OFJ-JP . 

. In the medium to longer term, residential bills exceed what they would have been 
but for the OFHP. However, iri'·any given year, a typical residential bill under the 
OFHP cannot exceed what it would have been without OFHP by more than 10 
percent. 

.GA Refin.ancin(!.l .- Sensitivity Analysis 

The c~arts below show the results of a sensitivity analysis that considers 
fluctuations in inferes.t rates, electricity demand and electricity costs over the 30-
ye~r timeframe of GA refinancing . . 

The first chart shows the accumulated debt under median, fifth percentile (P5) 
and 95th percentile (P95) scenario . 

The second chart shows residential monthly bills that resu lt from the same three 
scenarios. Under the P95 case, typical residential bills reach relatively high levels 
in order to bring the debt to zero by the end of the GA re-financing period . Under 
the P5 cas13, typical bills can be lower while ensuring the debt falls to zero by th e 
end of the GA re-financing period. 
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Accumulated Debt 
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OPG's Financing Structure I Equity Financing 

The ability to engage in the fair distribution of clean energy costs requires 
financing during periods where the collection of the clean energy costs is 
deferred to later years. The legislation outlines mechanisms that are required to 
enable the financing and meet requirements for rating agencies and investors. 

IESO will have a funding gap resulting from the reduction in amounts collected 
during the first five years. The legislation enables IESO to record the under­
collection of GAin a variance account, and deems this under-collected amount to 
be a "Regulatory Asset". 

• OEB would determine rates to allow IESO to recover un9er-¢ollection 
recorded in its variance account. 

• IESO is authorized to sell all or a portion to ~he .QPG Spec;iai·Purpose 
Vehicle (SPV)/Trust under the Financing Pl<;m. · ' 

As part of supporting the financing and administration of the GA refinancing 
mechanism, it is expected that OPG wouia purchase the right to future cash 
flows from I ESO on an ongoing basis, · · 

The sale of the regulatory asset from IESO tb the QPG Special Purpose Vehicle 
(SPV)/Trust creates an "Investment Asset;'. 

• The Investment Asset a[lows for the (ecovery of the under-collected GA as 
the Investment Asset may in turri be· sold to other investors or group of 
investors. · · 

As part of supporting the financing and administration of the GA refinancing 
mechanism ,. it is expected that GPG would purchase the right to future cash. 
flows frorpiESQ on an ongoing basis . 

Thes"'e'> pt:!(Chases would oe financed in part by capital infusions from the Province 
td t:)PG for t~e purposes of stabilizing OPG's capital structure: 

~ OPG would require monthly "equity injections" from the Province which 
would be fiscally neutral as OPG would issue new shares to the Province 
In exchange; 

• Funds from the Province would flow from the Ontario Financing Authority 
(OFA); and 

• The Ministry, OFA and OPG are working through the specific 
mechanisms, timelines and share features. 
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Global Adjustment- Overview 

The Global Adjustment (GA) accounts for the fixed costs, including capital costs, 
of running Ontario's generation fleet, as well as the cost of conservation 
programs. GA is instrumental in maintaining a reliable electricity system by 
ensuring that sufficient generating capacity is available. 

It is via GA that much of the costs of investments in developing a clean, modern 
and reliable electricity system with a diverse supply mix are recovered. 

If" 
' ·. 

The vast majority of GA costs now stem from greenhouse gas (GHG) ~missions­
free renewable and nuclear generation facilities, as well as natural.gas.plants that 
were constructed to improve system reliability and replaG~ coal-fired eapadty. 
Generators in Ontario received contracted or regulated r~tes , wh·ch are typically 
designed to recover capital, financing and fixed operationst osts. The GA · · 
recovers these fixed costs of running the province1,~ generation .fleet, as well as 
the cost of conservation programs. 1 • · , · ' ' 

. ' 
The majority of the province's electricity generators are under 40-year contracts 
and account for less than half of the GA. Some of these generafors will continue 
to provide value to the electricity system beyond their contract lives (i.e., beyond 
20 years) . Similarly, conservation costs are recovered annually on an 'as incurred 
basis' through GA while conservation initiatives can reasonably be expected to 
provide benefits to the electric'ity system over many years. . 

.. 
The Ministry is proposing in legislatio"n to reeognize the long-term benefit of 
specific assets to the electricity system and "bring forward" that benefit for 
ratepayers today by deferrin~:f some of th~ current costs. The proposed legislation 
outlines how c9sJs would Be fairly allocated among eligible consumers over time. 

•; 

I . 
On April 20, 2017, t~e OEB announced new Regulated Price Plan (RPP) rates 
effeGtive May 1, 2017 that include a portion of the bill reduction proposed under 
OF.HP and tHe shifting of the funding of the Ontario Electricity Support Program 
(OE;SP) to provincial revenues . The full reduction from OFHP is expected to be 
addressed through a July 1st RPP rate adjustment. 

Social Program 

Rural or Remote Rate Protection (RRRRP) 

Part of the program helps fund the costs of Hydro One customers classified into 
the "R2" residential rate class. There are approximately 335,000 R2 customers 
across the Province. These customers have some of the highest distribution 
costs in the Province. · 
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• From 2001-2016 the program provided $125.4 million annually to help 
defray these costs . 

• In the 2016 Speech from the Throne, this funding was expanded by 
$116.4M to a total of $241.9 million . 

• As of Jan 2017 R2 customers receive $60.50/month off their distribution 
costs. 

• These customers still have high distribution costs and are often faced with 
significantly higher than average bills . 

The higher than average consumption patterns coupl,ed) with high'er than average 
distribution rates has resulted in monthly bills many view as no lo~ger affordable 
or equitable. 

' RRRP is currently funded by rate-payers . AIIIESO-grid conn~cted consumers 
pay a charge of $0 .0021 per kilowatt-hour to off-set the costs of delivering RRRP. 
For an average residential customer this amounts to ...;$1.60 per month . This 
charge will be substantially reduced once the R2 portion of the RRRP program is 

' f funded through the tax-base, rather than rate payers. 

I 

Distribution Rate Protection. (DRP) 

., ' 
RRRP is targeted to customers based on geographic and density-based criteria . 
Many customers , including those m rural areas, face higher than average 
distribution costs, bJt are not eligible t9 receive rate protection under RRRP. 

Energy is proposing legislative amendments that will broaden rate protection by 
creating a new distributio-n rate protection program to complement the Rural or 
Remote Electricity Rate Protection program. 

, , 
D

1
istr'ib't.Jtioh rate protection would be extended to eligible residential customers 

served by LDCs with the highest distribution costs. Roughly 800,000 customers 
would receive benefits .from the broadened rate protection. 

• Providing distribution rate protection to a broader number of consumers 
would help mitigate geographic-based differences in rates for the 
consumers who are most impacted and often see such differences as 
inequitable. 

Mitigation for all electricity consumers would be provided by moving the existing 
RRRP program costs and the proposed enhancements from the electricity rate 
basetothetax-base. 
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On-Reserve First Nations Delivery Credit 

On-Reserve First Nations customers experience challenges with energy 
affordability and are seeking to address historical grievances associated with 
electricity system infrastructure. 

ENERGY has a number of Tables with the Chiefs of Ontario (COO) and First 
Nations that include the Energy Table to discuss policy issues, the Hydro One 
Negotiating Table to discuss Hydro One shares, and the Grievance Table. 

("• 

The Grievance Table process was established at the requestof COO:as a 
means to avoid litigation to resolve historic grievances relate~ tQ the en~rgy 
sector and prevent these issues from impeding progres~ on broadening thE;} ··. 
ownership of Hydro One (H1 ). . . \' . · 

The cost of electricity and delivery charges were i~ent\fied as the prevailing 
grievance at the First Nations-Ontario Energy l'able mee ing in r immins in 2016, 

. and the Minister of Energy agreed to explore options for a F;irst Nations Rate 
through the Grievance Table process. f . , 

Ontario Electricity Support Program (OESP) 

The OESP launched on Januar)f 1, 2016. By the end of March 2017: 
~ . . 

• Almost 190,000 have been enrolled 'in the program, which is 
approximately )13 of all potentially ~ligible low-income customers in 
Ontario. · 

• Over $60 million in credits have been provided to vulnerable consumers . 

• 

Ontario is committed to providing competitive electricity rates for energy intensive 
consumers in the manufacturing sector while also promoting e l ~ctricity 

conservation . 

In January 2011, ICI was announced to help large industrial power users better 
manage their electricity costs while reducing electricity consumption during peak 
periods. Reducing peak demand increases the reliability of the electricity system, 
reduces greenhouse gas (GHG) emissions and helps defer the need to procure 
new resources. 
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Currently, ICI is available to electricity consumers who have an average monthly 
peak demand greater than 1 MW (i.e., Class A). Smaller electricity consumers ­
known as "Class B" consumers- are charged GA based on their total 
consumption regardless of when it occurs. 

ICI provides a strong incentive for participating consumers to reduce their 
consumption during peak hours to reduce their cost. Note: ICI is administered 
by the Independently Electricity System Operator (IESO) and Local Distribution 
Companies (LDCs). 

As of January 1, 2017, the regulatory amendments came into effect to make ICI 
available to electricity consumers with an average monthly peaR- Glemand greater 
than 1 MW. The lowering of the ICI threshold to 1 MW and rembvat of sector 
restrictions was announced in the 2016 Speech From the Throne, . · 

' . 

On March 2, 2017, as part of Ontario 's Fair Hydro f?lan (OFHP), the, ~overnment 
announced plans to further reduce the ICI threshdd from 1 megawatt '(MW) to 
500 kilowatts (kW) and to target more small manufacturing and industrial 
consumers. 

Effective April1 3, 2017, electricity consumers and market participants in the 
manufacturing and greenhouse sectors in Ont'ario with an average monthly peak 
demand of greater than 500 kW and less than or equa'l to 1 MW are eligible to 
opt-in to ICI. Billing for electricity consumers that opt-in to ICI begins July 1, 
2017. 

• Provisions were also provided to allow electricity consumers to continue 
their participation ir:J ICI-1f their demand falls below the monthly peak 
demand. threshOld while participating in certain prescribed Conservation 
and COM pr®grarris and/or OCCSDC programs and pilots. 

. . ~ 

5.0 TIMING . 
) 

As part of OFHR, the government announced that eligible electricity 
consumers would' see the reduction to their electricity bills in the summer of · 

' 2Q17 (i.e. , July). 

On April20, 2017, OEB announced that it has adjusted the RPP rates 
effective May 1, 2017 to account for its estimation of the impact of a portion of 
GA Refinancing. The Ministry anticipates that the OEB will set an interim 
rate adjustment following the passage of the legislation to enable GA 
Refinancing that would account for the full impact (i.e. , 25 per cent). 

The Ministry is planning to introduce legislation in early May 2017 and 
develop supporting regulations in early summer 2017 to enable GA 
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Refinancing. Note: The OPG will require legislation and regulations to be in 
place to support its discussions with rating agencies and third-party financing . 

The timeline for all of the social programs, with the exception of the OESP, is 
identical as the program implementation for the regulations that follow to be 
passed in unison for July 1, 2017. 

Some of Ontario's Fair Hydro Plan commitments for the OESP came into 
effect on May 1, 2017 (e .g., removal of the OESP charge from customer bills; 
expanding credit amounts and program eligibility). Remaining,<:;hanges 
associated with moving the program from the rate-base to) he tax-base will be 
proclaimed at a later date when the OESP variance accoun is depleted. 
Additional regulatory amendments needed to implement this legislative 
change will come into effect on the same date. . .. ' . < · 

.• .r ' 

~ 

As part of the OFHP, the government also an li(gunced the expan.sion of ICI to 
enable greater participation from the manufcfeturing sectors in Ontario. 

The April 2017 ICI amendments enab!ea new-electricity co.J)sumer's time to 
opt in to the expanded program ahe·ad of the next.IC ' billing period (i.e ., July 
1, 2017). Note: Under ICI, as set out in p ntario Regulation 429/04, eligible 
electricity consumers must oP.t in to the I'CI progr.am on or before June 15 of 
each calendar each year. 

6.0 FINANCIAL IMPACT 

1) GA Refinancing: 
( 

!.; 

Proposaa-legislation to enable GA refinancing has been drafted to mitigate 
financing, accounting and legal risks . In addition, IESO and OPG have 
sought independent advice and confirmation with respect to financing , 
accounting and legal matters. 

Note: There would be a significant impact on provincial net debt and the fiscal 
plan if the legal, financing and accounting conditions change. 

2) Social Programs: 
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As approved in the TB/MBC submission of Mach 1, 2017 and confirmed in 
Vote-Item 2905-1, the financial impacts of the social programs for the period 
July 1 2017- March 31 2018 are as follows : 

Program -:. 2017-18 Budget 'c ':. 

Rural or Remote Rate Protection 344,000,000 
Ontario Electricity Support Program 140,000,000 
On-Reserve First Nations Delivery Credit 15,000,000 ~. 

' . 
The IESO manages a variance account for the OESP, whicl:l holds the 
difference between the amount of OESP charge collected from the rate base, 

' . 
and the amount of OESP paid out in the form of credits. The~amo~nt in· toe 
variance account is about $120 million as of March 1, 2"017. These funqs will 
be used to fund the OESP program until the variance account'is deplefed , at 
which point the transfer payment line will be used to finance the P.FOgram 

' ~ 

costs. Due to the potential range in costs of the OESP; which ~ill depend on 
program uptake and any costs associated with supporting increased 
participation, the set allocation is requ ~red despite the variance account. 

ENERGY will report back to TB/MBC in fall2017-18 with an update on out­
year projections following analysis on rate applicat[ons before the Ontario 
Energy Board. 

3) ICI Expansion: 

Since ICI is fund_ed through the eiectricity rate-based and not the provincial 
tax-base, ICI expansion will have no direct financial impact for the Province. 

With respect t0 rate-base impacts, expanding ICI to consumers in the 
manufacturing and gree~house sectors (i .e. , between 500 kW and 1 MW) is 
expE1qted to result in a modest increase on electricity bills for non-ICI 
participants starting if<l July 2017. For example, preliminary analysis 
estimates that the increase on a typical residential bill would by up to 0.66% 

'. "Or just over $1 /month based on a 2016 bill of about $158. 

Note: Th¢ extent of the non-ICI participant impact will depend on the uptake 
in the newly expanded ICI. The Ministry of Energy regularly monitors 
electricity prices and electricity demand for all classes of electricity consumers 
and would be able to assess the potential impacts of the regulatory 
amendments, starting in July 2017. 

7.0 STAKEHOLDER ANALYSIS 

CONFIDENTIAL DRAFT 30 



f'):.,: 

t?ontario TB/MBC Submission 

Stakeholder 

Eligible 
Electricity 
Consumers 
Electricity 
Agencies 

Loqal 
Distribution 
Companies 
(LDCs) 
Chief of Ontario 
(COO) 
Future Industrial 
Conservation 
Initiative (ICI) 
Participants 

€omment~ -. 

• 

• 

• 
• 
• 

• 

As a result of OFHP, eligible electricity consumers will welcome the immediate· 
reduction in electricity bills that they will experience in the short to medium term. 

In the development of legislation to enable implementation of OFHP, the Ministry 
has been working closely with OEB, IESO and OPG and their independent 
advisors. 
The Ministry hosted LDC workshop sessions on March 16 and April19, 2017 . 
Nearly 40 LDC representatives attended in person or b,y phone arid were briefed 
on OFHP, including implementation. · 

.... 
COO have publicly supported the introduction of'the First Nations Delivery Credit. 
ENERGY met with COO on Apri126, 2017 to discuss' implemen.tation. 
On March 9, 2017, the Ministry posted e~n . ICI expansion proposa! for comment on 
the Regulatory Registry for stakeholder comment. The M.inistry has received 7 
comments. ~-' .. · .. · · 
The Minis.try is also working witt), the 'IESO, OCC and the' ~ME regarding targeted 
outreach 1n relat1on to the ICI expans1on. . 

· ~ 

8.0 RISK ASSESSMENT AND MITIGATJOIIJ; 

1) Global Adjustment (GA) 
Refinancing 

Maintaining OPG's Financial 
Viability I Capital Structure 

H 

CONFIDENTIAL DRAFT 

• 

• 

• 

• 

• 

OPG requires equity injections on an 
on-going basis from the Province (i.e., 
Ministry of Energy) . 

Equity injections are necessary to 
support OPG as the owner and 
manager of GA refinancing. The 
equ ity injections allow OPG to 
strengthen the capital structure of the 
Trust in order to secure financing at a 
reasonable cost. 

In order to provide financing, OPG 
would develop a special purpose 
vehicle (SPV). 

OPG has a great deal of experience 
managing the risks associated with 
borrowing through its experience 
developing capital-intensive 
generation projects as well. as their 
management of Nuclear Funds. 

OPG will seek to achieve the highest 
possible credit rating (i.e., AAA is 

ossible in order to reduce borrowin 
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costs and attract a wide investor 
base. 

• OPG will need to obtain a portion of 
the required funding from the capital 
markets. 

• The Ministry has worked closely with 
third-party financial advisors in 
advance of and throughout the 
drafting process to help to ensure that 
the pr.oposed legislation enables 
refinimcir1g of the GA. 

• in order to pro~i.de fin.ancing, OPG 
· would delliiJiop a speqial purpose 

vehicle (SP\{) which will use 100% 
debt financing to purchase the 

·.regulatory asset. financing 51% 
thrdugh capit'al markets as senior 
debt, !;vith the remaining 49% being 
providetl by OPG as subordinated 

' aebt. 

The 49% subordinated debt from 
OPG will be financed through debt 
OPG issues in its own capacity, 
through capital markets (up to 5%) 
with the remainder (44-49%) financed 
through equity injections from the 
Province. This will help to ensure 
OPG's capital structure remains in 

· line. 
• Proposed legislation has been draft 

with input from third-party financers 
(i.e., dealers). 

• OPG's Special Purpose Vehicle 
(SPV) I Trust is borrowing in its own 
corporate capacity from the capital 
markets. 

• Risk that it may incur a higher interest 
cost than what was originally forecast 
i.e. , 5%. 

The proposed legislation sets out that 
the province would provide 
assurances in the form of a "provincial 
guarantee" to OPG and investors 
regarding the permanence of the GA 
Refinancing framework. The intent is 
to ensure that the full value is 
recovered. 
The le islation also establishes 
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assurances that the Province would: 
Through the Minister of Finance 
as provided by Lieutenant 
Governor in Council, agree to 
guarantee any debts and 
obligations; and · 
Not hinder the charging and 
remittance of the under-collection 
of GA [efinancing (i.e., through a 
provincial.undertaking and 

uarantee. · 

• UndEfr. the propos~d legislation, the 
Ontario"'Energy Boar.a (OeB') is 

' pwvidirig' the necessar-Y oversight 
req·uired to en~ble IESO the ability to 
establish a Regulatory Asset. 

. ' ""~~ . ~. 
" ' l'o recover' its revenue shortfall, IESO 
Vvil l establish 'as a Regulatory Asset 
that it would sell to OPG's SPV I 
Trust. 

The OEB will issue an accounting 
order to authorize IESO to do create a 
variance account in which it will 
record the funding shortfall and 
recover the shortfall in accordance 
with the le islation and re ulations. 

• Proposed legislation to enable GA 
refinancing the costs associated with 
electricity generation facilities will be 
allocated across present and future 
electricity consumers will be set out in 
the Fair Allocation Amount. 

• The degree of constitutional risk is in 
direct proportion to the extent the 
government is not able to show a 
proper match between the cost of 
providing facilities for electricity 
generation and the group of 
consumers who benefit year to year 
from electricity generated by those 
facilities. 

• The Fair Allocation Amount will help 
to ensure that the allocation of costs 
associated with electricity generation 
facilities is reflected over the term of 
GA Refinancin . 
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Social Program 
Implementation Delays 

Social Program Cost 
Estimating 

3) Industrial Conservation 
Initiative (ICI) Expansion 

Perceived Fairness Between 
Electricity Consumer Classes 

9.0 JURiSDICTIONAL ANALYSIS 

L 

M 

M 

M 

M 

L 

Work with LDCs; provide transitional 
provisions. 

Work with Ontario Energy Board (OEB) to 
ensure access to data for regular 
forecasting. 

• The expansion of the JCI program 
include electricity consumers in the 
manufacttJring_ and greenhouse 
seCtors ,;;.ith average !:rlOnthJy peak 
demand gre.ater than 500 kW and Jess 
than 1 MW will impact those 
consumers that remain outside the 
program (i.e., Class B and RPP 
electricity consumers). 

Increases to electricity bills will occur 
for' non-ICI participants to ensure full 
cost recovery in the electricity system. 
Note: the extent of the impact on 
other non-ICI participants would 
depend on the uptake in the newly 
expanded JCI, but is expected to be 
modest. 

Restricting eligibility to the 
manufacturing and greenhouse sector 
helps to ensure that the expanded ICJ 
is focused on those consumers which 
are most impacted by GA costs and 
associated economic competitiveness 
pressures from neighbouring 
jurisdictions. 

GA Refinancing approached outlined in the proposed legislatior1 is model on a 
those used in the United States (e.g., Duke Energy), where utility debt is financed 
by selling it to investors with recovery from ratepayers over time. 

The Ministry conducted no jurisdictional analysis related to the expansion of 
social program funding as the structure of Ontario's electricity sector, and thus 
the delivery of these benefits, is unique. 
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The ICI program is unique to Ontario and the proposed expansion would not 
directly impact on other jurisdictions. 

10.0 PERFORMANCE MEASURES 

The proposed legislation sets parameters within which refinancing of GA can 
proceed. These parameters include the initial percentage reduction in eligible 

· electricity rates, the number of years that rates will increase at a rate equivalent 
to CPI and the length of time within which the recovery of funds r11ust take place 
(i.e., by 2047). In addition, OPG's existing financial reporting process provides 
an additional framework for monitoring and reporting of OPG,~s- role in ·OFHP. 

\ ' . 

With respect to the social programs, performance will be-evaluated· by th_e 
amount of funding flowed to consumers in order to redl:Jce their el,ectricitY:.bilis. 
The Ministry will work with the OEB over the comip~ years to· ensure that data is 
available to determine if the programs continue,to•proviaEl mea · lngfuJ rate relief. ,, 

The Ministry and the OEB have engaged ~ith the ·Behavioral Insights Office at 
the TBS to consider ways to increase program participation. Discussions are 
ongoing. 

With respect to ICI, the Minist~ regularly monitors electricity prices and electricity 
demand for all classes of electricity con.sumers ana would be able to assess the 
potential impacts of the reg_ulatory ameri"t!ments, starting in July 2017. 

11.0 'cOMMUNICATIONS '( 

/ENERGY has developed a-comprehensive, two-phase media campaign to 
increase awareness of Ontario's existing rate mitigation measures and new 
proposed electrici~ initi"!tives under Ontario's Fair Hydro Plan OFHP): 

• Phase 1- Launched on March 13,2017 and included radio and digital 
media in English and French. This was followed by multi-cultural 
extensions on radio in 19 languages. Phase I of the media campaign is 
complete. 

• '' Phase II- Is expected to launch early Summer 2017 and will include 
television, radio, print, digital and social media advertising support. 

ENERGY received TB/MBC approval on February 6, 2017 for an exemption from 
the competitive acquisition requirement under the Procurement Directive on 
Advertising, Public and Media Relations, and Creative Communications Services 
for the development of the electricity cost reduction ptlblic education campaign. 
Through this, ENERGY acquired the services of Rain43, an Agency of Record 
under Advertising Review Board's corporate vendor of record arrangement for 
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advertising, public and media relations, and communication services, to develop 
this public education campaign with an estimates maximum value of $1 ,500,000. 

As of July 20, 2015, PHD Canada is the Advertising Review Board's mandatory­
use media planning and buying Agency of Record . In 2016-17, through Phase I, 
ENERGY has spent approximately $1,000,000 on media planning and buying for 
radio and digital media. The cost of media space for television is substantially 
higher than radio; as such, ENERGY is forecasting to spend an additional 
$2,500,000 in 2017-18. 

This campaign is integral for demonstrating Ontario's commitment to lower 
energy costs for ratepayers through the new proposed electricity initiatives. This 
campaign could also open the Ministry to increased scrutiny as critics may 
conclude savings are too little or too late to help those suffering from what the 
media has deemed energy poverty. Public perception may be unchanged as 
emotional triggers to rising electricity prices and the constant stream of negative 
news by the media could overpower the campaign . · 

The Ministry has assessed the risks, and deems the benefits for running this 
campaign outweigh any risks of not doing so. ENERGY anticipates reaction from 
electricity consumers is to be generally positive with an awareness that changes 
to the electricity system have led to a reliable, cleaner system that is now more 
affordable~ ____ _____ ___ __ ,. - ____ · ___ __ _____ - 1- ___________ ___ _________ ~~~ i Comment[LH3]:FromCSD 

In addition, the communications for c;3A refihancing, delivery electricity social 
programs and ICI expansion will be referenced in ongoing announcements 
related to Ontario's Fair· Hydro Plan (OFHP) broadly, and as necessary targeted 
communications for. specific stakeholder group can be dev~loped . 

For example, th,e Ministry has retained the OCC and the CME to undertake 
targeted stakeholder outreaeh on ICI and other cost saving energy 
programs/measures available' to the commercial and industrial sectors in Ontario. 

' 
The Ministry will ensure that the social programs are communicated effectively to 
stakeholders and specific target audiences. The Ministry will leverage its 
ager]cies and its relationship with LDCs to ensure eligible consumers pre aware 
of the program

1
s. 

Chiefs of Ontario (COO) will be a vital partner in communicating the benefits of 
the First Nations Delivery Credit. 

12.0 RECOMMENDATION 

1) The Ministry of Energy is reporting back to the Treasury Board/Management 
Board of Cabinet (TB/MBC) on following : 
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i. Global Adjustment (GA) Refinancing; 

ii . Delivery of Electricity Social Programs (i.e ., Rural or Remote 
Rate Protection , Ontario Electricity Support Program and First 
Nations On-Reserve Delivery Credit); and 

iii. Industrial Conservation Expansion (ICI). 

2) fl\PPROVE the Ministry funding a media buy procurement with a maximum 
· value of $3,500,000 with PHD Canada, the Advertising Review Board's 
mandatory-use media planning and buying Agency of Record.: 

3) NOTE the Ministry of Energy has already spent approximately $1 ,000,000 
with PHD Media in 2016-17 and is forecasting expense of approximately 
$2,500,000 in 2017-18. ~,. , 

., 

4) NOTE the Ministry of Energy will return to TB/MBC to request a transfer of 
funds to the Ministry of Energy from the Bulk Media Buy program in Treasury 
Board Secretariat to fully recover the costs for the public education campaign L __ :.. -{comment [LH4]: From cso . 
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