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CONFIDENTIAL
Context

» Electricity costs are increasing as the necessary investments are madé to decarbonize and
modernize the province’s electricity infrastructure (i.e., $35 billion+ investment in cleaner generation
and $15.5 billion investment in Hydro One transmission and distribution systems).

« Ontario 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., GEIA renegotiation, decreasing FIT
prices).

— Increasing cost effectiveness and improving efficiency by adopting new electricity market approaches (e.g.,
competitive LRP, no new NUG contracting).

« Following the 2016 Throne Speech, actions were announced to further reduce electricity costs by:

—  Providing an 8% rebate ($11/month savings), updating RRRP ($45/month savings), expanding ICI (up to one-
third savings for participants) and suspending the LRP Il and the EFWSOP (up to $3.8 billion in cost
savings).

* On November 28, 2016, the Minister of Energy announced the need for changes in how electricity
resources are procured, the need for wholesale market renewal and greater electricity consumer
choice.

* The Ministry of Energy is currently updating its Long-Term Energy Plan (LTEP), which provides an
opportunity to consider a range of policy changes to how the Ontario energy sector operates.
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CONFIDENTIAL

Context — Residential Electricity Prices

» Residential consumers electricity prices continue to be a concern for many Ontarians, particularly

those that rely on electric heat.

— Note: The typical residential bill is currently below the 2013 Long-Term Energy Plan (2013 LTEP) forecast.

Typical Residential Electricity Bills

Historical and Forecast in $/month
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Note: The 2013 LTEP forecast for residential bills was based on 800 kWh/month without RRRP or electric heating; the above has been rebased to 750 kWh/month for
comparison purposes. Typical residential are based on Toronto Hydro. The updated OPO forecast above includes the 8% rebate to offset the provincial portion of HST, ICI

expansion and RRRP expansion.
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CONFIDENTIAL

Context — Large Industrial Electricity Prices

* Industrial electricity prices continue to be a concern for many businesses.
— Note: The typical industrial electricity price is currently below the 2013 LTEP forecast.

Typical Class A Electricity Prices
Historical and Forecast in $/MWh
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Note: The 2013 LTEP forecast for industrial reflects a transmission connected Class A electricity consumer. The updated OPO forecast above includes ICl expansion and
RRRP expansion.
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CONFIDENTIAL

Broad Policy Themes / Rationale

* In recognit'ion of the costs borne by ratepayers related to the to decarbonizing
and modernizing the province’s electricity sector:

1. Provide significant and immediate rate relief through cost deferral of the global
adjustment (GA).

2. Provide a greater focus on vulnerable consumers by funding electricity support
programs, such as the Ontario Electricity Support Program (OESP) and the Rural
or Remote Electricity Rate Protection, (RRRP) through the tax-base. In addition,
provide greater support for lower income Ontarians by enhancing the OESP, etc.

3. Empower energy agencies to increase cost effectiveness and improve efficiency
by having — Independent Electricity System Operator (IESO) modernize Ontario’s
electricity market through electricity market renewal initiatives, the Ontario Energy
Board (OEB) identify opportunities for future LDC cost reductions/efficiencies and
work with Ontario Power Generation (OPG) to find further efficiencies in operations
and pass on savings to ratepayers.

4. Enhance the existing 8% rebate that went into effect January 1, 2017.

™\
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CONFIDENTIAL

Proposed Initiatives — Potential Savings for Typical
Residential Electricity Consumers

$/750kWh 2016 2017 2018 2019 2020 2021 2022 Timing of
Benefit
@ Glebal Adusiaent (GA) Finaneing (Maderte) - 1749 | 1501 | 12.49 | 1491 | 632 | 403 | Immediate
(2) Fund Electricity Support Programs Through the Tax-Base
a. Rural or Remote Rate Protection (RRRP) - 1.58 1.62 1.66 1.70 1.75 1.79 Immediate
b. Ontario Electricity Support Program (OESP)* - 0.83 0.83 0.83 0.83 0.83 0.83 Immediate

c. Low-Income Conservation = - = - - - -

d. First Nations Rate - = = - = . - -

@) Empowering Energy Agencies To Increase Cost
Effectiveness and Improve Efficiency

a. |ESO — Market Renewal _ ) ) i ) 1.00 103 Lorg-Term

% OEE=L00 SRR eales - TBD | TBD | TBD | TBD | TBD | TBD | Medium-Term

¢. OPG—Operational Efficlencies . 071 | 089 | 108 | 122 | 135 | 1.24 Immediate

4. Enhanced Tax-based RPP Rebate (5%) _
- 7.04 7.7 7.31 10T 7.61 7.83 Immediate

*Note: Savings based on currently approved OESP rate set by OEB.
Note: The above initiatives will provide similar benefits for non-RPP Class B electricity consumers. Class B includes small-medium enterprises (SMEs).
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Electricity Consumers

CONFIDENTIAL
Proposed Initiatives — Potential Savings for Average Industrial

$/MWh

2016 2017 2018 2019 2020 2021 2022 Timing of
Benefit
. . sy
Ll L e el . 14.49 | 12.43 | 1033 | 1235 | 523 | 3.33 Immediate
2. Fund Electricity Support Programs Through the Tax-Base
a. RRRP - 2.10 2.15 2.21 2.26 2.32 2.38 Immediate
b. OESP* - 1.10 1.10 1.10 1.10 1.10 1.10 Immediate
c. Low-Income Conservation - - - - - - -
d. First Nations Rate = = = . = - s
3. Empowering Energy Agencies To Increase Cost
Effectiveness and Improve Efficiency
a. |IESO — Market Renewal ) ) ) ) _ 134 138 Long-Term
ey SRR EE NS s - TBD | TBD | TBD | TBD | TBD | TBD | Medium-Term
R - | 050 | 074 | 089 | 101 | 112 | 103 | Immediate
- 0,
4. Enhanced Tax-based RPP Rebate (5%) ) ) ) ) ) ) ) Immediate
*Note: Savings based on current OESP charge as set by OEB.
(\y_) MINISTRY OF ENERGY
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Fiscal Impacts &

$M 2016-17 2017-18 2018-19 2019-20 2020-21
1. Global Adjustment (GA) Financing (Moderate) TBC TBC TBC TBC TBC
2. Fund Electricity Support Programs Through the Tax-Base*
a. RRRP - $457 $469 $479 $493
b. OESP - 162 225 279 323
c. Low-Income Conservation - 60 60 60 60
d. First Nations Rate - 18 18 18 18

3. Empowering Energy Agencies To Increase Cost Effectiveness and . ™ /dR ‘\\
Improve Efficiency Ct?lg(c)@( + ﬁ (g(} Y /

a. |IESO - Market Renewal _ - - a 1 =
b. OEB - LDC Efficiencies / Rates = - - - .
c. OPG - Operational Efficiencies™* _ . . - -
2 0
4. Enhanced Tax-based RPP Rebate (5%) 169 699 679 732 724

’ /
. o ; v
— dert hawe to do kot Hie |
,’ by v,
day bask - (an bo gealable
*Note: Includes costs of program expansion and various assumptions as detailed on relevant slides.

** Note: Risk to fiscal plan of up to $240 million annually (foregone net income) if OPG is unable to reach more aggressive operational efficiency targets.

Source: Ministry of Finance, Energy
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1. Global Adjustment (GA) Financing

CONFIDENTIAL

* ltis proposed that the amount of global adjustment (GA) paid by ratepayers in each year over the forecast period is set at a fixed

amount and money is borrowed to make up the remainder of the GA cost in each year.

«  Starting on January 1, 2017, the amount of GA paid by ratepayers is set at a value lower than the true cost of GA in 2017 and is

increased according to a pre-defined schedule until the debt has been paid off.

+  GA costs will be “smoothed” over time by lowering costs in the short term and increasing costs in the long term.

* In some scenarios, the amount of GA paid by ratepayers above the expected actual cost of GA is capped so'as to limit large

increases in the cost of electricity in any given year.

*  All analysis is based on forecasts from Independent Electricity System Operator (IESO), assumes a 5% annual borrowing interest

rate and an inflation rate of 2% per year.
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Sample financing: Ratepayers pay less than the cost of GA in early years, borrowing up to $9 billion that is
fully paid off in 2031 by charging ratepayers more than the cost of GA in later years.

ZZZ2 Accumulated Debt
C—Amount Paid by Ratepayer
—ESO Forecast GA Cost
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CONFIDENTIAL

1. GA Financing — Options

1a. Moderate / GA Financing

« The amount of GA paid by ratepayers in 2017 is lowered by $3.2 and $3.4 billion below the true cost of GA and
increases at 2% in each subsequent year until the total amount of money borrowed is paid off in 25 and 30 years
respectively.

« Future GA over-payments above the true cost of GA are capped at $2 billion to limit electricity cost increases in any
given year.

1b. Moderate / GA Financing with Delayed Increase

* The starting GA payment from all ratepayers in 2017 is lowered by $1.1 billion, ratepayer payments decrease in the
short term to keep residential bills relatively flat, then increases at 3% each year — up to a maximum of $2 billion above
the true cost of GA — until the borrowed money is paid back over a 25 and 30 year financing period respectively.

Low / GA Financing (see in Appendix)

+ The amount of GA paid by ratepayers in 201 7. is lowered by $2.5 billion below the true cost of GA and increases in each
subsequent year until the total amount of money borrowed is paid off.

« Future GA over-payments above the true cost of GA are capped at $2 billion to limit electricity cost increases in any
given year.

High / GA Financing (see in Appendix)

« The amount of GA paid by ratepayers in 2017 is lowered by $4.4 and $5 billion below the true cost of GA and increases
at 2% in each subsequent year until the total amount of money borrowed is paid off in 25 and 30 years respectively.

* No limit is placed on the amount charged to ratepayers above the true cost of GA.

D= MINISTRY OF ENERGY
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CONFIDENTIAL

1a. Moderate / GA Financing — Impact on Residential
Electricity Bills

In this scenario, the starting GA payment from all ratepayers in 2017 is lowered by $3.1 billion (green line) and
$3.3 billion (red line) and increases at 2% each year — up to a cap of no more than $2 billion more than the true
cost of GA in any year — until the borrowed money is paid back in 25 and 30 years respectively.
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+ By borrowing up to $23 billion, this scenario results in a short-term residential electricity cost reduction of up to $17-
$19/month at the cost of increased future electricity bills over 14-19 years of up to $11/month above the true cost of
electricity production.

i"") , 11 MINISTRY OF ENERGY
>~ Ontario



CONFIDENTIAL

1b. Moderate / GA Financing with Delayed Increase in
Payments — Impact on Residential Electricity Bills

°

Average Monthly Residential Bill

In this option, the starting GA payment from all ratepayers in 2017 is lowered by $1.1 billion, ratepayer payments
decrease in the short term to keep residential bills relatively flat, then increases at 3% each year —up to a
maximum of $2 billion above the true cost of GA — until the borrowed money is paid back over a 25 and 30 year
financing period respectively.

250

230

=N
O =
o O

(nominal $/month)
<
o

ot
..........

$11/month pressure

()]
)
o O O O
N AN NN

== =Hjstorical Values

== 25 year financing

.......

.

2013 LTEP (800 kWh/month)

o O O O O
NANANANNAN
e ]FSO Forecast °

=30 year financing

T T T T 1 T T T T T T T T T T T T T T T T 1
O N M <T W ONOOOO A AN MW ONOWO O O
MMMmMmMmMmMMmMMMOT T TS S 0
O O O O O 0O 000 Oo o o o o O o O O O

AN AN AN AN AN AN AN AN AN AN AN AN NN NN NN
e ¢ o JESO Forecast Extrapolated

e==2013 LTEP (750 kWh/month)

+ By borrowing up to $23 billion, this scenario results in a short-term residential electricity cost reduction of up
- to $19-$21/month at the cost of increased future electricity bills over 14-19 years of up to $11/month above the

true cost of electricity production.
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CONFIDENTIAL

1. GA Financing — Cost Breakout

« The allocation of GA costs for most of 2016 are as follows: b ) o
GA costs year-to-date November 2016 ($ million) ( (o '. 69:‘ka fo . W g\w&\\\
S Q \ "
1,558 704 P EUARR
.ﬂ,s.m _ B Solar v WL \;Y/\ o,
o L ) t L
LL\\ N W a3 ®Wind _—" L ' W\‘\sj"‘
-HVL ?/O \{/ Ml&)\/{/ ’ _5 et Amor tO j ﬁ\r\,’)
e / @ Conservation . C /QD( /\'{
Um/b ‘uack‘ ( 428 ’
S y EBiomass, Landfill and
(e A0 5@\( aas Byproduct
7,789 O0Other (Nuclear, Natural Gas, 7
Hydro) G Loyr

* This cost breakdown will evolve over time as 2,181 MW of contracted generation comes online in
the coming years.

* The proportion of GA costs is compared with the proportion of generation in the table below:

. Z - | Fractionof GA Cost | Fraction of Generation*
Solar 14% 0.3%
Wind 12% 6.0%
Biomass, Landfill and Byproduct 2% 0.3%
Conservation 4% 0.0%
Other (Nuclear, Natural Gas, Hydro) 69% 93.4%

*Note: Only includes generation directly connected to the transmission system. Most solar generation, for example, is connected to the distribution system and is not represented in the
generation column. .
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CONFIDENTIAL

1. GA Financing — Impact of the Level of Financing on

Large Industrial Electricity Consumers

« Below graph illustrates the estimated impact of the level of GA financing for an average Class A
electricity consumer over a 25 year amortization period.

Estimated All-In Electricity Price
for Average Class A in $/MWh

300

260

220

180

140

100

60
2016 2017 2027 2037 2047
e Status Quo 92 98 119 148 271
Low Financing 87 122 148 271
====Moderate Financing . 84 119 157 271
e High Financing 78 112 177 271

Note: Assumes that demand by industrial sector continues at average 2011-2015 levels. Please see the Appendix or more
information on the estimated impact on large industrial electricity consumers.
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CONFIDENTIAL

1. GA Financing — Considerations

Considerations

Ratepayer:

Borrowing money to finance the GA, while lowering costs in the short term, results in a more rapid rise in
electricity prices beyond the rate of increase already expected.

The GA financing proposal involves borrowing large amounts of money over a long period of time (16-30
years, depending on the scenario) to reduce electricity rates. This debt would be highly sensitive to interest
rates which could extend repayment timelines or put significant pressure on electricity rates. A long-term
interest rate of 5% is assumed for this analysis.

GA and HOEP provide a natural hedge against each other — when one goes up, the other goes down —
keeping total electricity costs relatively stable and predictable. Smoothing only the GA would lead to greater
price volatility for consumers unless the schedule and amount of ratepayer payments was defined relative to
the actual cost of GA.

Some Class A consumers pay limited Global Adjustment and would receive little benefit under the financing
proposal. These consumers also currently pay very low rates.

Should Ontario electricity demand be lower than forecasted, the cost of paying off the debt will be spread
over a smaller pool of consumption, further increasing future costs for individual ratepayers.

In recognition that Class B electricity consumers pay the majority of GA costs, could limit GA cost reductions
through financing to Class B consumers only.

f‘\‘——> 4 MINISTRY OF ENE
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CONFIDENTIAL

1. GA Financing — Considerations (cont’d)

Considerations

Fiscal / Accounting:

+  Further analysis is required on whether such changes to the financing of the GA would affect the Province’s current
accounting treatment for the GA and represent a potential fiscal risk. As such, early engagement with Legal Services
Branch and Treasury Board Secretariat is advised.

— ltis unclear whether legislation could determine the manner in which this initiative is accounted for. Further work is
required.

» Historically electricity sector financing has been conducted by the Ontario Financing Authority (i.e., managing OEFC’s
stranded debt and borrowing on behalf of IESO). Further consultation with the OFA will be required to determine the
appropriate vehicle for additional borrowing.

+ The significant amount of additional Provincial borrowing needed to finance the GA, and associated risks (e.q.,
interest rates, repayment timelines), could put pressure on the Province’s credit rating and overall borrowing capacity.
Further analysis is required and would suggest early engagement with the OFA through which money will be
borrowed.

+  The significant deferral of electricity system costs over a long time-horizon and associated interest costs may draw
criticism from some stakeholders as creating a new “stranded debt” in the sector. Note: the Debt Retirement Charge
(DRC) was removed from residential bills in 2016 and will be removed for remaining customers in 2018.

Dy
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CONFIDENTIAL

1. GA Financing — Guiding Principles (cont'd)

« Based on preliminary discussions with KPMG, the following key steps have been
identified: |
— Create an “asset” (and confirm that it meets accounting requirements);

- ldentify who will hold the asset(s), this could include:
o Province (e.g., OEFC, etc);
o IESO; or
o LDGCs.

- Determine the source of the financing (e.g., OFA, 10, etc)

« ENERGY is working with LSB, IESO, MOF, TBS and external accountants to identify
legislative, regulatory and accounting requirements associated with GA financing option.

Oy
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CONFIDENTIAL
1. GA Financing — Considerations (cont’d)

Considerations

Legal:

* Legislation would be required to authorize the financing proposal.

— Amendments to the Electricity Act, 1998 (EA) could authorize the financing of certain costs within or part of the
GA. However, whether any other legislation requires amendment is not known at this time.

— The GAregime currently provides that “true costs” represent the true costs of making payments to generators or
counter parties to contracts, not the incurring of discretionary financing or interest costs.

— Considerations such as the need to analyze legal risks or the need to address costs retroactively (if the proposal
requires a January 1, 2017 start) could add to the legal and drafting complexity. Further legal analysis is
required.
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CONFIDENTIAL

2a. Fund Electi‘icity Support Programs Through the Tax-
Base — Rural or Remote Rate Protection (RRRP)

RRRP supports the most costly-to-serve distributors in Ontario. It is not income tested and most of the support goes
to Hydro One’s R2 (low density) rate class and remote communities.

The objective of the program is to reduce extreme distribution costs experienced in low density communities, and
bring rates closer to those paid by other customers across the Province.

— The OEB mandates that low density consumers pay the full cost of service and in recent rate filings has asked Hydro
One to ensure this through cost allocation studies. RRRP is thus the mechanism by which these costs can be partly
subsidized by all provincial ratepayers.

Effective January 1, 2017, Ontario has enhanced program funding to further reduce Hydro One R2 distribution rates.
As a result, a typical Hydro One R2 customer now pays roughly the same as a Hydro One R1 (medium density)
customers, the next highest distribution rate.

There is opportunity to continue the mitigation of delivery costs for the most costly-to-serve Ontario consumers by
revising the program to either:

— Bring other density based rural costs down by providing benefits to Hydro One R1 customers and ensuring that all RRRP
recipients would pay roughly the same delivery costs; or

— Expanding the program to other distributors that are costly to serve for reasons beyond density (e.g. to bring their
distribution rates down to levels currently paid by customers of Toronto Hydro).

An expansion of the program would result in a cost for all other ratepayers as the RRRP regulatory charge would
need to be increased. In order to avoid this and not place an additional burden on consumers, the RRRP program
could be transferred to the taxbase.

— Ifleft on the ratebase, program costs to consumers could rise from an average of $1.58/month to roughly $3.15/month.

MINISTRY OF ENERGY
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CONFIDENTIAL

2a. RRRP Expansion (cont’d)

2016 Monthly Residential Distribution Bill, @ 750 kWh, Before Tax

with Total No. of 2015 Residential Customers*
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" CONFIDENTIAL

'25. IR-RRP Expansion — Ratépayer Impacts

Example Scenario:
Equalizing Dx Costs (2016)
w/ Toronto Hydro@ 1000kWh/Month
$140.00
$120.00
31.5
$100.00 — el
$80.00 ;
19.21
60.00 >
$ ooy N $13.19
$1.34 $0.28 $1.44
N l: ‘ l l
$20.00 - B T :
$0.00 e R e ey 2 ' . ! 3 . - :
Hydro One Hydro One Algoma Atikokan InnPower Lakeland Norfolk Northern Wellington Toronto
R2 R1 Power* Hydro (Parry (Hydro Ontario North Hydro
Sound) One) Wires Hydro
o Effective Dx Rate v Proposed Enhacnement  ®Fall 2016 RRRP Expansion  ®mlLegacy RRRP
Y *Note: Algoma Power also receives $13.5 million (2017) to support operational costs.
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CONFIDENTIAL

2a. RRRP Expansion — Fiscal Impacts

«  Table below shows estimate of program costs up to 2022

| | $51 $114 $343 - $457

2018 $300 $52 $117 $352 - $469
2019 $306 $54 $119 $360 - $479
2020 $315 $55 $123 $370 - $493
2021 $322 $56 $127 $378 - $505
2022 $329 $58 $129 $387 - $516

« Baseline cost of $292M includes all existing funding for Hydro One R2 (including recent $116 million expansion),
Hydro One Remotes, and Algoma Power. Providing the enhanced support would cost an additional $165 million
(Phase 1 — $51 million + Phase 2 — $114 million) in year 1.

* For forecast purposes, fiscal impacts are escalated at 2.6%lyear. This reflects an estimate of the average yearly
distribution rate increase. '

— The current RRRP program includes an adjustment mechanism to increase program funding by the same percentage as
the average yearly distribution rate increase.

— The continuation and appropriateness of this mechanism (and in fact all program design characteristics) would be
considered in moving the program to the tax base.

N
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2a. RRRP Expansion — Considerations

Considerations

Framework: New legislation would be required to establish and define the parameters of a tax based RRRP. This may
reveal additional considerations.

Policy Rationale: Historically, RRRP has supported costs of LDCs that meet a density threshold. Expanding funding to
additional LDCs that do not represent a density threshold (and selecting a specific LDC rate to serve as a cost cap)

results in a fundamental change in the program. Program objectives must be considered if expansion is limited to specific
LDCs.

Program Design: Program specifics will affect eligible customers, credit amounts, and fiscal impact widely. Issues such
as how eligibility is determined and if benefits are equal for all customers within an eligible LDC need to be examined.
Financial flow-through mechanisms would need to be considered in consultation with [IESO and LDCs. Likely to be
modeled after processes used for the Ontario Rebate for Electricity Consumers (OREC).

Continuing Support: There are multiple options and mechanisms available to adjust funding year-over-year depending
on desired objective (continuously peg to Toronto, cover annual rate increases, provide inflationary support, amend as
needed, etc...). Selection will impact fiscal projections.

Fiscal Risk: As LDC rates change year-over-year, LDCs eligible for tax-based support will change and can cause
significant fluctuation in fiscal projects and impacts. For example, if Toronto Hydro meets eligibility criteria in any given
year, over 700,000 customers could become newly entitled to taxbase support.

Legal Risk: The OEB is the energy sector’s independent regulator and has sole authority to set rates. Ministry-OEB .
authority must be considered when prescribing cost levels.

Hydro One: Providing tax-based support for Hydro One may be controversial following the broadening of ownership.
Hydro One is also transitioning seasonal customers to its R2 and R1 classes; program eligibility will need to be
considered.

™\
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2b. Ontario Electricity Support Program (OESP) Expansion

The OESP is an income-tested, application based program that lowers the electricity costs of the
most vulnerable consumers by providing a rebate directly on their electricity bills.

« The OESP provides basic benefits to most consumers and enhanced benéefits to Indigenous
customers and customers with electric heat and medical devices.

OESP funding is collected from a charge levied on all electricity ratepayers. Based on current level

“of program up-take and funding collection, OESP program benefits could be increased across the
board by 50%. This would mean:

— Single low income consumers would see an increase from $30 to $45/ month ($540/year);
— Families of four with electric heat could see an increase from $55 to $82.50/month ($990/year); and

— Indigenous and Métis consumers would also see benefit increases at the same level as those with electric heat
and medical devices.

o The Ministry is also considering options to support a “Delivery” line credit for Indigenous consumers. This would

cost ~$18 million/year (Option 2d on slide 8) and would save Indigenous consumers between $75 and
$100/month.

» Greater focus and support can be placed on lower income Ontarians by funding OESP through the

tax base. This would also reduce costs for all consumers as a result of eliminating the OESP
charge.

— Average residential customer savings: $0.83/month; and

— Average industrial customer savings: $1.10/MWh.

-
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2b. OESP Expansion — Fiscal Impacts

*  Table below shows estimate of program costs up to 2022:

CONFIDENTIAL

2017 $108 $54 $162
2018 $150 $75 $225
2019 $186 $93 $279
2020 $215 $108 $323
2021 $243 $122 $365
2022 $272 $136 $408

« 2017 program costs are based at current program sign-up rate — 30% of eligible consumers. Cost projections assume the

program grows to 100% of eligible consumers by 2022 and remains at that level.

* Atthe time of program design, it was estimated that 40-50% participation would be high for an application-based program
delivered through electricity bills. However OESP can be enhanced by working to ensure the program uptake is as close as

possible to 100%:

Streamlining the application process to make it easier and quicker to get through;

Putting in place a more aggressive communications strategy to make sure people are aware of the program;

Increasing funding for key partner agencies to work directly with individuals who are applying; and

Exploring automatic OESP qualification for those who receive provincial programs (e.g., ODSP).

*  OEB is currently exploring options for simplifying the OESP process, including exploring options with MCSS on auto-enroliment
options, discussing.options to eliminate wet signature consent forms with the federal government and working with partners to

do open houses to better reach vulnerable consumers.

Dy
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2b. OESP Expansion — Considerations

* Framework: New legislation would be required to establish and define the parameters of a tax-
based OESP. This may reveal additional considerations, including possible assessment as a tax
credit.

* Implementation: Financial flow-through mechanisms would need to be considered in consultation
with [IESO and LDCs. Likely to be modeled after processes used for the Ontario Rebate for
Electricity Consumers (OREC).

* Alternative Delivery: If the OESP was funded by the tax-base, it could also be explored whether
the OESP could be better delivered as a provincial program via the tax system. This may help
ensure that the program’s participation rate is as high as possible, and could expand coverage to
the ~142,000 low-income households that do not receive an electricity bill.

+ Transition to Social Assistance: Moving OESP to the taxbase can be a transitional step in folding
this program into a reform of social and disability assistance programs and enhancement of MCSS’
Social Assistance Management System moving forward.

« Additional Enhancements: The enhanced credit could be expanded to include additional eligibility
categories of customers. For example, a new “Low Density Consumer” category could be introduced
that provides Hydro One R2 and/or R1 customers (highest distribution rates) who are already OESP
eligible with the enhanced credit.

* Variance Account: The OEB has been collecting program funding in excess of program costs and
has accrued a positive balance. This balance must be addressed when moving to the tax base.

Dy
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2c. Low Income Conservation Benefit Program

CONFIDENTIAL

» Existing low income programs delivered by LDCs and IESO help qualified homeowners and social

and/or assisted housing providers improve the energy efficiency of their homes.

- Programs include the Home Assistance Program and the Retrofit Program (Social Housing Stream).

* Anew Low Income Conservation Benefit Program would build on existing programs.

- Participants could receive incentives for conservation measures not currently covered (e.g. air conditioning,

heat pumps (electric heated homes)).

- Increased incentive amounts (e.g., under the existing Retrofit Program, incentives cover approx. 60% of the

total cost of the energy efficiency upgrade).

- Targeted education and awareness initiatives.

« The new program would be delivered through LDCs and/or IESO.
« The new program would coordinate with CCAP initiatives.

* The budget estimate below is illustrative and assumes annual program budgets three times the 2015
spending for the Home Assistance Program.

2017

2018

2019

2020

2021

2022

Proposed Budget ($ Million) $60

$60

$60

$60

$60

$60

» Further analysis is required on costing and implementation details, including alignment with the

Conservation First Framework.

e
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3a. IESO — Market Renewal

« Continue to move forward with Independent Electricity System Operator’s (IESO) Market Renewal
initiatives:
- Market Renewal encompasses projects such as a single-schedule system (from the current two-schedule

system), more frequent intertie scheduling to better align with other jurisdictions and a day-ahead market. There
will be up front capital costs to enable the initiative. IESO is currently assessing these costs.

- Moving to “technology-agnostic” procurements will provide new opportunities for innovation and modernization
and ensure ratepayers receive the best prices possible.

Considerations

» Changes related to IESO’s Market Renewal initiatives, reflected in HOEP and uplifts, are estimated to
save up to $300 million per year, starting in 2021, leading to a reduction of:

—  About $1/month or less than 1% at current retail prices for a typical residential bill; and

- About $1.30/MWh at current all-in prices for industrial and SME electricity consumers.

 The IESO's Market Renewal is a broad initiative that will impact all aspects of Ontario's electricity
market. Ontario has had a uniform price since market opening.

» Adopting a technology-agnostic stance will lower the overall cost of providing electricity service by
selecting the most cost-effective resources to fulfill various system needs.

« |[ESO estimates that the total implementation cost — including a 15% contingency and net of avoided
costs — will be $150 million. The bulk of the costs (capital) would only be recovered once the project
has been implemented and as the benefits are being realized.

NG
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3b. OEB — LDC Efficiencies and Rates

. Reducing costs and having LDCs become more efficient could result in a reduction of distribution costs on electricity bills.

- Currently, LDCs recover costs through the Delivery line of the electricity bill, which is broken into Distribution and Transmission costs. LDCs are
responsible for the Distribution costs of the electricity bill which account which account for about 20% of the total bill.

. Distribution costs vary across the province as LDCs have different service territories and needs (e.g., geography, number of customers,
density of customers, life/health of capital assets, etc). See next slide for more detail.

= For example, comparing 2016 with 2008, distribution rates have increased by about 24.5% (or about 2.2% per year, compounded annually) across
the Province, with significant variation between regions and LDCs (-17% to 148%). Overall consumer price inflation in Ontario for the same period
increased by about 19% or 1.8% per year.

. Over the same time period, distribution sector productivity and cost efficiency have decreased. This trend raises concern that customers are
not realizing a net benefit from sector cost increases, as customers receive less value from the distribution portion of their bill.

- OM&A costs per customer have increased on average from $235 in 2006 to $319 in 2015.

= For the period 2002-2012, sector productivity has decreased by an annual average of -0.93% when including Hydro One and Toronto Hydro, the
worst performers.

. In 2012, the government asked the Ontario Distribution Sector Review Panel to review the distribution sector and make recommendations
about how it could become more efficient. The Panel concluded that a $1.2 billion net present value in savings could be achieved by
consolidating LDCs into 8-12 regional entities. The panel recommended legislation to mandate consolidation.

= Rather than mandating consolidation, the government response was to pursue voluntary consolidation and put in place tax incentive for
consolidation \further changes to the tax incentives and/or revisiting legislated consolidation could be considered.

. The Ontario Energy Board (OEB) has a mandate to regulate the electricity distribution sector in the public interest, ensuring the financial
viability of the sector while promoting reliable service to customers at just and reasonable rates. Since 2012, the OEB has taken action —
through the Renewed Regulatory Framework for Energy — to more closely link rate regulation with performance measures and outcomes.

. ENERGY could help promote or accelerate these efforts by asking the OEB — through the LTEP Implementation Directive, s. 35 of the
Ontario Energy Board Act, 1998, and/or the 2017 Mandate Letter and other agency business planning processes — to consider opportunities
to further drive these efficiency, productivity, and performance improvements.
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3b. OEB — LDC Efficiencies and Rates — Potential LDC

Cost Reduction Measures (cont'd)
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3b. OEB — LDC Efficiencies and Rates — Considerations

Sector:
«  Exact bill reduction levels are unknown, but real OM&A and some capital cost avoidance can reasonably bé expected.

*  Could indirectly incent consolidation if LDCs feel they are unable to adequately manage their assets in light of tightening
requirements.

* Any initiatives that have a direct impact on LDC profitability could affect the value of Hydro One.

*  There is a tension between requiring productivity enhancements and creating firm performance standards. LDCs have to invest to
maintain system levels, but also finding cost efficiencies, which is an incentive for innovation. The Ministry and the OEB may have
to also explore reducing regulatory burden/barriers on LDCs so they have the tools available to satisfy new performance
expectations. -

Regulatory:

*  The OEB is the electricity distribution sector’'s independent regulator and as such is responsible for establishing rate-setting
mechanisms in line with its statutory objectives.

- The Ministry would engage with OEB to align on approach, and provide only high-level direction so as to respect OEB's role in
determining implementation specifics.

-  The OEB would likely need to conduct policy hearings and stakeholder consultations on these initiatives, though Ministry could request
new rules be in place for next major LDC rate cycle.

*  LDCs are resistant to peer comparison for a variety of historical and service territory issues. OEB econometric analysis has
generally supported limiting peer comparisons. As comparisons would be an important component of benchmarking performance
standards, the Ministry may experience sector pushback.

»  Updating rate-setting mechanisms and regulatory processes could create regulatory uncertainty and limit LDC activity. The OEB
has revised its processes multiple times over the past 15 years.

= MINISTRY OF ENERGY
fﬁ') Ontario 31 |



LDC Distribution Rate Changes (2006 vs 2016) P T e

24,5% across the Province, wilh significant variation between regions and LDCs
(-17% o 148%).

There is generally no correlation between LDC size or location and distribution
rate Increase In absolute or percentage terms.

* The current analysis shows no clear between the rate
Increase and the absolute rate level (that s, high rate lntmue LDCs may still
- have among the lowest rates, and low rate increases may have higher rates,
* No clear relationship between amalgamation and rates.
o + The analysis does suggest that Hydro One has the highest rates, and some of
their customers have seen higher than average rate increases.
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CONFIDENTIAL

3c. OPG — Operational Efficiencies

+  Provide expectation that OPG meet more aggressive cost targets, improving efficiency by ~$3/Megawatt hour (MWh).
Considerations
*  OPG recently submitted its 2017-19 business plan to the Province for concurrence. That plan includes the following:
-  Enterprise total generating cost increasing from $48/MWh in 2016 to an average of $55/MWh over the plan period.
- An average residential monthly bill increases of $1.05/month annually from 2017-2021.

*  Much of this increase is due to the Darlington refurbishment project, which increases costs and reduces OPG'’s generation over
the planning period.

+  OPG has also shared its stretch targets for total cost of generation, which average $52/MWh over.the 2017-19 plan, a ~$3/MWh
reduction (5-6%) relative to its $55/MWh business plan targets.

«  The Province could provide instructions to OPG to focus on its stretch target as part of the Minister's Concurrence letter. Thisis a
public document that OEB would likely review and incorporate as part of OPG’s current rate application.

¢ Consistent with regulations under the Ontario Energy Board Act, OPG is seeking smoothed rates for nuclear as part of its 2017-
2021 rate application.

- As aresult, the benefit to ratepayers of reducing generation costs is uncertain.

-  Given that the application extends beyond the business plan period, and to ensure OPG does not delay costs beyond the planning
horizon, the Province may want to provide additional direction for out year expenditures.

+ IfOPG is unable to meet more aggressive cost targets, this could impact net income, and the Province’s fiscal plan.
- The total cost of $3/MWh based on OPG's forecast production of 74 TWh/yr is about $240 million per year.

*  The Province could work with OPG to craft language in the concurrence letter in order to avoid setting unintended precedents for
future rate application processes.
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4. Enhanced Tax-Base RPP Rebate (5%)

+  Enhancing the rebate by a further 5% on the amount before tax provides an average savings of about $7 each month or $84

annually for a typical residential electricity consumer.

* AsofJanuary 1, 2017, electricity consumers eligible for the Regulated Price Plan (RPP) receive an 8% rebate equivalent to the

provincial portion of HST on their pre-tax bill.

*  The eligibility criteria for the 8% rebate is as follows:
— Consumers with a demand of 50 kW or less;
— Consumers with a demand of 250,000 kWh/year or less;
— Farms;

—  Multi-unit residential buildings and other facilities used as residential rental units;

— Dwellings;
— Condominiums; and
— Co-operatives with housing units.

Benefit for a Typical Residential RPP Consumer
in $/750-kWh month
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4. Enhanced Tax-Base RPP Rebate (5%) (cont'd)

Considerations

*  Amendments would be required related to the Ontario Rebate for Electricity Consumers Act, 2016.

CONFIDENTIAL

*  The Act authorizes the making of regulations to reimburse electricity vendors for amounts credited to consumers’
accounts under the Act. The Act authorizes the making of other regulations to put in place mechanisms needed to

implement the financial assistance.

* The rebate could be made retroactive to January 1, 2017. Similar to the current 8% rebate, electricity consumers would

receive a retroactive payment once the local distributor begins issuing the rebates if the distributor needs more time to
adjust its billing systems.

Fiscal Cost of an Enhanced Rebate
in $millions

Cost of 8% rebate 271 1,119 1,086 1,171 1,159 1,208

Cost of 13% rebate 440 1,818 1,764 1,903 1,884 1,963

Cost of incremental 5% rebate 169 699 679 732 724 755
Ny
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Existing Rate Mitigation Programs — Overview

» There are a number of existing programs funded by electricity ratepayers that help mitigate
electricity bills for some customers, each of which has a unique policy rationale.

» Programs such as the as the Rural or Remote Rate Protection (RRRP) program are targeted at all
customers who face the highest delivery costs in the province, while others such as the Ontario
Electricity Support Program (OESP), are income tested and targeted at the most vulnerable energy
consumers.

- These program are not mutually exclusive and a customer could receive both the RRRP and the OESP.

- There are other programs that are still under development such as options for a First Nations Rate currently
being developed by the OEB as per the request of the Minister of Energy. These options are ailed to
alleviate high delivery costs for on-reserve indigenous consumers.

* There are opportunities to enhance each of these programs. However, if enhancements are funded
through the electricity rate-base, while they would lower costs for eligible consumers, they would
raise costs for all other ratepayers.

« Given that these programs focus on promoting equity between different area of the province
(RRRP) or on social equity (OESP), they could be funded by the tax-base rather than the rate-base.
This would allow their goals to be achieved and enhanced without increasing electricity rates. The
following slides explore options to enhance each program using the tax-base.
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Global Adjustment (GA) Financing

* The global adjustment (GA) is comprised of costs for regulated and contracted generation, as well
as conservation.

« Some contracted generation assets are expected to have a useful life that extends beyond the term
of their current financial contracts (typically 20-years).

« Similarly, conservation costs are recovered through the GA on an annual basis whiie conservation
initiatives provide benefits to the electricity system over the course of many years.

« Since the GA only includes costs related to the contractual life of these assets, there may be an
opportunity to recognize the longer-term benefit of these assets to the electricity system and “bring
forward” that benefit for ratepayers today, while deferring some of the current costs.

* Anindicative GA financing proposal is presented that lowers ratepayers costs over the short term
by borrowing money but increases costs over the long term when GA costs are forecast to be
lower.

* Note: Not all generating assets will continue operations at the end of their contract term. Regulatory
constraints (i.e., nuclear licences) or low demand conditions (i.e., as experienced with current
expiring NUGs) would mean that some generators will shutdown at the expiry of their contract.
Future ratepayers would be paying for these assets that are no longer producing power.
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Low / GA Financing — Impact on Residential Electricity Bills

Average Monthly Residential Bill
- (nominal $/month)

In this option, the starting GA payment from all ratepayers in 2017 is lowered by $2.5 billion and increases at 2%

each year — up to a cap of no more than $2 billion more than the true cost of GA in any year — until the borrowed
money is paid back in 2032.
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* By borrowing up to $9.3 billion, this scenario results in a short-term residential electricity cost reduction of up

to

$14/month at the cost of increased future electricity bills over 10 years of up to $11/month above the true

cost of electricity production.
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High / GA Financing — Impact on Residential Electricity Bills

at 2%
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In this option, the starting GA payment from all ratepayers in 2017 is lowered by $4.4 and $5 billion and increases

each year until the borrowed money is paid back over a 25 and 30 year financing period respectively.
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» By borrowing up to $65 billion, this scenario results in a short-term residential electricify cost reduction of up to
$25-$28/month at the cost of increased future electricity bills over 12-17 years of up to $46-$51/month above the

true cost

of electricity production.
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GA Financing — lllustrative Impact for Large Industrial
Electricity Consumers

« Below graphs illustrate the estimated impact under the moderate GA financing scenario for an average
Class A electricity consumer, a consumer that pays low GA (i.e., pulp and paper) and high GA (i.e.,
refining and chemical manufacturing).

Estimated All-In Electricity Price
for Average Class A in $/MWh

Estimated All-In Electricity Price Estimated All-In Electricity Price

for Pulp & Paper in $/MWh

for Refining & Chemicals in $/MWh

800 1 o777 300 7 300 270076
% 247247250
250 - 250 - Gt
. 07 AP 168168
148157157 "

450 4 119119118 ' 150 128131131 150 134134132
100 A ' 100 - 88 88 88 100

50 . 50 = 50

0 - 0 - 5

2017

2027 2037 2047

M Status Quo
m Scenario - 25 year financing
M Scenario - 30 year financing

2017

2027 2037 2047

W Status Quo
Scenario - 25 year financing
M Scenario - 30 year financing

Note: Assumes that demand by industrial sector continues at average 2011-2015 levels.

2017

2027 2037 2047

B Status Quo
® Scenario - 25 year financing
M Scenario - 30 year financing

.Py_>
>~ Ontario

41

MINISTRY OF ENERGY



CONFIDENTIAL

Largest LDCs by Customer Base
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Source: OEB Yearbook 2015
*Recently approved merger of Powerstream, Enersource, Horizon, and Hydro One Brampton
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Extend Length of Existing Wind / Solar Contracts

Wind and solar developments are typically contracted through standard offer procurements on 20 year fixed terms at
fixed pricing.

Many of these projects have already reached commercial operation.

The province could explore options for IESO to negotiate extensions to existing renewable energy contracts, for
example, by 10 years, in return for the contract holders agreeing to a lower price in the near term.

Considerations

Projects in commercial operation offer potential for near-term rate reduction whereas projects that have yet to reach
commercial operation provide potential to mitigate future rate increases only.

The attractiveness of this option to contract holders would vary from project to project and would depend on project
economics.

Revised pricing would be subject to negotiation, and associated ratepayer savings would be difficult to forecast
accurately. ‘

The duration of contract renegotiation is difficult to forecast and may not be achievable in the near term.

- Proponents may have to renegotiate their project financing arrangements, ensure project investors are satisfied with any
changes in ROI, and extend land leases.

Project host communities and Indigenous communities whose traditional territory the projects are sited in may not be
interested in these projects extending their operational period; discussions/consultation may be required in advance of
this potential option moving forward.

My
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Extend Length of Existing Wind / Solar Contracts (cont'd)

Considerations (cont’d)

Should Ontario be successful in negotiating lower prices in the near term, it should be noted that contract holders will be
in a strong bargaining position (given their existing fixed-priced contracts), and will likely extract additional value from the
negotiations.

The Province is not a party to the contracts and has never been involved in the negotiation of the contracts themselves.
IESO would be required to renegotiate the contracts, which would likely involve a direction or directive to IESO.

Further analysis is required as to how ENERGY could express its policy intent to have IESO renegotiate the contracts for
a reduced rate at a longer term, however it is unlikely that IESO could guarantee the outcome.

Further analysis is also required to ascertain whether there is scope within the existing contracts for IESO to renegotiate
their terms in this manner.

Extending contract terms may require investments in component replacement and additional operation and maintenance
costs that developers would seek to recover under any renegotiated contract.

Extending contract terms would reduce planned flexibility and increase the risk of overpayment as this existing capacity
would now be contracted into the 2040s and not the 2030s. '

D)
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Extend Length of Existing Wind / Solar Contracts (cont'd)

Considerations (cont’d)

«  Ontario has over 4,500 MW of wind in commercial operation, with the vast majority being large scale (>500kW)

developments.

- This includes over 2,700 MW of large FIT 1 and GEIA wind prOJects representing 47 contracts (average size ~58 MW) and
over 1,000 MW of solar projects representing 103 contracts.

«  Below are two potential approaches to reducing ratepayer costs in the near term by extending contract terms at reduced

prices. An illustrative example of a typical large wind project is used.

«  Example: 100 MW FIT 1 wind project achieving Commercial Operation in 2014 (i.e., 17 years remaining on initial 20 year

contract), assuming a 10 year contract extension negotiated at the LRP | low weighted average wind price of $64.5/MWh
- (17 years @ $135/MWh + 10 years @ $64.5/MWh)

« Potential Approach 1: Provide a single new contract price that is the average of the lower extension price and the FIT
contract price over the new contract term. The new price would be lower over a longer term.

- lllustrative Example: New contract for 27 years at $129/MWh.
- New contract price set to allow 10% rate of return over 27 year contract per FIT pricing approach.

100 MW Wind Project Status Quo | 27 Year Contract (remaining term extended
RS , for 10 additional years) e st
Contract Cost (NPV 2017) $550 Million $582 Mllllon
Average Monthly Ratepayer Impact Over First 5 Years $0.03 savings
Average Monthly Ratepayer Impact Over Remaining $0.02 increase
22 Years :
Average Monthly Ratepayer Impact Over Entire 27 C0l0tincrease
Year Contract ;
MINISTRY OF ENERGY
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Extend Length of Existing Wind / Solar Contracts (cont'd)

Considerations (cont’d)

« Potential Approach 2: Offer facilities a revised contract that extends terms and is structured to offer lower pricing in
the initial contract years and higher pricing in the later years of the contract.
- lllustrative Example: New contract for 27 years at $85.9/MWh over the first 5 years and $169/MWh over
the remaining 22 years.
o Price over first 5 years is LRP | weighted average wind price.
o Price over remaining 22 years is set to allow 10% rate of return over entire 27 year contract per FIT pricing

approach.
27 Year Contract
100 MW Wind Project Status Quo :
: ; Initial 5 Years Last 22 Years
Contract Cost (NPV 2017) $550 Million $632 Million

Monthly Average Ratepayer Impact

Over First 5 Years $0.09 savings

Monthly Average Ratepayer Impact

Over Remaining 22 Years $0.07 increase

Monthly Average Ratepayer Impact

Over Entire 27 Year Contract $0.04 increase

™y
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Extend Length of Existing Wind / Solar Contracts (cont'd)

« Below are illustrative estimates of potential GA savings if all contracts for large FIT and GEIA wind and solar
projects in commercial operation are renegotiated according to the approaches illustrated above.

« Estimates are for large (10 MW or greater) FIT 1 and GEIA wind and solar projects in commercial operation, totalling
about 2,700 MW of wind and about 900 MW of solar capacity. A 10 year contract extension is assumed at a price of:
o For Wind: LRP | low weighted wind price of $64.5/MWh
o For Solar: LRP | low weighted solar price of $141.5/MWh

Potential Approach 1:

Current Contracts* New Extended Contracts :
Total Value (NPV 2017) $22.9 Billion $22.8 Billion
Average Annual Contract $1.5 Billion $1.3 Billion
Value (First 5 Years)

*Figures assume projects remain operational after contract expiry at the LRP | low weighted price inflated to the year
of contract expiry, as per OPO assumptions .

Potential Approach 2”

Current Contracts New Extended Contracts
Total Value (NPV 2017) $ 22.9 Billion $ 25.3 Billion
Average Annual Contract 1.5 Billion $1.0 Billion
Value (First 5 Years)

N\
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Extend Length of Existing Wind / Solar Contracts (cont'd)

» Contract re-negotiations could be piloted with large wind and solar contract holders.
» For example, the top 5 contract holders by portfolio value (online projects 10 MW and larger)

include:
Contract Holder Technology # of Contracts Capacity (MW) | Estimated Value
' (NPV 2017)
Samsung Wind & Solar 5 799 $4.6 Billion
NextERA Wind 6 534 $2.7 Billion
Ralem e Wind 1 270 $1.5 Billion
ower
ENGIE Wind 4 265 $1.2 Billion
Northland Power Wind & Solar 15 290 $1.2 Billion
;V> ) 8 MINISTRY OF ENERGY
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Other Options Considered — Typical Residential Electr|C|ty
Consumer

$/750kWh 2017 | 2018 | 2019 | 2020 | 2021 | 2022 Timing of
: Benefit

Conservation Funding Options

a. Amortize Conservation Program Costs (15-

Year Amortization) 1.62 1.88 1.16 1.20 | 0.82 | 0.69 Immediate

b. Fund Conservation Programs Through_The 3.47 3.83 317 335 084 290 ————

Tax-Base
Eliminate the Industrial Conservation Initiative (ICI) 440 | 424 | 410 | 424 | 3.73 | 3.58 Immediate
Cancel LRP | ) ) D | TBD | TBD | TRD Medium-
Term
Expand the Scope of Trillium Trust to Make Investments Medium t
in Energy Infrastructure (e.g., Transmission upgrade, - - - 2.16 216 | 2,17 ediim to
etc.) Long-Term
Dedicate Departure Tax ’ 1.39 1.39 1.39 1.39 1.39 1.39 Immediate
Give Residential Consumers More Rate Choices - - - - - - n/a
Help Small Business Manage Their Electricity Costs i i . ) _ ) nia

(i.e., End DRC early for Class B electricity consumers)**

Note: The above initiatives will provide similar benefits for non-RPP Class B electricity consumers. Proposal 1 assumes OESP participation of 50% and 5-year maturity. *Assessing the range of
ratepayer impacts will be done through the LTEP development and implementation process in conjunction with the OEB. **Class B includes small-medium enterprises (SMEs).
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Options Considered — Average Industrial Electricity

Consumers

$/MWh 2017 2018 2019 2020 2021 2022 Timing of
Benefit

Conservation Funding Options

a.  Amortize Conservation Program Costs (15-

Year Amortization) 1.12 1.30 0.80 0.83 9.57 0.47 Immediate

b. Fund Conservation Programs Through The 588 317 266 5 77 536 2 A1 -

Tax-Base
Eliminate the Industrial Conservation Initiative (IClI) (24.12) | (23.21) | (22.45) | (23.23) | (20.42) | (19.61) | Immediate
FAEESHEE : - |t | 80 | TBD | TBD | Modum
Expand the Scope of Trillium Trust to Make Investments idedilin 6
in Energy Infrastructure (e.g., Transmission upgrade, - - - 1.79 1.79 1.79 Py
etc.) g
Dedicate Departure Tax 1.86 1.86 1.86 1.86 1.86 1.86 Immediate
Give Residential Consumers More Rate Choices - - - - - - n/a
Help Small Business Manage Their Electricity Costs (i.e., ) ) ) ) ) ) n/a

End DRC early for Class B electricity consumers)**

Note: The above initiatives will provide similar benefits for non-RPP Class B electricity consumers. Proposal 1 assumes OESP participation of 50% and 5-year maturity. *Assessing the range of
ratepayer impacts will be done through the LTEP development and implementation process in conjunction with the OEB. **Class B includes small-medium enterprises (SMEs).
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Context

« Electricity costs are increasing as the necessary investments are made to decarbonize and
modernize the province’s electricity infrastructure (i.e., $35 billion+ investment in cleaner generation
and $15.5 billion investment in Hydro One transmission and distribution systems).

« Ontario 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., GEIA renegotiation, decreasing FIT
prices).

— Increasing cost effectiveness and improving efficiency by adopting new electricity market approaches (e.g.,
competitive LRP, no new NUG contracting).

« Following the 2016 Throne Speech, actions were announced to further reduce electricity costs by:

— Providing an 8% rebate ($11/month savings), updating RRRP ($45/month savings), expanding ICI (up to one-
third savings for participants) and suspending the LRP Il and the EFWSOP (up to $3.8 billion in cost
savings).

« On November 28, 2016, the Minister of Energy announced the need for changes in how electricity
resources are procured, the need for wholesale market renewal and greater electricity consumer
choice.

« The Ministry of Energy is currently updating its Long-Term Energy Plan (LTEP), which provides an
opportunity to consider a range of policy changes to how the Ontario energy sector operates.
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Options

* |n recognition of the costs borne by ratepayers related to decarbonizing and
modernizing the province’s electricity sector, options for further rate mitigation include:

1.

Global Adjustment (GA) Smoothing — Provide significant and immediate rate relief through cost
deferral of the GA.

Electricity Support Programs to Help the Most Vulnerable — Provide a greater focus on
vulnerable consumers:

- Rural or Remote Electricity Rate Protection (RRRP) Enhancement (Delivery Charge Relief);

- Ontario Electricity Support Program (OESP) Expansion; and

- Low-Income Conservation / Affordability Fund.

Ontario Energy Board (OEB) — Identify opportunities for OEB red-tape reduction and future
LDC efficiencies and rates.

Ontario Power Generation (OPG) — Find further efficiencies in operations and pass on savings
to ratepayers.

Independent Electricity System Operator (IESO) — Modernize Ontario’s electricity market
through electricity Market Renewal initiatives.

N
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1a. GA Smoothing — Residential Bills Lowered 25% (with Tax-
Base Funded 8% Rebate and Social Programs)

« Total bill below is based on a revised IESO forecast. See footnotes for more information.

: nQnL‘l}:‘“(7/‘17“«}“»!/‘”0@@ | /&l‘% G e
Total Bill (includes HST) e 163 172 WA 178 189 187
Total Bill (excludes HST) 145 153 155 158 168 165
Impact of GA Financing -27 -25 -22 -25 -17,
Impact of Tax-Basing Social Programs -2 -2 -2 -3 -3
Subtotal 123 128 133 140 146
8% rebate -10 -10 -11 -11 -12
HST : ) 16 17 17 18 19
Rewsed Bl“ (mcludes HST) e RS AN e b e T e s 139 AT 153
Change from Total Bill (mcludes HST) -43 -41 -39 -42 -34
Year-over-Year Change -21% 4% 1% 6% A4%|
Change from Forecast -25% -23% -22% -22% -18%

msag@ﬂkrﬁ/\(e 'Mﬂ‘v) , i 2 J o 5 S
Total (excludes HST) 90 91 93 88 95 96|
Impact of GA Financing -22 -20 -19 -21 -14

| Impact of Tax-Basing Social Programs S 3 =3 =2 -3 -3

Revised Total (excludes HST) s e s R T RS e
Change from Total Bill (excludes HST) -26 -24 -22 -24 -17,
Year-over-Year Change -27% 6% -5% 8% 11%|
Change from Forecast -28% -26% -25% -25% -18%

Tax- Basmg Soaal Programs

Notes: Based on IESO'’s revised OPO forecast as of December 2016. Includes the cancellation of LRP Il and EFW, expansion of ICI. Does not include smoothed OPG rates. Above residential bill
is based on a 750 kWh per month Toronto Hydro customer. “Social programs” refers to existing RRRP and OESP. While initiatives would take several months to implement, the above estimate for

2017 reflects a full-year impact. The 8% rebate above represents savings compared to status quo due to the reduction in the sub-total from GA financing. Fiscal savings as result of GA
Smoothing.
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1a. GA Smoothing (Borrow $5 billion in 2017)
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—~ \
£ Z290 N;\.}\ MJ
= =} \
= N .
e & )
s £ — \_ N
£ 240 )
0 Xea
<£E ccco0000000000000000
O  £190 A
L -
@ E
T 2140 s
= y
E
90 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
<t D O N OO O N M TN ONNOOOO AN M Tl ONOOOCO AN MWLM ONOWOWO O
N A A A A AN AN AN AN AN AN AN NN ANMOOOMOOO OO DN S ST T T YT YT N
0 O 0O 000 OO0 0 Q00000000 0 00000 0L O 0L oo o o
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== =Historical Values e ESQO Forecast e e 0 o [ESO Forecast Extrapolated Financed GA
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Average Monthly Residential Bill Impact of

GA Smoothing, pre-tax ($/month) -27|-25-22|-25[-17-15-11-16-11| -8 |-12]-10| -4 | -2 | 5 | 6 {10|14|26|28|31|33|35|38(40|40|40(40|39|39(39| 0
Total Accumulated Debt ($ billion) 519 (14(19|23|27|30|34|38|41{46|50|53|56|58|60|61 ?}60 58|55|52|48|43|38|33|27|20(14|7 |0 |0
Total Change in Accumulated Debt ($ billion)| 5 | 5|4 5|4 |4 |3|4|4|3|4|4(3|3|2|2|1}1|-2|-2|-3|-3|4|-5|-5|-6|-6|-6|-6|-7|-7|0

Notes: Assumes 30 year financing period and a nominal interest rate of 5.12% per year (compounded annually). Ratepayer GA payments increase annually beyond 2017 at inflation with GA
over-payments capped at $7.5 billion above the true cost of GA in any given year. IESO forecast is based on IESO’s revised OPQ forecast as of December 2016. Includes the cancellation of
LRP Il and EFW, expansion of ICI. Does not include smoothed OPG rates. Above residential bill is based on a 750 kWh per month Toronto Hydro customer.
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CONFIDENTIAL
1b. GA Smoothing — Residential Bills Lowered 25% (with Tax-
Base Funded 15% Rebate)

+  Total bill below is based on a revised IESO forecast and is adjusted by the Ministry to reflect the proposed expansion of RRRP and OESP.
See footnotes for more information.

: 2 2016 1 2018 e G B2 0241
Soc1a| Programs Expan5|on 0.5 0.7 0.9 L1 1.2
~ Total Bill (includes HST) i 163 173 , 176 179 7 191 188
Total Bill (excludes HST) 145 153 156 158 169 167
Impact of GA Financing -21 -18 -16 -18 -10
Subtotal 132 137 143 150 157
15% rebate -20 -21 -21 -23 -24
- HST 7 7 - 47 - 18 19 20 20
_Rewsed Bill (mcludes HST) Ao P e el 0 Sk roe el S ORI e IS e s (SO A A D 5 g
Change from Total Bill (mcludes HST) -43 -41 -39 -44 -34
Year-over-Year Change -20% 1% 4% 5% 4%
Change from Forecast -25% -23% -22% -23% -18%
gm@om@m@mﬂm , 4 e s s
Social Programs Expansion 0.7 1.0 1.3 1.4 1.6
Total (excludes HST) 90 92 94 89 96 98
Impact of GA Financing ) =17 -15 =13 -15 -8
Revised Total (excludes HST) 90 At 79 76 SESIALL T i80
Change from Total Bill (includes HST) -18 -15 -13 -15 -9
Year-over-Year Change -17% 6% -4% 7% 10%
Change from Forecast -19% -16% -15% -16% -8%

Incremental Rebate (15%)

Notes: Based on IESO’s revised OPO forecast as of December 2016 and adjusted by the Ministry to estimate a 1,500 kWh consumer connected to Toronto Hydro. Includes the cancellation of LRP Il and EFW, expansion of
ICI. Does not include smoothed OPG rates. Above residential bill is based on a 750 kWh per month Toronto Hydro customer. “Social programs” refers to existing RRRP and OESP. While initiatives would take several months
to implement, the above estimate for 2017 reflects a full-year impact. The 8% rebate above represents savings compared to status quo due to the reduction in the sub-total from GA financing.
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1b. GA Smoothing (Borrow $4 billion in 2017)
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Notes: Assumes 30 year financing period and a nominal interest rate of 5.12% per year (compounded annually). Ratepayer GA payments increase annually beyond 2017 at inflation with
a limit of $2.8 billion above the true cost of GA in any given year. IESO forecast is based on IESO'’s revised OPO forecast as of December 2016. Includes the cancellation of LRP Il and
EFW, expansion of ICI. Does not include smoothed OPG rates. Above residential bill is based on a 750 kWh per month Toronto Hydro customer.
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1. GA Smoothing — Implementation Models

« The Province continues to consider mechanisms to finance and administer GA
smoothing.

« Two leading options are under consideration:

— Option A: Create a new special purpose entity, independent from the Province that would be
dedicated to GA smoothing; and

— Option B: Make changes to IESO in order to enable it to assume responsibility for GA
smoothing.
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1. GA Smoothing — Option A: New Entity

* The diagram outlines a implementation approach that includes a new entity, which would hold the

debt and the receivable from ratepayers.

Ronsumers l I[ESO l—P?Generators ]

—) Early year fund flow

—p Future Repayment Mechanism

@
@

@

The OEB oversees the new entity, as well as the GA
smoothing mechanism on an ongoing basis.

The New Entity funds part of the GA and (a) would
have a legislative right to recover associated principle,
interest and administrative costs from customers
(settled via service agreement with IESO).

Electricity Consumers pay IESO a portion of the GA in
early years. In the future, the New Entity recovers
principle, interest and administrative costs fro
consumers. Customers bill presentation remains
unchanged (costs should diminish in early years).

The IESO pays generators (in early years), partially
from consumers and partially financed by the New

Entity. (b) The IESO provides collection services to
New Entity under a service contract.

Generators continue to receive payments from IESO
according to existing contract / regulatory structures.

The OFA or a 3 party lender funds the GA shortfall in
early years and receives payments from the New
Entity as debt is repaid. (c) Debt is subject to a
contract between the New Entity and the lender.

sz' Ontario
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1. GA Smoothing — Option A: New Entity

Framework and Oversight

. Legislative framework to establish constraints and limit authority of the new entity taking either a prescriptive or
flexible approach.

. Ontario Energy Board could be empowered to approve GA smoothing schedule and oversee operations of the New
Entity (compensation etc.).

Governance
. To achieve the desired accounting treatment, the entity would have to be structured as follows:

While the Province would choose the first board of directors or trustees, future directors or trustees would be
selected in accordance with a mechanism created at the time the entity is created. The Province would have
no ongoing role in appointments or in selection of key personnel, including the CEO.

The Province would not have a determining vote in the entity’s business decisions.

The Province would have no recourse to the entity’s assets and would not be responsible for the debt.

The Province could not dissolve the entity and having access to its assets and obligations.

The Province would not be able to change the mission or mandate of the entity, once it is created.

The Province would have no right to approve business plans or budgets or to require amendments to them.
The Province would not be able to alter the terms of the entity’s debt arrangements.

The Province would not be able to affect the debt by controlling the entity’s financial and operating policies.

The Province would not have input into the operational and financial policies of the entity, including
accounting, personnel, compensation, collective bargaining or deployment of resources. For example,
legislation like the Broader Public Sector Executive Compensation Act, 2014 would not apply.

. As a result:

Staff would not be OPS employees.
Oversight would not be provided by Offices of the Legislature (AG, FAO etc.).
The Freedom of Information and Protection of Privacy Act would not apply.
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1. GA Smoothing — Option B: IESO

« Make changes to IESO in order to enable it to assume responsibility for GA Smoothing.

+ Need to determine whether it is likely that IESO could be sufficiently transformed in order to meet the
following accounting tests:

- Government Business Enterprise (GBE) Treatment: consistent with OPG and Hydro One, this treatment would
require consolidation of only net income and equity (as opposed to line-by-line consolidations currently applied
to IESO). This test includes the following components:

Separate entity;

Power to contract in own name;

Sue and be sued;

Delegated financial / operational authority to carry out a business;

Sells goods and services to individuals and organizations outside of the government reporting entity as its principal
activity; and

o Can, in the normal course of its operations, maintain its operations and meet its liabilities from revenues received from
sources outside of the government reporting entity.

0 & © © 0

» Legislative changes would be required in order for IESO to take on an expanded mandate, and deal
with substantial financial assets and liabilities.

* Enhancements to the OEB would also be necessary in order to ensure proper oversight of the GA
Smoothing mechanism.

- For example, ability to review and approve rolling 5 year smoothing schedules submitted by
IESO.

M-
A > . MINISTRY OF
>~ Ontario 11 ENERGY



CONFIDENTIAL

1. GA Smoothing — Other Considerations

* Recovery Mechanism

Province will need to explore different recovery/ administrative options.

DRC/RRP/Tax Rebate.

Consider whether a one-time, exit payment would be charged to ratepayers that are leaving the electricity
system in order to recover foregone deferred charges.

* Financing

While 3 party financing would help to meet accounting control tests, the cost may be high

o The Province may need to internally test the market to determine potential cost of 3rd party financing /
securitization.

Potential risks that 3 parties will likely consider when determining cost of capital include:
o Legislative framework (recovery mechanism);
o Interest rate changes; and

o Future electricity demand / customers.

+ Contractual / Legislative Agreements

Either the New Entity or IESO would need a legislative right to recover the principle, interest and
administrative costs from customers.

Form of an IESO collection services agreement would need to work within IESQO’s legislative framework, while
providing sufficient comfort to the New Entity / 3™ party.

We need to consider whether the Province’s ability to change legislation undermines the governance choices
that we make to achieve the accounting control analysis

.Py_
tr >Ontario

12 MINISTRY OF ENERGY



CONFIDENTIAL

2a. RRRP Enhancement — Accelerating Fixed Rate Benefit

»  Currently, LDCs recover their costs through a combination of a fixed monthly charge and a volumetric charge based on
kilowatt hours used. As a result, customers of the same LDC will be charged different amounts for distribution based on
their consumption level.

« However, the OEB has made a determination to establish fixed distribution rates for residential consumers, in

recognition that the majority of distribution costs are irrespective of the volume of consumption. The OEB believes
moving to fixed rates will:

— Enable residential customers to leverage new technologies, manage costs through conservation, and better understand
the value of distribution services.

- Establish a fairer way to recover the costs of providing distribution service.

- Provide greater revenue stability for distributors, which will position them for technological change in the sector, remove
any disincentive to promote conservation, and help with their investment planning.

* Fixed rates will be set at the average consumption level for a rate class in order to recover the same amount of revenue
as the mix of fixed and variable charges does today. As a result, below-average volume consumers will experience cost
increases and above-average volume consumers will experience cost decreases.

+ The OEB is gradually phasing-in the move to fixed rates in order to mitigate the impact of these increases to below-
average volume consumers. Most LDCs will receive fully fixed rates in 2019. Hydro One will be transitioned over a
longer timeframe (2022-2023).

- Hydro One’s density-based rate classes and recent re-allocation of costs between the classes results in significant impacts
for Hydro One low volume consumers. Providing the longer timeframe allows for the impact of the change to be held at
less than 10% for low volume customers at the 10th percentile of consumption.

M- ’ 7
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2a. RRRP Enhancement — Accelerating Fixed Rate Benefit
Impacts

. Hydro One has estimated that if it accelerated the move to fixed rates effective 2017, the rates would be as follows:
- R1: $55.70/month — the same cost as a customer who consumes 955kWh/month today.
= R2: $64.64/month, when factoring in the $60.50 RRRP support — the same cost as a customer who consumes 1200kWh/month today.

. Using sample customer data provided by Hydro One, it is estimated that approximately 2/37 of Hydro One R1 and R2 customers would
experience cost increases if this was implemented:

= R1: ~146k customers would see cost decreases, and ~298k customers would see cost increases.
- R2: ~117k customers would see cost decreases, and ~217k customers would see cost increases.

. However, support from the fiscal plan can be used to accelerate the move to fixed rates for those high volume consumers who benefit —
leaving low volume consumers to experience no change.

- Hydro One estimates this would cost $64 million. If the move was expanded to include Hydro One Urban (UR rate class) and
Seasonal customers, the cost would be ~$90 million.

- When layering on the current RRRP support of $242 million, program costs are between $306-$332 million.

- As the move to fixed rates was completed, fiscal plan support for these customers could be withdrawn.

Accelerated Fixed Rate Benefit Fiscal Impact

2018 2019 2020 2021 2022 2023

Fixed Rate Enhancement* $64M-$90M $52-$72M $38M-$54M $26M-$36M $13M-$18M $0

Total RRRP** (inclusive fixed rate
enhancement, excluding Algoma Power & $306'$332M $300-$320M $293-$309M $287'$297M $281 M'$286M $275M

Hydro One Remotes)

My *Range depends on if just R1 & R2 or all rate classes. Cost decrease is ** Assumes 2.6% annual increase as estimate of
z r> . estimated evenly, which could change based on Hydro One future rate 14 average distribution rate increase MINISTRY OF ENERGY
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CONFIDENTIAL

«  Under this option, R1 customers will not pay more than $55.70 for distribution service. Customers with costs below
this threshold experience no change.

Total Bill*
Pre-Benefit: $440.42

$100.00 Post-Benefit: $403.74
Benefit Amount: $35.57
$90.00 : \ -
Total Bill* L
$80.00 Pre-Benefit: $197.55
Post-Benefit: $195.07 $35 573 \
$70.00 Total Bill* E— Benefit Amount: $2.48 B
Pre-Benefit: $116.59
$60.00 Post-Benefit:: $116.59 _.-;._
Benefit Amount: $0 SAAAAAN

$50.00 : —
$40.00 —
$30.00 f—
$20.00 —

|

$10.00 *
$0.00 . ., i 0

500 kWh - Pre 500 kWh - Po%t 1000 kWh - Pre 1000 kWh - Post 2500 kWh Pre 2500 kWh Post

Enhance Enhance | Enhance Enhance Enhance Enhance
@ Distribution Cost « New Benefit
. Note: Rates are for 2017 * Includes Electricity, Delivery, and Regulatory
f;>0ntario {5 Charges. Excludes HST and 8% rebate. MINISTRY OF ENERGY
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2a. RRRP Enhancement — Hydro One Low-Density (R2)
Ratepayer Impacts

«  Under this option, R2 customers will not pay more than $64.64, after accounting for the original $60.50 RRRP
subsidy. Customers with costs below this threshold experience no change.

Total Bill*
Pre-Benefit: $471.51
Post-Benefit: $420.67
$200.00 Existing RRRP: $60.50

Total Bill* Benefit Amount: $48.69
$180.00 - Total Bill* - Pre-Benefit: $201 94 o -

wwo - BEIVE  —  EERIE )
$140.00 - Benefit Amount: 0 ; 2?//?,90'/5,0 2——//%};2__
$120.00 ?/4%// ZX% u F//_///Z/—<<\<<<<_
e T s sz | ey

' “ 7 ;60.50 7 % W%— | \\\\\\\\\__

$60.00 5//$60.50§ ';’/// / | i
e I . AR GEALESE TH |
$40.00 —///g '//Z%——— - 1] S— L1
. | | 1| L$57a23 | | $57.23 | | [11564:64
$20.00 I $38.53 i '~ $38.53 ‘——— — 4T — -
$0.00 — % ; 1. - : 1 -

. 500 kWh - Pre 500 kWh - Posit 1000 kWh - Pre 1000 kWh - Post = 2500 kWh Pre 2500 kWh Post
' Enhance Enhance Enhance Enhance | Enhance Enhance

@ Distribution Cost ™New Benefit # RRRP

Note: Rafes are 2017 Note:R2 at 500Kwh has costs that align with * Includes Electricity, Delivery, and Regulatory Charges.
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2b. Ontario Electricity Support Program (OESP) Expansion

The OESP is an income-tested, application based program that lowers the electricity costs of the
most vulnerable consumers by providing a rebate directly on their electricity bills.

The OESP provides basic benefits to most consumers and enhanced benefits to Indigenous
customers and customers with electric heat and medical devices.

OESP funding is collected from a charge levied on all electricity ratepayers. Based on current level

of program up-take and funding collection, OESP program benefits could be increased across the
board by 50%. This would mean:

— Single low income consumers would see an increase from $30 to $45/ month ($540/year);
— Families of four with electric heat could see an increase from $55 to $82.50/month ($990/year); and

Indigenous and Métis consumers would also see benefit increases at the same level as those with electric heat
and medical devices. These benefits could range from $67 to $113/month.

o The Ministry is also considering options to support a “Delivery” line credit for Indigenous consumers. This would
cost ~$18 million/year and would save Indigenous consumers between $75 and $100/month.

Greater focus and support can be placed on lower income Ontarians by funding OESP through the

tax base. This would also reduce costs for all consumers as a result of eliminating the OESP
charge.

— Average residential customer savings: $0.83/month; and

— Average industrial customer savings: $1.10/MWh.

e MINISTRY OF
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2b. OESP Expansion — Fiscal Impacts

+ 2017 program costs are based at current program sign-up rate — 30% of eligible consumers. Cost projections assume the
program grows to 100% of eligible consumers by 2022 and remains at that level.

+  Atthe time of program design, it was estimated that 40-50% participation would be high for an application-based program
delivered through electricity bills. However OESP can be enhanced by working to ensure the program uptake is as close as
possible to 100%:

Streamlining the application process to make it easier and quicker to get through;

Putting in place a more aggressive communications strategy to make sure people are aware of the program;

Increasing funding for key partner agencies to work directly with individuals who are applying; and

Exploring automatic OESP qualification for those who receive provincial programs (e.g., ODSP).

« OEB:is currently exploring options for simplifying the OESP process, including exploring options with MCSS on auto-enroliment
options, discussing options to eliminate wet signature consent forms with the federal government, and working with partners to
do open houses to better reach vulnerable consumers.

*  Table below shows estimate of program costs up to 2022:

2018 $150 375
2019 $186 $93
2020 $215 $108
2021 $243 $122
2022 $272 $136

N MINISTRY OF E
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2b. OESP Expansion — Considerations

Considerations

Framework: New legislation would be required to establish and define the parameters of a tax-based OESP. This
may reveal additional considerations, including possible assessment as a tax credit.

Implementation: Financial flow-through mechanisms would need to be considered in consultation with IESO and
LDCs. Likely to be modeled after processes used for the Ontario Rebate for Electricity Consumers (OREC).

Alternative Delivery: If the OESP was funded by the tax-base, it could also be explored whether the OESP could be
better delivered as a provincial program via the tax system. This may help ensure that the program’s participation

rate is as high as possible, and could expand coverage to the ~142,000 low-income households that do not receive
an electricity bill.

Transition to Social Assistance: Moving OESP to the taxbase can be a transitional step in folding this program into

a reform of social and disability assistance programs and enhancement of MCSS’ Social Assistance Management
System moving forward.

Additional Enhancements: The enhanced credit could be expanded to include additional eligibility categories of
customers. For example, a new “Low Density Consumer” category could be introduced that provides Hydro One R2
and/or R1 customers (highest distribution rates) who are already OESP eligible with the enhanced credit.

Variance Account: The OEB has been collecting program funding in excess of program costs and has accrued a
positive balance. This balance must be addressed when moving to the tax base.
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2c¢. Low Income Conservation Benefit Program — Home
Assistance Program Enhancement

«  Existing low-income programs delivered by LDCs and IESO help qualified residential customers and social and/or assisted
housing providers improve their energy efficiency.

- Programs include the Home Assistance Program and the Retrofit Program (Social Housing stream).

- $500 million is planned under the Climate Change Action Plan (CCAP) to retrofit social housing.

«  ENERGY is currently working with IESO to explore options to enhance and/or expand the existing Home Assistance Program or
residential customers:

- Participants could receive incentives for improved weatherization measures, appliances and lighting controls (e.g., new or upgraded
furnace and central AC; windows/doors; washer/dryers, heat pumps (for electrically-heated residential customers).

-  The incremental funds would enable deeper measures and reach additional customers.

- The new program would be delivered through LDCs and/or IESO and could include education and awareness initiatives.

*  The budget estimate below is illustrative and reflects a doubling of the 2015 spending for the Home Assistance Program, which
was $20 million.

Calendar Year 2017 2018 2019 2020 2021* 2022*
Current Budget ($Million) 10 10 10 10 - -
Fiscal Year 2017/ 18 2018/M19 2019/20 2020/21
Proposed New Budget ($ Million) 22.5 40 40 325 - -
*Note: The Conservation First Framework extends to 2020.
E¥> . 20 MINISTRY OF ENERGY
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2c. Establishing a New LDC Affordability Fund

« Some electricity customers who struggle to pay their utility bills do not meet the definition of a low-
income household and therefore are not eligible for the Home Assistance Program.

« Establishing an “Affordability Fund” for LDCs could provide a means to help struggling customers

who do not qualify for low income programs and cannot upgrade their homes without financial
assistance.

- Over time the Fund could help these customers get back on track with their bills and save on disconnection
costs.

- The Fund would be targeted to customers on an as-needed basis (vs. marketed as an open-intake program).

«  ENERGY is exploring the potential to establish an Affordability Fund, with funding criteria and
reporting requirements.

- To allow for funds to flow in 2017/18, ENERGY would sign a Transfer Payment Agreement (TPA) with a
qualified third party/ies to administer the Fund.

- LDCs would apply for funding and redistribute support to those customers that meet the targeted eligibility
criteria.

* Recipients could receive measures similar to those available in the Home Assistance Program
(weatherization, energy efficient appliances and lighting controls).

- As an illustration, with $200 million, the estimated reach of the fund could be 15,000 to 65,000 households,
depending on measures and uptake.
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3. OEB — Red-Tape Reductions / LDC Efficiencies and
Rates

Leveraging the OEB

« The Ontario Energy Board (OEB) has a mandate to regulate the electricity distribution sector in the public interest,
ensuring the financial viability of the sector while promoting reliable service to customers at just and reasonable
rates.

« The OEB, through the Renewed Regulatory Framework for Energy (RRFE), has since 2012 attempted to move the
distribution sector towards a performance/outcomes-based regulatory framework.

—  While new reporting requirements such as the LDC performance scorecard are positive developments, RRFE does not
tie these system performance expectations to LDC financial performance.

+ Performance-based options have the potential to indirectly incent consolidation (in a manner that returns benefits to
consumers), improve customer experience, and potentially reduce Return On Equity (ROE) in an equitable manner
in the event performance expectations are not met.

*  Encouraging shared partnerships on services between utilities will help reduce costs in the back end and encourage
further innovation for small to medium sized utilities.

Opportunities

« ENERGY could help promote or accelerate these efforts by asking the OEB to look at opportunities to further drlve
LDC efficiencies and productivity.

* In parallel, the OEB could be instructed to review business cases behind its own regulatory requirements to reduce
‘red tape” and eliminate costs that LDCs indicate are creating pressures on operating expenses.

»  This could be done through the Minister's letter, the LTEP Implementation Directive, s. 35 of the Ontario Energy
Board Act, 1998, and/or the 2017 Mandate Letter and other agency business planning processes.

Dy
» > . MINISTRY OF
ZF Ontario 22 ENERGY



CONFIDENTIAL

3. OEB — LDC Efficiencies and Rates (Performance
Incentives) (cont'd)

Considerations

Sector:

«  Exact bill reduction levels are unknown, but real OM&A and some capital cost avoidance can reasonably be expected.

¢ Could indirectly incent consolidation if LDCs feel they are unable to adequately manage their assets in light of
tightening requirements.

* Any initiatives that have a direct impact on LDC profitability could affect the value of Hydro One.

« There is a tension between requiring productivity enhancements and creating firm performance standards. LDCs
have to invest to maintain system levels, but also finding cost efficiencies, which is an incentive for innovation. The

Ministry and the OEB may have to also explore reducing regulatory burden/barriers on LDCs so they have the tools
available to satisfy new performance expectations.

Regulatory:

« The OEB is the electricity distribution sector’s independent regulator and as such is responsible for establishing rate-
setting mechanisms in line with its statutory objectives.

-  The Ministry would engage with OEB to align on approach, and provide only high-level direction so as to respect OEB’s
role in determining implementation specifics.

- The OEB would likely need to conduct policy hearings and stakeholder consultations on these initiatives, though Ministry
could request new rules be in place for next major LDC rate cycle.

+ LDCs are resistant to peer comparison for a variety of historical and service territory issues. OEB econometric

analysis has generally supported limiting peer comparisons. As comparisons would be an important component of
benchmarking performance standards, the Ministry may experience sector pushback.

« Updating rate-setting mechanisms and regulatory processes could create regulatory uncertainty and limit LDC activity.
The OEB has revised its processes multiple times over the past 15 years.
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4. OPG — Operational Efficiencies

«  Provide expectation that OPG meet more aggressive cost targets, improving efficiency by ~$3/Megawatt hour (MWh).

Considerations

*  OPG recently submitted its 2017-19 business plan to the Province for concurrence. That plan includes the following:
- Enterprise total generating cost increasing from $48/MWh in 2016 to an average of $55/MWh over the plan period.
- An average residential monthly bill increases of $1.05/month annually from 2017-2021.

*  Much of this increase is due to the Darlington refurbishment project, which increases costs and reduces OPG’s generation over
the planning period.

« OPG has also shared its stretch targets for total cost of generation, which average $52/MWh over the 2017-19 plan, a ~$3/MWh
reduction (5-6%) relative to its $55/MWh business plan targets.

»  The Province could provide instructions to OPG to focus on its stretch target as part of the Minister’s Concurrence letter. Thisis a
public document that OEB would likely review and incorporate as part of OPG’s current rate application.

«  Consistent with regulations under the Ontario Energy Board Act, OPG is seeking smoothed rates for nuclear as part of its 2017-
2021 rate application.

- As aresult, the benefit to ratepayers of reducing generation costs is uncertain.

- Given that the application extends beyond the business plan period, and to ensure OPG does not delay costs beyond the planning
horizon, the Province may want to provide additional direction for out year expenditures.

« If OPG is unable to meet more aggressive cost targets, this could impact net income, and the Province’s fiscal plan.
- The total cost of $3/MWh based on OPG's forecast production of 74 TWh/yr is about $240 million per year.

»  The Province could work with OPG to craft language in the concurrence letter in order to avoid setting unintended precedents for
future rate application processes.
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5. IESO — Market Renewal

«  Continue to move forward with Independent Electricity System Operator’s (IESO) Market Renewal initiatives:

- Market Renewal encompasses projects such as a single-schedule system (from the current two-schedule system), more
frequent intertie scheduling to better align with other jurisdictions and a day-ahead market. There will be up front capital
costs to enable the initiative. IESO is currently assessing these costs.

- Moving to “technology-agnostic” procurements will provide new opportunities for innovation and modernization and
ensure ratepayers receive the best prices possible.

Considerations

« Changes related to IESO’s Market Renewal initiatives, reflected in HOEP and uplifts, are estimated to save up to $300
million per year, starting in 2021, leading to a reduction of:

—  About $1/month or less than 1% at current retail prices for a typical residential bill; and

- About $1.30/MWh at current all-in prices for industrial and SME electricity consumers.

« The IESO's Market Renewal is a broad initiative that will impact all aspects of Ontario's electricity market. Ontario has
had a uniform price since market opening.

« Adopting a technology-agnostic stance will lower the overall cost of providing electricity service by selecting the most
cost-effective resources to fulfill various system needs.

+ The IESO estimates that the total implementation cost — including a 15% contingency and net of avoided costs — will

be $150 million. The bulk of the costs (capital) would only be recovered once the project has been implemented and
as the benefits are being realized.
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GA Smoothing — Cost Breakout

* The allocation of GA costs in 2016 is compared to the proportion of generation in the graph below.

* This cost breakdown will evolve over time as 2,181 MW of contracted generation comes online in
the coming years.

2016 GA Cost: $12.3 billion 2016 Generation: 155 TWh

2% B Nuclear 5,053 91
EHydro 1,473 36
@ Natural Gas 985 13
mWind 1,552 10
ESolar 1,630 3
EBiomass, Landfill 278 1

and Byproduct

OConservation 467
BIEI Program 60
O OEFC* 842

*OEFC indicates the cost of generator contracts managed by the OEFC which include contracts for natural gas, hydro and biomass generators.
** Conservation measures, not quantified here, serve to reduce Ontario energy demand. Actual electricity generation would be larger than 155 TWh in the absence of conservation programs.
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GA Smoothing — Considerations (Accounting Treatment:
Does Province Control Entity?)

Defining the Government Reporting Entity

« The government reporting entity should comprise government components and those organizations
that are controlled by the government.

Determining Whether Control Exists

« Control is the power to govern the financial and operating policies of another organization with
expected benefits or the risk of loss to the government from the other organization's activities.

*  Whether a government controls an organization is a question of fact that must be determined by

reference to the definition of control described in the prior paragraph and the particular circumstances
of each case.

« Requires the application of professional judgment based on the definition of control and the
substance of the relationship.

« ltis the preponderance of evidence that would be considered in assessing whether a government
controls an organization.
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GA Smoothing — Considerations (Accounting Treatment:
Does Province Control Entity?) (cont'd)

Indicators of Control

» There are certain indicators that provide more persuasive evidence of control:

Government has the power to unilaterally appoint or remove a majority of the members of the governing body
of the organization;

Government has ongoing access to the assets of the organization, has the ability to direct the ongoing use of
those assets, or has ongoing responsibility for losses;

Government holds the majority of the voting shares or a "golden share" 1(1) that confers the power to govern
the financial and operating policies of the organization; and

Government has the unilateral power to dissolve the organization and thereby access its assets and become
responsible for its obligations.

« Otherindicators that may provide evidence of control exist when the government has the power to:

Provide significant input into the appointment of members of the governing body of the organization;
Appoint or remove the CEO or other key personnel;

Establish or amend the mission or mandate of the organization;

Approve the business plans or budgets for the organization and require amendments;

Establish borrowing or investment limits or restrict the organization's investments;

Restrict the revenue-generating capacity of the organization, notably the sources of revenue; and

Establish or amend the policies that the organization uses to manage, such as those relating to accounting,
personnel, compensation, collective bargaining or deployment of resources.
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Overview of RRRP Enhancement — Options

CONFIDENTIAL

Program Monthly Rebate for R2:low density Monthly Rebate for R1: Monthly cost to
SARLETG ey A medium-density customers ratepayers**
H1 ($M)* (+/- from status quo) pay
(Status Quo) RRRP program for R1 and R2 customers of Hydro
One (as of January 2017) $242M $60.50/month $0 $1.58/month
. e Distribution costs capped at Distribution costs capped at
Sg:t\gﬁ:ﬂfs’fjserzt‘;‘ft?;:;e: f';j;’éi’i‘:r'l"ig Lf:fsfﬁﬂth“e $306-3332M | $64.64/month. Benefit begins at | $55.70. Benefit begins at $2.07/month
P g 1,200kWh/month 955kWh/month.
(2) Increase total RRRP envelope to reduce R2 and R1 $66.61/month
distribution costs at 1000kWh/month to Algoma Power costs $292M (+$6.1 1/month) $4.91/month $1.90/month
at 1000kWh/month ’
(3) Change RRRP program to a volumetric-based tiered
benefit program where rebate will be dependent on customer
consumption levels
(3a) 750kWh or less: $37.65
+ Assume total RRRP program envelope of $300M and (-$22.85) .
distribute to R2 & R1 based on tiered-benefit levels. SRR (EER AR
+ Tiered-benefit levels: divide customer base into 3 equal 750 to 1,200 kWh: $44.74 .
buckets. Allocate $300M to each bucket in proportion to $3a0M (-$15.76) 600kwh to 1,000Kwh: $19.22 $1.90/month
contribution of H1 distribution revenues. .
« Assume fixed current $60.50 rebate no longer applies 1,200 kWh or more: $60.69 1,800teuty.gr wmore: $23.67
equally to all R2 customers. (+$0.49)
750kWh or less: $81.66 (+$21.16) 600 kWh or less: $23.19
(3b)
+ Expand RRRP program envelope and distribute to both R2 & 750kwh to 1,200 kWh:$91.90 600kwh to 1,000 kWh:
R1 customers based on tiered-benefit levels. $542M (+$31.40) $27.76 $3.20/month
+ Tiered-benefit levels determined in same manner as 3(a).
» Assume fixed current $60.50 still applies to all R2 customers 1,200 kWh or more: $114.95 1,000 kWh or more: $37.09
(+$54.45)
*All option costs are inclusive of status quo RRRP, except 3(a) which assumes a phaseout of the program.
**Only if left on ratebase. Will increase based on yearly expansion.
**Based on Hydro One estimates. Consumer benefit is total costs subtract the cap amount.
Note: figures do not include ~§50M in RRRP costs currently supporting Algoma Power and Hydro One Remotes
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CONFIDENTIAL

All RRRP Options — Fiscal Considerations

Ratepayer Impacts

Some consumers with low consumption may still have proportional higher distribution rates. These customers will
experience bill pressures both from the transition to fixed rates and from expected general rate increases (for which
they are responsible for an increasing proportion).

Hydro One distribution rates are expected to climb in coming years. The projected 2017 fixed rates of $64.64 (R2)
and $55.70 (R1) will rise through the transition period. Therefore customers who receive a benefit will still
experience bill increases.

Fiscal Impacts

Having the original RRRP subsidy remain on the rate-base allows for program expansion from the fiscal plan while
avoiding an additional $242M tax-base impact.

Hydro One is expected to submit its cost of service application for 2018 and beyond (3-5 years) in spring 2017. The
rate increases requested in this application could potentially increase the proposed fixed rate significantly, which
would have significant impact on fiscal requirements and ratepayer impacts.

Cost for Hydro One to implement and to upgrade customer billing systems is likely material. Those costs would
ultimately be passed back to the customers of those LDCs.

The Ministry will need to consider how consumption thresholds and/or benefit levels rise alongside the expected rise
in distribution rates.

There is a high risk of entrenching external subsidies, as there is no clear path to transition away from subsidies and
toward a more sustainable, cost-based rate framework.

[
> > . MINISTRY OF
£/~ Ontario Be AR



CONFIDENTIAL

All RRRP Options — Implementation Considerations

+ LDCs would track credit variances in a variance account and settle amounts with the IESO, which receives taxpayer
funding from ENERGY/MoF in the same manner as the 8% rebate happens today.

- While this new program would build on exiting transfer payment protocols in use under the ORECA, it would be
complex for Hydro On to implement, as CIS upgrades are likely needed.

— Depending on the option chose, OEB estimates that the implementation would take at least 6 months or more,
following finalized regulations, given need to change customer billing systems and determine settlement procedures.

 RRRP focuses on ameliorating differences in distribution costs, not the entire Delivery line of the residential bill
which also includes transmission and line loss costs.

+ Eligibility for RRRP is currently determined by LDC density levels. Hydro One R1 has similar density levels to some
other LDCs (e.g., InnPower). Thus if the intention is to limit expansion to just Hydro One R1, a new eligibility criteria
would have to be developed (legal and regulatory risks would need to be explored).

* New legislation would be required to establish this program. Legal and regulatory risks (particularly with regards to

legal authority and to the Ontario Energy Board’s role in setting rates and incenting efficiencies) require further
analysis.

- Some options may impact OEB rate-setting processes and create disincentives towards Hydro One productivity and
performance improvements.

* Providing a tax-based subsidy outside of exiting rate setting mechanism reduces incentives for customers and
distributors to engage on operating costs and capital planning.

« The development of an appropriate program can be initiated through a letter to the Ontario Energy Board via s. 35
of the Ontario Energy Board Act, 1998.
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OEB — LDC Efficiencies and Rates (Performance
Incentives)

CONFIDENTIAL

Regulation

and capital cost avoidance.

factors, broader peer comparisons, and
elimination of ICM.

Option Description Potential Cost Impacts* Timeline** Notes
Strengthen LDC scorecard by o :
connecting to LDC financial B nR R le A entng g bR UK Regulator Ofgem
Performance ; recycled back to customers. A e
) performance through earnings : requires utilities to pay
Standards with . . : Performance penalties would be real, A
sharing or penalties paid to T ; P 1 year consumers up to £50 if
Rewards & periodic on-bill $ reductions. Sq
Penalties il Cost reduction would only occur if reliEbllty: StandeTds are
Ex: SAIDI/SAIFI; OM&A per not met.
standards are not met.
customer
<1% reduction in rates annually, with Incents innovation by
. Revise rate-setting to reflect additional capital investment avoidance. requiring LDCs to provide
Enhanced Economic ; 5 s : ; ot ;
tightening productivity requirements Methods include stronger productivity 1-3 years equal or better service on

less inflation-adjusted
revenue annually.

LDC Collaboration
Incentives

Create regulatory incentives for
LDCs to pursue efficiencies and
service sharing agreements.

Potential to avoid individual LDC capital
investments of up to six figures, plus
additional OM&A tightening.

Actual level of rate reduction dependent
on specific LDC proposals.

1 year for new
guidelines,
savings to be
realized through
LDC planning
process.

LDCs have already
indicated an interest in
pursuing such
arrangements but have
expressed concern on
regulatory barriers and
costs.

Line Loss
Accountability

Create appropriate benefit-sharing
mechanism so LDCs are incented
to pursue line loss reductions.

Potential for 1-3% reduction in
commodity charges associated with
losses.

Requirements dependent on business
cases so costs don't outweigh benefits.

1-2 years

Potential linkages with
related proposal for in-
front of the meter
conservation.

*Note: Dependent on implementation specifics as determined by OEB

**Note: Timelines begin from Ministry approval of OEB LTEP Implementation Plan
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LDC Distribution Rate Changes
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KEY FINDINGS

* Noclear

rates rate riders) have increased by about
24.5% i(mss the Province, with significant variation between reglons and LOCs
(-17% 10 148%).

There is generally no correlation between LDC size or location and distribution
rate increase in absolute or percentage terms.

The current analysis shows no clear between the a
Increase and the absolute rate level (that is, high rate increase LDCs may still
have among the lowest rates, and low rate increases may have higher rates.

between and rates.

* The analysls does suggest that Hydro One has the highest rates, and some of

their customers have seen higher than average rate increases.

NOTES

Rate Calculation: Monlhly residential distribution bill rates, before taxes, are
sed on of 750 kWh, Di charges account for

approximately 23% of the average 2016 residential bill.

All figures calculated by ENERGY staff without input from OEB,

Colours: Colour coding of the map only depicts the change in LDC rate
amounts (i.e. LDCs in red don't necessarily have the highest total rates).

Mergers: Rates for customers in merged LDCs have experienced different
levels of change. For merged entities, the largest LDC in 2006 was used.
An accompanying map focuses on merged entities.

Points In Time: Current analysls compares 2016 and 2006 only, Rates could

have had an uneven trajectory, especially considering regulatory decislons
such as time limited charges/rebates with temporary Impacts.
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Below LDCs had either acquired or metged: (f of merged LDCs)

. Powerstream Inc. ( 5)
Chatham-Kent Hydro Inc.{ 13)

. Verldian Connections Inc.(4)

Guelph Hydro Electric Systems Inc. (2)

. Festival HydroInc. (2)

. Orangeville Hydro Limited (2)

Niagara Peninsuls Energy Inc. (3)
Peterborough Distribution Incorporated (3 )
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