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Electricity Bonds - Asset Securitization Transactions in U.S.:
Long Island Power Authority and Duke Energy

Long Island Power Authority (LIPA)

Duke Energy

Key Terms Up to $4.5 billion, in one or more series/tranches, with $1.283 billion plus bond issuance costs, in one or more
maturity no longer than 30 years. Fixed interest rates for series/tranches, with maturity up to 23 years. Fixed interest rates for
each tranche. Estimated net present value savings to each tranche. Estimated total savings to ratepayers from
ratepayers from securitization: $446 million. securitization: $708 million.

Bond Issuer Special-purpose “public benefit’ corporation created by Wholly owned “limited liability corporation” (structure not available in

statute.

Ontario) of investor-owned Utility.

Covered Costs

Outstanding debt arising mostly from the closing of
Shoreham nuclear power plant.

Costs from early retirement or abandonment of nuclear power plants
and ongoing financing costs.

Collateral Property

Revenues from usage-based “transition charges” (part of
delivery charge) on all customer bills.

Revenues from usage-based Asset Securitization Charge (separate
line item on all customer bills.

Covered Customers

All existing and future grid-connected customers; charges
not by-passable.

All existing and future customers; charges not by-passable.

Issuance Approval
Process

Financing order issued by LIPA setting out the amount and
terms of bond. Public hearings must be held before order
finalized.

Utility petitions for financing order from Florida Public Service
Commission (FPSC), which sets out details of bond issuance,
including amount and terms. Final structure of transaction reviewed
by FPSC for limited purpose of ensuring all requirements of law and
financing order are met.

Status of Bond

Not debt of the State, although State provides statutory
pledge not to impair the value of the collateral property.

Not debt of the State, although State provides statutory pledge not to
impair the value of the collateral property.

Governance of Bond
Issuer

Board of Trustees appointed by Governor

“Bond team” is established by order of the FPSC, which is “visibly
involved”.

Adjustment
Mechanisms

“Transition charges” adjusted annually based on
mathematical formula in financing order, to ensure charges
are adequate for servicing the bond; transitions charges
may increase or decrease depending on variations in
consumption.

Mandatory biannual petition by Utility to FPSC to adjust charges for
any over or under collection, based on mathematical formula
provided in the financing order and estimates of consumption for
each rate class.
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Connecting Today.
Powering Tomorrow.

Independent Electricity System Operator

- 1600-120 Adelaide Streat West
Toronto,ON MSH 171
"t 416 506 2800

February 28,2017 =

Deputy Minister Serge Imbrogno
Ontario Ministry of Energy

900 Bay Street

Hearst Block, 4* Floor

Toronto, ON M7A 2E1

‘Dear Deputy Imbrogno:
Attached are two documents prepared in conjunction with our KPMG advisors. The first outlines
the proposed adoption by the IESO of the guidance in ASC980 Regulated Operations and the
recognition of regulatory assets, as a more appropriate and transparent presentation in our financial
statements.

The second is associated with the potential recognition and de-recognition of the regulatory assets
associated with the IESO’s role under the Global Adjustment Smoothing Account.

The conclusions of the second analysis are based on the structure of the account as the IESO
currently understands it, and may vary depending on the final legislative materials.

We are available to address any questions you may have on these matters.
Sincerely,
Bruce B. Campbell

Attach.

Bruce B. Campbell
President and CEQ

bruce.campbell@ieso.ca

1415 506 2829
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Connecting Today.
Powering Tomorrow.

Independent Electricity System Operator
1600-120 Adelaice Street West
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Wi, e, 23
While Paper - Aduption of the guidance in ASC 980 Regulated Operations

Independent Electricity System Operalor (“LESO™ or the “Company™) is considering making changes in ils
accounting policies to reflect the balances of market participants within the 11 SO-administered markets (see
scparate technical analysis) and the economic impacts of rate regulation, as the changes would resultina
morc appropriate presentation ol cvents or transactions in ils financial statements.

Issuc being considered in this document is: Can the 11550 adopl the guidance in ASC 980 Regridared
Operations (US GAAP in (7458)7

Background and Assumptions
The [acts, circumstances, and assumplions relevant Lo the specilic transaclions are as [ollows:

1. The IESOs legal status is a not-for-profit, non-taxable. corporstion eslablished pursuant 1o Part 11 of the
FElectricity Aes, 1998, TESQ is classilicd as an Qther Governmental Organization and prepares its
financial slalements in accordance with Canadian public seclor accounting standards (PSAB).

X

IESO is rate regulaled by the OEB in accordance with the Electricity Acl, 1998 and the Ontario Encrgy
Board (“OFB7) Act 1998 but currcnily docs not recognize the cconomic impacls of rate regulation inils
general purpose linancial stalements,

3. The IESOis reguired Lo oblain approval lrom the OEB under s, 25(1) of the Electricily Act, 1998 [or the
approval of ils own expenditures, revenus requirement and fees, The last rate approval was obtained on
December 29, 2016

4. The OEB issued a Decision and Order on March 28, 2013 thal permits IESO fo recover the MDMR
vosts (the Smart Melering Charze) (sce Appendix A). .. Costs incurred in the past will be fuliv
recovered through fiture rates)

5. Furthcrmore, in accordance with the Elecrriciry Aler, 71998 and the OFR Jict, 1998, (he TESO has
approved variance accounts 1o recorl all amounts payable or receivable by it in connection with the
amounts paid 1o generators, the Financial Corporation. distributors and 1o ¢ntities with whom the LSO
has a procurement contract. (i.e. costs incurred in the past will be fully recovered through furure rates)

6. The IESO would change its accounting policics to permit the recognition of the cconomic impacts of
rate regulation as from the 2016 financial vear. 1ESO would adopt the guidance of ASC 980 Regulaled
Operations 10 better reflect the economic substance of its operations and enhance the transparency and
accountability of its financial reporting.

_ Apprapriate Accounting Principle

PS2120.02, “a change in an acconnting policy may be made... if it is considered that the change would
resull in « more appropricle presentation of eventy or ransactons in the fincnoial statonents of the
government.”

PS1130.05 =} hen the primary sources of G.LIP do rof deal with the accounting and reporting in financial
statements of transactions or evenls encounlered &v the pubfic seclor reporting entity. or additional
guidance is necded ic apply a primary seurce to specific circumsiances, the sciection of an appropriate
aceounting policy reguires the exercise of professional judgment. In these circumsiances. a public secior
reporting entity should adopt accounting policies and discloswres that are consistent with:

"y
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(a) the primay sources of GALP: and

(b) the application of the concepts described in FINANCIAL STATEMENT CONCEPTS, Section PS
1000."

PS1130.19 “Pronouncements issued by other bodies anthorized to issue accounting standards may be useful
seurces to consult. For example, accounting pronotncemenis published with the anthority of the Canadian
Accounting Standards Board (AcSE), Intemational Accounting Standards Board (IASB), US Federal
Accounting Standards Advisory Board (FASB), US Govermmental Accowniing Standards Board (GASB), or
International Public Sector Accounting Standords Board (IPSASB) are oflen imporio sowrces to consult on
mallers nol covered by primary sowrees of GAAP or for assistonce in applying o primaiy sowrce of GAAP lo
specific circumslaneey.”

PS1130.08 “A public sector reporting enfity consulls sources other tan primary sources of GAAP to assist
i selecting accounting policies and disclosures only when these sowrces comply with poragraph FSi130.05.
The public sector reporting enfite vvaliales sorees i selecting the appropriate aceomniing policies and
dhisclosures based on all of the following criterio:
(a) The specificity of the source — 4 source that deals with the specific circumsiances is likely io be more
relevant than one from which the public sector reporting entity must analogize,
®) The authority of the issuer or author — 4 source issued by an accouwnting standard setter in its own
Jrrisdiction is likely to be move relevant than a source issued by others in the same jurisdiction.
(c) The continued relevance of the source — The passage of time may dintinish the relevance of certain
SOMrces.
(d) The development process for the sonrce — A source developed after extensive consultation and
debote is Bzl 1o be more relevant than a source developed without such discipline.”

FS1150.10 “PSAB considers a source to be consistent with the concepts in paragraph FS 1150.05(b) when
the guidomee in that source is compatible with the (i) qualitative characteristics of finavcial information. (7)
the el of financiel siatements. ond (i) the recognition aned meavinemenl criteriv in paragraph PS
1150.05(b).”

F§1000.58 “In the absence of appropriate public sector recognition and measurenient criteria for
intangibles. oll intangibles. including those that have been purchased. developed, constructed or irherited in
right of the Crowm, are not recogrized ax asseiy in goverment financial siotemantx. The intangthle offen
called "heeman capitol” that embodey ihe talent or intellectuol capital of govenmment vmpluyees is not
recognized as an assef wnder existing accounting principles. ™

P83210.03 “Assets are economic resources controlled by a public secior entity as a result of past
transactions or events and from which future economic benefits are expected to be obtained ”

PS3210.03 “Assets huve three exsentiol characieristics:
(a} They embody fisture economic benefils that involve a capacity. singly or in combination with other
assels, 1o providk goads and services, 1o provide future cash inflows, or 1o reduce cash ouiflows.

(B} The public sector enlity con control the ceononiic resource and eceess (o the funiwe ecconomic
benefits.

(¢} The transaction or event giving rise to e public sector entity’s constrol has already occusred

Issue: Can the IESO adopt the guidance in ASC 980 Regulated Operations?

In accordance with PS2120.02, the JESO can reflect the economic impacts of rate regulation only if it is
considered that the change of accounting policy would result in a more appropriate presentation of events or
transactions in the financial statemants of the government. As mentioned i the Agenda rel. 9A of the IASB
mecting of Februry 20178 rate reaulated entities have long angued that, without recopnizing regulatory
assets and regulatory liubilitics, the entitys performance is distorted by the rate regulator’s intervention in
the imposition of performance obligations on the entity and the timing of cash flows from the ratepayers.

2 hitpesisy w1y org Meelings MeetingDoes TASB 291 T/Febrpary: APO?-Rate-rcgulated-Actvilics. pdl



The recognition of regulatory assets and lizbilities would better reflect the econemic substance of IE3O's
operations and enhance the transparency and accountebility of its financial reporting. For example, during
the peried from 2007 to April 2013 the IESO incurred costs relating to the Smart Meter Program ameunting
10 $90.9 millien. and these costs were expensed and are included in the accumulated daficit. In the absence
of applicable regulatory accounting under PSAS, the IESO wis umable 1o recognize a regulatory assel lor
this charge, despite recciving a rate order 1 recover it over the period rom May 1, 2013 10 Octeber 31,
2018. Should the IESO choose to adopt ASC 980, a regulatory assel for the Smart Metering Charge would
be recognized at December 31. 2016 for an amount of approximately $21.6 millien. which would represent
the remaining unamortized amount that would have been reported if the asset was recognized originally in
2013.

PSAS does not address accounting concepts in a rate regulated environment. Since there is no guidance in
PSAS regarding the recognition and measurement of regulatory assets and liabilities, [ESQ may consider
other sources based upon PSAS 1150.05 in the GAAP hierarchy to determine appropriate accounting
policics in a4 mte regulated environment.

Within AcSE. Accounting Standards for Private Enterprises (ASPE) defines a rate regulated entity but
provides no guidance on regulatory assets and liabilities however requires disclosure of such balances if they
are recognized. 1ASE has not completed thair project on rate regulated activities and current standards only
include a helding standard based upon what was done under provious GAAPR. [Lwill be important for the
1ESQO 1o moniter the IASE s ongoing project on rate regulated activities s this may allect the recognition,
measurement, presentation and disclostres of the regulatory assets and liabilitics. Both FASB and GASE
have guidance on accounting in a regulatory environment. IPSASB does not provide any guidance on
accounting by rate regulated entitics.

It is important to note that rate regulated entities in Canada that prepare their general purpose financial
statements in accordance with US GAAP (e g. Hvdro One and Ontario Power Generation), ASPE (e.g. the
three Fortis subsidiaries in Ontarie), as well as these rate regulated entities that are eligible to elecl 1o apply
the requirements of [FRS 14 and clected to do so when they adopted IFRS fe.g over 80 LDCs in Ontario).
generally all recogmize regulatory delierral and vanamee accownts in accordimes with US GAAPR accounting
principles st cutl ASC 980 Regulared Operalions.

Statement 62 issued by GASB in December 2010 is effective for linancial statements for periods beginning
alter December 15, 2011, The objective of Lthe Statement s te incorporate to the GASE’s authoritative
literature certaim aceounting and (imcial reperting gwdancee that s meluded m the Finaneial Accounting
Standards Board (FASB) Stalements and Interpretations issued on or belere November 30, 1989, which does
not conflict with or contradict GASB proncuncements. Paragraphs 476-500 may be applied to activities
reported in busmess-type activities that have regulated operations that meet all of the three criteria in
paragraph 476 as [ollows:

(2} The regulated business-type activity’s rates for regulated services provided to its customers are
established by or are subject to approval by an independent. third-party regulator or by its awn
goveming board empowered by statule or contract o establish rates that hind customers.

(b} The regulited rates are designed 1o recover the specifie regulated business-type activity™s costs ol
providing the regulated services.

(c) Inview of the demand for the regulated services or products and the level of competition. direct and
mndirect, 1t 15 reasonable Lo assume that rales set at levels that will recover the regulated business-iype
activily”s costs can be charged 10 and collected from customens. This erilerion requires consideration
ol anticipated changes n levels of demand er competition duning the recovery periedd for any
capitalized costs.

The criteria above and the guidance in paragraphs 476-500 are based an ASC 980 Regulated Operations.
ILis alse important Lo note that in its statement of financial posiion, the Ontano Electricity Finameial
Corporation (“OEFC™), which reperts under Canadian public sector accounting standards, recognizes 4 nel
unamortized liability balance for power purchase contracts, as detailed in the summary of significant
accounting policies:



“The lisbility for power purchase contracts was originally calculated by discounting estimated losses over
the life of the contracts. Under the Electricity Restructuring Act, 2004, OETC began receiving actual
contract prices for power from electricity consumers, effective January 1, 2005, and no longer incurs losses
on these power purchase contracts. At that time, the Ministry of Finance estimated that the bulk of the
liability would be climimated over 12 years as existing clectricity contracts expire. As i rcsull. the bulk of
the liability is being amortized to revenue over that period.”

Although this liability is not defined as a regulatory lizbility in the OEFC’s financial statements, the
argument can be made that it substantively meets the definition under ASC 980 of a regulatory liability, as
the OEFC had no further obligation and should have reversed the liability into income. Alter consultation
with the AG at that time, it was decided to amortize the gain over the remaining term of the contracts.

In summary
Rate regulated entities in North Amcrica reporting under US GAAP, ASPE, 1FRS {entitics which have
clected w use IFRS 14) and GASB generally all recognize regulatory delerral and viriance accounts in
accordance with US GAAP accounting principles based on ASC 980 Regwlated Operotions (sce Appendix B
for the accounting [ramework used by the Canadian rate regulated entities).
Fvaluation of Other Svurces of GAAP
When looking 1o other sources of GAAP, PSAS requires the other sources of GAAP Lo be evaluated
1. as to whether they are consistent with accounting policies and disclosure within PSAS,
as to whether they are consistent with the application of concepls in P? 1000 und
us fo atl of the following crviteria:
fa)  Souwrce deals with the specific civcumstance
) Source is issued by an accounting standard seiter
fc)  Source confinues lo be relevant
() Sowrce uses a consultotive process and debberation when developing policies
As required by PS 1150.05(b). we need to analyze whether the concepts in the other source (1.e. ASC 980)

are compatible with the (i) qualitative characteristics of financial information, (ii) the elements of (mancial
statements, 2nd (3i1) the recognition and measurcment criteria in PS 1000,

2
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(i} Qualirative Characteristics of Financial Information

FASB PSAS 1000 Evaluation
Concepts and objectives arc for both | Public, legislators, councilors, FASB considers
business and non-business mvestors, analysts, other governmental units
organizations as well as govemments (par. 14)
governmental units (Concept #4.3 10
43)
Financial reporting should: Financial statements should be Similar
— Be useful in making rescurce relevant 1o the needs of the users and
allocation decisions relizble. Relevance is achieved
= Be usclul in assessing services and | through timeliness, predictability
ability to provide services and accountability value. Reliable
— Be useful in assessing management | information has the following
stewardship and performance characteristics: representational
— Provide information about faithfulness, completeness,
economic resources, obligations, neutrality, conservatism and
net resources and changes inthem | verifiability. (par. 28-29)
(Concept # 4,33-54)




(1} Elements of Financial Statenients

FASB

PSAS

Evaluation

Asvets

Probable luture cconomic benelits
obtained or controlled by the entity as
a result of past transactions or ¢vents.
(Concept 26.25- 34)

Economic resources controlled by a
government as a result of past
transactions or event and from
which future economic benefits are
expected to be obtained. (par. 35)

Essential charactenistics
similar

Liahilities
Probable future szcrifices of Present obligations ta others arising | Essential characteristics
economic benefits arising from from past transactions or events, similar
present obligations of the entity to the settlement of which is expected
transfer assels or provide servicesin | to result in the future sacrifice of
the futurs as a result of past ceemomic benelits with hitle or no
transacrions or events, {Concept discretion to avoid settlement. {par.
26.35-.43) 44
Revenues
Inflows from delivering or producing | Increases in econanlic resources Similar
goods, rendering services or other resulting from operations.
activities that constitute the entity’s | transactions and events of the
central operations. {Concept #6,78- accounting period. {par. 46)
19
Expenses
Qutflows from delivering or Decreases in econamic resources Similar
producing goods, rendering services | resulting from operations,
or carying out other activities that transactions and events of the
constitute the enlity™s contral accounung period. (par. 49)
operations, ({Concepl # £.80-.81)
(i) Recognition Criteria
TASB PSAS Evaluation
To be recognized, an irem must meet | Item must have an appropriate Similar
the definilion of an element of the basis ol measurement, a reasonable
Imancial statements, must be estimate can be made of the
measurible with sullicient reliability, | amount and i€ the item volves
be relevant and be reliable. (Coneept | obtainimgz or siving up [ulure
#5.64) cconomic benelits, it is expected

those benefits will be obtained or

givenup. (pear. 53)
(#ii) Measurement Critevia
FASB PSAS Evaluation
Measurement basis dependentupon | Primarily using historical cost Similar

nature of item. Ilistorical cost basis,
replacement cost, market value.

{Concept # 5.65-.70)

lasis. Replacement cost and
realizable value are also used, but
in limited circumstances. (par. 60)

L=/



Criteria of P§ 1150.08

Criteria

Evaluation

Source deals with the specific circumstance

Yes, ASC 980 Regulated Operations

Source is issued by an accounting standard setter

Yes, FASB

Source continues to be relevant

Yes, still used by rate regulated entities

Source uses a consultative process and deliberation
when developing policies

Yes, comprehensive consultitive process and
deliberation

Evaluation whether regulatory assets meet the definition of Assets as per Section PS3210

P33210 defines assers as “economic resources controlled by & public sector entity as a result of pass
ifransaciions or events and from wiich future economic benefits are expected (o be obiained. ™ {par. 03)

The analysis of the three essential characteristics as defined by PS3210.4 are analyzed in the next tsble,

Characleristics

Additional guiditnce

Commentls

They embody future
economic benefits that
ivelve a capacily,
singly or in combination
with other assets, o
provide goods and
services, to provide
future cash inflows, or
1o reduce cash owttlows.

{par. 4(a))

The essence of assets are therr future
econamic benefits. Assets embody
future cconemic benefits that allow
public scetor entities Lo achicve their
objectives, The futwe economic
benefits embodied in assets involve a
capacity, singly or in combination with
other assets, to provide goods and
services, to provide future cash inflows
or to reduce cash outflows. (par. 11)

The future economic benefits embodied
in an asset may slsa be in the fornt of
generating future cash inflows. Cash
inflows benefit the public sector entity
because cash can be used to purchase or
1o provide goods and services,
redistribute wealth or settle liabilities.
(par. 12}

The economic benefit embodied 1n the
variance accounts (i.¢ regulatory asset)
1s the right 10 celleet the meurred costs
[rom ratepayers in order Lo settle the
lability for the energy already
consumed by the ratepayers.

The cleetrieily Acy, 1998 (“EAT)
scetion 25.33(1) states:

“The IESO shail, through its biiling
and seltlement systems, make
adjustments i occordence with the
regulations that ensure that, over
iime. payments by classes of market
participants i Ontario ihas are
prescrbed by regulation reflecs,

a) amounts paid o generaiors, the
Financial Corporation and
dstributors, whether the amounts
arz determined under the market
rides or under section 78.1, 78.2
or 78.5 of the Ontario Energy
Board Aet, 1998; and

b) amounts paid 10 entities with
whom the IES( has a procurenent
contract, as determined nnder the
procurement contract.”

The public sector entity
can control the
ceonomic Tesouree ind
aceess to the future
economic benefits. (par.

(b))

Economic resources can arise from, but
are not limited to, the following:
government's own legislation {for
example, Lixes, fines and penaltics);
(par. 08(c})

A public sector entity controls the
economic resource and access to the

The economic resources is the right
created by the legislation that the

energy costs 1ESO incurs will result

-Tuture cash flows.

In the regulatory environments,
incurring costs creates an enforceable
richt to set rates at a level that permits

A
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[uture ceenemic bene fits when it 1ES0) 10 recover thase costs. The
adjustment of luture rates is the

i t ic : .
4. can benefit from the economic Tasehaniar e BB st o

resource through its capacity to

provide goods and serviees, to T il
provide luture cash inllows or 1o Currently, the EA scetion 23.33(5)
reduce cash outllows: slates:
b.can deny or regulate access tothese | «The 7ESO shall establish and
benefits by others; and maintam such variorice accomils as
. is expesed 1o the risks associated may be necessory (o record all
with the cconomic resowrce. (par.16) | amounls payveble or receivablz by it
tder this section.”

The legislation would be amended to
permit IESO ta collect specifically the
deferral of the eneray costs and the
related interest and administrative

COSLS.
The transiclion ar event | Itis the ecewrence el a past transaction | The past event giving rise to [ESO s
giving risc 1o the public | or event on or before the Ginancial control occurs as the cnergy cosLis
sector entity's control statement date that distinguishes a mcurred, as IESO has a right to collect
has already occurred. present ¢conomic resource controlled it from the ratepavers.
(par4iN by a public sector entity from an

econamic resource that may be
controlled by i public sector entity in
the future. (par. 25)

The past transaction or event that gives
rise 1o control of an ceenomic resource
resulting from exchange agreemcents or
contracts usually oceurs at the point of
exchange. This arises when
substantially el the benefits and risks of
ownership have been transferred to the
public sector entity and normally
coincides with the disbursement of
[unds, exchange of other assets or
assumption of habiliies, (pir. 26)

Conclusion: The nght 1o collect the deferral of the energy costs and the related interest and administrative
costs meets the definition of assets.

When concepts are in conflict with PSAS then PSAS prevails (PS 1150.12). For example, PSAS does not
recognize intangible assets (PS 3150.03, .14 and PS1000.58). So if regulatory assels are censidered to be
intangible assets, they would not be allowed lo be recognized through ancther souree of GAAP.

It is worth noting that the economic impacts of rate regulation are not recognized under TS GAAP as
intangible assets as the FASD has specific guidance to deal with this type of asset. [t is also worth noting that
the IASB has an engoing project on rate regulated activities and are currently developing an accounting
medel based on the principles of TFRS 13 Revemie from confracts with eustomers Lo provide a principle-
bhased framework lor recogmzing regulatory assats (sce Agenda Rel. 9 for the TASB mecung on February
23, 2017). Furthermore, the Summary Comment Letter Analysis related te the EIXZ0097 on Rate Regulated
Activities published by the IASE in July 2009 states on page 2 of 50:

“The Internatioral Financial Reporting Interpretations Commitree {"IFRIC™) ohserved that it had previcusly
discussed whether a regulatory asset should be recognized in the context of service concession

arrangements, ither as deferred costs or as an intangible assetto reflect an expectation that the entity will

A
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recover these costs as part of the price cherged in future periods. It had concluded thar entities applying
IFRSs should recognize only assets that qualified for recognition in accordance with the IASD’s Framework

for the Preparation and Fresentation of Finanicial Statements and relevant accounting standards, such as

TAS 11 Construction Contracts, TAS 18 Revenue, [AS 16 Property, Plant and Equipnient and TAS 38
Intangibie Asvels.”

Entities that are not eligible to elect to apply the requirements of IFRS 14 do not recognize regulatory assets
because in 2009 the ITFRIC determined they did not meet the criteria for recognition of an intangible asset under
TAS 38, i

Therelore, we cun conclude that ASC 980 15 NOT m conlhicL with S 3150.03, .14 imd PS1000.38 with
respect o ntangible asscts.

Conclusion: ]

FASB is approprialc to use as “olfer source of GAAP . FASB standard ASC 980 has extensive guidance for
rate regulated entitics including the recognition ol regulatory assets and use of mte regulated accounting by
IESO weuld be consistent with current reporting practices of H1, OPG and OEFC.
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Appendix A:

Extract from the “DECISION and ORDER issued by the OEB on March28, 2013" available
on the JFRS website

Proceeding on the Ontirio Energy Board's ewn metion 1o review the eptions for and ultimately determine
the apprepriate allocation and recevery of the Smurt Metering Charge pursuant to section 19 of the Ontarie
Energy Board Act, 1998,

TIIE BOARD ORDERS TIIAT:

Effective May 1, 2013, the Smart Metering Entity charge to be levied and collected by the Smart Metering
Entity from all Distributors identified in the Board’s annual Yearbook of Electricity Distributors shall be
$0.788 per month for each Residential and General Service <50kW customers for each distributor. The
Smart Metering Entity charge shall be in effect from May 1. 2013 to Octaber 31, 2013. The number of
Residential and General Service <30kW customers to which the Smart Metering Entity charge will be
applied to shall be in accerdance with the methodology set forth in the Settlement Agreement attached as
Appendix A

hitp-/www ontarjoenergvboard ca‘ceb’ Documents TTR-2012-0100'dec_order TESO-SME 20130328 pdf
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Appendix B:

Extract from the “Accounting Standards Advisory Forum Agenda Ref: 3A dated September 29,
2016” available on ihe IFRS wehsite

Canadian Rate-regulated Entitics

18.

The accounting framework landscape for Canadian rate-regulated entities is currently diverse. For
annual periods beginning on or after January 1, 20135, rate-regulated entities that are Canadian
publicly accountable enterprises are required to apply IFRS. Rate-regulated entities that adopted
IFRS for the first time after IFRS 14 Regufatory Deferral ccounts was issued continue to
recognize these balances. Government Business Enterprises (which operate to generate a profit or
on a break-cven basis) that are also rate-regulated entities are also directed to apply standards
applicable to for-prefit entitics, and thus apply IFRS.  Cimadian securilics legislation permits dual-
listed entities (i.c., Canadizm entitics akso registered with the 1.8, Sceunitics :md Exchimge
Commission) to apply U.S. GAAP in the normal course. Temporary exemptive relief is also
available from the Canadian Securities Administrators that permits rate-regulated entities thal are
not dual-listed 1o apply U.S. GAAP in place of TFRS. 1 a rate-regulated entity is not a publicly
accountable enterprise or u Government Business Enterprise, adiditional accounting framework
options may also include Accounting Stanctirds for Private Enterprises or Public Sector Aceounting
Standards. A non-GAAP reporting framework is used when legislated by the provincial owner of a
government-owned rate-regulated entity.

As ol December 31, 2015, there were appraximately 125 rate-regulied entities in Canadit. These

entitics mainly range in size from small entities owned by municipal govemments to large investor-
owned entities or entities owned by provincial govemments.

Rate-regulated Entities in Canada
{As of December 31, 2015)
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Standands loo (wWihiR$13)  Acowunting  [STCRegumm)  (Temporary  Framework
Private Standads fxemplive
Enterprises Rellef]
HGovernment-owned B Government-ovmed B Imvesice-cnned 3 Cther
{overnmentBusinessknterprise} [other povernment enterprise)

Source: Information compiled based on audited financial statements for fiscal
vear 2015, or information from rate filings that confirmed the accounting
framework used by these entities. Due to data collection constraints, the
population could be slightly larger.

20.  The chart sbove highlights twa key points:
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(a) The majority ol investor-cwned entities have chosen US. GAAP over IFRS. A few entities that
are nol reperting issuers apply Accounting Standards for Privite Enterprises. Both LS.
GAAP and Accounting Standards for Private Enterprises permit the recognition of balances
arising from rate regulation. Several entities that apply ULS. GAAP have told us this choice was
influcnced by the need w provide their users with Ginancial statements that accurately reflect the
¢conomics of their business. Futher, some entities presenty using the temparary exemptive
relief described in paragraphl 8 have said they are considering incurring the cost and effort
necessary to become a registrant of the 11.S. Securities and Exchange Commission in erder to
have the permanent ability to apply U.S. GAAP. While such a decision could be primarily for
business reasons such as the entity expanding its aperations into the TLS., it could alsobe
attributed to the contimuing uncertainty about the ultimate outcome of the JASDH's Rate-
regulated Activities project and the approaching expiry date of the securities regulators’
exemptive relief.

(b) Public sector entitics that are Govermment Business Enterprises tend 1o apply IFRS. The
majority of these entities is made up of several large provincially-owned utilities, and many
small municipally-owned local distribution utilities that do not issue debt or list in the ULS.
stock market, and are net subject to Canadian securitics legislation. As a result, they cannot
apply ULS. GAAP. As shown i the chart, many ol these enutics adopted TERS for the first
time aller the 1ASE issucd IFRS 14, which allowed them o continue their previous secounting
practices for rate-regulated activitics.

21, Within the pool of government-owned rate-regulated entitics, there are entitics that do not meet the
charctenistics of Gravernment Busimess Enterprises and are reguired 1o apply Public Sector
Accounting Stmdards.

22.  The data on the different accounting frameworks in Canada is unique. [t demonstrates that when
given a choice, rate-regulated entities select an accounting (ramework that captures the effects of
rale regulation on their finsamcial position :nd tmeamcial performance in order Lo communicale more
dewision-wselul information Lo users.
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W hite Paper on the Provinces proposed Global Adjustment Smoothing Account

Below is a summary of TESO’s preliminary views on the implementation of the Provinee’s proposed Global
Adjustment Smoothing Account.

Understanding that the finalization of the legal terms, the financing structure and other detailed terms will take
several months and will involve collaboralion between legal counscl. parties involved and other staheholders, this
letter is intended to provide the guideline and framework which could formn the foundation of the plan.

Issues being vonsidered in this document are;

Issue #1: Can the IESO recognize deferral or vanance accounts related 1o the annual Global Adjusiment Smoothing
Account as a regulatory assel on ils slalement of linancial position?

Issuc #2: Can the IESO derecognize lhe deferral or variance accounts relaled lo the Global Adjusiment Smoothing
Account upon sale to the OPG Irust?

1.  Recognition of regulatory assets (deferral and variance accounts)

Background and Assumptions for issuc #1

The facts, cir cs, and plions rclcvant to the specific transactions arc as follows:

1. The TESO's legal status is a nol-for-profil, non-faxable, corporation established pursuant to Part IT of (he
Llectricity Act, 1998, IESO is classificd as an Other Governmental Organization and preparcs its financial
statements in accordance svith Canadian public sector accounting standards (PSAB).

2. IESOis rale regulated by the OEB in accordance with the Electricity Act, 1998 and the Onfario Encrgy Board
(*OLDB™) Act, 1998 but cwrrently does not recognize the economic impacts of rate regulation in its gencral purpose
financial statcments,

3. 1he LESQ is required to obtain approval from the OLB under s, 25(1) of the Llectricity Act, 1998 for the approval
of its own cxpenditurcs, revenue requirement and focs. The last rate approval was obtained on December 29, 2016,

4. The OFB issucd a Decision and Order on March 28, 2013 that permits TESO to recover the MDMR costs (the
Smart Metering Charge) (sce Appendix A). (.e. Costs incrored in the pastwill be fully recovered through
Jiuture rates)

5. Furthermore, in accordance with the Rlectricity Aer, 1998 and the OFB Acz, 1998, the TESO has approved
variance accounts 1o record all mnounts payable or receivable by it in connection with the amounts pad to

generators, the Financial Corporation, distributors and 1o entities with whom the [ESO has a procurement
contract. {i.c. costs incurred in the past will be fully recevered through furure rates)

6. Lhe province is contemplating deferring the recovery of a portion of the annual Global Adjustinent Smoothing
Account (comprised primarily of the clectricity costs paid to the gencrators) over a period of 25-30 vears, so that
costs incurred would be fully recovered throush future rass.

7. The Electricity Act. 1998 and the OER Act, 1998 would be amended through legislation to require the deforral of

the recovery of the Global Adjustment Smoothing Account and the future recovery in rates charged (o
cuslomers.

Yhp: e rds ontarioenerpyboand e riwehdrawer.dllswebdrawers
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8 The OEB would grant generic deferral or variance accounts to capture the dilference belween the amounts paid
1o generaters and others, and the amounts collected in rtes. Furthenmore, the interest and anellary costs related
1o the contemplated tnmsaction would also be included in Mudure rates charged 1o customers. In summary, the
legislation would create a right 1o colleet the incured cost

9. The [ESO would change its accounting policies to permit the recognition of the economic impacts of rate
regulation as from the 2016 financial year. IESO would adapt the guidance of ASC 980 Regulared Operations w0
better reflect the economic substance of its operations and enhance the transparency and accountability of ils
linancial reporting.

Appropriate Accounting Principle lor issue #1
ASC 980 Regulaled Operations

—  9RQ-10-13-2 “The guidance in the Regnlated Operations Topic applies 1o general-purpose external finwscial
statemenis of an enrity that has regulared operarions that meer all of the following crizeriaz

{a) The entity’s rates for regulated services or products provided to its cusiomers are established by or are
subiect to approval by an independent, third-pary regulator or by irs own governing board empowered
by statute or contract o establish rates that bind cuistomers.

(h) The reguloted rales are designed 1o recover the speeific entity's costs of providing the regulated services
or products. This criterion is intowded io e applizd o the substance of the regulation. ragrer then iis
Sform, If an enitily’s regufated rates are based on the costs of a group of entities ond the ensily is so large
in relation to the group of entities that ils costs are, in essence, the group’s costs, the regulation would
meet this critesion for that entite.

e} Inview of the demand for the regulated services or products and the fevel of competition, direct oud
indivect, it is reasonable to assume that rates set at fevels thar will recover the entity’s costs can be
charged to and collacted from customers, This criterion requives consideration of anticipated changes
in feveis of demaid or competition during ihe recovery period for umy capitalized costs™

—  980-10-20 Glossary, Delinition of incurred costs “/ cost avising from cash paid out or obligation to pay for an
acguired szl or service, a loxs from any cause ot has been sustoined wad bos bean or must be paid for.”

= 9R0-10-05-8 ~Unless an accownting order indicates the way a cost will be handled for rate-making purposes, it
causes no economic effects thel would jusiify deviation from the GAAP applicable 1o business entifies in
general. The nere ixuance of en eccouniing order nol lizd lo rale lreolment dovs not change an enlity’s
economic resources or obligations. In other words. the economic effect of regulatory decisions - not the mere
existence of regulation—is the pervasive factor that determines the upplication of GAAP. 980-330 — Other Assets
and Deferved Costs. ™

—  980-340-25-1 “Rale aclions of a regulofor can provide reasonable assurance of the eistence of un assel. An
entify shall capitalize all or part of an incurred cost tiat would otherwise be charged o expense if both of the
Jollewing criteria are met:

(a) It is probable (as defined in Topic 450) that fiture revenue in an amount at least equal io $1e capitalized
cost will resull from inclusion of that cost in allowable costs for rate-maling purposes.

(b) Based on available evidence, the futire revenue will be provided to permit recovery of the previously
incurved cost rather than to provide for expected levels of similar fitture costs. If the revenne will be
provided thvough an automaric rale-adjusmient clase, this eriterion veguires that the re, guf.-z:or'\' tindert
clearly be 1o permit recovery of the previonsly incurved cost

A cost thal does not meel these assel recognifion criteria al the daie the cost is incurred shall be recognized
as a regtdatory asset when it does meer those eriteria at a later date.”
= 980-330-40-1: ~If at any fime air entily's marred cost yno longer mezis the eriteria Jor the capitalizaiion of on
incurred cost (vee paragraph 980-340-23-1). that cost shall be charged 1o earmings.

Gl



- 980-350-50-1: “[it some cases. a regulator may peymit an entity to include a cost that wonld be charged to
expense by an wiregnlaled entity as an ollowable cost aver o period of ime by omortizing that cost for rafe-
maiing purposes. bul the regulaior dozs not fnchsde the wirecovered amowi i the raie base. Thol procedure
does not provide a reinm on investment during the recovery period if recovery of such major cosis is provided
without a refurn on investment during the recovery period, the entily shall disclose the remaining amounts of
such assets and the remaining recovesy period applicable to them.”

—  980-340-55-2: “In some cases. u regulator may opprove refes that are intended o recover an menrred cost over
an extended period without a retumn o3 the wirecovered cost during the recovery period ”

—  980-330-55-3: “The regulator’s action provides reasonable assurance of the existence of an asset (see
paragraph 980-340-23-1). Accordingly, the regulated entiny would capitalize the cost and amortize it over the
period during which it will be aifowed for rate-moking purposes. That cost would not be recorded at discounted
present velue. Jin vxeeprion fo this generol rile is provided for costs of abandoned plonts.”

Issue #1: Can the IESO recognize deferral or variance accounts related to the annual Global Adjustment
Smoothing Account as o regulalory assel on its statement ol linancial position?

US GAAP includes special accounting provisions that are applicable to entities with activities that are subject Lo rate
regulation (see White Paper - Adoption of the Guidance in ASC 980 Regulated Operations). The result is that rate
regulated entities are required to recognize regulatory assets and lizbilities provided the following three criteria are

ol

met:

Criteria Comment Evaluation
The enlity’s mttes for regulited services or | TESO has unrecogmized vanance accownts | Met
products provided o its customers are related 1o the MIDMR (smant meters), that
established by or are subject to approval | have been approved by the OEB in
by an mdependant, third-party regulater or | accordance wath the Electrizity Act and
by its own governing bourd empowered | the OEB Act {see Appendix A).
gi:?ﬂg‘ ::st;o;;n:l Gl important to note that Hydro One and
OPG are beth consefidated into the
provinee”s books, are both regulated by
the OEB and their respective regulatory
assets and liabilities are reported in the
province's books.
The regulated rates are designed to Currently, the rates approved by the OEB | Met

recover Lhe speailic entity’s costs off
providing the regulated services or
products.

are designad to recover the TESO's costs
ol providing the regulated services and the
pass-threugh related to the energy
purchased from the generatars.

The contemplated transaction is based on
the fact that the OEB would grant generic
defermal or variance accounts to capture
the dilference between the amounts paid
1o generators and others, and the amewnts
collected in rates. Furthermore, the
interest and ancillary costs related to the
contemplated transaction would also be
included in future rates charged to
customers. In summary, the legislation
would ereate a ight 1o colleet the incurred
costs.




In view of the demand for the regulated
services or products and the level of
competition. direct end indirect, it is
reasonable 1o assume that rates set at
levels that will recover the entily's costs
can be charged o and collected rom
customers. This criterion requires
consideration of anticipated changes in
levels of demand or competition during
the recavery period for any capitalized
costs,”

Since the deferral or variance accounts
would be sold to the OPG Trust at least on
a monthly basis and cash would be
received on the same day. this criteria
would be met

This criteria would need robe monitored
on a vearly basis to ensure that IESO and
the OPG Trust would be able 10 recover
the fuure deferred amount tiking inte
account the levels of demumd or
competition during the recovery pericd.

Met

Conclusion: The three criteria would be mert.

Conclusion: Based on the assumptions mentioned above, IESO should be able to recognize a regulatory asset for the
deferral of the annual Global Adjustment Smoothing Account. As mentioned in the ASC 98) guidance above, itis
important that an accounting order be issued by the OEDB which indicates the way the incurred costs would be
handled for rate-making purposes as the OER's action provides reasonable assurance of the existence of a regulatory

Ll

assel.
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2. Derecognition of regulatory assets (deferral and variance accounts)
Background and Assumptions for issue #2

The facts, circumstances, and assumptions relevant to the specific transactions are as follows:

1.

w

The annual Global Adjustatent Smoothing Account that would be deferred inthe deferral or variance accounts
(the “Asset”) would be significant.

The IESO does not currently have the financial capahallt\' to finance the Asset and is contemplating se]lmg the
Assel to a Trust 10 ke sct-up by OPG {the “OPG Trust

The OPG Trust would be consolidated by OPG.
Proposed terms of the sale agreement between the IESO and the OPG Trust:

The sale contract would be structured as an absolute sale, which would assign future econamic benefits or
cash flows related to the Asset exclusively to the OPG Trust.

The arangement would be structured whereby there is no recourse or obligations remaining of IESO related
to the Asset.

The arrangement is not considered to be a financinge ransaction as IESO would have no obligations to the
OPG Trust after the Asser is sold to the OPG Trust.

IESO would not retain any rights or benefits from the Asset.

IESO would not have any rights to interest or penalties on the Asset once it hes been transferred to the OPG
Trust.,

The contract would be clear that IESO cannot pledge the Asset as collateral to obtain future cash flows or
financing.

1ESO would continue 1o collect rebited cash flows on the OPG Trust’s behall and remit those cash flows o
the OPG Trust without material delay. In addition, IESO would not be entitled to remvest such cash flows,
except for investments i cash or cash cquivalents during the short settlement period from the collecton
date to the date ol requited remiltance Lo the OPG T'rust, and mterest camed on such cash and cash
equivalents is passed to the OPG Trust. The contract would define [ESO's role strictly as that of agent,
urxler a pass-through arrangement.

Servicing, ongination, and arrangement fees, would be collected by 1ESO inrates charged to ratepayers as
part of its market dealings.

The Assct would be sold 1o the OPG Trust at leist, on a monthly basis and cash would be received on the
same day.

Appropriate Accounting Principles for issue #2

Public Sector Accounting Standard (“PSAST) 3210, Asseis, delimes ansissel as .. veanomic resources controllzd by
a goverument as a result of past Imnsacxwm or events and from which fisture economic benefits are expected fo be
cbrained™ [par. 3]

04

"3

dssers Bave three essential characteristics:

(a) they embody future economic benefils that involve a capacity, singly or in combination with other assels,
to provide goods and services, to provide fiture cash inflows, or 1o redce cash onutflows;

(b the public secior entity cait control the economic resource aind access 1o the fulure economic benefits;
and

fci the iransaction or eveni giving sise fo the public sector entity’s control Fras afready occurred. ™

“"Control of wr economic rescurce and of access 101 the funsre econoniic benefits are essential characteristics of

an assel, Whereas possession or ownership is not.”

“A public sector entiiy may act as rustee when it administers trusts on belialf of the beneficiaries specified in

the agreement or statute. As trustee, the public sector entity merely administers the assets, following the terms

2



6l

and conditions set out in the agréemem. It dees not control the asset because it does not have access to e
Sulure economic benefits. Those bengfits flow lo the bengficiaries. ™
As noted in PS5 1000 Financial statement concepts:

.37 “dnitem is not an asset of o government if it lacks one or more of the essential characteristics listed in the
preceding paragraph. Thus, for example, an item does nol gualify as an ussz! of a goverment if the ilem
frvolves:
fa) no future economic benefit;

(B) futrz veononric benefit, bul the government cannal ablain ii or
fc) funive econonic benefit that the government may obiain, but the eveits or circtmstances ihat give the
govemment control of e benefit have nor yet occurred.™

As neted in P83450, derecognitien ol a fmameial Lability:

042 "4 government should renove a fmancial liahility (or part of a financial lability) from s statement of
[mencial position when, end onfy when., it is eetingiizied (Le., whan the obligaiion specified in the contract is
discharged or cancelled or wpires).”

043 A financial Lability (or part of a financial Liubility) is extinguished when the debtor either:

(&) discharges ihe labilite (or purt of i) by peying the credifor. normealls with cashy, other fnendal ossels.
goods or services: or

(b) is legally releused from primary responsibility for the labilite for part of 1) either by process of law or
by the creditor. (When the debior hos given o gueronlee. tis condition may stil be mel.) ™

046 “Paymeni to a third party. Inciuding a brust (sometimes called "in-substance defeasance”), does not, by itself,
refieve the deblor of its primary obligolion to the credsior i the absence of legal release.™

047 “Ifa debior pavs a thivd parly lo assunie w3 obfigation and notifies ils ereditor that the third party has
assumed its debt obligation, the deblor does net derecognize the debt obligation, unfess the condition
paragraph PS 3450.043(b} is met. If the debror pays a third party 1o assume an obligation and obtains a legal
release from its creditor, the debtor has extinguished fhe debt. However, if the deblor agrees fo make

payments on the debt 1o the iivd pariy or divect to the original creditor, the debtor recognizes a new debt
ohligation to the thivd party. ™
Issuc #2: Can the IESO derecognize the deferral or variance accounts related to the annual Global
Adjustment Smoothing Account upon sale to the OPG Trust?
PS3210 does not specilically address the derecognition of a regulatory asset as the concepl of a regulatory asset does
nol exist under PSAS.
As mentioned above, regulatory assets do not meet the definition of intangible assel or financial asset Specifically,
regulitery asscls do not mect the definflien of (inancial asset because they are mposed on customers through the
tanll {i.c., imposcd by the OEB) sind do not represent a right Lo receive payments rom another pirty as a result of a
contracl

More generally, PSAS.3210,37 suggests that an asset would no longer be recognized when it fails to meet the
definition of an asset.

Based on PS1000.37(b), an item does not qualify as an asset of a government if the item involves future economic
benefit, but the government cannot obtain it.

Based on the assumptions mentioned above, the legal title of the Asset would be transferred to the OPS Trust, as
well as, ALL risks and rewards, mcluding the following:

—  the contract would define IESO's role strictly as that of asent, under a pass-through arrangament;

- all cash flows related te the Asset would be transferred without material delay to the OPG Trust;

— rights to interest or penalties on the Asset would be for the benefits of the OPG Trust;

— IESO cannot pledae the Asset; and

— norecourse or obligations remaining of IESO related 1o the Assel.
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IESQ should also evaluate whether the sale of the Asset should in fact be considered as a borrowing arrangement. Tn
the absence of detmled guidance on this subject, we can analogize to the suidance in PS3430 Financial Instnmsents
for the derceagnition of a financial Bability. Par. 43 stues thit *A1 financial Fabilite (or part of @ financial liabifity)
is extinguished when the deblor is legally released from primary responsibility for the Liability (or pori of 1) eitfer
by process of law or by the creditor. (When ihe deblor has given a guarantee, this condition may still be met,) ™
Dased on the assumptions mentioned above, since the legal title of the Asset would be transferred to the OPG Trust,
as well as, ALL risks and rewards, it can be concluded that the sale of the Asset is not a borrowing arrangement.
Conclusion: Based on the proposed terms of the sale agreement between the TESO and OPG Trust mentioned above,
the deferral or vaniance accownts would be derccognized at 1he point where the TESO would derive no luwe
ceonomic benelit from it This would oceur where the 1ESO ultimately transters the rights, risk and rewards related
to those deferral or variance accounts 10 the OPG Trust. This would occur on the receipt of cash from the OPG Trust.
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Appendix A:

Extract lrom the “DECISION and ORDER issued by the OKB on Aarch 28, 20137 availuble on the
IFRS website

Pracecding on the Ontario Energy Board's own motion 1o review the optiens for ;and wiimately determine the
appropriate allocation and recovery of the Smart Metering Charge pursiemt to section 19 ol the Ontario Energy
Board Act, 1998,

THE BOARD ORDERS THAT:

Effective May 1, 2013, the Smart Metering Enlity charge to be levied and collected by the Smart Metering Entity
from all Distriburers identified in the Doard's annusl Yearbook of Clectricity Distributors shall be $0.788 per month
for each Residential and General Service <30kW customers for each distributor. The Smart Metering Entity charge
shall be in effect from May 1, 2013 to October 31, 2018, The number of Residential and General Service <S0kW
customers Lo which the Smart Meterning Entity charge will be applicd 10 shall be in accordance with the methodology
set Lorth in the Seutlement Agreement attzched as Appendix A

higp:swww. ontaricencravhoard cdeeh! Documents EB-2012-01000dee erder 1ESO-SME 20130328, pdl’
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February 27,2017

Myr. Sexge Inbregno
Deputy Minister,
Minisky of Evergy

4* Floor, Hearst Block
200 Bay Streat
Toronts, Ontario
M74 2E1

Dear Deputy:

Below is asunmnary of OPG’s prelininayy views onthe implenentation of the Province’s propesed
Global Adjustrrent Smoothing Account and financing structare. These views are contingent on the
proposed tenms and conditions thatwreze sent to the Ministry of Exergy onFebraary 21, 2017.

Understarding that the finalization of the legal terms, the Trust inderdures, financing shructure and
other detaled texms will take several months and will mvolve collaboration betweenlezal coarsel,
inpat fiom capital narkets, parties involved and otherstakeholders, thus letter is mtandad to provide the
guideline ard framework which could form the found ation of the plan.

Please do rot hesitate o contact me ifyon have any questions regarding this swmmary.
Sircerely,

Mr. KenHartwick

Clief Finarcial Officer and Sexdor Vice President, Firarce
Ontario Poarer Gereration

W 416-592-6985

C: 547-544-8985

kenhartwich@ opg.com

cc. Jeff Lyash, Presidext and CEQ, OPG

~mears to achieve its policy goals. The Province is proposing to femporarily reduce the amount.of the

Background:

The Province has indicated that it will take steps to :educe electricity bills in the neay term. Ithas
identified reductiors in the Global Adjustment Charge (GAC) charged to elechricity custorers as 2

GAC charged to electicity customers (primanly RPP-elighle custorers). The exact uartumand
durationof the programis sill not knownbutbased ondiscussions with the Province GAC charges of
approdnately $2-5B peryear for the rext 5-10 years would be deferred and collected over fitare
periods cormuencing after the deferral period. A conbinationofserior debt and subordinated debt
(mainly sourced by additional equity fom the shareholder) would be issued to find the amourt
defirred. The financing cost of the debt and othercosts of nmming the prograrmvrould form part of the
amounts recovered from cusfomers over the texm of the program.

The Provirce has requested that OPG administer the GAC deferal becase of OPG’s participation in
the market, rgulatory knowledge and the potertial sbility o consolidate the activity axd accounting
with OPG. Giventhe sizrificant amoantof firancing required for the GAC deferral, OFG has
developed a fxancing stuctare (depicted below) to:

+ mshict the risk o OPG;
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*  maximize the cost-effectiveness of the Trust or the Special Purpose Vehicle (TSPVT)
tirancing vehicle, and
e allow for conselidation inte ORG financial statements,

The success of this structure is dependent on achieving 4 number of objectives which are reviewed in
the following sections:
A, Ability 1o Recopnize an Asset and Record Revenue
Ability to Comsolidate the SPY into QPG
Abality 1o Finance
FExternal Assessment
Risk Summary

mong

All of the pereentages shown m the graphic below are imndicative 2nd will be highly dependent on the
legaslation that the Province wall enact:

Cute
I acaom L8 o 54
Pareing w3 rane X,

oPG Customers

Process:

The IESO will effectively sell the “right to collect” deferred funure revenue from ratepavers (GA
Recovery Right asset) to the SPV in return for cash proceeds. Tn order for the SPV to purchase this
asset the SPV will ohtain the financing from two key sources: 51% directly from capital markets and
49% as subordinated debt from OPG. OPG will abtain 4424 of this financing as an cquity injection
from the Provinee and 5% [rom capilal markels.

A. Ability to Recognize an Asset and Record Revenue

Accounting Requirements under Tnternatienal Financial Reporting Standards (TFRS)

13 Ttis our understanding that the TESCG and KPMG have concluded that the sale of this ‘right to
collect” [uture revenue (or regulalory assel} 1s not 3 inancing irmsacten and will net be recorded
as a financial liakility. Based on that conclusion, the right to collect will be accounted for as an
intangible asset m the SPY.

2) Tnorder to the SPV to record this right as an intangible asset, the right must meet the following
conditions:
*  The intangible assct must be scparable and arise from a contractual or legal right {i.e.
manduted by the Legislation and SPV Indenture Agreement).
e The SPV must have the contral and power to abtain future sconomic benefits from the
miungible asscl
*  The SPV must be able to demenstrate that the intangible asset is purchased at fair value.

Page 2
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3) Tn order forthe SPV ta recognize appropriate revenue to offset any angeing costs, the Legislation
must require interest, carrving and administrative costs 1o be paid 1o the SPV on a monthly basis,
This may result in additional ameunts t he deferred to achieve the desired customer impact.

Payment

of revenue to the SPV is also important 1 ser¥ice the interest expenses of the debt.

B. Ability to Consolidate the SPV into OPG under IFRS

OPG “Control’ of the SPV - Accounting Requirements

1} Inorder o meet the sccounting definition of “control’. accounting gadance must be censidered.
‘There are no bright lines to determine whether OPG has exposure, or rights, o variable returns
from its mwvelvement with the SPV, or whether 11 has the ability 1o affict the relums ol the SPV

through its power over the SPV. Rather. all facts and circumstances are considered when assessing

whether an entily has control over another entily. Based on the relevant accounting guidunce
under TFRS, OPG has proposed temms necessary to demonstrate that OPG has eontrol over the
SPV. OPG’s external auditors, Ernst & Young, has provided their concurrence that based enthe
information provided to them to date that the following conditions shauld permit consalidation of
the SPV by OPG.

Dircetive:

i}

pa v

The 3PV must be undenaken by OPG as 8 business initiative on its merits. A
Shareholder Directive isto he limited to direct OPG to investigate the option of
establishing a SPY vehicle to administer. finance and operate the Global Adjustment plan.
The control, risk and rewards of that SPV will determine its consalidation into OPG asa
business enlerprise.

The $PV should net operate in a predetermined way such that OPG does not have
decision-making authority over the SPV’s ongoing activities after its formation ii.e.
should not operate on “autepilot ).
OPG must have the sbility to sppoint and remove the Trustes (or Board of Trustees), with
o velo right by the Province. No party shall have the ability 10 remove OPG from its
role and authority inthe SPV.
The Provinee cannot huve the Aght to veto OPG’s decisions about the relevant activitics
of the SPV. OPG must have the power over the relevant activities ol the SPV and be
cempensated. The relevant activities of the SPY include (but arenol limited to) the
evaluation and decisions on [nuncing allematives, duration, and the siralegy 1o minmize
firancing costs. OPG must have the pawer to establish aperating and capital budgets of
the SPV.
OPG must have the power to determine or change operating and financing policies of the
SPV, which will alfect the variability of risks and returns.
The Provinee or its agencies must not directly or indirectly fund ithrough debt or equity)
mare than 30% of the following:

» TheSPV

e Any of OPG's investments in the most subordinated debt of the Trust
OPG must own greater than 50% of the most subordinated debt and targeted to be no less
than 5% of the tetal debt of the SPV. Such ownership must be financed entirely by OPG
through operating cash flows or external debr, without assistance from Provincial sources.
A quantitative anzalysis should be performed at a later daze to carroborate the
appropriateness of the 3% threshold 10 support that the 5% subordinated debt investment
is sufficient to ahsorl mest of the expected variahility inthe SPV.
OPG must have the ability 10 eam variable returns by exercising its authority, which shall
be accomplished as follows:

T While the rest of the leter refers 1o 1 1096 fnvestment in the o jumivr subordinuted Jebl with OP G owning 5%, 1l should be
noted that OPEG should own more than $0%% of the mest subordinate debt. Tor simplicity. the degree to which OPG's owncrship
beyond Su i not dhown in this Jater.
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a.  The cash flow [rom the restructured esset shall include Interest determingd based
on a relevant benchmark that 1s appropriate relative o the restructured asset, plus
an eppropriate margin consistent with the relevant market and other risks

b.  OPG shall have the autherity to delermme the Inemeing strategy. which will
vary the [imancing costs with the ebjective of enabling the 8PV wachicvc a
more favouzeble retumn compared to the retum from the restrusiured asscl

c.  The STV shall cstablish classes of liabilitics (scnior, subordinated and the most
subordinated). The classes would allow the SFV to delineate financing of lower
risk investment and investment that would bear higher residual risk. The ‘
delinzation would limit OPG's self-funded investment to a reasonable level in
order o allow OPG to remain a seif-sustaining enticy.

d. QPG shall, through its ownership of the most subordinated lisbility, be able to
caplure und retain the pricmg Jillerence between cost of financing und
benchmark for interest on the restructured assct, or any residual rsk off
restructured asset. The targeted retum ol the subordinated lability should be
reflective of the underlyving risks and compensate helders lor aclive management
that would be required.

e. QPG should participate in the detailed design of the above and the SPV
documentation to ensure that it has substantive power and variability, which will
allow OPG s Roard of Directors 1o evaluate the eppormnity as a business
initiative instead of through a shareholder directive.

Nothwithstanding the above. under certain Defined Forced Majeure for emergency events
(22 unlikely credit market event or disruption where it ix not possible to borrow from the
markelat a reasonzble ratel. the OEFC may provide bridge linancing bevorsd the
desianated percentage for a defined period. The relevant renms should ensure that this
lemporary meusure does not detract from the nghts of OPG 1o direct all ol tie relevant
acuvities of the SPV. Additicnally. OPG should not be protected from risk of loss by the
QEFC walh respect 1o 1ts subordinated invesiment, nor should 2t Jose its nght wo denve the
resicual retumns should such bridge linancing be required.

Tegislation

9. The Legislation must require interest, carrving and administzative costs 10 be paid o the
SPY vn a monthly busis, so that the SPV is able ko recognize appropriate revenus lo olfsct
any engoing Costs.

10. The Legislalion must dictate the manner in which the restructured asset would be
determined, collected, and the peried of callection, so that the determination of the
restructured asset will not be subject to the Provinee's decisions on an ongoing basis, but
determined basad on a formula Alternatively, the Legislation may allow for an
adjustment to the pre-determined deferral farmula hased on specific parameters that
waould limit the adjustment 1o the restructired assct. Adjustments bevond the specilic
parameters would require approval by the Board of Trustees.

11. The Legislation must be writfen to avoid legal or constitutional challenges and be
irrevocable to reduce the cost of borrowing and with a specific formula which determines
the deferral amount. As irrevocability would be difficult under Canadian law one
mitigation would be 10 provide a Provincial guarantee which only applies with
cancellation or amendment of the leaislation.

12. The spirit of the above terms should be reflected in the SPV Indenture Agrecment as well
as Legislation, wherever possible.

2} TheTrust1s expected 1o be nanced us follows:
®  51% senior secured debr from external markets
»  30% senior subordinated debt [rom OPG (via Province equily injeclion into OPG)
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G

o 10% junior suhordinated debt from OPG (3% from external markets and 5% from Province
equity injection into OPG).

When assessmg control, an investor shall consider the nature of its relationship with other partics
und whether those parties are acting on the myvestor's behall {1e. they are “de [xcto agenw™). 10
OPG 1s ussessed 10 be 8 *de facto sgent” of the Provinee, L will compromise the ability Lor CPG o
consalidate the Trust. The splitabove is to mect the follawing conditions to ensure that OPG is
not considered a “de facto agent” of the Province:

e The Province or its agencies must not directly or indirectly [und (hrough debt or equity)
maore than 30% of the following:
= The Trust
= Any of OPG’s investments in the most subordinated debt of the Trust
*  OPG must own greater than 30% of the most subordinated debt and targeted to own no
less than 5% of the total debt of the Trust. Such ownership must be financed entircly by
OPG through operating cash lows or extemal debt, without assistance from Provineial
OUrces.

The Province will need to conchude on whether OPG still meets the definition of a Government
Business Enterprise as defined under Public Sector Accounting Beard standards in order to obtain
the preferred consolidation treatment after the transaction. We also recommend that the Provinee
to undertake the amalysis deemed necessary t confirm the accounting treatment in its conselidated
Public Accounts, including if the recognition of the intangible asset would result in an offseting
liability in the Public Accounts.

Ability to Finance

Property Right or Right to Collect
Tegislative Requirements for Financing
The GA Recovery Right must be structured to encompass the following ¢lements:

Detailed legislative requirenients are specilied m the attachmients as [ollows: w

Right to recover from and hill Oneario electricity customers for (1) the principal amount of GA thaz
is heing deferred, {2) all interest and other finzncing costs incurred in respect of the deferral of the
GA, (3)all fecs, expenses and cther administrative costs associated with such firancing:
Repaymentiamortization schedule as agreed by the IESO and any purchaser of such GA Recovery
Right {or pursuant o 4 pre-delmed schedulefomula that covers all of the purchaser’s principal,
micrest and ongoing [inancing costs on a monthly basisi

Repayment‘amontization schedule must include a true up mechanism to ensure all costs associared
with the deferral can be recovered from customers;

1ESO may dispose of the GA Revovery Right, provided that any such disposition shall be a true
sale and absolute transfer to the purchaser of the TESO s right, title and interest inand te the GA
Recovery Right;

Purchaser will have the right to require the IESO {or uny successor) Lo collect the prineipal amount
ol GA Recovery Right, together with inlerest, finuncing and administration costs, on the sgreed
repaymentamortization schedule;

Right must be irrevecable and, il amended by future goveraments, debt holders have the right off
achion agatnst e government Lo Tecover The amount sulstanding including intered, loes, expenses
and any Jamages resulting lrom the amendment;

GA Recovery Right will not be subject to any set-off, counterclaim or other defence by the 1ESO
or any successor or affiliared entity; and

Vhake certain amendments to the Flectricity Act to allow OPG to implement the SPV financing
structure {e.g. allowing OP to create subsidiarics and holding companies, and to have a bencficial
interest in the SPV, cte). This would provide flexibility to accommodate possible variations to the
[nuncing structure that may be desirable over ume.
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Attachment | T.egislative requirements ta allew deferral of alebal adjustment amounts to be
financeable

Altachment 2 Siatutory amendments

The proposed linancing structure for the SPV is:
Risk Profile Source % of Total Funding
Requirements
Tranche A Senior Debt The least isky | Cupital Markets | 31%
Tranche B Sub Debt In between OPG via QEFC | 3%%
A&C
Tranche € Sub Deht } The mestrisky | OPG via ORFC | 5%
OPG via 3%
Cupital Markels

STV structure is used to accomplish the following:

e SPV holds nght w charge custemers Lor the benelit of debt holders;

e Allows the financing vchicle to be ring-fenced from OPG as an SPV struclure issctup as
generally single purpese cntities with no other operations that could add nisk 1o the SPY, dilule
debt holder rights, allow partics from ether aperations to claim rights to the funure recovery
[rom custemers or allow these other parties to initiate bankrupley procecdings:

¢ Fnahles SPV to potentially get a higher credit rating than GPG:

*  Supports consolidation with OPG provided accounting requirements are satisficd;

This approach supports a number of objectives of the GA Recovery Right:

*  51% external senior debt supports separation of the SPV from the Pravince

* 5% junior subordinated debt establishes OPG's “at risk” equity which supports separation ol
the 5PV fom the Province

e Subordinated debt provides Mexibility to the nancing structure and additioral credil support
10 externz] debt holders

e Subordinated debt sourced [rom OPG {mainly funded by cguity injcction from the Province)
minimizes mpuct on OPG eredil metrics reducing risk of an OPG rating downgrade that could
result in the SPV being consolidated dircetly with the Province as the 8PV would be
considered an anm of the Provinee.

TRecent transactions used as precedents are:

TDiuke Encrev Florida Project Finance LILC

Junc 2016

S series of bonds totalhing USDS1.3E .
Weighted sversge life om 2 10 19 yeurs with inlerest rutes [rom 1.2% 10 3.1%
Credit rating AAA

Liility Debr Securitization Autharine

Sponsured by T.one Tsland Power Authority

March 2016

Amount issued USDS0.6B

Weighted average lile ol 12 years and weighted average yicld of 2.7%

August 2016
Amount issued USDS0LSE

LC

Weighted average lile of 7 years and weighted average yield ol 2.0%

Credil ruling AAA
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Cumulative cutstanding (including previous issuances): T7SDS4.2R

D. External Assessment

Shakerhill Partners, an external advisor, identified the following items in an assessment of the structure

and firanceability of the structure:

(3

The structure is financeable however there arc a number of significant risks to the structure:

= Canadian and Ontario law does not provide the same protaction to property right as exists

in the 178 federal and state constitutions to limit the ability of govemnments to adversely
impair contracts to the detriment of the helder;

= legislation could m itigate some of the risks — deferred recovery asset to be “uncapped”,
regular semi-annual tree up to ensure recavery, Provinee provides sufficient committed
liguidity ta the [ESO so that temporary shortfall in recovery does not affect payments to
SPV, erm of the delerral recovery substantially exceeds the longest maturty of debt of
the SPV and that true-up mechanism take sceount of potential for currency, interest rare
and duration mis-match between the debt of the SPV and the recovery mechanism;

= Size of the program may be too large for Canadian securitization market requiring access

1o the US sceunitization markel
Final maturity of debt should not exceed 30 vears from inception of the program
True up mechanism should be designed such that the forecast of recovery 1s less thun 10% of
the customer bill under downside scenznos 1o limit growth of the deferral balance as a higher
portion of the customer bill increases the political risk to debt holders which could result ina
lower credit rating and polential impuct on Lnanceability
Securitized debt preducts are specialized and price at a premium to other fixed rate
mstruments however a sucoessful program supported by 3 sirong credit ruting this premium
could shrink over time to 8 minor spread over Provincial debt
OPG’s eredit rating should be maintained provided sullicient equity 1s injected 1o mantun
credit metrics
Whle the structuze 15 7ot expected 1o impuct the Provinee there are risks thal the program
could negatively impact the reting agencies view of the Province’s financial management.

E. Risk Summary

Consolidation
Elements of the proposed structure were eslablished to suppornt consolidation of the SPV into
OPG. These items may not be sullicient 1o establish OPG as nisk owner of the SPY and the
SP¥ may necd to be consolidated direatly with the Provinee,

Financeability )
The legislation establishing the structure and the property right for recovering the financing
and associated costs may not be adequate for fmancing purpeses resulting in more expensive
linancing or an mzbility te oblain the regquired external financing.
Cost of Financing
Fulure governments may cnact legislation thul changes the righl of the SPY to recover
amounts from customers.
The nght to recever amounts from future customers must be irevocable and subjeet o [ull
recovery from the gavemment in the event that future gavemments reduce or eliminate the
recovery, A legal structure that is weaker than the precedent US transactions increases the
risk to debt holders and the eost of financing,
Interest rates on bonds in the sccuritization market are higher than cquivalent rated bonds.
Rate for 2 AAA securitization cradit is abour SO bps higher than GOC (rated AAA) fora =
year term.  This difference is attributable to the specialized structure of the bend, smaller
inecstor poel [or this bond, smaller size of the market and higher perecived risks of the bond.
Any regulator inveolvement must not be seen to madify any terms of debt issued or the
property right securing the debt as this weuld increase rislk te debt holders.
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e It may not be passible taissue debt to match the terms of the deferred asset so shorter term
debt would be used which raises risk to re-finance the maruring debr as the market may no
langer be interested in this product. As well. underlying reference interest mtes may he higher
and the market may require & higher spread to invest in this product.

+  With the GA Recovery Right program continuing for 10 years, debt issued over this period is
subject 1o changes in both the underlying reference interest rates and appetite of the market for
this product.

iv.  OPG Credit Rating

Minimizing the impact of significant additional debt on OPGs credit rating is dependent on
higher ERITDA arising from earned income on the G A Recovery Right in excess of external
debr. Ability of the $PV 1o record revenue reflecting the growth in assel value.

»  Potential OPG credit ratmg downgrade if legslutive struclure 15 not adequale o suppont long
term recoverability. inability 10 record revenue from growth in asset value or agencies view
equily injection as debl.

®  CPG credit nating downgrade could result in loss of GBE staws or result in SPY being
consolidated directly with the Provines.

62
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Attachment |

LEGISLATIVE REQUIREMENTS

TO ALLOW DEFERRAL OF
GLOBAL ADJUSTMENT AMOUNTS TO BE FINANCEABLE
The IESO currently has a right to colleet GA monthly rom ralepayers through
provisions in the Efectricity Act. 1998. It is proposed that collection of a certain
portion of the monthly GA be deferred for collection in the [uture, and that the right to
recover the deferred GA from ratepayers be used as a basis for structured
financing#securitization.

The current proposal is for a trust to be created as a financing vehicle (the “Trust™) in
connection the deferred GA. The Trust will [inance the delerral of the GA by
purchasing the night to recover such deferred GA from the IESO for the principal
amount of the GA being deferred. For example. il the amount of GA that is being
deferred is $200 million in a given month, the Trust will purchase from the IESO the
right to future recovery of the deferred GA and the associated financing costs
(including interest and transaction costs) for $200 million in cash.

The Trust is cxpected to finance these purchases from the IESO through a
combination of senior secured [nancing raised in the capital markels and
subordinated financing from OPG (the funding for which will mostly be from cquity
injections from the OEFC/Province).

For accounting purposes. OPG will need to have the ability 1o direct the activities of
the Trust, through a serviees agreement andior through the Trust's constating
document.

Based on securitized financing raised by utilities in the US (backed by utility cost
recovery orders) and the current regulatory framework in Ontario. the legislation in
Ontario would need to be amended to provide the following. al a minimum:

X The IESO will be empowered to create zn asset (the “Regulatory Asset”)

consisting of all right, title and interestin and to:
{a) right to recover from and bill Ontario electricity ratepayers for:

{i) the principal amount of GA that is being deferred for collection;

{ii) all interest and other financing costs incurred in respect of the
deferral of the GA {whether through senior debt rzised in the
public markets or subordinated debt rzised from QPG or others);
and

{iii) {subject to the comments in paragraph 5 below in respect of
OPG’s internal administrative costs only) all fees, expenses and
other administrative costs associated with such financing,
including up-front and ongoing financing costs and any indemnity
payments;
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all on such repavment/amortization schedule as agreed by the IESO and

any purchaser of such right (or pursuant to a pre-delined schedule: formula

m the legislation that covers all of the purchaser’s principal, mterest and

ongoing financing costs on a monthly basis); and

(b) all revenues, collections, claims, rights to payments, money or
proceeds arising from the rights and interests set out in paragraph (a)
above, regardless of whether such revenues, collections, claims, rights
to payments, money or proceeds are imposed, billed, received,
collected or mazintained together with or commingled with other
revenues, collections, rights to payments, payments, money or
proceeds.

2, The IESO may dispose of the Regulatory Assets created from time to time
on such terms as the IESO determines in accordance with the terms of
directives to be issued to the 1ESO from time to time by the Minister,
provided that any such disposition shall be a true sale and zbsolute
transfer of the IESO’s right, title znd interest in and to a Regulatory Asset
to the purchaser of the Regulatory Asset.

3. The Regulatory Assets will not be subject to any set-off, counterclzim or
other defence by the IESO or any successor or sffiliated entity thereof.

4. The legislation will need to recognize the Regulatory Assets a5 amounts
that may be recovered by the 1ESO (e.g. it could be designated as a “GA
Deferral” and would be included in the amounts collectible by the IESO
through the GA collection mechanism, and would include interest and
financing costs).

5. The purchaser of the Regulatory Asset will have the right to require the
IESO {or any successor) to collect the principal amount of GA deferred,
together with interest, financing and administration costs, on the agreed
repayment/amortization schedule. [NTD: In the LIPA securitization rate
order, if the entity that is authorized to collect rates to service the
bonds ends up defaulting, there is the ability to request a court to order
“sequestration” and payments of amounts owing to the owner of the
Regulatory Asset. Consider whether to include a similar right here.
Alternatively, consider whether a security interest over the moneys
collected by the IESO could be provided to the purchaser.]

OEB would be provided with oversight over the internal administrative
costs collected by the Financing Trust. This could be accomplished by (a)
providing the purchaser of the Regulatory Asset with the right to require
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the IESO or a succcssor to collect only the principal amount of GA
together with interest and [nancing costs and third parly fees and
expenses, and (b) requiring the IESO to collect amounts through the global
adjustment and make payments to the purchaser of the Regulatory Asset
with respect to the internal administrative costs incurred by the purchaser
in connection with the purchase and management of the Regulatory Asset
and the Financing Trust, in accordance with the order of the OEB then in
elleel. Under this mechanism, the OEB would be required to review the
purchaser’s internal administrative costs through a streamlined process and
issue such orders in accordance with rules to be prescribed under a new
regulation under the OEB Act. which would clearly limit the OER’s scope
ol review and could establish the basis [or the purchaser to receive an
appropriate fee for its services.

6. In the event that any action is taken or permitted by the Province or any
regulatory authority that limits, alters, or impairs the value of a
Regulatory Asset or reduces the ability of the IESO or the purchaser of the
Regulatory Asset to collect or recover the costs associated therewith, the
owner of the Regulatory Asset and the holders of any bonds or other
securities issued to finance the purchase of the Regulatory Asset, will
have 2 right of action against the Province for any damages suffered as a

result of such amendment.
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STATUTORY AMENDMENTS

Attachment 2

The following is preliminary and is based on owr currenr undersianding of the
proposed striciure and objectives. For example, we have assumed thal the structure

wifl noi entail the inserfion of a new Holdco between OPG and the Province. As these

aspects are refined, some of the suggested amendments described below may not be
needed and orher aspects that we are nor aware of may need ro be considered.
Accordingly, these snggested amendinents are provided for discussion purposes and
are subject 1o change. We would welcome the opporiunity 1o work with OPG and the
Ministry o refining the seope and substance of required legislarive and reguiarory

amendments.

A Amendments to Implement Structure

Certain Flectriciiy Act, 1998 amendments would be needed to implement the
anticipated structure (which we understand. as noted above, would not include a

Holdco), as follows:

- Section 53.1(1): Amend (o permil owning und operaling generalion
facilitics through subsidiarics (not only directly through OPG). Tn
addition. amend to permit QPG to administer. manage, loan moneys to
and have a beneficial interest in, if applicable. Financing Trust.

- Section 53.2: Amend to permit the Minister to acquire, hold, dispose of or

otherwise deal with securities or debt obligations oL. or any other interest
m, OPG or any subsidiarics. This 1s o accommodate possible variations

1o the financing structure that may be desirable over time.

Section 53.8 (new): New statutory section to permit the Minister to enter into

arrangements relating to an exercise of powers under 53.2.

- Section 53.H (new): New statutory section providing that ereditors of
Financing Trust have ne recourse (o the assets of OPG or any of its
subsidiarics (other than Financing Trust. if applicable). In addition.
consideration should be given as to whether the Act should be amended so

that the Financing Trust cannot be wound up or liquidated.

B. Miscellancous Corporate Items te Address

- OPG Articles: Amend the OPGs articles to remove the private company

restrictions.

- MOA with Province: Consider whether any amendments (o OPG’s MOA

with the Provinee are required to contemplate the Financing Trust.

C. Amendments Under Flectricity Act to Implement GA Smoothing
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Based on cur understanding that the global adjustment smoothing mechanism is
infended to benefil residential and small business customers only and that the Minister
will be responsible for determining how much global adjustment smoothing is to be
applied in a given month. if any. amendments to the Rleciricity Act, 1998 and Ontario
Regulation 429/04 (Adjustments Under Section 25.33 of the Act) would be needed to
implement the mechanism, as [ollows:

(i) Electricity Act:

Section B (New): Establish a new power for the Minister to make directives to
the IESO in relation to the global adjustment smaothing mechanism and,
particularly, for purposes of establishing global adjustment smoothing amounts
from time to time (expected to be monthly]. To the extent possible, the
directive power should be drafted so as to limit the ability for a future Minister
to require the IESO to do anything that would materially and adversely affect the
Financing Trust or its lenders. [NTD: While our understanding is that the
Minister would direct this, we note from other materials we have seen that
OPG may instead be recommending a formula approach. Itis not clear what
the formula would look like, where it would be set cut or how it would be
applied and by whom]

- Paragraph 25.33(1): This section says that IESO shall make adjustments
in accordance with the regulations to ensure thal. over time, pavments by
prescribed classes of markel participants reflect amounts paid to OPG,
OFEFC and distributors, as well as amounts paid to entitics with whom
IESO has a procurcment contract. Add new subsection (¢) so as to require
IESQO 10 ensure that, over time. payments by prescribed classes of market
participants also reflect amounts paid to Financing Trust. [NTD: Not
certain this is necded if only to benefit residential and small business
consumers, who are not market participants. May be needed in
refercnce to payments from distributors and retailers|

Paragraph 25.33(2): This section says that distributors and retailers shall
make adjusiments in accordance with the regulations 1o ensure that, over
time. payments by prescribed classes of consumers reflect amounts paid to
OPG, OEFC and distnbutors. as well as amounts paid to enlities with
whom IESO has a procurement contract. Add new subsection (¢) 0 as 1o
require distributors and retailers to ensure that, over time, payments by
prescribed classes of consumers also reflect amounts paid to Financing
Trust.

< Note: As described below, the regulation will need 1o include new
requirements [or the [ESO to record the global adjustment smoothing
amounts in one or more variance accounts and to use those amounts to
offset amounts otherwise recorded in the variance accounts under Section
25.33(3) of the Act. For context. we note:

¢ Section 25.33(3) savs that adjustments under (1) or (2) relating to
electricity consumed by consumers whose rates are delermined by
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the OED under s. 79.16 of the OEB Act (i.c. RPP Customers) shall
instead be made in accordance with the regulations 1o one or more
varianee accounts established and maintained by the TESO.

Section 23.33(4) says IESQ, distributors and retailers shall make
and receive such pavments, set-ofls and credits as may be required
or permitted by the regulations with respect to consumers described
in (3). i.e. RPP Cuslomers.

O

Section 23.33(3) says that IESO shall establish and maintain such
variance accounts as may be needed to record all amounts payable
or receivable by it under 25.33.

(1) 0. Reg. 429/04 (Adjustments Under Section 25.33 of the Act):

Section 1(1): Consider adding definitions for “Financing Trust™ and
“global adjustment smoothing amount™ or such other terms as may be
prelerred. -

Section 1.2(1) (New): Add section providing that. [or the purposes of this
Regulation, the global adjustment smoothing amount for a month is the
amount detenmined by the IESO in accordance with a dircetive from the
Minister under section B of the Electricity Act in respect of the month.
[NTD: See ahove note re use of Minister directives]

Section 1.2(2) (New): Consider adding a scction providing that the IESO
shall publish the global adjustment smoothing amount for a month by no
later than the 10th business day of the following month [to align with
general publication requirements for global adjustment under s. 1.1(2)].

Scction 10(1): Amend formula for calculating Class B GA rate by
subtracting the global adjustment smoothing amount for a moenth from
“M", which is the total amount of the global adjustment for the month.

i global adjustment simoothing amount could be designated as X",
such that the formula would be (M-X-N)/(P-QQ). Define "X" as the global
adjustment smoothing amount for the month as determined by the IRSO in
accordance with the Ministers directive under section B of the Electricity
Act for the month. [NTD: See above note re use of Minister directives]

Section 10.1 (New): Add new section to deal with adjustments under
subsection 25.33(3) of the Act. i.e. in respect of RPP consumers. This
section should require the IESO to establish, within the variance
account(s) it mainlains pursuant o subsection 23.33(3) of the Acl, one or
meore subaccounts in which it shall record the global adjustment
smoothing amounts applicable to the classes of consumers described in
subscetion 25.33(3) of the Act. This scction must also specify that the
IESCQ shall apply the amounts recorded in the subaccounts against the
balances in the variance accounts for purposcs of section 79.16(3) of the
OEB Acl.

Page 14
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¢ Note: This is a key aspect because, when the OEB determines RPP
rates, it must take into account the balances in the variance
accounts established by the IESO under s. 25,33 of the Electricity
Act and make adjustments with a view to climinating the balances
within 12 months. This proposed new section 10.1 causes the
IESO to reduce (in the near term) the variance account balances by
the global adjustment smoothing amounts, as provided by
Finaneing Trust, thereby cnabling the OER to determine RPP rates
that. despite being lower for RPI* consumers in the near term, still
climinate the relevant variance account balances within 12 months.

Paragraph 11(2)2.ii: Amend the formula for calculating the allocation of
global adjustment for a month {o a licensed disiributor thal is a market
participant by subtracting the global adjustment smoothing amount tor a
month from “M”, which has the same meaning as under section 10(1).
The global adjustment smoothing amount could be designated as "X",
such that the formula would be [(M-X-N) x (R1S-T)}(P-Q). Deline ~X~
as suggested under section 10(1). -

- Paragraph 11(2)3: Amend the formula for calculating the allocation of
global adjustment for a month to cach Clags BB market participant by
subtracting the global adjustment smoothing amount for a month from
“AI”, which has the same meaning as under section 10(1). The global
adjustment smoothing amount could be designated as "X". such that the
formula would be [(M-X-N) x UJ(P-Q). Define “X” as suggested under
section 10(1).

Paragraph 16(7)4: Consider amending the description of “Global
Adjustment” thal is required to be included on certain invoices so as to
inform consumers that their portion of the global adjustment for the month
(1) may have been reduced by the application of a global adjustment
smoothing amount from the Financing Trust, or (ii) may include amounts
payable to the Tinancing Trust in respect of global adjustment simoothing
amounts previously applied.

Scction 20(1): This section establishes an obligation for the Ontario
Electricity Financial Corporation and every licensed distributor that is a
market participant 10 give the IESO such information as the IESO may
require for the purposes of the Regulation in the form specified by the
IESO and before the expiry of the period specified by the IESO. Consider
amending to extend this obligation to the Financing Trust.

- Section 20(6): This scction provides that on request by the OEB, the
IESO, a licensed distributor, an embedded generator, a retailer or the
OEFC shall give the OEB such information relating to this Regulation as
the OEB may require, in the form and within the period specified by the
OFR. Consider amending to extend this obligation to the Financing Trust.

Page 15
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D. Amendments Under OEB Act to Implement Cost Recovery for Financing
Trust

Amendments to the Onrario Fnergy Board Act. including amendments to O. Reg.
95:05 (Classes of Consumers and Determination of Rates) and the introduction of a
new regulation. would be needed 1o implement a cost recovery process [or the
Financing Trust in relation o the global adjustment smoothing mechanism, potentially
with limited OEB oversight, as follows: .

()] Ontario Energy Board Act:

Section 78(3.3): This provision establishes an obligation for the OEB, when
determining rates for the retailing of electricity, to take into account balances in
variance accounts established under section 25.33 of the Electricity Act and to
make adjustments “with a view to eliminating those balances within 12 months
or such shorter time periods as the Minister may direct.” Consider whether any
amendments are needed, and confirm this works with the framework being
proposed.

Section 78.7 (New): We understand that the Province may want the OEB to have
an oversight role. One possible approach would be to establish a new statutory
section establishing that the [ESO shall make payments to the Financing Trust
with respect to the internal administrative costs incurred by the Financing Trust
in connection with the purchase and management of the Regulatory Asset and
the Financing Trust. Such payments by the IESO would need to be made in
accordance with the order of the OEB then in effect, which orders shall be made
by the OEB in accordance with rules prescribed under a new regulation.

The new regulation would need to be clear that the OEB does not have
jurisdiction to cansider the principal amaunt or any interest, financing
costs, third party fees or expenses. Rather, OEB’s role would be limited
to considering the internal administrative costs of the Financing Trust
and ensuring the Financing Trust receives an appropriate fee for its
services, all of which would be recovered by the Financing Trust from
the IESO, which would collect those amounts in the global adjustment.
Note that, if this approach is accepted, the IESO and distributors and
retzailers would need the authority to collect such amounts as part of the
GA and IESO would need the authority to pay such amounts fo the
Financing Trust. As such, additional amendments would be needed
under O. Reg. 429/04.

- Note: Section 79.16 of the OEB Act does not require changes, but the
significance of this provision should be understood.

o Section 79.16 gives the OEB responsibility for determining electricity
commodity prices for eligible consumers. Eligibility is determined under
Reg. 95/05 (Classes of Consumers and Determination of Rates), which is
also known as the Regulated Price Plan {RPP} Regulation.

< Section 4{2) of the RPP Regulation defines RPP-eligible consumers as low
volume consumers {i.e. those who annually use less than 150,000 kWh

Page 16
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N

or such other amount as prescribed}), consumers with demand of 50 kW
or less, residential consumers that have accounts with distributors,
consumers who annually use 150,000 to 250,000 kW of electridity, and
consumers who have accounts with distributors if in the farming
business.

Paragraph 6(1)3 of the RPP Regulation provides that “In determining the
rates (for RPP-eligible cansumers), the Board shall foracast the cost of
electricity to be consumed by the consumers to whom the rates apply,
taking into consideration adjustments regquired under section 25.33 of
the Electricity Act, 1998 and shall ensure that the rates reflect those
costs.”

The Ontario Energy Board has developed a Regulated Price Plan Manual
(revised February 16, 2015} to describe the processes and
methodologies it uses for determining electricity commodity prices that
are charged to RPP consumers pursuant to Section 79.16 of the OEB Act
and paragraph 6(1)3 of the RPP Regulation.

0. Reg. 9505 (Classes of Consumers and Determination of Rates)

Paragraph 6(1)3: Amend so as to require the Board. when forecasting the
cost of electricity Lo be consumed by the consumers to whom the rates
apply. 10 take into consideration not only the adjustments required under
section 25.33 of the Electricity Act but also the application or prior
application of global adjustment smoothing amounts determined by the
IESQ in accordance with Minister directives under section ® of the
Electricity Act, and to ensure that the RPP rates reflect those amounts;
[NTD: See ahave note ve use of Minister divectives]

New Regulation (Payments to the Financing Trust)

If the QEB is to be given the role of reviewing and approving the recovery of
OPG's internal administrative costs for the Financing Trust under the potential
section 78.7 {see above], then this regulation should describe the process and
criteria pursuant through which the OER would determine the amounts that the
IESO would be required to collect through the global adjustment, in accordance
with section 25.33 of the Electricity Act, and pay to the Financing Trust in
respect of the provision of global adjustment smoothing amounts, This part of
the regulation should establish:

o

any reporting requirements from the Financing Trust and/or the IESO to
the OER in connection with the global adjustment smoothing
mechanism;

the frequency of the OEB making determinations under this part of the
regulation;

the process through which the OEB shall make these determinations,
which should be a streamlined administrative process rather than a
public hearing process or, if a hearing is needed, then the scope of the
proceeding should be clearly and narrowly constrained so as to deter
intervenor involvement, lengthy proceedings and reduce/eliminate risk
to recovery by Financing Trust;
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=~ the basis for the OEB’s determinations as to the payments that shall be
made to the Financing Trust, which should specify that:

= the Financing Trust shall recover its prudently incurred internal
administrative costs on a forecast basis each year;

= the Financing Trust shall receive an appropriate fee each year
(with some guidance as to what would be appropriate); and

= the approved payment amounis shall be collected by the IESO
through the global adjustment and paid to the Financing Trust in
accordance with the order of the OEB then in effect. Note that
O. Reg. 429/04 would likely need amendments to permit IESO
(and distributors and retailers) to collect these amounts through
the global adjustment.

6¢
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Mr. Patrick Monahan

Deputy Attomey General

Ministry of the Attorney General

720 Bay Street

8th Floor
Toronto, ON M7A 289

Dear Mr. Deputy Attorney General:

RE; Proposal to Reconfigure Global Adjustment Charges

You have asked for my opinion on the degree of constitutional risk if the government
were to reconfigure the Global Adjustment Charge to residential and small business users
so as to pay down the debt over 30 years instead of the current 20 year period. The 20
year period was designed to coincide wﬁh the duration of current contracts between ISEQ
and the relevant electricz;! generation companies. The 30 year period is the assumed

useful life of 30 years of the relevant electricify generating equipment.

To the extent either the 1 to 20 year consumer group or the 20-30 year consumer group is
subsidizing one or other, there will be a mismatch between the cost of facilities and those
whom the facilities benefit, which may attract a constitutional challenge on the basis that

the Global Adjustment has become a tax rather than a regulatory charge.

The degree of constitutional risk, in my opinion, is in direct proportion to the extent the

government is not able to show a proper match between the cost of providing facilities
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for electricity generation and the group of consumers who benefit year to year from

electricity generated by those facilities.

The legal principles applicable (o regulatory charges are quite straight-forward (although
there is not much jurisprudence in the area). The hurdle for the govemment in any
constitutional challenge will be to assemble credible expert evidence to demonstrate that
(1) indeed the relevant electricity generating facilities do have a useful life of 30 years or
more, subject to maintenance and refurbishment costs, and (2) that the allocation of the
Global Adjustment aligns, to the extent practicable, with the costs and benefits of the
electricity generators and avoids cross-subsidization of current consumers by future

CONSUMErs.

In terms of Risk Assessment, | understand the govemment has not yet obtained an expert
opinion from outside experts on the expected economic lifetime of the electrical
generators now subject to the Global Assessment. I suspect there may be difficulty in
obtaining such a comprehensive opinion from credible experts for the reasons discussed
below. On that basis, [ would assess the current proposal as moderately high risk,
defined as being an outcome difficult to predict because there are good arguments on
both sides, but in the end the Supreme Court of Canada would be more likely than not to

find against constitutional validity.

If the government were able to assemble the necessary expert evidence, of course, the
risk would be re-assessed at a lower level, but how much lower depends on the quality of

the expert evidence and the extent to which the Global Adjustment is shifted, i.e. reduced
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to current consumers at the expense of the back end (20 to 30 year) consumers, who are

assumed to be still benefitting from the current generating equipment.

Overview

The Global Adjustment Charge reflects all of the fixed costs, including capital costs, of
Ontario’s electrical generation facivlities subject to 20 year contracts', as well as the
premium paid to renewal energy producers and the cost of conservation programs (such
as subsidies to small scale manufactures to‘replace inefficient equipment with more
efficient equipment). In 2016, the Global Adjustment Charge, allocated in different

amounts to different classes of consumer, stood at $12.3 billion dollars.

Much of the Global Adjustment was necessitated by substantial capital investment
promoted by the Province with financial incentives to reduce greenhouse gas emissions

and decarbonize and modernize Ontario’s electricity infrastructure.

The Global Adjustment paid by consumers is a regulatory charge. Residential and small
business users [class B consumers] pay the Global Adjustment based on the volume of
electricity they use each month. One of the requirements of a valid regulatory charge (as
opposed to a tax) is that the person paying the charge either benefits from the facilities
that are subject to 1]1:c regulatory scheme or they create the need for (and benefit from)

those facilities in the future.

! Most generators in Ontario are on 20 year contracts, Assets with longer operating lives are provided
longer term contracts in recognition of their extended benefit. These Jonger term assets are not
part of the current proposal.
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The Ministry of Energy is concerned that the present allocation of the Global Adjustment
over 20 years is *fronr-end loaded” in that the consumers in the initial 20 year period are
paying upfront for facilities that will still be utilized to provide electricity to consumers in
the 20-30 period who will, to that extent, get a free ride. There is an equal and opposite
concem that by shifting costs to the 20-30 year customers, the government may in reality
be disproportionality back-end loading the Global Adjustment with the effect that the

20-30 year users will be subsidizing the 1-20 year users,

Accordingly, the Ministry of Energy anticipates a constitutional challenge based on the
shifting of a portion of the existing Global Adjustment charges from current users to the

20-30 year group.

The judges can be expected to be aware of the difficult political problem of high energy
costs in Ontario, and will therefore take a careful look at the government’s evidence in

support of the re-allocation of the Global Adjustment.
The Elements of a Proper Regulatory Scheme

In Westbank First Nation vs. British Columbia Hydro and Power Authority, 1999 [3
SCR] 134 at para. 30, the Supreme Court of Canada grappled with the distinction
between a tax, a user fee and a regulatory charge. This was said to depend on:
...whether the levy’s primary purpose is, in pith and substance; (1) to tax, i.e. to
raise revenue for general purposes; (2) to finance or constitute a regulatory
scheme i.e. to be a regulatory charge or to be ancillary or adhesive to a regulatory
scheme; or (3) to charge for services directly rendered i.e. to be a user fee

In a regulatory scheme, as stated, the regulator is expected to align costs and benefits.

While this can rarely be done with precision, and the courts will defer to some extent to
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the regulator’s attempt to approximate a “smoothing out™ of the allocation of the costs
associated with the regulatory scheme, nevertheless a court would have to be satisfied
that the regulator is attempting in good faith to match the cost of facilitics with the class
of consumers who will benefit from the gencraﬁon capacity of those facilities, or whose
energy needs have required their creation. As Gonthier J. stated in Westbank at para. 28:
Finally, the individual subject to the regulatory charge will usually
either benefit from the regulation, or cause the need for the
regulation: Magnet, supra at page 459. In Allard, supra, the gravel
trucks caused the need for the repair to the roads; in Omtario Home
Builders, supra, the developers and the new homeowners caused the need
for the new schools. In both cases, the individuals being charged also
benefited from the regulation. (emphasis added)
A levy will be held to be a regulatory charge where there is:
(i} A complete, complex and detailed code of regulation;
(ii) A regulatory purpose which secks to affect some behaviour;
(iii) The presence of actual or properly estimated costs of the regulation;
and
(iv) A relationship between the person being regulated and the regulation,
where the person being regulated either benefits from, or causes the
need for, the regulation.
See: 620 Connaught Limited vs. Canada (Attorney General), 2008 SCC 7, 2008 1 SCR

132 While each of these four elements would have to be addressed in the evidence, the

third and fourth elements can be expected to be the most contentious.

On the other hand, a levy will be held to be a tax if it is:
(i) Enforceable by law;

(i) Imposcd under the authority of the legislature;
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(iif) Levied by a public body;

(iv) Intended for a public purpose; and

(v} Unconnected to any form of regulatory scheme.
Re: Eurig Estate, [1998] 2 SCR 565 at paras. 15 and 43. The anticipated constitutional
challenge is expected to argue that the Global Adjustment imposed on the 20-30 year
consumers is a direct tax beyond the Jegislative competence of the Province.

The Estimated Costs and Useful Life of the Generating Facilities

(i) “Smoothing” the Charges Over 30 Years

The Global Adjustment would be funded by loans. The OPG or OPG Trust would need
to borrow an additional amount each year equivalent to the shortfall brought about by the
reduction in the Global Adjustment charge to current consumers. If for example the OPG
Trust were to borrow $2.2 billion dollars in the current year, and transfer that amount to
ISEQ, the need to impose a Global Adjustment for 2017 would be reduced by that
amount, and the charge to the 2017 consumer would be lowered. However, the shortfall
will have to be recouped from future consumers to repay the loan. In other words, the
total debt shifted into the 20-30 year period would be increased by a like amount (plus
accumulating interest). The court would require an explanation of how the debt is

created, financed, and allocated year by year to year 30.

Of course the lower the amount of Global Adjustment allocated in the early years, the
higher the borrowings that will have to be paid off in subsequent years and the greater the
need to demonstrate that consumers in those later years will still benefit economically

and proportionally from the current generating equipment.
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In the figures I have been shown, the borrowings necessary to defray part of the Global
Adjustment otherwise to be imposed on Ontario Consumers in years 1 to 20 would peak

around the midpoint of the 30 year period and thereafter decline to zero.

(i) Impact of Projections of Potential Reductions in the Cost of Generating

Electricity in years 1 to 20

The Ministry of Energy has projected electricity demand over the 30 year period. It is
noted that if energy demand in Ontario is not as great in year 25 as predicted, there will
be fewer consumers paying higher electricity bills than anticipated. Equally, of course,
there could be developments (a drop in the price of natural gas for example) that will
reduce the actual cost of generating electricity (as represented in the wholesale “spot”
market). Such forecasts are incvitably somewhat speculative over this period. Such
speculation Is not relevant to the Global Adjustment analysis, in me opinion, because the
Global Adjustment will be paid in addition to the cost of generation, whether the cost of
generation is eventually shown to be higher or lower than anticipated. Declining costs
would not affect the Global Adjustment levy, but would bring the overall burden on the

consumer in year 25 below the currently anticipated level.
(i} Useful Life of the Assets Financed by the General Adjustment

I am asked to assume that the bulk of the clectricity generating assets have a useful life
well beyond 20 years, but if (as expected) there is a challenge to the provincial
re-allocation of the Global Adjustment, the Province will of course have to call expert

evidence on that point.



Ly

It may be a very complicated calculus to address the relative useful lifetimes of different
types of electrical generators including wind, solar and biomass. There seem to be a
number of question marks in this respect. Renewable energy technology is advancing
rapidly. Prices of solar panels, it seems, have dropped over 20% in the last year. How
much will 25 year old wind turbine technology be worth in 2040? Who can say?
Developers of solar and wind power are obliged to put in place a “decommissioning”
plan backed up (at least in some cases) by a performance bond. It will have to be
established that the decommissioning is not triggered at the conclusion of ‘the 20 year FIT
plan (and the use of the land then restored to landowners). Much of Ontario’s renewable
energy facilities may have little economic value to consumers in the 20-30 year period,

even though still able to produce electricity inefficiently.

If the government fails to establish that the relevant electricity generating assets will
continue to perform economically over the 30 year period, thereby failing to justify the
imposition of an amortization of current equipment cost over the extended 30 year period,
or if the Global Adjustment Charge is in. the opinion of the Court disproportionality
backend loaded in light of that declining benefit to future consumers, the Global

Adjustment will not qualify as a regulatory charge.

(iv)  Impact of Choosing Option 1 (Residential Bills Lowered 25%), Option 2 (20%) or

Option 3 (18%)

The choice of option is significant because the greater the reduction of bills to current
residential consumers, the greater the debt load pushed onto future consumers, and the

more the Ministry’s 30 year projections will attract judicial scrutiny. I expect the
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Province’s expert would have to concede that projections into the 20-30 year time frame
are inherently speculative (as to the useful economic life of the current renewable energy

technology for example).

The constitutional issue remains the same: can it be demonstrated that the Global
Adjustment will match costs and benefits as closely as is practicable, and not operate as a
cross-subsidy of present consumers, who are the source of considerable political pressure.
Judges do, as we know, read newspapers. The more the debt load is pushed onto future
consumers based on 20-30 year projections, the bigger the challenge to the Province’s
experts to satisfy a court that the reduction is based on sound economics and a realistic

appraisal of the future value of the current electrical generation facilities. In short, the

bigger the reduction in charges to current consumers, the greater the constitutional risk, in ‘

my opinion.

Conclusion

If it can be established that the underlying electricity generating assets have useful life-
expectancies beyond the terms of their 20 year contracts, with the result that future
consumers whose electricity needs require the existence of the electricity generating
infrastructure put in place in the initial 1 to 20 year period, and who will benefit from the
existence of that capacity, [ believe a Court would, in those circumstances, conclude that
the consumérs in the 20 to 30 year period could constitutionally be required to share

equitably and proportionately in the cost of financing the required assets:

The challenge, in my view, is not with establishing the legal principles. The problem will

be to find leading experts to convincingly establish the necessary facts.
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I would be glad to expand on this analysis or respond to any questions.

Yours

I

Hon. Tan
IB/pe/kb

nie, C.C., Q.C.





