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ISSUE

CEFD has received the Fair Hydro Trust Financing Plan. This document serves to provide an overview and brief summary of key points and definitions.

STATUS UPDATE

trustees

Two trustees are appointed with specific roles as part of the Financing Plan
	Trustee
	Classification
	Role

	Computershare Trust Company of Canada
	Issuer Trustee
	· appoint, employ or contract with any person for the transaction of the Trust’s activities
· Management Agreement between the Trust (by the Issuer Trustee) and OPG, the Trust appointed OPG as its agent to provide services and perform duties for the Trust in planning, implementing and administering the debt financing for the FHP Program

	BNY Trust Company of Canada
	Indenture Trustee
	· acting on behalf of all specified creditors, who are all persons who may have contractual claims against the Trust




The Financing Plan provides an allocation for the unitholders. 
EFB Staff Comment: Unclear rationale for why 1 unit is held by BNY as Indenture Trustee; perhaps to ensure alignments of interests. Furthermore unclear if BNY would receive proportionate share of return earned by trust.

Table 1: Fair Hydro Trust Unitholders
	Unitholder
	Number of Units Held

	FHP2017 Inc., a wholly-owned subsidiary of OPG (aka “Subco”)	Comment by Shajee Kathirgamanathan: Fairly certain, but will need to confirm.
	1,000,000

	BNY, as Indenture Trustee
	1

	Total Units Outstanding
	1,000,001



capitalization
The Trust will be financed as follows:
Table 2: Type and Source of Debt Funding
	Tranche and Debt Type
	Source of Funding
	% of Total Funding Requirement

	Tranche A 
Senior Debt
	Capital Markets
	51%

	Tranche B
Subordinated Debt
	OPG via Province
	39%

	Tranche C 
Junior Subordinated Debt
	OPG via Province
	5%

	
	OPG via Capital Markets
	5%



The Financing Plan mentions through periodic equity injections in OPG, the Province is expected to provide the 44 percent funding and OPG will invest the proceeds from the equity injections into the Trust, with 39 percent in Tranche B as subordinated debt and five percent in Tranche C as junior subordinated debt.  	Comment by ShajeeK9: Does this mean a loan to the trust?
EFB Comment: Unclear how this ‘investment’ in the trust from OPG will work. Will it be a loan? If so it is unclear as to what would be the expected return of this loan.

opg’s duties and responsibiilities

· The Fair Hydro Act stipulated a variety of responsibilities for OPG as the Financial Services Manager.
· OPG has entered into the Management Agreement with the Issuer Trustee (Computershare) where managing the Trust has been delegated to OPG.
· OPG is entitled to fees as the Financial Services Manager.

FHP Debt, borrowing and repayment profile

Fair Hydro Trust Debt Balance


Fair Hydro Trust Borrowing and Repayment Profile

	
fair allocation amount and financing plan

· Fair Allocation Amount and Readjustment amount are calculated by ENERGY ‘for every reference period over the term of the FHP’ and used to allocate Clean Energy Costs and Clean Energy Benefits fairly among specified consumers.
· EFB Comment: Unclear if this means FAA and RA amounts will be recalculated by Energy and sent to OPG every 6 months from here on out. This does not seem to be the case according to legislation, but frequency of revisions is still uncertain.


	Fair Allocation Amount definition based on Financing Plan:

	Fair Allocation Amount
(including Readjustment Amount)
	=
	Estimated costs of clean energy initiatives without adjustment
	-
	(
	Re-profiling of the costs of clean energy initiatives without adjustment
	+
	Estimates operating and financing costs of the FHP Program
	+
	Repayment of the Readjustment Amount
	)


Note: A negative Fair Allocation Amount represents borrowing, while positive represents repayment
· The readjustment amount is used to increase the amount borrowed to account for differences in rates determined by the OEB to be alignment with the Fair Hydro Plan price reductions, and the Fair Allocation Amount.
Note: Additional definitions of the Fair Allocation Amount are provided in legislated. Please see Appendix 1 for further details.

Reasonable Alignment Assessment

The Financing Plan developed by OPG is intended to match closely with the Fair Allocation Amount for the reference periods.
If the operating and financing costs of the Financing Plan diverges from those of the Fair Allocation Amounts by more than +/- 15 per cent, the Financial Services Manager would determine the cause of the variance and take reasonable action in to align to the Fair Allocation Amount. 
Reserve accounts may be utilized to address the timing of the cash flows. Reserves are excluded from the Reasonable Alignment Assessment and may be credited to specified customers if they are not required for funding obligations during the term.
EFB Comment: The Financing Plan mentions that the FSM will establish a methodology for assessing reasonable alignment ‘when a new Fair Allocation Amount letter is received from MOE’. This implies there might be additional revisions to the Fair Allocation Amount and this process and determination is still pending.

financing plan – principles and assumptions

1. IESO deferrals will be based on the Fair Allocation and Readjustment Amounts provided by the Ministry of Energy. 
However next quarter forecasts will be determined using actual IESO deferrals or near term deferrals.
2. The purchases of the Investment Assets from the IESO will be made when it is large enough to be effectively financed; through long-term or short-term debt financing.
3. Maturity of Borrowings
Initial Debt Tranche
· The repayments profile won’t be able to align with the borrowing profile. (ie repayments of $400M begin however, first year borrowing is expected to be $1B.). As a result, the maturities will be staggered up to 30 years and capped at the projected Fair Allocation Amount and readjustment amount for each six-month Reference Period.
Post-2017 Borrowing
· Align the debt maturities with the principal repayment capacity under the Fair Allocation Amount curve. In years when the repayment capacity is less than $500M, have the debt mature in the following year 
Note: Borrowing decisions will be subject to change due to changes to the Fair Allocation Amount curve.
4. Refinancing
Refinancing Account
· A refinancing account will be made and held in the name of the Indenture Trustee (BNY) for the benefit of the Indenture Trustee and specified creditors where the proceeds from notes and borrowings for refinancing shall be deposited to the refinancing account.
Debt Refinancing Scenarios
· When it is more advantageous to perform original financing on a short term basis than a long term basis on a relative basis
· Borrowing amounts are revised (eg. Fair Allocation Amount or Readjustment Amount change)
· Since no Clean Energy Adjustments will be collected until April 30, 2021, debt maturities during this period will need to be refinanced
EFB Comment: It seems the goal here is to not borrow with the expectation/assumption that refinancing will occur, but that refinancing will occur only when advantageous/necessary.

5. There are a variety of cash flow needs:
[image: ]


6. The following funding methods could be utilized (pg 12):
Short Term financing
· Asset Backed Commercial Paper – Canadian Market
· The Trust has a warehouse credit facility to be used on a monthly basis. $800M facility with syndicate of CIBC, RBC and Goldman Sachs. Used to fund short term borrowings to get asset off of IESO’s books, but before the assets can be issued to the capital markets.
· Revolving Bank Lines of Credit 
· Will be used when more cost effective than short-term notes (ABCP)
Medium to Long-Term (Senior Debt)
· Term Asset Backed Security and Privately Placed Debt Securities in Canadian or US Markets
· Bullet Bonds will be used; entire face value will need to be paid at maturity (rather than amortized).
· Intent to be issued in the 15 to 25 year term. 
· Financing 51% of the GA deferrals
Subordinated Debt (pg 13)
· Provided by OPG, at the same time as other debt issuance.
· Provides credit enhancement for the senior debt. At least one rating difference between each debt tranche.
· Will assume all of the liquidity and deferral risk
· Interest rate applicable is expected to be:
· Base Rate (Senior debt rate), plus
· Applicable Spread, established by OPG through an annual survey of market spreads from a syndicate of banks. (Simple average of market spreads excluding highest and lowest rates).
· OPG will receive short-term subordinated lending facility from a syndicate of banks
· EFB Comments: Assuming this is how OPG will fund the 5% portion, however unclear if this will be issued to the capital markets or not.
7. Currency and Interest Rate Hedging Programs will be developed over time and as required
8. Fair Hydro Trust Costs and Expenditures
Costs incurred directly by the Trust and OPG as Financial Services Manager on behalf of the trust can be recovered from the IESO until July 2021 and thereafter through the Clean Energy Adjustments.
Section 10.2(3) and 10.13(3) of O.Reg 206/17: General under the Ontario Fair Hydro Act, 2017 specifies the costs eligible for recovery. Section 10.2(3) outlines fees for 2017 and Section 10.13(3) outlines fees thereafter. 
Please see Appendix for full details.
9. Interest Rates 
The rating agencies’ assessment of the guarantee to bondholders provided by the Change of Law Protection Agreement is one of the major facts that will influence the final ratings of each debt tranche and in turn the corresponding interests rates.
The following factors will be considered in evaluating credit stress:
· Declining energy usage during period
· Forecast collections in peak months not materializing
· Declining consumption equal to the largest absolute annual forecast error
The table below provides a summary of the indicative pricing for each debt tranche:
	Tranche and Debt Type
	Risk
Profile
	Source
	% of Total Funding Requirement
	Rating Category Estimate
	Current Pricing
	Potential Rating Range
	Price Based on Rating Range

	Tranche A
Senior Debt
	Lowest Risk
	Capital Market
	51%
	AAA
	3.25%
	AAA – AA
	3.25% – 3.75%

	Tranche B
Subordinated Debt
	Medium Risk
	OPG via Province
	39%
	A
	4.5%
	AA – A
	4.0% – 4.5%

	Tranche C
Junior Subordinated Debt
	Highest Risk
	OPG via Province
	5%
	BBB
	5.5%
	A – BBB
	5.0% – 5.75%

	
	
	OPG via Capital Markets
	5%
	
	
	
	

	Weighted Average
	
	
	
	
	4.0%
	
	3.75% – 4.5%



10. Financing Reserve and Capital Accounts 
dsfk





Corporate and Electricity Finance Division
November 20, 2017


appendix 1: fair allocation amount based on legislation

	Fair Allocation Amount based on Ontario Fair Hydro Act[footnoteRef:1] and O.Reg 206/17[footnoteRef:2] subsection 11(2): [1:  Ontario Fair Hydro Plan Act: https://www.ontario.ca/laws/statute/17o16 ]  [2:  O.Reg 206/17: General, https://www.ontario.ca/laws/regulation/170206 ] 


	A
	=
	B
	-
	C

	the amount prescribed for the purposes of paragraph 5 of subsection 20 (1) of the Act,
	=
	the sum of the amounts determined under paragraphs 1 and 2 of subsection 20 (1) of the Act
	-
	the amount determined under paragraph 3 of subsection 20 (1) of the Act.

	Fair Allocation determination according to the Act:

	Paragraph 5 of Subsection 20(1):
Calculate the sum of the amount determined under paragraph 4 and such other amounts as may be prescribed in respect of the reference period.

Paragraph 4:
Determine the amount, if any, by which the sum of the determinations under paragraphs [1] and [2] exceeds the determination under paragraph [3].
	=
	(
	[1] Determine, in accordance with the following steps and the regulations and by applying such method as the Minister considers appropriate, the estimated clean energy costs to be allocated to specified consumers in respect of the reference period:
i. Determine the clean energy costs incurred or expected to be incurred in respect of all reference periods.
ii. Determine the clean energy benefits in respect of,
A. all reference periods, and
B. the prescribed period of time that preceded the first reference period and during which clean energy costs were incurred. [January 1, 2005 to April 30, 2017]
iii. Attribute the value of the clean energy benefits determined under subparagraph ii across the reference periods and the period of time described in sub-subparagraph ii B.
iv. Allocate clean energy costs determined under subparagraph i in proportion to the relative attributions of clean energy benefits determined in subparagraph ii in respect of the reference periods.
	+
	[2] Subject to subsection (2), determine, in accordance with the regulations and by applying such method as the Minister considers appropriate, the estimated financing costs, consisting of such types of costs as may be prescribed, in respect of the reference period.
	)
	-
	[3] Determine, in accordance with the regulations and by applying such method as the Minister considers appropriate, the estimated clean energy costs that would have been payable, in the absence of this Act, by specified consumers in respect of the reference period.

	
Note: According to O.Reg 206/17, If the sum of the amounts determined under paragraphs 1 and 2 of subsection 20 (1) of the Act is less than or equal to the amount determined under paragraph 3 of subsection 20 (1) of the Act, the amount determined by applying the following formula is prescribed for the purposes of paragraph 5 of subsection 20 (1) of the Act, then the sum of the amount prescribed for the purposes of paragraph 5 of subsection 20 (1) of the Act is the sum of the amounts determined under paragraphs 1 and 2 of subsection 20 (1) of the Act, minus the amount determined under paragraph 3 of subsection 20 (1) of the Act.

In other words: Paragraph 5 of Subsection 20(1) = | ( [1] + [2] ) – [3] |


	Fair Allocation Amount Summary:

	Fair Allocation Amount
	=
	(
	Attributing estimated clean energy costs to be allocated to specified consumers in respect of the reference period
	+
	the estimated financing costs, consisting of such types of costs as may be prescribed
	)
	-
	the estimated clean energy costs that would have been payable, in the absence of this Act


Note: This definition of the Fair Allocation Amount excludes the readjustment amount which is used to increase the amount borrowed to account for differences in rates determined by the OEB and the Fair Allocation Amount determined in the Ontario Fair Hydro Plan Act.
Readjustment Amount:
	According to O.Reg 206/17:
“readjustment amount” means, in respect of a reference period, the amount determined by applying the following steps:
1. Determine the amount, if any, by which the total amount payable by specified consumers for electricity in respect of the reference period is forecast to be reduced as a result of a determination of the Board under Part II of the Act.
2. Determine the amount, if any, by which the determination under paragraph 1 exceeds the absolute value of the fair allocation amount determined by the Minister under subsection 20 (1) of the Act in respect of the reference period. O. Reg. 446/17, s. 1 (2).

However, according Minister of Energy Letter to OPG, September 28, 2017, Re: Ontario Fair Hydro Plan Act, 2017 and the Fair Allocation Amount:
Also included in Schedule "A" are the readjustment amounts for the first four reference periods and additional readjustments that are expected to be made beyond the first four reference periods, reflective of past overpayments of clean energy costs between 2005 and 2017 and consistent with the Government of Ontario's commitment to hold rate increases, for four years, to not more than the rate of inflation. The recovery of these readjustment amounts and related interest costs have been included in the calculation of the FAAs in Schedule "A" as per subsection 20(2) of the Act and related regulations.
EFB Comments: It appears the Readjustment Amount aims to add to the Fair Allocation Amount to match the rates set by the OEB to ensure a 25% reduction in rates with a steady increase at the rate of inflation in subsequent years. This represents the overpayment in energy costs in 2005 and 2017. 



APPENDIX 2: WAREHOUSE FACILITy/LENDING


APPENDIX 3: Financial services manager fees

	Extract from Regulation[footnoteRef:3] [3:  O.Reg 206/17: General, Section 10.3, Board review of general fee for 2017 https://www.ontario.ca/laws/regulation/170206#BK16 ] 

	Interpretation

	10.2 (1) The Financial Services Manager shall submit to the Board, on or before February 28, 2018, the proposed fee for the period beginning on June 1, 2017 and ending on December 31, 2017. O. Reg. 415/17, s. 4.
	Fees incurred from June 1, 2017 to December 31, 2017 must be submitted to the OEB by February 28, 2018.

	(2) The proposed fee shall be the sum of the following:
1. $3.1 million, reflecting the amount of return payable on services provided by the Financial Services Manager in relation to prescribed matters during the period mentioned in subsection (1).
2. The amount of any costs and expenditures incurred by the Financial Services Manager in relation to prescribed matters during the period mentioned in subsection (1) and paid during the period mentioned in subsection (1). O. Reg. 415/17, s. 4.
	The fees will be $3.1 million plus other costs and expenditures, see cell below.

	(3) The costs and expenditures referred to in subsection (2) include, but are not limited to, costs and expenditures in respect of the following:
1. Underwriters or selling agents for funding obligations.
2. Banking fees, including but not limited to structuring fees or work fees.
3. Fees of issuing and paying agents for funding obligations.
4. Fees of trustees.
5. Fees incurred in the preparation of financial statements, financial reports, compliance certificates and tax returns.
6. Fees of legal counsel.
7. Rating agency fees.
8. Filing or registration fees.
9. Direct costs of the Financial Services Manager for employees whose work for the Financial Services Manager consists exclusively of the provision of services to financing entities in relation to prescribed matters.
10. Costs and expenditures incurred on behalf of any financing entity in connection with the Financial Services Manager’s duties under the Act in relation to the financing entity.
11. Costs and expenditures incurred in relation to a management agreement between the Financial Services Manager and any financing entity, where the agreement provides for the reimbursement of the costs and expenditures. O. Reg. 415/17, s. 4.
	Other costs and expenditures are listed in 10.2 (3), see list to the right.

	(4) The submission shall include written confirmation from the Financial Services Manager’s external auditor or another external auditor of the following:
1. That the amounts of the costs and expenditures that the Financial Services Manager seeks to recover through fees, as set out in the submission, are accurate.
2. That the amounts of the costs and expenditures, as set out in the submission, were incurred by the Financial Services Manager.
3. That, except in the case of amounts referred to in paragraph 9 of subsection (3), the amounts were paid to third parties. O. Reg. 415/17, s. 4.
	An external auditor shall provide written confirmation of the accuracy of the fees submitted for recovery.






	Extract from Regulation[footnoteRef:4] [4:  O.Reg 206/17: General, Section 10.13, Fees for Costs and expenditures, submission to Board https://www.ontario.ca/laws/regulation/170206#BK27 ] 

	Interpretation

	Fees for costs and expenditures, submission to Board
10.13 (1) The Financial Services Manager shall submit to the Board a proposed fee for costs and expenditures,
(a) no later than February 28, 2019, in respect of costs and expenditures paid during 2018; and
(b) no later than February 28 in each subsequent year, in respect of costs and expenditures paid during the previous calendar year. O. Reg. 415/17, s. 4.
	

	(2) The fee may be established to recover the amount of costs and expenditures incurred by the Financial Services Manager in relation to prescribed matters. O. Reg. 415/17, s. 4.
	

	(3) The costs and expenditures referred to in subsection (2) include but are not limited to costs and expenditures in respect of the following:
1. Underwriters or selling agents for funding obligations.
2. Banking fees, including but not limited to structuring fees or work fees.
3. Fees of issuing and paying agents for funding obligations.
4. Fees of trustees.
5. Fees incurred in the preparation of financial statements, financial reports, compliance certificates and tax returns.
6. Fees of legal counsel.
7. Rating agency fees.
8. Filing or registration fees.
9. Subject to subsection (4), direct costs of the Financial Services Manager for employees whose work for the Financial Services Manager consists exclusively of the provision of services to financing entities in relation to prescribed matters.
10. Costs and expenditures incurred on behalf of any financing entity in connection with the Financial Services Manager’s duties under the Act in relation to the financing entity.
11. Costs and expenditures incurred in relation to a management agreement between the Financial Services Manager and any financing entity, where the agreement provides for the reimbursement of the costs and expenditures. O. Reg. 415/17, s. 4.
	

	(4) If the costs referred to in paragraph 9 of subsection (3) are paid after March 31, 2019, they are recoverable for a year only if the Board, upon reviewing the submission, makes the following determination: 
1.  A majority of the market comparable fees used by the Board for the purposes of subsection 10.9 (3) for a fiscal year that begins in the calendar year to which the submission under this section relates are charged by full-service managers of funds who, in addition to charging those fees, also recover costs that are materially consistent with and similar to the costs referred to in paragraph 9 of subsection (3) that are paid after March 31, 2019. O. Reg. 415/17, s. 4.

(5) For the purposes of subsection (4), the Board shall consider whether the costs paid after March 31, 2019 are incurred in relation to the establishment, management and administration of the funds to which the market comparable fees relate. O. Reg. 415/17, s. 4.

(6) For the purposes of subsection (4), a fiscal year begins on April 1 in a year and ends on March 31 in the following year. O. Reg. 415/17, s. 4.
	

	(7) The submission shall include written confirmation from the Financial Services Manager’s external auditor or another external auditor of the following:
1. 1. That the amounts of the costs and expenditures that the Financial Services Manager seeks to recover through fees, as set out in the submission, are accurate.
2. 2. That the amounts of the costs and expenditures, as set out in the submission, were incurred by the Financial Services Manager.
3. 3. That, except in the case of amounts referred to in paragraph 9 of subsection (3), the amounts were paid to third parties. O. Reg. 415/17, s. 4.
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