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

Long Island Power Authority (LIP A) 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 Costs from early retirement or abandonment of nuclear power plants 
Shoreham nuclear power plant. and ongoing financing costs. 

Collateral Property Revenues from usage-based "transition charges" (part of Revenues from usage-based Asset Securitization Charge (separate 
delivery charge) on all customer bills. line item on all customer bills. 

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

Issuance Approval Financing order issued by LIP A setting out the amount and Utility petitions for financing order from Florida Public Service 
Process terms of bond. Public hearings must be held before order Commission (FPSC), which sets out details of bond issuance, 

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

Governance of Bond Board of Trustees appointed by Governor "Bond team" is established by order of the FPSC, which is "visibly · 
Issuer involved". 

Adjustment "Transition charges" adjusted annually based on Mandatory biannual petition by Utility to FPSC to adjust charges for 
Mechanisms mathematical formula in financing order, to ensure charges any over or under collection, based on mathematical formula 

are adequate for servicing the bond; transitions charges provided in the financing order and estimates of consumption for 
may increase or decrease depending on variations in each rate class. 
consumption . 
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February 28, 2017 _ 

Deputy Minister Serge Imbrogno 
Ontario Ministry of Energy 
·900 Bay Street 
Hearst Block, 4•h Floor 
Toronto, ON M7 A 2E1 

Dear Deputy Imbrogno: 

Connecting Today. 
Powering Tomorrow. 

Independent Dcctricib' System Opm~b:lt 

1600-120 Adelaide Strec:t V'kst 
Torcnto, ON MSH 1 Tl 

' t4165062800 

\W\'W,I~o.ca 

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. 

Brucel.bnpbell 
Pre:s.idet~t :.nd CEO 
bruce.c,.,mpbciiOicso.ca 
t 416 505 2829 
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\\'bit~ Paper- Adoption of1he guidance in ASC 9!!0 Regulatt'<l Operations 

Connecting Today. 
Powering Tomorrow. 

lndc-pcnc:knt Ekdric.itr s·ys;~ll1ft Opc:rat:t 

:G00-120 A.-;c:' ~r·~o: s:.-~('! ',\~n 

-OI~:o.ON M51i lll 
: ! 16 506 2llOO 

1\\'lo\,~J).Cd 

Jndepondont J::lectricity Syst<m Op<r;~tor ("lliSO'" or til~ ·company") is ~On$idaing making change$ in its 
.-lCCOUnting policies to reflect tlte bJbnces of mJrket participants l'itbin the ll:.SO-administen:d m:u"ket~ (s~ 
separate tcclulic."l! anJly~is) and the ccononlic impJcts of rJt~ ~&ulation, as the chanscs would result in a 
more appropri.:1tc prc~cnt.:ltion of..::vcnL(; or tr.ms3ction~ in illli finan,:ial ~l.al..::nlcnl..:. 

lssu~ ~ing considered in this document i" Can lh.: JE.SO adopllh.: guidance in .-\SC 9!!0 Uegu/,zred 
Op<m.:uions (l ;;~ CAAI' ir: !·:4SR)? 

R~l·k;round and A."•mmpliuns 

The fal~l~ circ-ttmsl;snccs, and assumplions rdc-va.nl to lhc .specific. lnsns~u;.tiuns an: 3S foliO\\:S; 

I. The IESO's 1.:&"'1 status is a not-for-profit. non-taxabl~. corpor•tion c•tablishcd pursuant to Part II oft he 
F.!ccrrici~;· A a. IY98. IF. SO is cl~"ilicd "-'an Oth;;r Gov;;rnn1cnl:ll Ordanization and prepares its 
financial sbt<n1ents in a;:wrdance with Canadian publk ""ctor ac;:ounting <tan<brds (PSAB). 

2. IESO is TJto r<:<.;ulatcd by th~ OFJ3 in accordanc.o with th~ Ekctricity Act. 1998 and lh<: Ontario Encr;;y 
Ro:1rd ("'OF.R .. ) A~l. 199S hut curr~ntlyd~ not r\.X:ngniz..-: th~ economic impacts ofrntc rcgul~tion in its 
general puT'JX'S linani..;a) sbtcmcnl~ 

3. The rF~'>O i< required to obt:lin approval from the OEB un<k:r <. 25(1 J oft he FJe~.~ri;;ity :\c.~ 1??8 for the 
approval of its O\\n ~xpcnditurc:s, rc:vcnu~ requirement and fees. ·n,~ last rate approval was obt:lincd on 
Ueccmber29. 20161

• 

4. The OF.B issued a Dcdsion ;md Order on 1\·lar;:h 28. 2013th:~t permits IF.SO to rc;;ov~ the 1\IDMR 
costs (th~ Sma11 :Ylctcrin~ <..1t.1rgc) (><e Appendix A). (i.~. Costs incun·~.t ill rhc past""' hcfrd(t• 
r~<:ovorc<l lhro:rgh.Jirtu": '""lcsj 

5. Furthermore, in accordance "ith the F.l~crriciry A cr. 199,~ and the OF.R .1cl. 1998, the IF.SO has 
approved vJriancc ac.;ounts to record all amounts payable or receivable by it in connection "ith tho 
amounts paid to g¢tl~lor.s. lhe l'inancial Corpontion, distributors JJ1d to ¢tttiti~s l'itl!l'·hom the lli!>O 
has a procurement contr:~ct. (i.~. co~ ifl<."lliTo:<l in the P"-~' wiJI be fil)Jy r~cov~red throu&h future r:~t~~) 

6. Tl•~ IESO wotud change its accounting polici~ ro pcnnit the recognition ofrhc ccononlic imp.1C!S of 
rat~ regulation as from tlte 2016 fi.n.1nci~l y~ar. LESO would adopt the guicbuce of ASC 9~0 R<<gulat~d 
Op<•ration.:t to better reflect the econonlic substance of its oper:~tions and enlt.lllce the tGlll>pMcncy and 
accountabiliTy ofit• financial reponing. 

Appropriate ;\<<ounting Principle 

T'S2120.02, "a cl:ar.ge in an <>CC()Ifr.tlilg pnlicy m<lJ• he made ... ijit is oonsidered chat the chang~ wo:tld 
:result in a more ,;rppropria/'~ pres,~fulron of t"l"''.m!s o r lrum;at:l:ons in thcfinanl,;:"ul :;laf<!Jr:cnls CJ./lhc 
go,·crr.m~nl. ·· 

PS1150.05 :... ~Yhcn the primary sourcrs c.,f'G~·l,:P do r.oi dcaf.,nth the accounting and rcpor1ing infir.anctal 
stalcmf.:nls cifcrur.s~·rwns c;r c.v(:r;fs crn:cmntcrcd by the: public,.· s'·~:tor reporting cnt:ly. or additwr.a/ 
guidancf: is m:cdrd to apply a prlma1y scurcc to spC'c{fic circumstances, tfu.- sdrclion qf an appropri.:Jtc 
accounting policy rcqrtfri!s thC' f!Xen.·'isc ofprofcss:Ono! fudgnrcnt. in tlw::;e c:Tc:um.stanccs. o public ::;eel or 
r epurUng entity sfux~lcl udupt a cco:tr.ting ;;cl/icu:s c:r.d disci()Sures that vrr: c,:cm~·:Ster.l wilh: 

1h:tn :i:\\~"\\' rd.'\. \)RtBrit"lc!.nersylxY.trdc,i'L:•,\"cl>draW"Cr:\vehdrawcr dl l.iHhdrnwer.·rec::o;:'\(,(f)?.\·iewJ)tt ()-Jtr [(1S() 
2J)!Gii::9.Pf)F 
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(a) 1h~ primaly sow-..·~s ofCAAl': and 

(b) rhe application oflhe <'Onceprs described in FINANCIAl. Sl/ l11iM&'<T CONCEPTS. Si'clion PS 
/ 000.-

P$115(1.19 -['ronoun."!ments i.ssu~d by orher bodies aulhorb!d to issu~ accounting standards may be rrs.iful 
sources to consult For exampl~. a."Cow:ting pronormcemenrs pubiish~d with the :mmoriry of th~ Canadian 
Accounting Standards Board (AcSBj.Jnr~mational Accounting Standards Board (lASBj. ClS Federal 
Accounting Standards Ad\'isol)' Board (FASB). US Gowmmmlal Acco!DIIing Standards Boani (G,1SB). or 
lnl~matio>1al Public .'i.:cror Accmmling StandaniN Hoard (1PS,I.'!R) are of/en imporlant.rourc~s to consul I o11 
mailers not wwr<d by primary Nmm:;,., q(CiA:JP or for as:.i,ltmc.: in aJ1Pfying a primary .w:m.Y of Ci.1AP to 
.•qudfic rirr:UJTlS/unc:,~.,·." 

PSI I50.0$ "A public sector r<porli>~g emiry consu/Js sourc<s other ;Jzan primary so11rc~s ofGA·:P to assisl 
ill .'H:kcli>lg accounring policies and disclo~ll/';!,, only wlzm Ii:e.w SOII~o!S comply with paragraph p Sl I saos. 
"/11~ !JUhfic .'\a.'C/or Tt!J)()J1ing OJfil)-~ ' 'l'abtafcs smn·c-z.~ in sttfzct:R~g tJu upprnprial.t tJCWUJ'lJ:ing pofid<tS and 
disc/oswvs baSi!d on all ofth" following <-rile ria: 

(a) 11u: SIN<'ijiciry oflhe source-A sourc.t 1ha1 deals with rhe specific cimrmslances is like(v 10 be moN 
rot/evil/It than one .from which rhe public sec1or r.tporling entiry musl analogi:e. 

(b) Tile authoriry of the issu~r or autlwr- A source issued by an accollllling stand.?rd setter in its own 
jruisdi.·tion is likely 10 b~ more relevant 1h:m a soui'C~ issued by olhers ill the sameJurisdicn'on. 

(c) Tile continued relevance of the so11rc~- Tlte passage of lime may diminish rlze rel~,·ance of certain 
."iOIII''f:~S. 

(a) Th~ :fe,·~lopment proc~ssfor 1he sorm:~ - .-4 sorrn:~ dewlopd after extensh·e •'OI!Sulration and 
d.-bal.: is /ik«f:.· Jo he mor.: r.:I."Vm:Lihan a sourc.t t.kwlop~d 'Wiliwur such disdplin.t. •· 

PSI/ 50./Q "PSAB co11sickrs a source to be consistent with the concepls in paragraph PSI ISO. OS(/>) wlzm 
Ii:e guidance in thai source is compatible -.,;th rh~ (i) qualilaliw char<IClerislics of .financial infom7alion. (ii) 
Ii:e demeniN affinancialsltJkmenl:<. rmd (iii) th.: r.:cognirinn wul mea.\?n·,omenl criu.ria in paragroph PS 
I 150.05(bj.-

PSI 000.58 "!n ih~ absence of appropdate public sector recogllirion and measur.:ment cril<riafor 
imangibfes. all intan.~ibles. including li;ose 1lzat ""''" been pu~ha.o;.:d, r:kv~/oped, co11stmcl<d or inherited in 
right ojth2 <:rms71, ar .. • noL r.tcoxni:,•d as asszls in gm·?mm,•nt jinUJu:ial sJ.UI.:mc.?lL't 1;ut. intungibl.-.' of/ .. ?1 
<'tlllcd "human capitul" !hal anbodi;,.' rh~ lal.-nl or inlelle<'tu<Jl <'tlpilal oj'gowmmrnu .mploy.tes is not 
r;:cogni:ed as an U.SSi!l und~r existing accow11ing principl2!J·. -

PS311Q.OJ -Assets are economic r~sou•'9eS ''OJJtrol/ed by a public sec1or entity as a Nsult of past 
1ransa.·1ions or ewnts and from wm·cJJfutrlre eco110mic benefi1s are expe.wd to be obtained." 

PS311 O.tJ;; ";W·~ts huve lhr~.! essenlial dwraclen"slics: 

(a) They embody jiJture economic bmejir.s that invol,·e a capacily. singly or in combina1ion with otlzer 
assers. 10 provide goods and setYices, 10 provide f11tur~ cash inflows, or to redt1C<! cash orujlows. 

{b) Th.: JRihlic s.!clnr .. '1'11ity c,·an t.:tmlrolt.h.: .. ~cmwnric: r~:mun·~ m1d acc,:'S:.' to/):~ fuDn·e .tconomic 
beuefirs. 

(c) 11re transaction or i•wnt giving rise to 1Jze public sector emily's cor.troll:as already occurred. " 

Issue: C~n the IESO adopt the guidantc in ASC 980 RegulnJed Opera lions? 

lnaccord~ "ith P$2120.02. the IESO can r~fi~tt the economic impacts ofrat.l r"£ulationonly if it is 
conside1\.-d that the change of accounting policy would result in a more appropriate pr~nt.~tion of events or 
tran«lcticns in the finm1<:ial st.~I<.'Tll"nts of the government. i\s mL'TllioncJ in the 1\gcnda rd'. 9i\ ofth.: li\S~ 
meeting of February 20171, mtc rc-gul;~tcd L'ntitics h""" long argued thm. withoui rc'COb'Tlizing 1\.'gl~"l<lry 
=ct.< and rcgul;~tory l i;~bi litics, the cntit)' " performance is distorted by the r•tc regulator's intervention in 
the imposition of perform3!!cc obligations on the entity and the timing of c.ash flows from the ratepayers. 

: hllp-Ji•'"" ilis.OfWMc.;tinJCS!Mc'Ciit1!{0,..-st[A$Bi20J ;,Fcbru;lryi Al'09·Ratc~I"CJot<U•tc-d·Acti •·itic-;.pdf 
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Tht rtr.ognition of r~gulatory ~ts and lisbiliti~s would bt.rr~r uflm W. ~.onomic substa:tce oflESO's 
operations and enhance the transparency and ocroumsbility of its flll3l1Cbl rtporting. l' or example, during 
the pc!riod from '2007 to April 2013 tl1e TESO incurr~d costs rdatiJJg to tl1e Smart Meter Program amounting 
to $90.9 million. and th.::sc cosL• w~r" ex-pensed ~nd ar.: includ.:d in the :~ecumulatcd <!.:licit. In the abs""cc 
of applic;.thk: r~:;uJatory accounting under 1>3.-\$~ the 11-= .. SO W<lS um.hlc to r.::\:ogniz~ a ~b7Uh1tory <L"Sel for 
this c.:h:trg..; i.k.~pit~ n,;~"-;,·lng a ra~ on.k-r to Tc.:.:ovcr it o\·~--r th.::p:riocl. frvm r-..1ay 1. 201.; to Octoh~,.T 31 .. 
201 ~- Sh<ltdd the I t:SO choose tc :Jdopt ASC 91>0, 3 rq~watl'l')' as:iet for the Sm:!f! .\ ktc'ling Charge wowd 
b<! recognized at Dtcembcr 31, 2016 for an an1ount of approximately S~l.6 million, which would rtpr=nt 
the rtmaining unamortiud amoWJt that would have b<!en rcporttd if the =twas reco->.,n.iztd originally in 
2013. 

PSAS docs not address occounting concepts in a rate regulated em• ironment Since tl1ere is no guidance in 
PSAS regarding the r~cognition :md measurement of regulatory assets and liabiliti<!S, !ESO may consider 
other so..-ccs based upon l'S1\S 1150.0:' in the G;\;\P hicr•rchy to determine appropriate accounting 
JX>llci.:~ in a rate n .. -:gulaL.:d cm·irvnm\!nl. 

Within ArSB. Accounting Standards for Private Enterpri.so:s (ASPE) de lines a rate r.:gulat«l entily but 
pro,· ides no guidance on ro:gulatory assets and liabili ties however requires disclosure of such b:llanccs if they 
arc recognized I1\SB ha.< not compkted their project on r:Jt~ regulated activities and current st.~ndard< only 
includi.: a holding stanJmJ rnL'<!U upon what Wll» OOr>.: under pr;:viuus (i,\,\J>. It wi iiiJi: important for tho: 
I ES<) to m.:>nitur the lAs~· s onguing project on nth: T\!guJat\:d 3\.:li\'iti~..~ as this may a n'-.-ct th..: T\..~vgnition, 
measurement.. prcscnl:ltion and disclosta"c:; of the r<:gulatory :L<:>:ts and liabilitie-s. Both FASB 3m! GASB 
have guidance on acoounting in a rcgul3tory mvironment. JPSASB does not pro\' ide any guichnce on 
<"~ccountlng hy rate r~gulat~ ":ntlti~. 

It is iroports11t to note that rate regulat~<l entities in Camda th::>t prtpsre lheir gentral purpose lin..-mci:U 
statements in accordance with t:S GA.A.P (q;. Hydro One and Ontario Power Generation), ASPE (e.g. the 
three Fortis ~-ubsidiarics in Ontario). ns well a5 thosc rate resuJoted cntitic.~ that arc elisible to eke\ to apply 
tho: r"quircmcnl< of I FRS 1-l and elected to do so wh"" they adopt.:d IFRS (c.,; O\'cr tiO I.IXs in ()nt,rio). 
g:I..'"11\.."T:ally #all rcco·="Ylii'..: r'--gu liltory ddl."T"r.1l and \-":rri ;mc.: li~L11L"' ln accnrc.l;m cc with l.IS GAAI' a.;.x;ounting 
principles set out ASC 980 R~.'{IJ!at~d Op<ruliam;. 

Statcm~n\ 62 issued by GASB in !Xcembcr 2010 is dTccti¥~ for li nancinl statements fer p..'liods be-ginning 
~IL<-r Dc=mb..-r 15. ::01 1. The objccti¥~ of the St.~tcmcnl is to in-.-orp.., mte into the GASH's authoritmivc 
likTati.D"~ ~rt1ln ;!c< .. :o unting omd Limmcird n.:pcrting guidanc\! tl'ti11 is incluUOO in the Fimanciotl J\ccm.mt.lng 
S!and:Jrds &x1rd (FASH) Sl:ltcm<:nts and lnu.-rpretations issued on or bcio<e 1\m·,miJi:r 30. 1~9. which docs 
not conflict with or contradict GASB pronounccm~nt<;. Paragraphs 476-500 may b<! applied to activities 
reponed in bu.'in~"''·typ.: activiti<.-s tl~at have regubt~d op.:mtie>ns that meet nil oftlte three criteria in 
p:mt;,'nlph -176 :L< follows: 

(a) The regulated business-type ac:tiviry· s rau.s for regulated services pro\·idtd to its rustomers are 
.:stablish.:d by <1r are subject to apprO\·al by an independent. third-party regubtor or by its own 
!JO¥cming brord empowe-red by s1:itute or contract to .:.stahlish rntcs tltat hind cu.<tomcrs. 

(h) Th..: rcguh1tcd r.al~,.-s ;m; Jc~;gn..:d to r~~iJ\'CT the ~~clllc r.:gu.l aL~;d husinc~-L)-p.: acth·ity·!-> Ci.>sL.,. of 
prc\"ic.llng the rcguh1tcd :;..:n:i<A."':S. 

(c) In view cf thc do:mand for tlte regulated s.:rvic,-s or products and th~ lc,·cl of competition. direct and 
indir.:ct... it h~ r~"''mablc to assume that rnl~ ~t al le.·vcls that will Ti:~O\'CT the r.:gulat-:d hlL'\in..~-.;.typ~ 
a...:Li\·ity·s. coski: ~n b; chargccl lo ;md colkcll.:d from Ct,::;lom .... ~ Thi:\ cril.\;rion r.::qu.lr~;scnnsidt..TaLion 

ui anticip;J{cd chang,.,; in lc'\'ds of dc'111:mJ or comp<:tililm during !h.:: r,-co\'ery p..-riod for an~' 
capi13li7 .. :d costs. 

The crircri3 abo\'e and tilt guidanc:~ in psrae..raphs 476-500 are bastd on ASC 980 Regul:md Opuations. 

IL i:\ ahm impnrtomlto note Lhat ln its !'.tatcmf.:nt of fin;mcial position. the Onl.alio ~h;ct.ri\;lty Fin;mcial 
Corpor.1tion ("OEFC·'). which reports under Canaui:Jn public sector accounting st1ndanls. recognizes a net 
urr:unortized li3bility robnc:c ior powi.'l' purchase contr3cts. as detailed in the summary of signiticant 
xcounring policits: 
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.. The liability for powtr pure~ contracts was originally rolcul3ted b}' discounting estimated los= o\·er 
the life of the c.ontrac:ts. Under the Electricity ResliTI<'ttlring A<'4 :!004, OEFC btgan receiv~ actual 
contrnct prices for pow~r from electricity consum~rs. ~necriv~ J:muary I, 2005. and no longer incurs losses 
on lh~:><: power pw-crosc contract.<. At that timc.l11<: Ministry of Finance o:stimatcd th.1t tl1<: bulk of tl1<: 
liability would be dimin:1tcd O\'er 1:! Y'"'"' ;L< existing clccui~it~· conlrnct.< "-'l"ire. 1\< a rc"Sult. the hulk of 
the liability is~>..;"!; :m1onizcd to rcv,-nu~ over that period." 

Although this liability is not deli~d as a rcgulatory liability in the OEFC's flllaJlcial Sl:lt~ments. the 
argument c::m be mad.: tlm it sub:sl:lnth·dy mccls the ddinitlon ~r ASC 980 of a fl..'llUiatory liability, as 
the OF.I'C had no ftnh-."1' obligation and should have rc\'<:I'>IC<i the liability into income. 1\ncr ccnsulu•tion 
with the AC at thar time, it wss dtcid~ to 3m()['\ju the gais1 o\·~r the ffmaining t~rm <>f the contracts. 

In sumlll!lry 

Rat.: r.;-gulatcd e-ntities in Konh Amcrica reponing ~r CS G!\1\P. ;\SPF~ !FRS (cntitic:< which hav<: 
elected to u.-..: !FRS 14) and GAS~ gcncr.!lly all rc~'O'J"iz~ r.;-gulatory &:t'crral :md v;!Ti:snc.: acccunls in 
accord;n"lcc with l;S u/IAI' :~ecountin<,; principles lx=J on ASC 9li0 Regula/.!1.1 (}Jura lions (sec Appendix 8 
for the accounting fmm~work used by the C:m:>di:m rate regulated entities). 

F:,·abJ.ation uf Othu Suun:c.< ufa1A P 

\Vh,-n looking to oth.."l' sources of <TAAP. l'SAS requires the <>thcr sources of G AAP to be ,-valuated 

I. as ro .,.·Jwh~r rluy at-.. consist~nt ~<ilh at:<'Ormtiug po/ici~s and disc/O.fl/1'~ within PS.-IS. 

:!. a.< In " 'hillier rh•'}' ari cou.\iNt.mt -..7/il th~ applicatir.oJ nf ront:i]>ts in PS 1000 and 
3. os tu oil ofth,•fotlowing n ;wria: 

(a) Som-ce ~a Is ~<'itlr rhe specific ci>·•-rlmsumc~ 
(b) Scurc~ is issu~d by an accounting standard S<tl~t· 
(c) Souru cvmnnuiS tub~ r~k>·ant 

(dJ Suurr:~ u.ws a con~-uhatiw proc;e.'IS unJ <k/ihuoliun wh~n d.·wlnping pnliciis 

As required by PS 1150.05(b). we n.:~d to analyze whether the concepts in lhe other source (i.e. ASC 980) 
arc compatible with th~ (i) qualitati\'e characteristics of financial information. (ii) lhe element~ of tinancial 
s~1t;:mcnt.<, :md (iii) the recognition ~nJ m=cmcnt criteria in l'S 1000. 

(i) Qua/itatiw ClraracUristics ofFiu:mcia/lnfomuztion 

FASB PSAS 1000 E\-:lluation 
Cono.:pl< ~ro obj,-ctivcs ~r~ for hoth Public. lcgi<lator:<, ~'<>unci lor:<, !'1\SH oon:.ic.lcn 
b~;n~3ndnon~~n~ lnn:swrs. amlysl'i.. nc.k,- gov ... mm~U.tl uniL..; 
organization:; as we II as gO\·cmm<Tits (par. 14) 
go\·cmmental units (Concept #4.3 to 
4.5) 

Financial rtportin& soould: Fina.oc.ial statements slxluld be Similar 
-Be UStful in making resource rck'\·antto the nc.-ds of the user.; and 

allocation &cisions rcli:~ble. Relevance is achic,·cd 
-Be ~.JSCful in a.'\.~,ioo ~·rvic\!s :1nd through timeliness, predictability 

ahility to pr<"·i&: sc~i= and acC(Iuntability valu~. Reliabl~ 

-H..: l.lSCful in asscssi~ manag:cn11.:nl infoml3tion has the follow in& 
stewardship and performance chara<:t~ristics: rcpresenlational 

-Provide inf<>rmation aoout faith ful""'-"- compkt<:ncss. 
~cooomic rtseurcrs, <>bligati<>ns, ncutr.diLy. conscr\'atl:\m ;md 
net resourct s and ch:mgts in th(m '' c-riliahili ty. (par. ll!-:9) 
(Conc~p! ~ 4,33-.54) 
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(ii) Elements of Financial Srato?mml$ 

t'ASR 
,hs.rs 
Probable futur~ "Ct'llc'l11ic b.:n~Ul< 
obtained or conltolled by the ,'11tity as 
a result of past t.ransactions or e1·ents. 
(Concept ~>.::!5-.34) 

J.iahiliti<!.< 
Probable fu!Ure sscrilices of 
economic benefits arising from 
prc~nt obligations of the ontity to 
trnn:::fcr iL~LS or l"rm··;.:.t.-: ~crvic-:~ ln 
the future a.< a result ol JY.lSt 
t.ransac:tions or e\'ents. (Concept 
:!!6.35-.4.3) 
Rennues 
Inflows from ddil'ering or producing 
goods, renMring servk.es or other 
actil•ities that constitute the entity's 
ccntrnl opcrntions. (Concept #6. 78-
.79) 
t::<llen.•.,. 
Outflo"'-s lrom delivering or 
producing goods. renderins ser¥ices 
or C<lminn out. other acti\·itics that 
cvnst.it.~t..: inc cnt.ily·:-o\:~tr.JI 
OP.,"''<!tions. (ConCc'Jll :: f>.SO •. NJ) 

(iii) Recognition Criteria 

FASB 
To b¢ recognized, an itrm must m~et 

!h.! dcfmition of an element of the 
financial statement.~ mu.-.t lx: 
mca:-:urabh.: with suifi~l.:n L rcliahi liL\". 
h.! rclc·vanl and be rdiablc. (Concc,Pt. 
:: 5.64) 

(iii) },.f<asur<mmt Cn'teria 

1-'.A...<;R 
M=remcnt basis depcndem upon 
nature of itrm. IIi.&orirol cost basis, 
replacement cost, market value. 
(Concept!! 5.65-. 70) 

PSAS 

Economi<: n:sour<;cs conltollcu by a 
go1·emrn ent as a result of past 
trallS3Ctions or event and from 
which future economic benefits are 
ex~CTed to be obtained. (psr . .35) 

Present obligstions to others arising 
from past transactions or events, 
the settlement of which is c"-pcctcd 
to result in th.! fliturc «1crific.: of 
economic h.:ncflL~ wlLh llul..: or no 
discretion to avoid settlement (par. 
44) 

Increases in economic. r.:sources 
resulting from operations, 
trallS3Ctions arid e1·ents of the 
accoonting period. (par. 46) 

Dec.reases in economic resources 
resulting from o~rations. 
transa\:Lions and ..-:=\·..-:=nl"i of the 
~ccoonting period. (r>Jr. 49) 

PSAS 
I rem must ha1·~ an appropriate 
basis of m~asurement, a roasonoblc 
cslima~ can b.: mad~ of the 
amount and ifth<: item im·olvcs 
obtaining or givin<,:; up future 
t:conomic l:x~efils, it. is c~ctcd 
those bendits will be obtained or 
giwn up. (par. 55) 

PSAS 
Primarily using historic.al cOl.t 
basis. Repl2eemcnl cost and 
realizable value are nlso used, bur 
in limited c ircumstances.' (par. 6(J) 

Jo:vahmtion 

E"iS\."Jll ial ch.:.'T:iClaistics 
similar 

I!ssemial characteristics 
similar 

Simil'U' 

Simibr 

E-..-aluation 
Similar 

Ev;.~;luntion 

Similar 

i 
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Critm'a ofPS 1150.08 

Criteria F.v:duation 
Sourc~ deals with W. ~.cific circumstan~ Y ~'>, ASC 9SO Regulat~d O~rations 

Source i~ issued by an accounting standard sett.!r Yes, FASB 

Source continues to b.: r~kvant Yc.~. :llill u."><.-d by rate rcgula~d ~ntitics 

Source u,.,; a con.,uiL1tive proce,;s and dclih..--r.1tion 
when de\' doping policies 

Y ~, -.:vmprch~"nSiV\: consu(J;tllv..: prncc:t-; and 
ddih..-r.1tion 

E•·alulllion ,.·hether regulatory a~.ts muJ the definition of Assets as p~r Section PS331 0 

P$3210 detines assets as -~··onornic resour.·es .·onrrolled by a public se.·tor entity as a result of pas; 
rr.msa,tiom or e-.·.:nts and from whir:hfurur.: o:conomic bmefits are .:J.pec/ed to b.: oblaino:c£ ·· (JXlr. 03) 

The analysis of the three essential characteristics as defined by P$321(1.4 are =lyzN In the ne:~:t table. 

Characteri!!lics Additional~;uidance Comment< 

They embody fU!Ute The essence of assets :~te their funlfe The economic benefit embodied in the 
economic b~n~fits that economic benefits. Assets em body variance accounts (i.~ regulatory asset) 
involve ot i.:apacity, future economic hcndll< that """''' is the right to ~ollc~t the incum:d cosL< 
!iingly or in combination publi~ :s.:ctt>r ~-ntiti~-s to "chi~-ve their l'rvm mtcp:~ycn; in order lo :i<.'lllc the 
with other assets, to objccti~es. The future cconom ic liability for the energy already 
pro1•ide goods and benefits embodied in 3Ssets involve a consumed by the ratepayers. 
~rv ices, to provide capacity, singly or in combination with Tho.: dcctric;ty ;\c~ 199:\ (-1'.;\ ") future cat>h inflows, or othe.r a.~ts. to provicl.e goods and 
to reduce cash outflows. servk.es, to provide fuMe cash inflows :;....:tion 2533(1) st.1tes: 

(par. 4{a)) or to ro!duc.! cash otrflows. (par. 11) ~nre IESO shan Ihrough irs billing 

The future ~nomic benefits embodied and seltl~m;ml S)-":<lem.~ ma~ 

in an asset may alSo be in W. fomt of adjuslnun/.'; iu acrordwJc.t ·wich the 

generating futur~ ca.~h inflows. Cash ngularians Ihat en.mrot rhaL uv.:r 

inflows benefit the public sector entity lim~. payments by c:lasses ofma~l 

b.:causc cash can be used to purchase or 
parficiptmls in Ontario rhar are 

to provide good.< and «.--n•icc:;. l"• ·•c:ribi'd hy rzgulation re.fle<1, 

rc-distrihulc wc:1lth or sculc li,bilities. a) amozmts paid to generi1lors. tlre 
(par. 13) Financial Ccrporarion and 

diSiributors. wherlzer the amozmrs 
arz dil<m:inid wzder th~ mark<l 
mlesortzn:krseclion 78.1. 78.2 
or 78.5 of rhe Ontatio Energy 
Board Act, I 998; and 

b) amounrs paid to entities ,·ith 
Mhom the IESO has a pro..··urenrenr 
<'ontrac~ <IS" determinedtuuier tlze 
procuritment contract." 

The public sector entity Economic resources can arise from, but The economic resources i:> the right 
can control W. are not limited to, the following: creat.!d by the l~gislation that the 
cconomi~ rcs0tacc and govi..Tnmcnt':-; own l~glsh!tion (fur cn...--rgy cosl< J r.SOincun~ "ill rcsult in 
access to r.h.; future c:C1mpk I.:L"<CS. fines and penalties); .futuro.: cash tlcws. 
economic benefits. (JXlr. (par. OS( c)) 

In the regulatory environments, -l(b)) 
A public ~.ctor entity c.ontrols the incurrine costs ~reates an tnforceablt I 

~conomic resource and access to the righ_t_to s~~es at~l~yel_th_g~!ll~-
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The lr:Jn~cti~n <"r t.."V.,;t1l 
giving ris..:: to the public 
:;ector cntitv's control 
h3s alrC3dy occumd. 
(parA( c)) 

futun: -ca~nomic tx,,,~ rit" wht"Tl it: 

a. can b~n~fit from the ~conomic 
r.:sourc~ through irs capacity to 
provide good~ and s.:rviccs:, Lo 

pro\·i<.lc Cutur~ cash in ll ows. or \ \) 

reduce cash ouU1t':'\'t"S~ 

b. can deny or r.:gulate access to those 
bendits by others; and 

c. ls t.."='1~~ to th~ risks :!ssociHt..:d 
with the economic resource. (par.16) 

It is t.h\: ~ct.D"1\:nc\: r.f a f"'L"i:Ltr.ms;actinn 
or <.'vent on or before the fin:mcia l 
statement date that distinguishes a 
present ec.onomic resource controlkd 
by a public sector entity from an 
ec.onomic resource that may be 
controlled by a public sector entity in 
the future. (par. 25) 

The pa.-;t.Lrnnsaction cr event that gives 
riSl: lo control ol ;m cconnrnlc r~c-urei: 
r<:sulting from ~xch:mgo ;~grccmcnts or 
contracts usually o;;curs at the point of 
exchange. This arises wh~n 
substantially all the ben~fr.s and risks of 
O\'mership han been transferred to the 
public ~ctor entity and normally 
coincides with the disbursement of 
lUnd-;., ..:.""change of utht.T ilS.."'CL~ or 
;~s=npti;m of liahi liti-=s. (p;!T. 26) 

IIi SO to recover t~s.: C()SL<. Th;: 
:1\.lj ustmcnl of r uturc rat..:.s is the 
m~-chani:.-m the OEB uses to 
intplement the right. 

(~urrcntly~ the E.-\ scctit)n 2' .. ~'{5) 
state:;: 

''Ti>< IESO shall ~stab/ish and 
maintain such \"O.riant:f! accomrts as 
mav b.: nf!cz .... ·sarv In record all. 
an;mmls p(l)o·aM; or r<:c.dvubl:t by il 
rmd~r this section.., 

The legislation would b~ amend.ed to 
pNntitiESO to ~olltet specifically tlt.! 
defmal of the energy c.osts and the 
related interest and administrative 
co:;ts. 

Th..: pasl "''~ "-,Lglving ri~ L" l~SCrs 
~ontrol OCCLD"'S as th..: ~ncrgy ~o:;l is 
incurred, as lE:>O has a right to coll~ct 
it from the ratepayers. 

Conclusion: The n(!ht to collect the dofcrrJI of the ''"cr!!v costs and the rd atcd intcr<.":\tand adrninistmtive 
costs m.:ets the deli';ution of assets. -· 

When concepts are in conflict with PSAS then PSAS prenils (PS 115•).1 :!j. For example. PSAS does not 
recogniu intangible a=ts (PS 3150.03 .. 14 andPS1000.58). So ifregulatOI)' a.ss.:ts are considered to~ 
inL~nsible "''-<.:L<. th~y would not be allowed to be rccogni7..:d tl1rough anoth;:r sourc;: ofG;\AP. 

ft is worth noting that the economic impacts of rate r-egular ion are nor rerog~lize.d unMr US CA~ as 
intangible assets as dte FASB h3s specific guidance to deal with this type of asset. rt is also worth noting that 
the LA.SB has an ongoing project on rate regubt~d activities and are cumnUy developing an accounting 
model b>t<<:d on th<: principles of IFRS 15 R~·.:mt.: from con/rae/.< with cu.<tom.:r.r to provid~ a principb 
hascd fram~work fur r~..:>gnlzing r~ul03toty ;t~L'\ (:;.:c J\g..:ndil R..:f. 9 for ~ I /\SH. rn\:cLlng on r~:hru.~ 
::!3. 201 1). Furthcrnmn:.th<: Summary Comm~'Tlt L.:ttcr Analysis rolat~-d to th.: t-;I)::;0\!9!~ on Rate R"-gulalcd 
Activities published by th~ lASH in July 2009 :stales on page 2 of 50: 

"The Inttrnational Financial Rtporting Inttrpretations Committee ("IFRIC") observed that it had previously 
disc=d whether a r~gulatory = ·t should be recogniud in the oonte:-..-t of service concession 
arrangements, either as deferred c.osts or as an intangible as.set to reflect an expectation that the entity will 
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r~covtr th= ~osts as p3rtof the prke ~hsrged in future ~riods. It had ronr.luded that ~ntities applying 
IFRSs should r~cognize only assets that qualitied for recognition in accordan~ with til.: IASD' s F1:1m~work 
forth~ Pr~paration andPr<senta;io;f of Financial Stat<mm/Sandtelev:mt accounting standards, ~has 
f.AS I I ConsLmction ContracL5. 1;\ S 18 R~rmu~. li\S 16 Prop.:ny. P/cmt and Equipmmt and lAS 38 
lntangihl~.1.~wt.<.~ 

Entiti~s that are not eligibl~ to elect to apply til.: requirements of !FRS 14 do not recognize regulatory assets 
be= in 20Cfil the IFRIC determined they did not JtNet the criteria for recognition of an intangible 3SS<!t under 
(;.\S38. . 

T hc-;cl(>r.:. we c;m condud.:: th<1t ;\SC 9SO is 'lOr in cont1K:t with I'S 31.SO.m •. 14 :o1d I'SHXXl5S with 
respect to int.angibl.: ass.:ts. 

Cond mion: 
FAS8 is appropriate to u:;.: a.< "oth~•· smm:.- ofG.iAP''. Fi\SB standard ;\SC 980 ha:; .;.'~cnsivc gui,bncc for 
hdc f"-'b~l:ll..::d entities including th\: TCCQb'nltirn of regulatory m;..~L~ and tt:il: of~1tc r..:guL,tcd ;!~Vunling by 
I ~SO wmdd be c'<lnsistcnt with CUtTcnt reporting pr.lcticc.,; of H 1, Ol'G and OEFC. 
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Ar>p<ndixA: 

E:~.-tractfromthr "DECISIO::"' :md ORDER is sued by the OEB on March28,2013" :mlil:lble 
on the IFRS website 

PrO<.~ailJ"tC";: en the Ont;aio En\.T~' Ho:1rd·s O\o\, m'~tion to r.;,."'\·icw th..: L'Pt-ions for omJ ultimately dct~.-Tmln..: 

tho appmpri:nc alloc:J tion ;mu rc;;ovcry of th~ Smart :'-.1ct•-ring C~c pun;u:mt to sc.:tion 19 of th;: Ontario 
Energy Board Act, 199S. 

TilE BOARD ORDeRS TIL<l.T: 

Efi'<-ctivc ~fay 1. 2013, tltc Smart Metering Entity charg¢ to be l<:>·icu and collcct<-d by the Smart Metering 
Entity from all Distributors identified in the Board's armual Yearbook of Ele.ctricity Distributors shall be 
SO. 7SS per month for each Residential and General Service <50k\V customers for each distributor. The 
Smart Metering Entity chsrge shall be in effect from ).fay I, 2(1!.3 to Ocrober 31, ~')IS. The number of 
Residenti:ll and General SeC\· ice <5(1kW customers to which the Smart :O..fetering Entity charge will be 
applied to shall be i na~cordance with the methodology~~ fortl1 in the So!ttlemcnt Asr~cmcm attached as 
,\pJx:ndix i\. 

bttp·liwww on!arigenep;,·hg;!rd ca' OS'bi I?c>cumem-<-'EB-::n!2-0 !t)()·dec (lrd<•r rESO-SME 20130 2~3 pdf 
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Ap~ndix H: 

Extr:~ct from the ~Accounting Stand:lrd~ Advisory Forum Agcnd:l Ref: 3A dated Scptcmbcr29, 
2016., :n-ailable on the lFRSwemit~ 

Canadian Rate-regulated EntitiC$ 

18. Th~ accounting fram¢WOrk hndscap¢ for Canadian rat¢-rcgulated entities is cwrently di~crsc. For 
3Jlllual p¢riods beginning on or after January I, 2015. rate-regulated ~ntities that are Canadian 
puNicly accountable ¢llterpris.cs are r~ired to apply !FRS. Rate-regulated entities that adopted 
!FRS for the fu-st time after IFRS 14 Reguiato1y D4mul Accounts W3S issu~.d continue to 
recognize th,se balances. Govomment Business Enterprises (~hich operate to generate a profit or 
on a brcak-c,·en basis) that are al~o rnte-r;:gulatcd •-ntities are also diroctod to apply standards 
applictblc to for-profit .-ntitic.<, :tnd thus apply I FRS. Can:tdi:tn sc<:uritios legislation JX-rmiL~ dw.l­
list~d~ntlti~s (i.e. , ( ~;madi;)n ~w'Tiliti ... -s alsorl."b~tcn:d \\"ith th~.: U.S. & curili'--s ;md 1-:Xch;mgc 
Cmnmission) to apply U.S. GAAP in the normal course. Temporary exemptive relief is also 
available from th, Canadian Securities Administrators that p:rmits rate-regulated entities that arc 
not dual-listod to apply U.S. G<\AP in place of !FRS. If a rnt~-rc:gulated .-nti ty i< not a publi.::l~· 
:~<:countable ~t..--rpri.<e or :1 Gm•,mm~-nt HIL<in.:s.< 1-:nl.erpris.;. m.!ditivnal :tccounting fr.tmcwmk 
options may :tl:.o include ;\crounting Starotrds for l'ri\·3tc 1-:ntcrprisos or Public &o!or J\ocounling 
Standards. A non-GAAP r¢porting framework is USc:d when kgi:>latcd by the provincial owner of a 
govemrnmt-owntd rat~-r~gulated entity. 

I 9. As oi l >.::ccmhcr 31, 201 :', the-re w~T~ :tpproximatcly 12.S mtc-r.-gulau:d ~liti,-s in C:mad:t. The:.: 
cnliti~,.-s mainly r~ngc in ~;;.r.c from ~mall entities owned by muni<.;p;tl govc.mnu."111s to l;rrgc investor­
owned entiti.:s or cntiti~-s owned by pro~incial govemrncnl:l. 

Rate-regulated Entities in canada 
{As of December 31, 2015) 

m --------------------------------------------------------~ 
~ ------------------, 
w --------------~ 
,. ------------------1 
~ ________________ __, 
~ --------------~ 

~ --------------~ 
10 --------1 

~-'¥ .. liS .... 
Sbncbd~lot (WihntS1.;) 

Prlwt" 
tnt~tlpd~ 

PublicSt'd!M 
Aoruuntinll: 
S~d"' 

li.S. (..s..&P' u.s. r.u.P lco~IM-

tst'C Rq;..,,:nt) (T._wv "'-" 
C.!!mplM! 

Rdk~ 

a oowmment-owntd • {;iOI.Itf'M'ItntoOVII~ ·~ •ou.r 
(~"Mltntt$us.ir~ut.n~) fotlffr.owmcntnttnttrDfiu.} 

Source: IrJormation c.ompil~d ll35¢d on audited financial Sl3tem~nts for fiscal 
year ~•)15, or infomtation from rate filings that confum.:d the acc.ouming 
framework used by these entities. Due to data collection constraints, the 
population could be slightly ~~~r. 

20. The chart aboH highlights nvo key points: 
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(a) The majority of inn:sl<>r-<,wnctl c-ntiti.:s h:!\'e ch""'--n U.S. G.-\i\1' ove-r IF~S. ,\ few ~-nli ti.;.< th:!t 
arc not rc'P"r1ing i,;uc-rs apply i\ccounling Stmtlar..l~ for l'rivate Entc-rpris.:s. Both L.S. 
GAAP and Accounting Standards for PriYat.: EnterprLses pemtit the w:ognition of balances 
:~rising from rate rc-gulotk1n. S.:vc-ral entities !hat npply U.S. Gi\AP ha\'~ told LN this choic< was 
innu..--ncctl hy lh< need lo prm·id< th<ir US<."TS v.ilh fimancial <l>ttcrni."Tll< th:~l accurately rcneotth< 
~onomics of th~ir busi~.ss. Funh~r, some entitii!S presently using the temporary· exemptive 
relief described in parasraphl8 h3\·e ~id they are considering incurring the ~1 and dfort 
nec<ssary to become a rq;istrnnl of the U.S. Securities and E~change Commis.~ion in order to 
have the permanent ability to appl}' CS. GA.-\P. While such a d~cision could be printarily for 
busin=r=ns such as the ~ntity ~xpandi.r-.g its opt rations into w U.S., it could 3lso be 
attributed to the continuing unceminty about the ultimate ootconte of the IASD's Rate­
regulated Activities projr.ct and !he approaching expil)· dat.: orthe securities regulators' 
~x..:mpti \'e rdief. 

(b) l'uhlic scct<>r c"Tlti tics that arc GnvcrTDn<:nt Business t:nkrpriscs u:nd \ <1 apply t FRS. The 
majority of these entities is made up of several large provinchlly-owned utilities, and many 
small municipally-owned local distribution utilities that do not iss!>: debt or list in the U.S. 
stock m;trkct.. ;md ar~ not subject to Canadian s.:curit i.:s lcgi:llation. As a result, they c>~~tnot 
npply U.S. G;\ ,\1'. 1"\,; shown in the dmrt, many oftl-.:..<e ~"Tltili"-' adopktlli'I{S forth< fi"t 
lime aficr 111< lASH issu.:J IF~S 14, which allnwcd them!" continue th<.-i r prcvi"u-< a~-counti~ 
pr:aclic<-s for r.ttc-rcgubtctl activitie-s. 

21. Within the pool of govcrnmc'tlt-o\\11Cd rau:-rc'gulatcd. ;:ntiti.:s. there arc entities !hat do not mcd the 
char.tctcri.<tics ofGtwc-rnmcnt Husin..-s.< F.n ... --rpriscs and ;n-;: rcquirctlto apply l'uhlic &-ctc,.­
.:\i.:~Ounling Stomilirr-d"i. 

22 The data on the different accounting tiameworks in Caroda is unique. It demonstrates that when 
given a choice. mt.c-regulatcd. cntitic:; s.:lcct nn accounting li?.mcwnrk !hat copturcs tho! ctTcol:l of 
r~h: n;gulatlnn nn their flmmcial po~llnn Hnd liTh-mcial p...T(orman.::c ln or.:k.-r to oommunle1t.:: mor~ 
d:~islvn .. tN::i'ul infonnatlon LO ust:t'$_ 

httn·llwww jfr..orgilv!sstjrz!M•wtjngQoc;<ft\S,.\ E-'20 I 6iS<;plcmhcrl I 6ll9-ASt\ E -ll3,.\-R atc-R"!! ttlat¢­
,\ctl\•it1es-C:Otn:1cl;, pclf 
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White l'a~r on the l'ro•·Jnr.;•s proposed Globol Adjustment Smoothing Account 

Connecting Today. 
Powering Tomorrow. 

lndt:~t EJKtridt)' Srsttm ()pM,tOt 

1 600· !20 Adt~•ide- SUtet \ \ 't:s:. 
i'O"Oti!O, OS \C SH lTl 

1416 506 ~-
Yrtrrf,..e)O,t;.;. 

Below is~ summ~ry of!F~<;O 's prdiminory vic\\,; on the impkmcntotion of the Pro\-in~<: 'sproJIO"cd Glob~! 

J\dju.<tmcnt Stnooth.ing ;\ ccounL 

Undcrst:mding that tit<: fin~liz~tion oftlt<: leg~! torms, the linoncing s tru;:turc 3nd other dct:silcd tern,. will toke 
sc.wcrJI months. and will invol\·c ~otlabordlion between 1<:<~:11 counsel. parties in\'Olved and oUter st:tkeholdcrs. this 
lelt<r is intendcd to provide the guidelino and fr.lmework which could form tl~ foundation of the p!Jn. 

Issu;;s bcing t:onsidc;rcd in this dot-um<:nl 3.rc: 

Issue !: I : Can the II! SO r<eOOJniZe dcf<:rral or variance accounts n:lated to the annUJI mob:~! Adjustment Smoothing 
Acoount a.~~ rcgulalCH)' a.~ sel on ils s~lcmcnl or Hnanc.i~l p~ilion? 

Issue !:2: Can the IIi SO dorc:co-.,;nizc tho deferral or variarn:e accounts related to the Global Adjustment Smoothing 
Account upon sale to r(to Ol'G Trust? 

1. Recognition ofr<"gulatory asscts (deft"rral ond varianc<' acrounts) 

Background and A.<sumptions for iS'>u c #I 

The facl~~ cir~um"Llnc~s. :md a~~umplion.~ rc:lcv:ml to lh-=: specific trans:~ctions arc as fOliO\\..,;; 

1. The IF.SO'slc-~al st:ttus is a not-lor-pmlit. non-ta.xabk, corpor.uion cst~blish<:d pursuant to Part TI ofUt;: 
Elcctricii}·.ticr, i Yllll.li!SO is classified as an Oth<r G<.wcnuncnbl ~niZ<ltion ond pn:pares its financial 
sun:tnents in a.:cord.tnee t".ith Canodi3n public s~ctor accownine St:lndards (PSAD). 

2. IESO is rate regulated by the OE!l in accord3nc.., with the: Elc:clricity Act. 1998 and Ute Onlario Ent:r.)y llo.ml 
(~o£J.n Act, l9'JS but cwrcntly does nOt ~zo the oconomic impacts of r:lto regulation itt its general pmpose 
finan.:ial stotcmcnt<. 

3. 11); lliSO is required to obtain :tpproval from tl~~: OE!llltld.:r s. 25(1) oftl~e Elcll:tricity Act, 199S for the approval 
of its <mn cxp..-nditur\."5, n..-.\:nu.: r.:quin.-mcnt ond fees. Ill.: last rare apprm"'l was obt•incd on D.:ccmb.."t 29, 20161

• 

4. The OF:R i!l<ucd a Dcci!<ion and Order on :Vfarch 28, 20U that permits TF.SO to recover the :VIDMR cosl• (tit<: 
Smart :vJctcrins Charge) (s.oc Appendix A). (i.e. Cu.!s ir.~''""" in the fl""l will ba}id(v TY!w..-ttred through 
fittJtr~ raret•j 

5. Furthermore. in ~cord.:mcc wilh lho F.l~ccricity Act, 1998 and th~ 0£8 Act 1998. the IF ... <iO ha:( approved 
vari3nc<: 3CCOunli! to n:cord all amounts p3yablc or receivable by it in connection with the 3m ount• paid 10 
g~ner.-uors, tlt¢ fin.mcial Corporntion, distributors and TO onJitio!S with whom tit<! lllSO bos 3 prOCill\.'tntnt 
contr:act. (i.e. ~ost< incurred in the I'""' will be fully recovered through future r:>tcs) 

6. 'lite provinoe is conr.:~npl~ti~ def<rring lite recov.:.y of a portion oftbe arutuol Global Adjustment Smootlling 
Acco unt (comprised primarily of the cl.cctricity costs poid to the gencr:>ton;) ov~r" period of2S-30 yc:>l'l', so thot 
cosrs incurred woold be fully recovered tl~rouglt fulur.: r.ne~. 

7. Tl1~ Electriciry .-1cr. 1998 and the OEB A ct, 1998 would be amended throll!>)l legislation to require the deferral of 
the recovery of the Globoll Adju..;;tmcnt Smoothing Ac.cuuntand the fuhm: r\.~ovcry in r:Jtcs clurg~d lo 
customers. 

1h!l!?· .'fww-.v rd.o,ont>.riocner!!yho.vd.c•/"·ebdrnwcr!wchdnmw.dl L'-'·clx!rnt<sr.'r(.c.'>:'(<o99-'viowf!)oc Order fFSO 20 I Gt2"9.'PIJF 
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8. Tlo: OEB would yant s~n...'l'ic d~fcrral or \'ariancc :~ccounls to captur~ the di lfcrencc betwc~n the amounts paid 
to J;\:ncrators :md otha-~ and th~; amounl"' colh:ct.l.!d in mt"'"S· FLD"th~rmorc, l~ inh:r..::>t and nnclllary COSL'\ rdah:d 
to Lhc cc•nt.:::mplat..:d tr.msott.1.i'~, WC)uki also be il1'-::ludcd ln future r...s~s .:.:haT'_Q:..:d to <:ustvmi.."TS. In sumrnmy. Lift; 
kgislation would cr.:atc a right to collocllhc incurr~d cosL 

9. Tit.: IESO would change its accounting policies to ~l!llit the recognition of the economic impar.ts of rare 
regul3tion :>5 from the 20 IG fmancial year. IESO would adopt the guidance of ASC 9S<• Regul:ued Operations to 
better r<flect the economic substance of its operations and enhance the transparency and accounrability of its 
linancinl reporting. 

App•·opri..lte Accountinr.t Principl~ for i !t.ocue '#1 

ASC 980 Regulated Op<mtiOIJS 

9S<i-I0- 1 5-~ ···v,e guid.•nce in xlJe R~gttlated Opuations Topic appli~s to gm.mu-pmpcs.! e.wemalfinancial 
st:>t<mems of 3n emity til3t lras ngul3ted cpemtio!IS that fiJ!!et all of th< folloflling criteria: 

(a) 1i1e entity's rat<!sfcr regulated senias or products pro•·ided tc its customers 312 i!Stab /i.shed by or ar~ 
subJ~ct to "Pi»'C'·a/ by an in::kpen&m~ third-party regulator or by irs o>nt gcwming boor./ em pow~ red 
by stalute or ,·ontr.JCt to <srabli.!ir t'3US th3t bind c11stomers. 

(b) n;.: r.t,'{U/af<d rates ON designed 10 YcCO\'i!;r the .''fH<.'ific o!J;tity.JS COSts nfprm1ding the regulated .M'\1C2S 
tJT prot:h:c·J.'(. 'rfn:-. criJ.:riun i.'l hu~zdotd In hot applied lo 1h~ ,\?Jbslmu.:~ of Jh.: ngulalion. ratlur than iJS 
fonn. If an <>Uify's r.tgular.:d rut.:s are bas<d en th.: costs of a group of entiti.-s and th.: entiry is so /arg2 
in rr:laricn to tl:-: group of entities that irs costs ar~. in essenc.?. the group·s costs. d:e r~ulation \t·ould 
m~et this <'ritetion fo•· that <ntity. 

(C) In ~i,1t' of til• d:;mandfor th.: r~gulat.:d un;i<'2S or proJm:/s w1d th.: kwl of comp.ttition. dir<cl und 
indirecL it is r~asonable to assume that raus set at !el·~Is tl'J..'Ji will r:tCO\'I!r Lire entity's cosrs can be 
,-harged to and cclle,·tedfi·om <'1tstomers. This critetion Nquires <"'nsid!r3tion of an!icipated changes 
in /;c.·.: Is of d<:mw1d or comp?ritirm dur.ng th? re.:av.:ry periO<I for CJJT)' <'Cipila/i~,{ ,-o~/s." 

9S0-1 0-:0 GIO'-'<llry, l)diniti<ln of incurr~d cc.ls ",1 co.< I u>1singfrom =<h paid om m·ob/i.'?ation to pay for an 
ac:t~uir;:J a.~f or ·''"'"'·k~ a lv ..... ~ Jmm any cuu..:~ that ha.,· b.:Dl .\ll."ilaimtd uncl bas b<i!DJ or musl b .. ~ paidfnr. ~· 

980-1 0-05-S -unl~ss an accC/mling order indicates the way 3 cost will be handled fer 1'3U-making pwposes, it 
c:>u.ws no ,•cm:omic e}fieL< lhalwou/djusrijj• dc\1ationjimn !he G.·I.·IP appliroble to businil.<S ;mtiriil.< in 
x~n~ral 11u m.:r-1 i.~·uanc~ ofau accounting m·d.:r nm /i.td Ia ral.t lr.:almou dn .. ·.'( nul chw)g.: mr mtiry's 
:t<,'OJWmic r.:soun:rts t.JT <JbligaJimrs. In other word.'{. tlu .:<..vnumic: ttffttt.1 of rrtgulatory.· d .. ~t.-i.\'ions - not the nr.:r.t 
exisr.mce of Ngulation-is the pen·asi•-e factor that detmuims the upplicarion cfGAAP. 980-3.;0- Other ASSi!lS 
and Defm·ed Costs. " 

9:::)0-3-10-25·1 ... Rat.: aclions of a r.:gulalor ' '(1)1 pn:nlicl.: r~asonabl.: assuranc~t ofth.t ... -xi.'ltznc.: of un ass21. An 
emit)' shall capirali::e all or part of an incurred cost dlQt >t'Ould otheNise be charged ro e>pense if beth o,fthe 
fcl/oll'ing criteria are met: 

(a) It is pi'Cbable (asd~fined in Topic -130) rltatjimn~ r<wnue in an amo!Pit 3t least equal rc the C3pitalc<d 
cost-.10 r<sult.from incbJ.riO>t oflhar co.'</ in allow<JI>I~ costs for ra"-making pmpnszs. 

{!.>) Based on Jl'ai/::~ble <•'i:knce, the futur< twem~e "'Ill be pto\·'idcd rc permit Yc<'Ol'f!t)' oft!').! pr~•·icusl>' 
i>t,-rtnvd cost rather ti1an to provide for expe<·t<d 1<.-els qf simi!arfuture costs. if Ou r<wmt< >~ill be 
provid~:d throu.~h CDI automatic raf<i-adJusrrni'nl c/au.s<, tl:iscril.trion r.tquircs Jhalrh.r IC,~ulator's int...'171 
de.•rly be rc permit two•·ety o,f the pre•·iOttsly in<-rtn-ed cost 

A co:ttrhut dtNs nOJ m.:et tlr.:~ ossel r.:cognition cril:.!riu at JJ:.: ,/au !he cost is inoJrr.t,/ shull b.: r.:cogni:..:d 
as a ro?gulatc1y as~t Y.}l..?n il does m>!o!l tho~ cnic!ria at,? la!i!r dau." 

9*l-3.Ul-4D-l : -if al any lim• an ;mti~Js n1<'llrr,·d wst no lor.x<r muL< lh< ,.,.;l«ria fbr rhe capitali:arirm of em 
i>~curr~d CO>( (>a paragraph 980-340-'25-1). that cos/ >hall b~ churg«llo eamings. ·• 
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980-350-50-1: -In som~ cas<s. a rogularor may pe>mit an entity to include a cost rhat would be charged to 
expms~ h.v an w•r;;xulct~d ~ntiry as an allowabl.: cost awr a period of tim" by anwrti:ing rhat coslfor rat.·­
making pW]10.\V.<. but th~ r.tgulawr dv~ts >wl inchsd.: JJu w~nem·;:r&i amozml in tJ:.: rau btL<~. 'J'hat proc&iur< 
do~ts not pro,·ide a rttillm 011 i11wstm2nt during th.: r.~ca-.vry pl riod. if rUa>'liY of >'Ucil major costs is pM·iLkd 
.,.iihout a Ntum o11 inwsrmem dwing the recow>y period, I he emity shall disclose dze remaining amozmts of 
such aSS<! IS .?nd Ihe remaining >>eCo\'I!IJ' period appli<·:J!>Ie w rl:em. " 

980-340-55-2: -In som~ cases. u r2gulator ritO)' upprG\·e rules Ji:al ur2 inl.?nr..kd to r~CtJ\"J:r an i11,11rr.:d C()S/ C\·~r 
an extended period wiihoza a ret1m1 011 Ihe zuJre.·overo~d cost d11ring Ihe l'eCOVery period. " 

980-34(1-55-.3: ·11ze regulator's :J<'tion pro\•ides reasonable assurance ifrhe existence of an asset (s<e 
paragraph 980-340-25-1). A<'t:Ordingfy. the r<gufaud miity >rould capitalize the cost and amorti=e it over the 
period dining 'Khich ii'Ki/1 b.: al!owi!d for rau-making purposi!S. That cost would not be rocord.:d at discou111i!d 
pr.:sml Ya!u~t. All .'Xceplionln Jhi.< g.:mral ro!.: is prtrrid.:dfor cvsls of abtmdon~d )Jtanl.,." 

Issue #1: Can tl~ IESO r rcognizc dcftrral or variance accotmt.s rtlattd to the annw l Global Adjus1mtnt 
SmooU•ing Account a.<" r~ulatory a.<.wl on it~ <l:!.t~ment of lin:mci:tl pc~sition? 

US GAAP inclu'ks ~-p...-cialaccounting provisions that arc applie1blc to entities "ilh 2etivitics that arc subject to rate 
r~gulation (~c White Paper- Adoption of the Guidance in ASC 9SO Regulated Operations). The ro:sult is that rat~ 
r~gulat~.d cmiti~s are requir~d to re~.ognize regul:l!ory assets and liabilitie<s providN the following three criteria &e 
met: 

Crittri:l Commtnt L\':llwtion 
Th..: cr\thy's. ~tlcs for n:gulatcd ~-n·iccs or I ESO h."JS unrccog:ni:r.cd vmiaru:c ac;:ounL"\ fvkt 
products provid<:d to its custom.:rs arc rclat<'<.lto lhc Jo..{J).VIl{ (•1t1all meters), th"t 
established by or arc subj~ct to apprm·al h:wc b.:c:n appro'·~d by til<! OEB in 
by an ind..i>•:nd.-:nL third-J"tlly r;:gulator or accordan.::.:: " i th the Elcctri~itv i\ct ;md 
by its O\\'n gvvcrning board t.ll'lpoW'-"TCd the 01::1~ ;\ct (s...-.: ;\ppcndi" ,\). 
by statute or contr:lct to establish ratc:s 

It is important to note that Hydro One and that bind customers. 
Of'G arc both con.w.lid:ttcd into th.: 
province':; books. :1rc both r.:b'Ul:!t.:d by 
the OEB and lheir respective rc:gulatozy 
a=ts and liabilities are repootd in the 
province ·s books. 

The r~gulated rates ar~ designed to CWTently, the rates approved by lhe OEB Jvkt 
rccuva the ~.;.;fie entity's cosl"' of arc d~~igncd to rcrovcr the lF~'>O's cost< 
providing th.: r~-gub!tc'<.l :>.."r\'icc:> or of J'TOviding lh~ T\.'b'lll"t~-d <.."'T\'iccs and the 
products. pass-through related to the ~ncrgy 

pl!Cchast'.d from the g~nerators. 

The contemplsted trar.53ction is bas<!<l on 
the fact that the OEB would SJ311t g\!Jh!ric 
dcfcrrnl or variancc account~ to caph.re 
the ditT~-r<:ncc l><:tw<:c, th.: amoUI'll:i paid 
to genera toTs and oth=. ;md the amoi.Oll:i 
coll.x:ted in rntcs. Furthezrnore, the 
intero!St 3lld ancillaJ)' costsrelated to the 
coll!emplated tr31lSaction would also~ 
included in future rates charg\!d to 
customcr.<. In summary. th<: legislation 
would i.le<!h: a right to (."'ik'-=llhc: irn;urrl!d 
co,ts. 
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In view of the demand for the r,-gulat~d Since the deferral or variance accounts ))..Jet 
serYic~ or products and the levd of would be sold to the OPG TnlSt at least on 
competition direct and indirect, it is a monthlv basis and cash would be 
reason:~b!e to assume Utat rates set at received 'on the same cmy. this criteria 
lc,·cls that "ill r~co~·or th~ cntit~'s costs wouldbcmd 
""" !-,.: charged to and CX>I kct.:d.th>m 

This critrria would need to be monitored custmncrs... This crikTion rc4uir~..-s 
on a yearly basis to ensure that IESO :l!ld consideration of antlcip:~ted change:> in 

le,·els of demand or competition during the OPG Trust would he able to r~co,·cr 
th~ fulur.: dcfcrn:d amount wklng intC~ 

the reco,·ery ~riod for any capitoliud :Jccount the !eve b of dcm:md or eosts.'' 
comp~tition during the r~cov~ry ~ricd. 

Conclusion: The t!Jree critrria would be met. 

Conclusion: Based on the assumptions mentioned abo¥e, IESO should be able to rec<Jgni:re a r¢gulatol}· asset for the 
deferrnl of the 21utual C lobal AdjtlSTment Smoothing Accounr. -~mentioned in the ASC 9!lo) guidance abo\'t, it is 
important that 211 accounting order be is..<t~o: d by the OEB which indicau.s the way the incurred costs would be 
handled for rnt.:-making purposes :1.~ the OEB's action pro,· ides r.:.1scmabk assur:1ncc of the existence of a regulatory 
;L""~1. 
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2. Du ecognition of regulatory asset s (deferral :1nd .-ariance accounts) 

D:l(kground and A~suotptions for issue lt2 

The facts, circumstanc<!S, and assumptions rel<!vaOI to the sp<!Cific tronsaction.~ are as follows: 

I. The annual Global Adjustntent Smoothing Account that would b¢ defmed in the defeC1'31 or varianc-e accounts 
(the uAsser) would be signifiC3Jlt. 

2. The IESO does not curr~ntly have the fmancia l capability to finance tlte Asset and is ccnt.!mplating selling the 
i\s.<ct to a Tru:;t to b;: so:t-up by OI'G (th.o .. OI'G Trusq. 

3. The OPG Trust would be consolidated by OPG. 

4. Proposed terms of the sale agreement betw¢¢n the lESO and the OPG Trust: 

The sale contract would b¢ structured as an ::~bsolute sale, which would ::~ssign furur<! ~.conomic: benefits or 
cash flows related to the Asset exclusively to the OPG Trust. 

The arnmgemenr would b¢ strucrured whereby th~e is no recourse or obligalions remaining oflESO related 
to the Asset 

The arrangemcDI is not considered to be::~ flll3llCing transaction as lESO would have no oblig:~tions to the 
OPC Trust after the Asset is sold to theOPC Trust. 

IESO would not retain any rights or benefits from the Ass.et. 

IESO would not have any rights to interest a penalties on the Ass.et once ir has 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. 

IE$0 would ccntinuc to collect rdmcd C:L~h news on the Ol'G Trust's b.: half and r.omit thosc c:Jsh nows to 
the OPG Trust without material &lay. ln addition, IESO would not be entitled to reinvest such cash flows, 
cxe10pt for inv=m~nl< in ca.<h or ca.<h equivalent< during the shi>rt :<ettlcmcnL pcriOO from the collc.-:tion 
U.1t.o to the U.1t.o of rcquirro r~-miu.ancc to the Ol'<i Tru.<L and inttO!csl e<m1ed on su.:h c:1sh and c:!Sh 
equivalents is passed to the OPG Tn&. The contract wouldderme IESO's role strictly as that ofagenL 
under a p355-through arrang~menr. 

&"!\'icing. origination, "'"'' ammg.onlc'flt fees. would he collcet.cd by lliSO in mtcs chargoo to r.stcpaycrs :c< 
part of its m2rket dealings. 

The 1\ss.:t would be sold to the Ol'<i- Tru.<l allctst.. on a monthly b:L<i< and c:1sh would he r;:cci\'cd on the 
:;;rm.oday. 

Appropriate Accounting Principles for issue #2 

l'ublic Sector Accounting Sl>nli.brd ("I'SAS-) 3210 •• 1ssc:LS. di:Cmcs :m ;L<:<ct :~< ~ ... -<CUI rami<: nsourus conlrnlkd by 
a gav-.mm~m as a re;mlt of pllSI Iransa,·lion~ or ev~nts and from whichjisiiiN <t(.'()>!Omic bmefits ar~ I!Xpected to bl! 
obrained .. [par. 3] 

.04 ·:.;ssersl!aw rluu ~ss.mrial clJaracteri.srics: 

(a) the,• embodyjillltN economic benejirs that im,oh·e a capacity. singly or in combi!Jtllion >~·irh orher =ts. 
to provide goods and services. to provide future cash inflows. or to redrt<'e cash ourflows; 

(bj thz public s.?CJor f!1Uil_\.· cun controltl:e econonn·c Yi!$()urce und access to th~ fU1U1't! economic benefits; 
and 

(c) the rr.msacrion or ewnt gh'ing Jise to the public sector entity's control has a./r~ady OC<'wud. " 

.22 .. Control of an economic rl!source and of acci?ss Io tht!.fulur~ economic benejiiS ar-? es:h!ntial charact-?n'slics of 
.1n asser, whueas possession or owt:ersl!ip is nor ... 

.24 ·-A public secwr enti.y may act as trustee when it a::i>tinist~rs tmsts on b~l!alf of the benefidan'es specified in 
th<_agreemml m· staJuu. As tntstu. d1e public sector entity merely administers the assets, following the Wms 
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and condiriOI!S ur Oflt in tlr~ agr~~mmt. It do€s IU)l comrol tJu asut b~caus~ it do~s not iuzw acass to th~ 
fu!JJr~ economic b~n4its. Thos~ hi!ll~{iL,·jlow to th~ he>leftciari<s. -

.4s noted in PS Jo)X) financial st:tt~m~nt conc~pts: 

.37 '':In it.zm is not em assit qf a gowmm<m ifitlac!,s on< or mor< ofuu essmrial charact~risrics list<d in rh< 
pr<ccding para;.:rcrph. Thus, for example, an ium """·'no/ qualifj• as an""'""/ of a g<N~mnwu if th.: item 
i>n·olvt!s: 

(a) no jiJtllri! economic bemjit; 

{h) fi•JJn·e <cmmmic· h.m~[il, hut VT< guwmm~nl •wmf/1. obFuin i1: or 

(c) jiww.z economic b.m<fit thatth.z gowmmmr may obtain. bmthe <'Wilts o•· circumstances rhat giw the 
go•·emment control of tl!e benefit ha•·e not yet occurred " 

!\s nc'loo in l'S3450. uorocognition of a lin:mcial li~bi l i ty: 

.042 "..1 gowmmelll should r<mm•e a financial liability (or pari o.f a financialliahility) from its slat<mmt of 
.frt7t11>cial pmition wh;m, rmd m>ly wi1m. it is .':<lingui:rhed (z.<., ,..;,.,, the ohligalion .\JIUiji<d in J.he comro.•·l i., 
,6scluvg;,d or canczl!.td or .'X]Jir~s). " 

.043 ·:.J. jinancial liability (or part of a financial liability) is ~xtinguished ll'hm the d.?btor either: 

{a) Ji:«.-h<PX<S Ii1e liab;[ily (or part of if) by paying th;: o-uitor. nmmaUy ,.;th c·a."<i1, oJher ji111mdal a:.wt.~ 

gtXxls or s.:rvic-.:s; or 

(b) is legally r~l~us~dfrom primary , . .,,,7JOnsibilityfor Jhe liability (or pu>'l ofi!) <ith<>' by proczss of law or 
by Ii1~ cr<Jifm·. (JIII1zn Jh~ d"hwr has .<:iV<>> a guarani<<. this cnr.t6tion may still h< m<t.) ·· 

.046 -PQ)'nl.mtto a third party. including a h 11St (scm.uim<'s ccrl/.~d "i>l·subsran~ dif<ascrnce'j, do~s not, by itu!f. 
r<li<V< Ji!e d<htar ofiL< prima>y obligation to Iii;, cuditor in the absenc~ of lotgal rcleas.: . . , 

.047 "If a <khtor lJQ)>'S a lhird party /o a.~·mm< w1 obligalion a11d no/ifiex ils <-r<W.'Ior Jl:at !hot lhird party has 
us:.1tm~d its d<bt obligation. the tkbtor ckx!s nOi der<cogni=e the d.>bt obligarion. u11l.?ss rh.t conditio11 ill 
paragraph PS 3450. 0-13(bi is mer. If the d.?bror pays a third party to assume an obligation and obtains a legal 
r<le:lSe f rom its <'rcdito>; rlr.! debtor hilS extinguished :lre debt Howew r. if the debtor agrees to make 
paym.mt; on rhe debt ro til< L'rird parry or dir<<"l to the origir.al crcditoJ; the debtor I'I?<'Ognizes a new tkbr 
obligation to tr.i! mil'd parry. -

I ssue #2: Can the IESO den-cognize the deferral or nriancr accounu rtlatcd to the annual Global 
Adju.\tment Smoothing Account upon sale to the OPG Tru.\t? 

I'S32l 0 dO<.--s ool sp.:ci llcally addr= the uorcccgnitio., of a r~-gulatory as.<ct a.< tho concept of a rcgub lory ;c<:<.:L docs 
nul exist tm<kr l'SAS. 

As mentioned abo,· e.. regulatory assel~ do net meet the definition of intangible asset or financia l assel Sp:cifically, 
r..:gulalr.ry a.".~~ do not n1-:..:1 th..: J,;: finition vl financial ;t'\...;;ct b.:..::au...;c tl~y ar-: impvs.cd. on cu."itom..:N Lhroug,h thi: 
tmiiY(i.c., imr.<=d by Lhc O f-:1-l) and do not rqm:s..-nL a ri~ht lo ro.:ccivc paymc-nt.s !rom anoth~T p;orty <L< a result of a 
contracl 

).fore s~neC311y, PSA.S.3~1 0.37 suggests that 3Jl ~~would no long.~r be r~ogniz~d when it fails to me~t ~ 
defmition of 3Jl a~t. 

Bas.:d on PS I000.37(b), an itent does not qU3lify as an asset of 3 gowrMlent iflhe item invol\'es future economic 
benefit, but the govemm~nt cannot: obtain it. 

Bas.:d on the assumptions m~ntionoo abov.:, the leg.~l title of the .~t would be transferred to the OPC Trust, m 
wdl :ts, ALL risks "nd rewards, including lnc foJio,.ing: 

tlte c.omroct wollld defme IE SO's role strictly m that of 3genr, WJder a p2ss-through ari'3Jlgemenr; 
all cash flows rc.la~d to the Asset would be transferroo withour material delay to tlte OPG Trost: 
righ!s to interest or penalties on the Asset would be for the benefits of the OPG Trust:; 
IESO mtutot pledge the-~ and 
no r.:cm.-se or obligations rcm3ining of IESO rd3tcd to the Asset. 
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IESO should also <!Valuate whether the sale of lhe Asset should in fact b.: considered as a borro\\i ns arrangement Tn 
the ab;;:ncc o f d~utiled guid1ncc on this subj;:;:t, we can analogi?..: to th~ guidan;:~ in PS3450 Pinancialll>slmnwlL< 
for the <.k.'TCC<'b'llition <>f :t on:tnci:tlliability. Par. ~;; ,;t;tl~s th:tt ",lfi~>andal/iability (or pari of afinan~iu{ /iubifityj 
is <-xtinguishi!d ,.;,~nthe d<btor is legally Nl~us.:dfrom primwy r'-">pom.ibility for 1iu: liability (or par·t of it} ~ithu 
by process of law or by the <'!"editor. (When the debtor has giwn a guarantee. this condition may still be meL)·· 
Dased on the assumptions memioned above, sine~ the legal title of the Asset would be transferred to the OPG Tmst, 
as well as, ALL risks and rewards, it can be concluded that the sale oftl1e Asset is not a borrowing arrangern~m. 

Conclusion: B.1scd on lh;: proposed terms of the sale ~greemcnt between the TESO and OPG Trust mentioned above.. 
the defcrr.tl <lr ~;ui:mcc :tCC(lurtl~ would be dc'TeC<l£.11izcd n\thi: pnint wh;:rc the I 1-'~'lO would d.--riven<> Cu!un: 
economic bcndit from iL This would occur wh\.,-~ tbc 11:.:50 ultimately Lmnslcr.; th<: righL,, risk and rcw:rrd.' rcl:!tcd 
to those deferral orv3riance accounts to the OPG Trt.r>1. This would occur on the r~ceipt ofC3Sh from the OPG Trust. 
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Apprndix .A: 

Extr:.ctrromth• ~J)ECISJO,:>; :.ndORil~:t{ i~su•d by th• OEB nn ~l:srch28, 201J" :n-;,ibbltonth• 

IFRS'Ifcbsitr 

17oci.!..:Jing em th.; ()nt;ari,, ~n ... Tgy ~ard"s nv•n motie~1 to r~,.."'·i ~,..-v.· the option:-:: for f.l.nd uhim <~tdy tkt'-Tmim: tht! 
appropriate a lloc:stion and rcco,cry of the Stnart Mctcrill',; Ch:uge purs ttml to section 19 of tt.: Ontariu Energy 
Board Act 199S. 

THE HOARD ORL)ERS TH;\ T; 

F.tTcctivc l\.lay I. 2013, tltc Smart Metering FJttity charge tot.: levied ~nd colkctcd by the Smart Metering Entity 
from all Distributors identified in the Iloord's 3Mual Yesrbook of CI~ctricity Distritmtors sll3lllx S•). ns per month 
tor each Residential and c~neral SerYice <5(tk\V custom~s tor ~ch distrib1-10r. The Smarr Metering Entity charse 
shall be in effect trom Mav I. ~0 1 3 to Octobcr 3 1, : 018. The number of Rcsickntial and General Service <50 kW 
cu.<t<>mcrs to which the :-;,;,.rt M;:t.:ring Entity cha rge "ill be applied to shall b..: in accordar-.::<: with tit<: mctlt<xlol<w 
set fcrth in the &ttkmt'Tit Al,'fCCm<'Ttt at~t;:h<:d as App.."llilix A 

hup : 'fwww.ont:~ritx-ncT!."--ho;trd. c:t'ocb! l x>.::umcnt:<'EH-201 2-0HXlldt:c <>rd.T IESO-SI\11-: 20131l32KJ?<1f 
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Fehwy27, 2017 

Mr. Se~ lni>:rtl&%10 
Deputy Minister, 
IV:.,inistxy ofEnl!rgy 
4 Floor, Hearst Block 
900 Ba.y Street 
Toronto, Ontario 
M7A 2El 

Dear Deputy: 

ONTARIOFGWER 
GENERATION 

Below is a summa:yofOPG's p1elirnimryviews on the i.mple:mmtationoftl-e Ptovinc:e's propo:;ed 
Global Adjusbrent Smoo~ Account and :fman:~ structure. "These views are con~nt on the 
propciGed tenns ani co:nl.itiom that were sent to tl-e Minisey ofErergyonFebnwy2l, 2017 . 

Undenta:nl..il1g that tl-e :futalli:ationoftl-e ~gal tenns, tl-e Trust i:nl.entures, fuwci~ structure ani 
otl-er de~ tenns will Wee se~ral m:>nths ani will in'-ol~ c:ollaboration between~gal ccun>el. 
inPlt flO:m capital markets, parlies involwd ani otherstakerolden, this letter is intended to pmvide tl-e 
~eline ani f>a:meWorkwhichcould fomt 11-e foundation of the plan. 

P~ase do :ot hesitate to contact :me ifyw m~ any questions :reg..d~ this summary. 

Si:n:erely, 

Mr. KenHarl.vick 
ChiefF"man:ial Officer ani Senior Vice President, F"1m:n:e 
Ontario Po.ver Gereration 
W: 416-5n69a5 
C: 647-544-6985 
kenlwt'Tic~ opg.co:m 

cc. JeffLyash, President and CEO, OPG 

Badq;:round: 

The Provin::e has indicated that it will take steps to 1educe e~tricitybills in tl-e ne41-ter:m. It has 
idel:lliliedre®ction; in the GloOalAdjust:mentC~ (GAC)c~ toe~ctricitycusto~n as a 
:mean; to achieve its policy goals. The Provin::e is pmpos~ to temporarily :reduce the =lofthe 
GAC cl\uged to e~tricitycusto:men (prinwily RPP-eli;ib~ customm). Tl-e exacl qual:llu:ma:nl. 
duration of 11-e p~:mis still not k:ownbut based on discussions with the Provinc:e G AC emrges of 
appl0ximately$2-5B peryearforthe rext .5-10 }'ears would be defe:tred ani collected o~ditu:re 
periods com:menc~ afiertl-e delhral period. A coni>inationofserlior debt ani subcriimted debt 
(mainly sourced by additiom.J. equity fro:m the sharerolder) would be issued to fund the .uroul:ll 
deferred. The:f~costoftl-e debtandothercosls of:rumlil\'; tl-e plOg>a:mwould fomtpartofthe 
amcunls recovered fm:m custo:men o~ the temt of the pmgrarn 

The Provin::e has requested that OFG administer the GAC defeml, because ofOFG' s participation in 
the market, ~gulatory !:noN ledge ani tl-e potential ability to consolidate 11-e activity ani accounting 
with OFG. Given the si;ruicant amcuntoffinuu:~ :required for the GAC deferral, OFG has 
de,ooeloped a :f=nc~ structure (depicted below) to: 

:12strid tl-e risk toOPG; 
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White l':lptr 
C:lohal Adjusttntnt Deferral - nis(ussion l"'ltpcr 
Ont::trin Power Generation (OPG) 

• ma.ximi7.e tho: .:~t-cffccti\·cn.:s.• of the Trust <1r the Sp.:cial Purpo:;.: Vehicle (-SPV"") 
tinancin£ v~hicl~: and 
al!Qw f<>r consdid,,tion in!,~ OPtr financial statement<;. 

Ih~ SUC<".C:S.$ of this stnX"~Ilt"~ is d~pcndcnt on l!Citieving a numbc.>r oi objectiv<'S which ar~. rc.viewed in 
th~ iollowins sections· 

A. Ability to ReeO_!;ni7.e An A<,.~et l'!nd Record Reveml<! 
8. Ability to Consolidate.> the.> SPV into OPG 
C. :\bllity t(.) Fin:m.:~ 
D. Rxtcrnnl 1\s.,.:,;..nl.:nt 

E. Risk Summary 

All of th.: p•-rc~o"lltag;:s :;h>wn m lh~ gr..!phic bdvw :JT~ indi;.-,llivc and "11ll:x: highly d,-p.-mknt ;.•n lh~ 
kgislalion lhatlb..•l'rovincc will cna<:l: 

~ 

G~rortors 

Proces.<: 

The l[lSO will effectively sell the ·right to collect" d~t"c!rred future revenue irom ratepayers (GA 
R<!to\·ery Right AS.~t) to the SPV in rerum for C'l$h proceed.•. Tn order for the SPV to purcha.o;e this 
a.=tthc SPV will obt.1in t~ fin.1ncing fr,= two k.:ysourccs: 51•/o directly fmm capiL1l mark.:tsMJd 
49% a.~ suoordinatcd debt fr~ OPG. OPG \\ill obtain.44% of this fmancing. as an equity injection 
from lh~ Prvvinc-: and 5o/o from capital marko:ts. 

A. Ability to Recognize an Asset and Record Revenue 

Accounting Requirement\ under Tntern:.tion:~l Fin:.ncbl Reporting Sbnd:lrd• (JrRS) 
I) Tt is our underst;mding. that th.; IE SO and KPJ\-f(.} h.wc conclud.:d that th: sal.: of this 'right to 

ctllk·cL' fut.urc r.:v ... 'lluc (or r'-'b?Uiatory ass"·t) is 11\..ll a financing 1r..!llS3Ctk'n 3lld will nol be n:ct'rJ~d 
os a financialli;\hility. tla.<;.."d on that conclusion. the right to collect will be accounr.:d f<1 r a.• an 

intangible =t in th-: SPV . 

.2) Tn order to the SPV to record this right as an intangible ass.:L th.; right must m~t the rollO\ving 
conditil111S: 

The int:mgibk asset must be separable and ari.~ from a contmctu.1l or legal right (i.~. 

m;mdakd by th.; Legislation :mJ SPV Irxk·nturc l\gr,-cm~lt). 

• The Sf>V mu.<t have the c<">ntrol and power to obtain futllr.: ec,~nomic l:x:ndits from the 
mtangibk ass.:L 

• The SPV mu.•t be ahl.: to dclll()flStmtc that thc intangible asset is pllrchas.:d at fair value. 
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White l ":lper 
Clobal Adjustment Deferral -l)i~<eussion P:l~r 
Ont::uio Power C~neration (OT'G) 

3) Tn ,~r&r f,~r the SPV to r.:.:osni 7.~ appropri~t.: rcvcnu.: t,~ off.~t any oog<>ins c=~- the T .c£isbtion 
must requir¢ inru~t.. earryin2 and sdministrativ" cOStS to be paid roth¢ SPV on a monthly basis. 
TI1is nlAY remit in ndditi,~n:tl amm.trlt~ m he &ferred t~ ~chie\·e the &sired cu.<t~nter im ~ct. 
.Pll~m<ntof revenue to lhe $PV is also important to service the interest expenses ofthi: debt 

B. Ability to Consolidate th!! SPV into OPG undl!r I FRS 

OPG 'Conlrol' of lm SPV - Accotmling: Rtquirtmtnls 
1) ln ordc:r to mcrtlhc accounting U<'fu:Jition of ' ('lmln>L aoc.ounting guidance mu:>t be ;;onsid<:r<'J. 

There 31'¢ no bright lines to determine wh¢lher OP<..i I13S c:~posmc:. or rights. to vsriablc: returns 
frvm i~ ilwolvcm,·nt "~th the $l'V. or whctho.·r it hal> the ubility to afl<:ct the rdum:; ufth.:; Sl'V 
through its pow<r over th<' $PV. Ra!Mr. all facts and circtllllstance:> are c<>n:iidcrcd whi:n a:>:>es.'ing 
\\n;:lhcr :m .ntity hal> cxmlr<.'l ov;:r :rnolhcr l"ntity. BaS<:d on th;: rckvant acc<.lW'ling guidance 
under TFRS, OPG has pro~ t.:nns nc~s!<:lry to <kmonstrnte that OPG has contr,~l ovcr the 
SPV. OPG':; cxtcrnal auditcr:>, Ern:>l & Young, has pro,·id~d their .::oncurr~nco: that based on th.:: 
inf,>rmntion pnwided to th~m t.~ dat~ that the fol!,w.-ir.g e<>nditions s!-.~uld ~rmit cor-.s.1li&ti,1n of 
th~ SPVhy OPG. 

Dircdh·<': 
l . The SPV musr be undertaktn b~· O~Xi as a business initiati,·e on its merits. A 

ShAreh.~lder Dir~ct ive is to h.e 1 imited tl) direct 01'(} to inv~scig.1te the ~ption of 
oe:;tabli:>hing a SPV ' 'chicle to administer. tina nee and operate lh¢ <.i lobal Adjustment plan. 
The control, risk and rewards of ~t SPV will determine it~ consolidation into OPG as a 
busin= ~nU:rpri.se. 

Sl'V: 
2. The SPV should n()( operate in a prt.Jetcrmin<d wav such that O.I'G docs not ro~e 

ded~ion-making authority over the SPV's '~ngoing.·activiti~ after iTS formarion (i.e. 
:s!t<.,ukl not opc:r~k on 'autopi!Ol'). 

3. O.I'G must ha\•e the ability to appoint and remove the Tru;1ec (or JJoard oi Trus~). with 
oo n-lo right by lh~ Pro\' inc<:. Nu party :>h:lll ha\"c the ability to rcmo\·c OPG from its 
role and :wthoriry in lhe SPV. 

4 . Thd'rv\'inc.: C:mni.'l haw the right to veto OPG's tk--ci>-ions ulx>Utth.:: rcle<anl activiti;;s 
<'fth" $PV. O~v mw;t ha\·olhc powc:r ovcr thc rd.,,· ant aoti,•iti<'S olth<' $PV :mJ be 
compc:nsat.::d. The r.:!<:>'3nl ~tivitics .:>f th;: SPV includ~ (but arc nvtlimited to) the 
~-vahrJti<m aoo dc~~sivn:> en fmancing alt~matiws. <.h.arJLivn, and th~ SlrdU:!!Y to minimize 
financing oosts. O!'G must h;m; the power to csL, blish <!pci-ating and capital budgets of 
th;:SPV. 

5. OPG must h.w.:: th.:: pow~r t,) d~tcrm in.:: or chnng~ op.::mting ~nd financing poli.:ics oft he 
SPV, which will affect th.:: vari~bility vf ri:>ks and Mums. 

6. The Pro\• in~ or it< ~t~o::ies n1u.~t not dir~ly or indirectly fund (through cl.:bt or equity) 
more th.~n 50% of th~ following: 

• TheSPV 
Any of oro· s invcstm<:nls in the nto>"t subordinnt;:d debt of the Trust 

7. 01'(; nal'.t own gre<">ter tl\lln 50% ll f the most suh.~rdil\llted debt and mrgeted to he n11 les.~ 
th.-m :'%1 of the Ictal <kbt oft!-..: SPV. Such ownership muse t-: financed <:nlircly by O~r 
through operating ca.sh flows or e:--:rernal debt. withOUt a..<sistance from Provincial sources. 
f\ qum11imlive nnalysis ~hould h.e f.'!rform~d :\I n l:\t¢r dar.: to c.molx~ratc th.:: 
appropriateness of the 5% tht~.shold to suppoJt th:u th¢ 5~~ subordin:ued debt invlOstment 
is suificient to :\hsorh m~t ~f the expected variability in the SPV. 

S. O.I'G must have thc ability to= ~ariable returns by exercising its authority. whidtshall 
be accomplislted as follows: 

t \\:bile the rest of Ute lcU.arefcs lo tal CPO invc-.;:tmc:u lnlhemt:r.4ju."'iur :iubor..Simdcd .Jd>l \ltith OPGOtm!n.s:..S~. iL ~"toui..S be 
noted tbat 0P..~ &h.~ld 6\\11 nt.,)("C th:an 50% of them~ ;uWrdin:lt,! d<br. rl)( simpt;...ity. the d~~ to whkh OPc·s o-A:ncr5hip 
b\.;'(':'!d ~u% ii not ~C'\\1) in this ks.ta . 
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White L'llpcr 
Glohal Adju<tmtnt Dtft JT31 • Di<cus.•inn T'llptr 
Ontario Power Generation (OPG) 

a. The l""-!sh tlow frt>m the r<:>truct.ur~d :l-'$<"L shall include int~~SI Jetcnnin<id b(l:;<:d 
on" r~kv:mt b,.,-,dunark U'l:!t is appropriat~ rd:mvc to th~ ~s!ructurcJ asset, plus 
an appropriate m3rgin c-onsistm t with th< rdcvanL mru-kd and lllhcr risks 

b. Ol'G :;hall have i.l-..· <!ulhorily tu dd =in,· the fin:.nt~-ing slr.ll.:gy, whi;;h v.-ill 
vary the fin;mcing costs with th.: c-bjc.:ti,·.; of enabling the SPV t<> achi.:vc a 
nwrc favour..Lb!,· return compar~;J to tl>: r,·tum from the r<'slru~-tured asset 

c. Th.; Si'V shall csi;Jblish cla=s of liabilities (senior, suborJinat.od and th.: m<>sL 
<UMrdiMt~d). The cla<.•cs would nllow th.: SPV to d.:lineatc financing ofh)wcr 
risk invest111tnt and im-estmMt tll'lt would bear hig.her residunl risk. 11le 
ddin.:ati,)ll would limit OPI."l 's self-funded investment t,~ a rc>\St)nnblc kYd in 
•)fdtr t•) allov; OPG to remnin a sel f-su.•t~ini n~ entity. 

J . OJ:'U shall. through its ownership of ill<: m0s1subordinat~d liability. be able: to 
l~ptur.: and retain illc pricing oilT,-rm<.:c bctw~<:n cOs! o( fm:mcing and 
b..-nchmmk for intcr<:st on tho: r.;s!J'Ucturcd asset, or any r;;sidual risk of 
n.-suu;;tured asset. Th~ l:lrgct,·u ~Lum of thc sulx>rdirotcu liability shvuh.l b.· 
r<:Occtivc c rt he 1m~rlying ri~ks ~nd comp;:t=tc holJcrs lcr activ;: m=g.;rn;:nt 
th.1t would h<: r~quir.:d. 

e. OPC should i>ArticipAt~ in t~ ~tailed ~ign of the Ahove and tl~ SPV 
docluncnt.1tion to cn:;urc th~t it h.·1s substantive ]k)Wcr and ,-ariability, which will 
alk"· OP'~ ·s f)oa rd oi nirectms 111 evaluat~ the oppMrunity As A !>mines.< 
initiati,·e ~1ead of tluough a shareholder directive. 

Noillwilhslanding the above. under c<:ruin lM"int:d I'orc~,d Majeure for cme~geoc.y events 
(e.g. unlikely credit market event or disruption wher~ it is not possible to borrow from the 
markc~at a n-~>mbl~ rdl<"}. the OE.I'C may pro,· ide brioge finuncing beyond illc 
dcl:Signat<:d percentage for a defi ned period. r he rdc:,·ant renns should en~ure that this 
u..-mpcrdl)· mc-~sur.: d;.x-:; not dclr..l<.'\ from Lh~ rights of OPG to direct all of the rdc-.·an~ 
sc:tiviti<'S of the SPV. Additionally. OPG shoulJ no~ be prOlectcd from risk l1f loss by the: 
OEFC '"th n.-,.-p..-ct to its suoordinakd inv·cslrnmt, nor sh<>ulu it lose its right to dmv;; tb;: 
rc;:;idual rcl.Um:; should :such brilige financing be rc<1uir.-J. 

r .cgi<btion 
~>. Thel..c:gi:slation must require interest. carrying anJ :Kimini;;Wti\·c costs to oo paid to the 

SPV on a ffi(.>nthly basi:>, so that th<:. SPV is able to r.;cogni;,; apprvpnatc r .. .-wnu;: to <i!Tsct 
any ongoing c<»"t:>. 

10. The L<-gislation must dictate the rnanncr in which the res~ru;:~ured ~s:<<"t would be 
det~ml ined. coll~ttd, lind the ~ri,~ ,)f co11~cti t1n. S<.) that the d.:tenninntion t)fthe 
restructured asset will ~t b.: subj.;ct to the l'rovinc.:·s dcdsivns <>nan ongoing basis, but 
detem1 ined 1->Ased <m :l formula Altemntinly, the Legislntion rn:ly nil ow for an 
ndju.<tment to th.; pr.;-dct.;rmincd dcf.;rral f<>rmul~ hascd on sp.:c ific r~mm.;tc rs tl"'t 
v•<>uld limit til<" adjustrn.;n\ to th~ rcstruct~n"cd a:<scL ,\Jjustmcnts ~'Y""'-' the spccilic 
p~rnmeters W<lllld requi r~ <'lpproval by the l"loard t)f T ru.•tees. 

I I. The Legislation must b.:: written to avoid !.:gal or constitutional chall;:ngcs and be 
irrevo...'j(hle ro r~uce the CO!-t ofborro"·in_& :md with a !-pecifi c f,)nnuiA which determines 
th.; dl:fcrral anH)Uilt. A• irrc,·ocability woold he difficlllt under Canadian hw on.: 
mitigarion would be to provide 3 Prov inciAl £UUMtee ~<itich only applie.~ with 
cancellntion '" Arn~ndm ent M th.! l~i~l~tion. 

12. The spirit oflh~ above t"rms should be ret1<'Cted inth~ !lPV Indentur<' Agreement a:> well 
ru. Lef:.i~l~rion. wherever possible. 

2) ·n,c Trust is c.xp<"ckd to be fin:mc<:-<.1 as Lollln,·s: 
5 1 ~,, sen.ior steurt:d debr from e.xtemal markers 
3!)0.:, :scnil>r subordimt~d debt from Ol'G (via l'r<.'Yinc.c <'qUily inj<..'ction into O.PG) 
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Glohal Adjustn•tnt DtftiTal- Di<cu.•sion Pa~r 
Ontario Pnw<>r C'rtn•ratinn (OPG) 

• I 0% juni~ suhordirotcd debt from OPG (S% fr~m external market< :md 5% fmm Province 
tquity inj ~ction into OPG). 

\\bl"ll =ing control, :m inve-stor shall consider the nature of it:; rd~tionship with o th;;r p-.!rti;;s 
an<! whcUll.·r Ll-t<.>w parti;;.~ arc a~"ting <.>n lhc in...-st<.>r" s b..·half (i.e•. lhcy arc· "de ia~"\o ..gent:;'). If 
OPG is a.ss<".:>.."'<'d to be a 'de facto ag~ni· of the Province, it will t:ompr<.>mise the ability lor OI:'G to 
con~lid.1te the Trust The splitahovc is t~ mect U1e following conditions to ensure that OPG is 
not ccnsidcr\:d 3 ·de facto as~nl' o f the Pr~vincc: 

Th~ .Pr'-'"in-.c or its agm~ics mU;S~ nl't uir~ct!y ''r inuir~~tly fund (through u<bt or equity) 
m.:>n: th:m 51)0/o .:>f U1.:: following: 

-~ The Trust 
c Any ofOPG's investments in Ule most sub..."'l"dinatcddebt of the Trust 

• OPG ml.l'.t own ~reater th11n 50'fo <lfthe "''~sr <uhordinsltcd ~t and mr~eted to own no 
lcs.< thlm 5% of the tot:ll dchtofthc Tm<t Such own.:Mip mu.-<t be financed cntir.:ly by 
OPG through opcr.1ting c-.1sh !lows or ext;;= I d<:bl, wiU1vut ::ssislml~-.: from Provincial 
Sl.~tr¢~S. 

3) TI1~ Prm·incc \\ill need i<l conclude <ln whether OPG ~ti ll meet< the dtfinition of a Government 
Business F.ntcrpris;; a.< ddin:d und..-r Public Sector :\ecow1ting Board standard• in order to obtain 
the pref~rred cons,)l idllti.~n treAtment After the trAnSAction. We ab<o r~mmend thAt the Provin~ 

t..~ undcrt~kc t~ :~nalysi• deemed n~-=ry t.~ confirm the accounting treatment in it<; o~r-.solidatcd 
.I'Ublic Account.<. including if the recognition of the inrangjbl~ asset W<'uld r¢Sillt in an offsetting 
liAbility in th~ Puhlic Acoount.~. 

C. Ability to Finance 

Pro~rty Right or Right to Colkct 
T..egi~btiw' Rtquirenltnb for Fin:mcing 
I he GA R~o,·ery Kisht mus:t b.e st.ructur~ to ~compass the following dements: 
• Risht to rec,w~r from and hill Orltilrio e lectricity cu.<tomer~ for {1) the principl'll amount of G.A that 

is being dcferr~d, (2) nil interest and other fimncin~ cos!.< incurred in re~cct oftht deftrrnl ,)fthe 
G '\ (3) nil fcc•. cxp.:n.<c-s Md other ndministrati,·e co~t• associated with !>Ueh financing; 
R;;paymcnl'<llllonizationschcdulc as agrc;:d by the IESO and :my purchaser of su;:h GA Rc"'-'0\"c'f)" 
Righi. (or pursuant. I<> a pre -dcf mcd schc·dukifonnub that l"O\"Crs ::II oC the purd1::"'-"r' s prinL;pcl, 
interc:;~ and ongoing 1imu11:ing ~o:>l:$ on a ml'nlhly rosis}; 
.ReJ)3ymentiamoni23tion schedul.- must. include a true up m~banism to ernure all costs associ3ted 
\\ith the dcf;:rr,ll =• be r;;cov;:rcd from ;:ustomcrs; 
l.I:::SO may di:;p<.,;c oflhc GA Rc.x.,wry Righi,. proviclcd that :my suchclL>-po:oition shall be a true 
sale Md absolut;; transfer to Ulc purdmscr ofthc TF.SO"sright, title :md interest in and tofuc Gi\ 
R;:cov.::'Y Risht; 
l'urchascr ";11 have the right tv require the !E-SO (or :my successor) to colkcL the princip-J! amount 
of GA Rl'coveJ:Y l{ight, tvg~lhcr with inter(";$!, fman~ing :md ;~\lmw.istr..~tion c-ost:;, ~'n the ..grcccl 
r~pnymcnt:amortinttion schedule~ 

Right mll:ill:x: irrc-..·cx:ablc and, if am;;ndcd by future gov,=.::nts, d;:bt fx.,ldc-rs have Ule right of 
actimagain::;t IlK' govcrnm,·nL llJ rec;.wcr the amvunt outstanding including inter~, l"<:c·s, c-'·pcn.-s.:,; 
anti ar.v clam;<l!c$ rcsultinl! from the :Jmemlm~ni; 
GA x:.covety lught will ~l be subject to any ret-on: count~rcl3i.m or other defence by tho:: illS<> 
or Any ~-ucressor or affiliated enrity; and 

• \-lake c~rtain nm~ndm~nts to the F.lcctricity Act to allow OPG t.~ imp!.!n1ent d1~ SPV finnnc ing 
~ructurc (e.g. allowing OPtr to cr~at;; subsidiaries nnd holding companies, and to haven bcnc!r.::ial 
intcr~ in lhc SPV, etc). This would provide llcxibility to accommodate possible variatiorc; 10 the 
fin:mcingstntetux-..: that may be ~~irablc O\'cr lime. 

O..'!:!ikd kgislath·c r<.•quircm.::nts ar;: ~1'<'~ilkd in the 3lt:JChm.::nts ~ follows: 

Pa~S 

~""Y, 

~1 
0\J 

_) 

J 

~ _) 
OJ 
::::::!. 
0 



N 
""""-~ 

Whitcl':lprr 
Global Adjustment D rfNT:ll - Discussion Pa~r 
Ontario P nwer Crtnt ratinn (Ol'G) 

.'\tt~chmcnt I T .cgislali\'.! r.!quiremcnt.~ to ~now d.!f~rrnl of glolY.ll ndjuslnlcnt amount~ to h.: 
linanccabk 

~\llachm~m 2 Sl:ltut<.•ij· ammdrucnt;; 

lh\" I '' fortl1<" SP\ · , ... ................... .. __ ... .... 'If-"'"'""'-"'"' - -- . . --
ll W. Profile Source % of Total Funding 

Rtquinments 
Tr.mche A Smior lkbt The b~:>t risky Capital ~-Jark<t;; 5 1 ~0 

Tranch~ B Sub Debt fn~twccn I OPG via OEFC 39% 
A&C 

T rnnchc C: Sub Oeht ) The nhY.ot ri:;J..-y OP\.1 ,·in ()f.FC: ='''; 

OPG,•ia 5~'0 
Capital ~larhts 

ST'V structure is tts.:d lv ac.:omplish the follov:ill(;: 
SPV hvlds right to cl~c ;.;u,t<.•mers t<.;r th~ b.:ndit or 'kbt h<.•kkrs; 
Allows th~ fimncing \'chicle to he ring-fo1ccd frvm OT'I."T as an SPV stru.;turc is sct up as 
g;:r..:rnlly ~ingl<: purpose ;:ntiti..,; with no olh<'f op..,r..tii.'ns lll3l could adJ risk to U1e SPV, dilute 
deht hlllder rights. allo-.v pmt ics from ''ther ~rnti<,rt< to clnim right.< to the fun1r~ r~,W~l}' 

from custcmers or allow lh= other pani.:s tv initial~ bankrupt<:)'' prvc~~dill(;s; 

• Enahles SPV to pol<!ntially get a higher cred it ratins thar> OPG: 
Supports consolidation with OPG provided accounting r.:quiremcnts arc sa!isficd; 

This Appr.->ach supports a number <)t ohjecti\·e~ ofth~ GA Recovery Right: 
• 51"'" .:xlem.'tl sen~r debt supports scpArntioo ,,f the S'PV fmm the Pr.wincc 

5~-;, j unior subvrdinat.:d debt c-sll!blish,,; Ol'G · s ~at ri~" <'<jUity which ~upports s..-p=tion of 
th~ Sl'V fn>m Ill;; l'ro\'incc 
Subordinatcd debt providesll.::--.ibility to the fmancingstructur.: and additional credit support 
ll> cXI<-rm l dd'l holders 
Sub~·rdinat;:d debt sourced frvm OPG (mainly funded by equity injccti-."'11 frvm the Provin.::l!) 
minim ILl,; imp-Jc~ tm OPG c'l'edit m;:trics r.·du~ing risk of an OPG r..cing oowngr.Jd<' tru~ could 
r.;sult in tho: SPV hcill(; consolid1tcd directly with th.: Pro,·incc as the SPV wi.'Uld he 
COllSH.kr,,J :!ll aml ofth.: Pro>We. 

Recent tmn~ctions U.<ecl a< pr~cedent.s nre: 

Duke F~,cl".lV Florido i'roj.:ct Fim ncc T.T.C 
]LQl;: 2016 
5 ,._,ri;.,; of b<.•nds t<.>!3!linl! LISD$ L3B 
\\ '<ighlcd a,·<rJ!,'C li.J.'c fr~ 2 to 19 yc:l!':> with Ull<-:<":st r.1l<:S from L2% to 3.1% 
Credii rating AAA 

l:ril itv Oeht ;)ecuriri:.otion Authorin· 
S(l(?n<M.:d hy T.,)ng T<lond Power .At.~horitv 
\.'L1rch ~l) 16 
, \mow1t issu.:d t:SDSO.OB 
\\\.-ightcd :~v~.·r.Jg..: life of 12 y~ 2nd w.::ight\.·<..1 av'-~g.;: yid d .:.·f 2. 71?-~ 

A~U<t20 1 6 

1\n;ount is.su.:d L:-."TTS05B 
\\'cight~d m·erag.: Ii i'.: of7 years and weighted :m:rngc )idd of 2.0% 

Credit r.<ting AAA 
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Cumulative mn.,1anding. (includins previous i~1no::s): 1;:,ns4.::m 

0. ~rnal Assessment 

,~ 

Shak.erhill Par-.oers. an exterml advisor. identified the following it.etns in ~n assessment of the srrucrure 
and fimnceahi lityofthe structure: 

The structure is linano::abk ho,\·cvcr there arc a nwnbcr of significant ri.•ks to !h.: structure: 
:> CanAdian and 0nt3fio law does not provide the same protection to property right AS exist~ 

in the US f.:dcml and ~!Ate C<~nstirutions !<) limit th.: nbility of g,wernmcnl< 1<) ad,·=ly 
impair contra.::ts to the detriment of the holder: 

" r .egislation could m irigAte ~."line of the rish- deferred reconry ~-'>.<et to be ~uncapped", 

rc;;ular ~= i-annu.11 true ur to c~urc rcCO\'Cry, Pmvin~ r.rovidcs sufficient committed 
liquidity to the lESO ~o thAt temporary shortf.11l in recovery d~ not at'fect payments to 
$l:'V, '-"'=of th~: <,kt<:mu rcco\'Cf}' su~1.al'.tially <"XC<e~<b the long<'~ maturity of ucbt of 
the SJ:>V and that t!Ue-up mechanism take account of potent illl for currency. interest rate 
and dur-.Jtion mis-ma!ch bdwc<"ll the dchll<fth.: SPV :md the rccOV.:r)' m...-chani.,;m; 

~· Size of the pr0£1'3111 may be too larse tor C:!l13dian securitization muketrcquiring aec<'SS 
l.o the liS sccuritir~l.ion markel; 

Final maturity of 'kbt:lhould not exceed 30 y~s from in~epticn l>fth<: pro;;ram 
Trw up me;;haJli,;m :>IK>U!U b.: designed :xa;;h that the fom;:sst of rcco\"CI)' is 1= th:m l~o vf 
th~ CU:>Itlm<"r bill under down:>ide SC<"n3rios to limit grov;th llfthc dd'eml balance as a higher 
portion ofth<: customer bill increases the political risk ro debr holders which could result in" 
k•wcr ••edit r<~Ung and potential imp-~ct on lin:mccability 
!i¢turitize<i debt products ate specialized and price at a premium ro other faxed rate 
instrum..-nt:; howcn"I a su;;ccssful progr..un :x.ppl<rl•'d by a ~tr<.>ng cr.-<.lit r<£ting this pmnium 
could shriP.k. ovc-r lime to a minor ~-pread over l:'to\"incial debt 
OPG"s creditr<~ling should be maintained pro,·ided sufficirn.l equity is injl.'ct•"<l lo maintain 
cr•dit melrics 
\Vhik the structure is nl<l c;-qx:~-tcd to impact th<: !'ro,·inc.c there ar.· risks tl-.at the prvgram 
c.ould n~"31i,·dy impact the raliP.g agenci<"s view of the Ptovinc<: ' s fmancial m3113gcm<'n~ 

E. Risk Summary 

i. Consolidation 
Ekmcnts vfth<: proposed structure wcr•· ,-:;l;;!blish,·J lo St.'Ppott cvnsv!io.l:!tion of the Sl'V inll< 
<.>l:'V. Th<"Se items rna~· notlx: :>ufficic-nt to e:>tablish Ol:'G as risk owner otthc- :wv and the 
SPV may nccJ lv be ronsolidatcd dir,-;.-tly with the Prv\•in.:.:. 

ii. Financeabir.ty 
Tnc kgis!:.tion establishing th;: structure and the prvp;:rty right f~,r rc;;o,·,-rir-.g th<: fm:mcing 
and assoc~1t.:d C<'ISl' may not be adequate f<1r fnt.'lncing purpos.:s resulting in n1<xc cxpcn~ivc 
financing or an inability lv obl:!in the required cxtcrnal fmancing. 

iii. Cost of f inancing 

F uturc gvv"~mm ... -nts may ~na~t legislation that changes ~right of the SPV tv r~~O'f l'1' 
amount."\ from cu.\ll;.m crs. 

• The right to rcco,·cr atnounls from fultlfc ~=tomcrs must be irr~.-.·ocablc and subject tv full 
r~cm·ery fmm the government in the eYent that future government~ reduce N .:Jim inAte the 
recovery. ;\ lcg;tl stn1cturc that is weaker th:tn the precedent l:S trnn=ticns incrcas.::s U..-: 
risk to deht holders ~nd the Cilst <1f fin~nc ing. 

• Jnr..:r.:st rntcs on b-.."'llds in the sccuriti:~a tion mark.;t arc higher than cqui<·alcnt rated 'bends. 
Rate for a AAA ~curiti7llti<1n credit is Ahmn :'0 h~ higher than COC (rAred AAA) for a :' 
yc..,. term. Thi~ di ffcrcnc.: is attributable to th.: spccinli:>:cd ~tructurc of the h<'nd. smalkr 
im'cstor !A'Xll for thi~ bond, sm:!llct size of the market and higher pcrcd \·cd risks ofthc bond. 

• Any rcgulnt,1r im·olvcmcnt mu.'it not he <ecn to n1<~i i): any terms of debt is.'uo:d or the 
property right sc~ng U..-: debt as this would incrc:1sc risk to debt holden;. 
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• lt may net b.: IX"<Sihlc t,~ issu.: ck:bt to match th.: t~m1s of the ck:fcrrcd ass.:t so shorter tcm1 
debt would b.! ll«.!d which rn~s ri_~k to re -financ~ rh~ onaruriros dtbt AS~ mnrk~t m~ry no 
lorlse.r he int~r~~ted in this p-n.1duct. As w~IL underlyine. rl!fer..!nce int.!r..!St rnt~ mny be hish~r 

and the market may require 3 higher spread to inw~ in this product_ 
• \Vith the G /!>. Rec,weryRisht r.ro-~Nrtn c,~ntinuiros f<>r Iii yenrs. debt i ~~edO\-~rthis period is 

subject 10 d121tge:> in both the underlyiJl8 reference intere:,-r rate:> and appetite of the market for 
thispmduct. 

iv. OPG Credit Rating 
t"linimizing the imf)Gct of sign.iticantadditiomtl debt on OPG ·s credit rating is depen<!ent on 
hi;hu EnlTDA nrisin_s from earn.!d income oo the G A Rec,wery Ri£ht in exc~• of t.'-<emAI 
debt . Ability of the SPV 10 r~c<lrd rev<nue refi~ing the growth in a-;s.:t valw. 
Pvtrnlial OPG <.:red!! r.liing Jownb'T.Jclc 11' k~slativ~ :;tru~turo 1:1 m•t :llkquat..' lll ;;uppcn k>ng 
tenn rec<.Werability. inability to r~<:ord revmuco from growth in ass<l value or agencies ~iew 
~qm!y inj.:ction as tkbl. 
()p(j m ·dit r~ting dl•wn~dd' ct•uld re;ul~in [o;.:> ofGJ3E :>latu.~ t>r r.::>u!t in S!'V being 
.:ons:.>lidatcd din:ctly with th" Prc~incc. 
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LEGISLATIVE REQlliREMENTS 
TO ALLOW DEFERRAL OF 

Att1chmcnt I 

GLOBAL AD.ITSTI\'IE::-.1 AMOUNTS TO BE FI~A~CEABLE 
Tite IESO currently has a right to (.;Qll.:ct GA monthly from ratepa.yen; through 
provisions in the Electricify Act. 1998. It is proposed that collection of a certain 
portion of the monthly Gi\ b;; dcfcm:d for collection in the futurc, :md that Ute right to 
recover the deferred GA from ratepayers be used a'\ a b:~.~is for ~:tructurcd 

tinancillg:sccuritization. 

The current pmposal is for a tru.((! to he created a.<; a financing vchidc (the "Trost"') in 
connection the deferred GA. "lbe Trust will finance the deferr:J.l of the GA by 
purchasing th..: right to r.:covcr such d.:f.:rrcd GA from the IESO for Ute principal 
amount of the GA b.:ing d.:ferred. For example. if the amount of GA that is being 
deferred is S200mi11ion in a given month, the Trust will purcha.<;e from the lESO the 
right to future recovery of the deferred GA and the associated financing costs 
(induding intcrc;,t and trans:~ction co;.t:c;) for S200 million in C:l.<;h. 

Titc Trust is expected to fm:mcc thc:;e purchases .from th.:: IESO through :t 

.:ombination of s.:nior secured fmancing raised in the .:apital marko:ts and 
subordinated financing from OPG (the funding tor which will mostly be tmm equity 
inj~ctions from the OEFC/Provinct!). 

for accounting purpose:.<. Ol'G willne.:d to have th~ ability to direct the activities of 
th.: Tm-;t, through a services agr~crncnt and!or through the Trusrs constating 
document. 

Ha.~ed on securitiud financing raised by utilities in the US (backed by utility c~st 
recovery orders) and the current regulatory framework in Ont:~rio. the Jcgisl:ltion in 
Ontario would n~oo to be amended to provide the following. at a minimum: 

1. The IESO will be empowered to create an asset (the "Regulatory Asset") 

consisting of all right, title and interest in 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 raised in the 

public markets or subordinated debt raised from OPG 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 r~p:t)-111Cnt!:unortization scbcduk as agreed by the IESO :md 
:u1y pun.:h:as.:r of :;uch right (or pur:;uanl to a pr.:-ddi.ned s~:h.:duleitonnul:~ 

in the legislation that cover.. all of the purcha.~.::r'~ principal, interest and 
ongoing tinancing 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 maintained 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 IESO from time to time by the Minister, 

provided that any such disposition shall be a true sale and absolute 

transfer of the JESO's right, title and 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, counterclaim or 

other defence by the IESO or any successor or affiliated entity thereof. 

4. The legislat ion will need to recognize the Regulatory Assets as amounts 

that may be recovered by the IESO (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 

"sequestrationH 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 he provided with oversight over the internal administrative 
costs coll.xted by the fina.ncingTn1st. '!his could be accomplished by (a) 
providing tl!~ purchaser of th.: R.::gulatory Asset with the right to rcquir.: 
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the IESO or a successor to collect only the princip;ll amount of GA 
together with int._"fC~t iUid fimmcing CQS(S iUld third party f~s and 
ex-p~~!;CS, and (h) requiring the TESO to collect amount" thmugh the global 
adjustment and make pa}ments to the purchaser of the Regulatory Asset 
with respect to the internal administrative cost." incurred by the purchaser 
in conn<etion with the purchase and management of the Regul;uory .:L~et 
and the Financing Tmst, in accordance with the order of the OEB then in 
.:IT..:ct. Under this m..:chauism, the OEB would b..: r..:quir..:d to review th..: . 
purcha."cr·s internal administrative cost." through a streamlined process and 
issue such orders in accordance with niles to be prescribed under a new 
regulation under the OEB Act, which would clearly limit the OEB' s scope 
of review iUld could establi~h the basis for the purchaser to receive ;m 
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 2 

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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Att.1chmcnt 2 

STATUTORY _-\..,·IEND:\IE)ITS 

'/he followi.-;f!. is preliminmy and is based on o11r currej1f unde.rsrandin?, of the 
proposed stmclllre and objectives. For examp l<t. we have assumed that /he slntclure 
will no/ enf01llhe mserlion of a new Holdco between Oi'G and the l'rovince. As these 
a,pects are refined. some of the suggeste-d amendments do:~cribecl /;lelow may not b« 
needed and or her aspacrs rltar we are nor au·are ,~fmay need robe considered. 
Accordingly. these suggested amendmenr.t are prm,ided for discussion purposes and 
are su~ject to chanf!,e. We wol!ld welcome the opportunity to work with OPG and the 
.-\Jinistry on njlning the scope and substance ofreqnired legislarit·e and regularm~v 
mnendments. 

A. Anu·ndm('fits to Implcm('nt Stcm:ture 

C<!rt:tin f:'fectriciiy Act, 1998 amendm<!nts would he needed to impl<!ment the 
anticipated !-'tnlcturc (which we undcn."tand, as noted alloYc, would not in.:Judc a 
Holdco). as follows: 

S(rtion 53.1(1): Am end to pc!rruit owning and op.:mting gen~ralion 
facilities through ~uhsidi ari.:s (not only dir.:.:tly through OPG). Tn 
:tddition. amend to pennit OPGto administer. manage, loan moneys to 
and have a benetici:tl interest in, if appli.::lhlc. Fin::111cing Tru~t. 

Section 53.2: Amend lo permit the !I.Jinistcr to acquiN, hold, di~'Po~.: of or 
oth.:rwis.: d.:al with :.;.:curiti.:s or debt obligations of . or ;my oth.:r into:rest 
in, OPG or any subsidiaries. TI1is is to accommodate possible Yariarions 
to the fi nancing structure til at may he de!:irahle over time. 

Section 53.• (new): New statutory section to permit the Minis ter to emer into 
arrangements reluting to un exercise of powers under 53.2. 

Section 53. • (new): N.:w statutO!)' section providing that creditors of 
Financing Trust have no r.:coursc lo lbc ;L<;scls o!'OPG or any of its 
subs idiaries (oth.:r than Financing Trust, if applicable). Tn addition, 
consideralion should b.: gi\'en as to whether the Act should be amended s o 
th:tt the Financing Tru.<>t cannot he wound up or liquidate-d. 

B. :\lisccllimcous Corporate ltclllS to Addn-ss 

c 

OPG Articles: Amend the OPG's articles t<) rcn1<wc the priYat.: company 
rel:trictiom:. 

:\lOA " ·itlt Province: Consid~r wh.:lh~r ;my am.:ndruen<s <o OPG's MOA 
with th.: Province arc required to contcnlplatc th.:: Financing Tru.~t. 

Amendments Under· J•:tectricity Act to Implement GA Smoothing 

l'a~c 12 

~"Y-7 

~r 
o" 
::J ,...... 
OJ ..., -· 0 



w 
~ 

White l'llptr 
Glohal Adju~~ntDcfciTal-Discu~•inn Paper 
Ontario Pnw~r C..encratinn (OPG) 

Bas.:d on our understanding that the global adjustment smoothing mechanism is 
inlcn<l~d lo b~nefit r~sidential ami sm;~ll busin~ cu$tom..:[$ only :u1d !hat the ).1inist ... T 

will he r.:spmt~ihk for detcnnining how much global adju;;tm.:nt smoothing is to he 
.applied in a given month. if any. amendments to the E:ieciricity Act, 19')8 and Ontario 
Regulation 429/04 (Adjustments Under Section 25.33 oft he Act) W<)Uld he needed to 
in1plement the mechanism, as follows: 

(i) Elt'<-tridfy Ad: 

Section • (New): Establish a new power for the Minister to make directives to 
the IESO in relation to the global adjustment smoothing mechanism and, 
p<Jrticul<Jrly, for purposes of est<Jblishing glob<JI <Jdjustment smoothing <Jmounts 
from time to time (expected to be monthly). To the extent possible, the 
directive power should be dr<Jfted so <Js to limit the ability for a future Minister 
to require the IESO to do <:~nything th<Jt would m<:~terially and <Jdversely <:~ffect the 
Financing Trust or its lenders. [NTO: 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. It is not clear what 
the formula would look like, where it would be set out or how it would be 
applied and by whom] 

1•1tmgmph 25.33(1): ·nus section says !hat IESO shall make adjustments 
in accordance with the regulations to ensure that over time. pa~ments by 
pr ... -scribed classes of m:t.rk~t p:uticipanls refle'-"t amounts paid to OPG, 
OEFC and distributors, as. well a<; :~mount~ paid to cntiti~s with whom 
IESO has a procurement contract. i\dd new subsection (c) so as to require 
IESO to ensure that, over time, pa)lncnts hy prescribed cla~scs of market 
particip:u11s also refle~.:t amount$ paid to Fin:mcing Trust. J~TD: Not 
certain this is needed if only fo benefit residential :md small business 
con~umcrs, who arc nof maTkct participants. May be needed in 
reference:' to puymcnts from distributon; and rct:illcn;J 

Pamgraph 25.33(2): This section sa''$ that distributors and retailers shall 
make-adjustments in accordance with the regulations to ensure that. over 
time. pa)"ments by prescribed classes of consumers rellecr an10un1s paid to 
OPG, OEFC ;md distribute[$, :!!' well ;1$ amounts paid to entities \\·ith 
whom lESO has a procurement contract. Add new subsection (c) so ;~s to 
require distributors and rctailcJS to en$urc that, over time, pa:·m.:nls by 
prescribed cla.~scs of consumers aiS<1 reflect amounts paid to Financing 
Tm~t. · 

Nofe: As dcscrib.:d b.:low, the r.:gulation will nc.:d to include new 
requirements for the IESO to record !he global adjustment $moothing 
amounts in one or more variance accounts and to usc those amount~ to 
off.~et amount~ <1therwise r<:corded in the: variance accounts under Section 
25.33(3) of the Act. For conte:-..-r,. we note: 

.:- Section 25.33(3) \'ay~ !hal adjtL~tmcnls under (1) or (2) relating to 
eleclricity ~:onsumec.l by constm1e[$ whos.: rates are dc:termined by 

l'a2e 13 

""Y7 
~1 
0\J 
::J 
r-t-
QJ ....., -· 0 

J 

_I 

J 



w 
01 

White l":lpcr 
GloiY.ll ,\djustmcnt l)cfcrr:ll • m~u~<ion P:l~r 

Ont:lrio Power C'~n<r:ltion ( OPG) 

the OED und..:r s. 7?.16 ofthc OED Act (i.e. RPP Cu~tom~rs) :shall 
in~t..:;IJ b.: made in ;u.:..:ordan..:c wilh lh.: r.:gulation~ to on.:· or more 
variance accounts e~ahlished and maintained hythc IESO. 

<~ Section 25.33(4) says IF.SO, distn"hm<)I'S and rctaile~ shall make 
and r~~iv~ such pa~m~nls, sd-oiTs and ..:redit~ as may be required 
or p~'11njtted by the regulations with respect to ..:onsunt..:rs d..:scrib..:d 
in (3 ). i.e. RPP Customers. 

c Section 25.33(5) says that JESO shall ~tablish and maintain such 
variance acC<1unt~ a.<; may be needed to record all am<)Unt.'> payable 
or receivabl~ by illmd<r 25.33. 

(ii) 0. Re~. 429/04 (Adjustments Under Section 25.33 ofthe Act): 

Secti()n J(J ): Considcr adding definitions tor · 'Financing Tru..<>t"' and 
·•gJohaladjul'tment stnO<)thing amount"' or such other terms as may be 
pr~f<rrc=d. 

s,~·tion 1.2(1) (N,·w): Add s..:ction prO\·iding that. forth..: purpos..:s oftlW> 
Regulation, the global adju.<;tment smoothing 3111\)llnt tOr- a month i~ the 
amount detennincd by the IESO in accordance with a directi\·c lrom the 
:VIin i~er under section • of the Electricity Act in respect of the month. 
(:\"TO: See aoove note t·e use of \-1ini!.Ur directi"n~s) 

Se4-·tion 1.2(2) (N(,W): Co~idcr adding a sed ion providing that th..: IESO 
shall publish the global adjustm~nt smoothing anl\)Unt for a month hy no 
lat~r than the 1Oth busin.::ss day ofth.:: tollowing month [to align with 
general publication requirement~ for global aqjttstment under s. 1.1(2)1. 

Section 10(1): Am~nd formula for calculating Class B GA rate by 
~ubtracting th..: global ;wju:;tm.:ntsmoothing amo1mtfor :1 month from 
":\•1", which is the total amount of the global adjustm.::nt tor the month. 
The global adju.«nncnt smoothing :~mount could be d~ignar.::d as "X"', 
r,uch that the f,)nnula would be (:\·1-X-N)/(1'-Q). Define "X" as the global 
adju.~tmcnt smoothing amount for the 1ll<)nth a.<> dctennined by the IESO in 
accordm1ce with th~ Minister·s dir<clive under section • of the Electricity 
Act forth.: month. [NTD: St-e ;tb0\'1." note re ust- of:\<linhter diredi\'es) 

Section 10.1 (Xew): i\dd new section to d..:al with adjustment<> under 
subsection 25.33(3) of the Act. i.e. in respect of RPP con.<;umers. ·n1is 
sccti<)n sh.mld require the IE SO to establish, within the variance 
accow1t(s) it maintains pursuant to subs~tion 25.33(3) of the Act. one or 
mor,; subac.::o1mts in which it shall record U1e global ;tdjustm..:nt 
smoothing amotm(s ;tpplicabl< to th< chts:'<s of consum~rs d<s.:ribed in 
subsection 25.33(3) oft he i\cl ll1is section nm~t also specify that the 
IESO shall apply the. amounts recorded in the subaccount.'> against the 
balancci in the variance account.~ fM purpooc~ of section 79.1 6(3) of the 
OEBAcL 

l'a~c 14 

~"'Y7 

~r \J 
0 
~ 
OJ .., -· 0 



w 
Q) 

White l'aprr 
Clohal Adju~tnltntDtftrral -l)i~ussinn Paper 
Ontario Power C..entr:ltinn (OPG) 

c Note: This is a k.ey l~pect because, when the OEB determine:; RPP 
rnt~:t<, it mu:t;t tak¢ into a~~ount the balances in the variance 
accounts established by the IE SO under s. 25.33 of the El~.ctricity 
Act and make adjustments with a view to eliminating the balances 
within I2 months. 'Ihis proposed new section I 0.1 caus.:s the 
IESO to reduce (in tbe ncar tcm1) the varianc¢ accotuJt balances by 
the glob•tl acljtl$lmenbmoolhing ;unounls, a:; provided by 
Financing Tnt~t, thereby enabling the OTm m dctenninc RPP rates 
thaL despite bdng low~ for Rl'l' consumers in the near t~. still 
eliminate the relevant variance account balances within 12 months. 

l'arngraph 11(2)2.ii: .•\mend the formula for calculating the allocation of 
global adju.slm.:nl for a month to <L liccn~.:d distributor !hat is a m;uk.:t 
participant by subtracting the global adjustment l:lnoMhing amount tor a 
month ti·om '·f-,f', which has the same meaning as under section 10(1). 
The global adju:t;tment smomhing amount could be designated a~ "X", 
such that the formula would be f(M-X-N) x (R 1 S-T)]i(P-0). ~line "'X ' 
as suggested under section 1 0( I). 

Pa1-agraph 11(2)3: Amend the f()nnula t()l" calculating the aiJ<)~ation of 
global adjustment tor a inonth to ¢3Ch Class n market participant by 
subtracting the global adjustment smoothing amount for a month from 
· '.M"', which has the s;une meaning :ts tmder s.:ction 10(1). The global 
adjustm.:nt smoothing amount could be designated as "X", such that the 
fonnula would be [(1\1-X-N) x t J)i(P-Q). D~fm.: "'X" as sugge:;tcd tmdcr 
section I 0( I). 

Parn~raph 16(7)4: Consider amending tJie description of"Olobal 
Adjustm.:nt~ that is re<tuired lobe included on certain invoi<.:es so as to 
infom1 consumers that their portion of the global adjustment for the month 
(i) may have been reduced by th~ application of a global adjustment 
:t<moothing anh)Unt from the Financing Trust, or (ii) may include amount~ 
payable to the Financing Tnt~t in respect of global adjustmcm 1.11100thing 
amount~ previously applied. 

Section 20(1): "lbis section establishes an obligation for the Ontario 
Electricity Financial Corpor.1tion and every liccn$ed uistribu!or that is a 
market p;utidp<Ull to giw the IESO such information a:; the IESO may 
require tor the purpos.::s of the Regulation in the fom1 specified by the 
IESO and ~fore the e:..-piry of the period sp~.cified by the IESO. Consider 
amending to extend this ohligati<)JJ to the Financing Tm~t. · 

Section 20(6): TI1is section provid.::~ that on rcqu...--st by th~ OEB, the 
IESO. a lk.:nsecl distributor, ;m emb.:dd.:d g.:n.:rator. a retailer or tho: 
OEFC shall giveth¢ OED such intom1ation relating to this Regulation as 
the OEH may require, in the form and within the period specified by the 
OEB. Consider amending to ell."1end this ohligation to the Financing Tmst 
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D. Amendments Linder Ot:B Act to Implement Cost Recovery for l'inancing 
Trust 

Amendm.:nts to th.: Onrario r.:ner,~· Hoard Ac1. including am¢ndments to 0. Reg. 
95/05 (Cl:L<;!'es ofConsum~rs and Detennination of R.atcs) :md th~ introduction of a 
n.:w r.:gulnlion. '' ould be ne.:ded to i.mpkment a co:;t recovery proc.::;:; for the 
financing Trust in r.:lation to th~ global adjus1mcu1 smoolhiug mco.:hanism, potentially 
with limit.:d OEB ovcr:;ight, a:; follows: 

(i) 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 Electridty Act and to 
m<Jke adjustments "with il view to eliminating those bai<Jnces within 12 months 
or such shorter time periods as the Minister may direct." Consider whether any 
amendments ilre needed, and confirm this works with the framework being 
proposed. 

Section 18.1 (New): We understand thilt the Province mily wilnt the OEB to have 
an oversight role. One possible approach would be to establish a new statutory 
section establishing that the IES.O shall make payments to the Financing Trust 
with respect to the intem<ll administrutive costs incurred by the Finuncing Trust 
in connection with the purchase and management of the Regulatory Asset and 
the Fill<lncing Trust. Such payments by the IE SO 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 DEB does not have 
jurisdiction to consider the principal amount or <Jny 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 Fin<Jncing Trust receives an uppropriate fee for its 
services, all of which would be recovered by the Finandng 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 
retailers would need the authority io collect such amounts as part of the 
GA <Jnd IESO would need the authority to pay such amounts i o the 
Financing Trust. As such, additional amendments would be needed 
under 0. Reg. 429/04. 

Note: Section 79.16 of the DEB 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. Eligibili ty is determined under 
Reg. 95/05 (Classes of Consumers and Determinat ion of Rates), which is 
also known us the Regulated Price Plan {RPP) Regulation. 

v Section 4(2) of the RPP Regulation defines RPP-eligible consumers as low 
volume consumers (i.e. those who unnually use less thun 150,000 kWh 
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or such other amount as pres<:ribed). consumers with demand of SO kW 
or less, residential consumers that have accounts with distributors, 
consumers who annually use 150,000 to 250,000 kW of electridty, and 
consumers who have accounts with distributors if in the farming 
business. 

c- Paragraph 6(1)3 of the RPP Regulation provides that "In determining the 
rat es (for RPP-eligible consumers), the Board shall forecast the cost of 
electricity to be consumed by the consumers to whom the mtes apply, 
taking into consideration adjustments required under section 25.33 of 
the Electridty 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, 2016) to describe the processes and 
methodologies it uses for determining electricity commodity prices that 
are ch<Jrged to RPP consumers pursu<Jnt to Section 79.16 of the OEB Act 
<lnd p<lr<lgraph 6(1)3 of the RPP Regul~tion. · 

(.iJ) 0. Reg. 95105 (Classes ofCon.swnccs lind Dctennilmtion of Rates) 

Paragraph 6(1)3: Amend $0 as to require the Board, when forecasting the 
cost of el~tricity to 1x consumed by the consumers to whom the rntes 
apply, to tak.:: into considcration not only tit~ adjustm~nts r.:quircd under 
s.:ction 25.33 of the Electricity Act bu( also lhe application or prior 
application of global adju.~tm~nt smoothing amounts d.:tcnnin.:d by the 
JJ::SO in accordanc<. w ith :.\·linister directiv~ under section • of the 
Ele~tricity Act, and to ensure thal the RPP rntcs retlect those amounts. 
(XTD: See above note l'e use of :\1inistet· dit-ecm•es) 

(iii) ~en- Regulation (Pa~·mt>nfs to tht> Fmandng Trust) 

If the OEB is to be given the role of reviewing ;md 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 OEB 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, <lnd P<JY to the Financing Trust in 
respect of the provision of global adjustment smoothing amounts. This part of 
the regulation should establish: 

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

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

v the process through which the OEB shall make these determinations, 
which should be a stre<Jmlined administmtive process rnther than a 
public hearing process or, if a hearing i~ needed, t hen 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; 

l'a~c 17 

~'Y-7 

~1 
0\J 
:::J 

J 

J 

,...,. _) 
OJ 
~ -· 0 



w 
c.o 

White l':lptr . 
Gloh~l Adju•nntnt DtftJT:tl - Di•cu_-.ion Paptr 
Onmrio Power C~n~r:ttion {OPG) 

·::- the basis for the OEB's determinations as to the payments that shall be 
made to the Financing TruSt, which should specify that: 

the Rnancing Trust shall recover its prudently incurred internal 
administrative costs on a forecast basis each year; 
the FiMncing Trust shall receive an appropriate fee each year 
(with some guidance as to what would be appropriate}; and 
the approved payment amounts shall be collected by the IESO 
through the global udjustment <~nd p<!id to the Financing Trust in 
accordance with the order of the OEB then in effect. Note that 
0. Reg. 429/04 would likely need amendments to permit IESO 
(and distributors and ret<~ilers} to collect these <~mounts through 
the global adjustment. 

l'a~c U! 

~"'Y-7 

~f 
0\J 
:::J ,...... 
OJ ..., -· 0 



~ 
0 

-:. t~~nc::-zne-~ · 
Slaoht 

February 27,2017 

BY E-MAIL & REGULAR MAIL 

Mr. Patrick Monahan 
Deputy Attorney General 
Ministry of the Attorney General 
720 Bay Street 
8th Floor 
Toronto, ON M7A 2S9 

Dear Mr. Deputy Attorney General: 

130 Adelaide St W 
Suite26oo 
Toronto, ON 
Canada MSH 3!>5 

Jan Binnie 

T 416·86S·9SOO 
F 4, 6-S6s-9mo 
''¥'-~:w.:ll~j!:.u~·.t.om 

Direct line: 416-865-3737 
Direct fax: 416-865-3740 
Email: ibinnie@litigatc.com 

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 with the duration of current contracts between ISEO 

and the relevant electrical generation companies. The 30 year period is the assumed 

useful life of30 years of the relevant electricity generating equipment. 

To the extent either the I 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 to regulatory charges are quite straight-forward (although 

there is not much jurisprudence in the area). The hurdle for the government in any 

constitutional challenge will be to assemble credible expert evidence to demonstrate that 

(I) indeed the relevant electricity generating facilities do have a useful life of30 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, I understand the government 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, I 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 facilities subject to 20 year contracts1
, 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 ret,'lllatory charge (as 

opposed to a tax) is that the person paying the charge either benefits from the facilities 

that are subject to the regulatory scheme or they create the need for (and benefit from) 

those facilities in the future. 

1 Most generators in Ontario are on 20 year contracts. Assets with longer operating lives are provided 
longer tenn contracts in recognition of their extended benefit. These longer 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 "front-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 

concern 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 ~"'Y'7 
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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 facilities with the class 

of consumers who will benefit from the generation capacity of those facilities, or whose 

energy needs have required their creation. As Gonthier J. stated in Wesrbank 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 Ontario 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 seeks 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; 

(ii) Imposed under the authority of the legislature; ~"Y, 

~f 
0\J 
:::J 

_) 

_,/ 

rl' ._) 
QJ ...., -· 0 . 



~ 
01 

-6-

(iii) 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 legislative 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 

ISEO, 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. 

(ii) Impact of Projections of Potenlial 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 inevitably somewhat speculative over this period. Such 

speculation is not relevant to the Global Adjustment analysis, in my 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. 

(iii) Useful Life of the Assets Financed by the General AdjustmenL 

I am asked to assume that the bulk of the electricity 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. 

~""'Y7 

~1 
0\J 
:::J 

_) 

_) 

,..,.. _) 
CJ ...., -· . 0 



~ 
~ 

-8-

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 arc 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 I to 20 year period, ~d who will benefit from the 

existence of that capacity, I believe a Court would, in those circumstances, conclude that 

the consumers 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. 
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