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Hi everyone,

Attached are the materials for tomorrow’s meeting.

Thanks,

Martin
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Implementation of Ontario’s Fair Hydro Plan 

Week of January 11, 2018



Global Adjustment (GA) Refinancing – Business Issues / Implementation

		Issue

		Overview 

		Supporting Documentation 

		Timing / Next Steps



		OPG’s Financing Plan / Market Activity

		· OPG, as Financial Services Manager (FSM), to provide a Financing Plan in accordance with legislation, to evaluate the incurrence of funding obligations consistent with the FAA 





		· Minister’s FAA letter to OPG

· Financing Plan

· Transaction Documents



		· On December 21, 2017: OPG purchased the regulatory asset via the warehouse facility



Timing / Next Steps: 

· Finalize Transaction Documents in January

· January 22 (TBC): OPG to proceed with initial issuance of term debt





		Equity Injection

		· Province to purchase shares of OPG on a monthly basis

		· Master Subscription Agreement – Complete

· MOU between OFA and Energy – Complete

· First Share Subscription Form- Complete

· Amendment to Articles Signed – Complete



		Timing / Next Steps: 

· Next asset transfer/equity injection expected to take place in March 2018.  Note:  First equity injection closed on December 20
















Ontario’s Fair Hydro Plan – Implementation Matrix of Other Items

		Item 



		Key Deliverables / Considerations

		Timing / Next Steps 	



		1) Broadening Rural or Remote Rate Protection (RRRP)  (SNAP)

		

		



		· ENERGY, LSB and LDCs





		Recent Action Items

· All LDCs have indicated they have implemented the program

· IESO has begun to submit reimbursement claims to the Ministry



		· Discussions have begun with OEB over content of cost forecast report, as contemplated in Regulation



		2) Expanding Ontario Electricity Support Program (OESP)  (SNAP)

		

		



		· ENERGY, LSB, MCSS and OEB





		Recent Action Items

· MCSS has begun work to enroll social assistance (SA) clients to OESP, and is directly contacting these clients by phone and letters. The temporary call center is operational and OESP posters and brochures are being distributed to SA offices.

· OEB and MCSS and working together on aligning software systems to electronically automate enrollment of SA clients into OESP.  Targeting summer 2018 for completion.

· Work is underway to implement a solution to the requirement for wet signatures, and is expected for Q1 2018. 

· Ministry is targeting a January 23 LRC date to proclaim OEBA amendments to shift the OESP to the tax base. The current OESP regulation is OESP variance account is expected to deplete in February 2018, and mechanisms to compensate program delivery partners through the tax base needs to be in place for that date.

· OESP administration will remain with the OEB until such time that the Ministry has adequate resources to assume responsibility for the program.  
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		· LRC on January 23 for proclaiming OEBA provisions and replacement OESP regulation





		3) Providing a First Nations On-Reserve Delivery Credit (SNAP)

		

		



		· ENERGY and LSB





		Recent Action Items

· All LDCs have indicated they have implemented the program.

· FNDC post card has been distributed to First Nations Band Councils

· IESO has begun submitting claims for reimbursement to the Ministry



		· Receiving regular updates from H1 on enrollment



		4) Establishing an Affordability Fund (CRED)

		

		



		· ENERGY, IGS, LSB, Blakes, CSD, OPCD, TBS, MOF and H1 (KPMG and Osler)



		Recent Action Items

· October 12 – Soft launch of microsite and 1-800 number

· October 24 – Formal announcement in Hamilton involving the Minister of Energy

· On October 24 – Trustees held a webinar with 200 participants to overview program design, walk-through the web site, and answer distributor questions

· November 2017 – Affordability Fund Trust (AFT) entered into a Memorandum of Understanding with Ontario 211 services to support community engagement related activities (e.g. call referrals, consultations)

· As of December 14 – 1,448 applications sent to Hydro One or the over 40 active/pending participating distributors 

· December 18 – AFT and IESO meeting with ENERGY to discuss changes to HAP income-eligibility requirements and effect on Affordability Fund eligible population.   

· Next Trustee meetings scheduled for January 11, 2018

· The AFT expects to enter into agreements with interested electricity distributors starting January 2018 (Hydro One will deliver the program in service areas of those distributors who do not apply)

· ENERGY has shared draft TPA amendments with the AFT to require use of the Ontario logo in Fund marketing and communications, and is waiting for the Trustees to sign

		Early 2018:

· February 2018: Report back to TB/MBC through the PRRT process with final program details and a performance management framework including outcome measures and targets.

· The Fund will have an iterative design process to support continuous improvement, and will revisit design elements every 6 months and measures every 3 months 

· ENERGY can apply for additional funds through an in-year TB submission based on performance and need. Trust term can be extended with amended/new TPA if agreed by Trust





		5) Bill Presentment  (SNAP/LSB) 

		

		



		· ENERGY



		Recent Action Items

· Ongoing Ministry work re bill presentment 



		· 2017-2018 – Bill redesign



		6) Expanding ICI  (ESP/COMs)

		

		



		· ENERGY, LSB, IESO and LDCs

  

		Recent Action Items

· Ongoing OCC outreach campaign to promote ICI. Ministry finalizing OCC’s expansion proposal

· Ministry finalizing CME proposal 

		· Quarterly Report Backs re ICI to TBS / MBC





		7) Energy Sector Efficiencies (i.e., Ontario Energy Board and IESO) (SNAP / ESP)

		

		



		· ENERGY, LSB, OEB and IESO









		Recent Actions Items 

· Work with agencies ongoing 

		· Continue this work as part of 2017 LTEP implementation 
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Technical Briefing – Financing Update For Ontario’s Fair Hydro Plan

February 2017
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Ontario’s Fair Hydro Plan – Context

Ontario’s Fair Hydro Plan (OFHP) was introduced to provide rate relief to residential consumers, farms, most small businesses, long-term care homes and condominiums. 







OFHP is comprised of a series of initiatives, including the refinancing of a portion of Global Adjustment (GA.





Refinancing the GA, which pays for the bulk of the recent investments in the electricity system, provides rate relief by matching the cost of electricity investments with the expected useful life of the generation that has been built.
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Ontario’s Fair Hydro Plan – Context (cont’d)

Since the March 2, 2017 OFHP announcement, a number of key milestones have been reached in the implementation of OFHP, including: 



May 1, 2017: Partial Global Adjustment (GA) refinancing incorporated into the OEB’s Regulated Price Plan (RPP) report; 



June 1, 2017: The Fair Hydro Act, 2017 (FHA) received Royal Assent; 



June 15, 2017: Regulations to enable new and enhanced electricity social programs and shift associated program cost from the rate-base to tax-base came into effect; and 



July 1, 2017: The full 25% reduction of electricity bill came into effect on July 1, 2017, including the 8% HST rebate. 



OPG has been working with the government, the Independent Electricity System Operator (IESO), the Ontario Energy Board (OEB) and legal, financial and energy sector third-party experts on the implementation of OFHP.
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The OHFP identified OPG as the Financial Services Manager (FSM) assigned to develop the financing plans and manage the Fair Hydro Trust, which manages the debt obligations associated with GA refinancing. 



OPG has extensive experience in the Ontario energy market, capital markets, regulation and fund management and will ensure that the refinancing will be done in the most efficient and cost-effective manner.



In addition to executing hundreds of millions in project financing over the past several years, OPG completed its first bond offering in the Canadian public market with $500 million unsecured 10-year bonds in October 2017. 



OPG currently manages approximately $20 billion in nuclear funds through the Decommissioning Segregated Fund and the Used Fuel Segregated Fund, and $15 billion in pension funds.  



OPG has developed solid investor relationships and has a large investor base in the structured finance space for financing Ontario’s Fair Hydro Plan (OFHP) initiative. 	























Role of Ontario Power Generation (OPG)
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OPG’s Fair Hydro Trust 





On November 22, 2017, OPG’s Board of Directors approved OPG’s plan for participation in OFHP and to act as the FSM.

 

The OPG’s Fair Hydro Trust was established on Dec 20, 2017







Rating agencies have assigned ratings of:



Senior Debt: xxx Moody’s, yyy DBRS;



Subordinated Debt: xxx Moody’s yyy DBRS; and  [NTD: do we need to include for sub debt?]



Junior Subordinated Debt: xxx Moody’s yyy DBRS [NTD: do we need to include for sub debt?]. 
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OPG’s Fair Hydro Trust – Financing to Date 





By mid-December, $1.2 billion in GA payments have been deferred under OFHP and held by IESO.



OPG’s Fair Hydro Trust purchased this asset in December 2017, and the purchase was financed as follows:



Borrowing by the Trust through a bank syndicate in December, which was refinanced in February by senior debt from capital markets [$610 million] (51%);



Equity injection by the Province [$530 million] (44%) invested as subordinated debt in the Trust; and 



OPG subordinated debt in the Trust [$60 million] (5%) already raised through the initial borrowing.



[NTD: Placeholder about success/level of interest in the offering]



For comparison purposes, OPG’s debt financing in October 2017 was priced at 3.32%
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Trust purchased the asset on December 21.

6



 Debt Offering Summary
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Terms SUMMARY 

Co-Lead Agent & Bookrunner.

INVESTOR LOCATION

INVESTOR type

Allocation Histogram(1)





Issuer

Fair Hydro Trust .

Pricing Date

xx-Feb-18

Settlement Date

xx-Feb-18

Ratings (DBRS/Moodys)

xxx

Amount

$xxx million

Coupon

  x.xx%  

Coupon Dates

xxx and xxx

Maturity Date

x-xxx-xx

Spread vs. Benchmark

+xx bps (credit: +xx bps, curve: +xx bps)

GoC Curve

GoC x.xx% due xx, xxxx

GoC x.xx% due xx, xxxx

GoC Benchmark

GoC x.xx% due xx, xxxx

Benchmark Price/ Yield

$xx.xx / x.xx%

Price

$xxxx

Yield

x.xxx%











xxxx



Syndicate



























































































xx%

xx%

xx%

xx%

1%

Fund Manager

Pension Fund

Hedge Fund

Insurance Co.

Bank

Retail





























x%

x%

x%

x%

x%

x%













































































$xxx.x 

$xx.x

$xxx.x  

$xxx.x   

xx   

x

x   

x   

0-5

5-10

10-30

30+





Amount Invested (C$mm)







# of Investors

[NTD:  Do we need this slide or is it just too detailed]
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Key Transaction Highlights:



Successfully launched and priced a C$500 million medium term note offering on September 28.  Deal closed on October 2nd 

OPG conducted a two-day roadshow in Montreal and Toronto, which included 13 1x1s, 2 lunches in Montreal / Toronto attracting ~60 institutional investors, and a national investor call attracting over 30 institutional investors

The transaction was met with very strong follow-on demand from a total of 52 investors across Canada, garnering ~$1.8 billion in overall interest.  

On the strength of the book, the transaction was priced at the tight end of guidance at +115bps vs. the GoC Curve (all-in yield of 3.315%)

Widely distributed offering with a good mix of buyers by size, type, and geography

Approximately 85% of the debt was issued to investors in BC and Ontario 

Approximately 84% of the debt was issued to fund managers and pension funds

Good secondary follow through with the credit spread narrowing ~3bps in secondary trade activity 

Extensive marketing effort and clear articulation of OPG story key drivers of momentum for transaction
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OPG’s Fair Hydro Trust – Financing Moving Forward







In subsequent months it is expected that OPG’s Fair Hydro Trust will purchase subsequent assets from IESO (i.e., approximately $200 million per month) and raise any required financing



A second round of borrowing will take place in [Q2 – 2018] to provide the long term financing for the Trust



The Trust will continue to borrow funds through the debt markets a few times each year to purchase assets from the IESO 





DRAFT



The trust will utilize short-term financing to purchase the asset from the IESO on a monthly basis, and will convert it to long-term debt at appropriate times throughout the year based on market conditions and other factors.
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Reporting Requirements 





Due to OPG’s ownership and control over the key activities of the OPG’s Fair Hydro Trust, OPG will consolidate the financial results of the Trust in accordance with US GAAP.



OPG will report the financial results of the Trust’s operations as part of its regular quarterly and annual reporting process



The Trust’s activities will be reported as a separate segment in OPG’s overall results



The Trust’s financial results will also be reported directly to the Province as OPG’s shareholder.
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Questions?
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Technial Brifing - Financing Update.
For Onfarios Fair Hydro Plan







WEEKLY RATE MITIGATION IMPLEMENTATION GROUP

January 11, 2017 
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Agenda 



1) GA Refinancing  

· General Business Update (OPG / IESO / ENERGY) 

· OPG’s Market Activities – Rollout (All)





2) Public Accounts (All)





3) Other OFHP Initiatives 

· RRRP, OESP and FN (SNAP)

· Affordability Fund (CRED)













Notes:






