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MEDIA CONTACT REPORT

DATE: March 12, 2018

REPORTER:

Name: Matthew McClearn

Outlet: Globe & Mail

Phone Number/Email: p: 416.585.5487 / m: 416.705.6047 /
e: mmcclearn@globeandmail.com

MEDIA CONTACT PERSON:
The reporter connected initially with Lawvin Hadisi, Press Secretary, TBS. Final
response was sent by Colin Nekolaichuk, Press Secretary, Ministry of Energy.

SUBECT:

Ontario Fair Hydro Plan (in follow-up to the TBS, Ministry of Energy and Ministry of
Finance appearance at the Standing Committee on Public Accounts on February 28,
2018).

QUESTIONS and RESPONSES:
***Both responses were provided to the reporter by the Ministry of Energy.

Email response to the reporter:
From: Nekolaichuk, Colin (ENERGY)
Sent: March 12, 2018 12:42 PM

To: Hadisi, Lawvin (TBS); McClearn, Matthew
Subject: RE: Connecting: SCOPA

Hi Matt,

Thanks again for your inquiry.



Attached you’ll find answers to your questions regarding the involvement of Treasury
Board officials in development of the Fair Hydro Plan, as well as answers to your
questions with respect to Global Adjustment refinancing.

As | mentioned previously, there have been multiple technical briefings on the financing
of the Fair Hydro Plan, and the story has been covered quite extensively.

Here’s a timeline of relevant milestones, reporting and communications:

March 2, 2017 — Officials from the Ministry of Energy, Independent Electricity
System Operator, Ontario Power Generation and Hydro One provide a technical
briefing to media on the Fair Hydro Plan policy and financing structure (deck
attached)

o Sample media coverage:

§ Toronto Star: Hydro rate increases will be held to rate of inflation
after 25-per-cent cut
(https://www.thestar.com/news/queenspark/2017/03/02/hydro-rate-
increases-will-be-held-to-inflation-after-25-cut.html)

May 24, 2017 — Ontario’s independent Financial Accountability Officer
released its report on the fiscal impact of the Fair Hydro Plan

o Sample media coverage:

§ The Globe and Mail: Ontarians can expect higher hydro bills to
repay short-term relief: FAO
(https://www.theglobeandmail.com/news/national/ontario-hydro-
bills-electricity-costs/article35096250/)

October 17, 2017 — Officials from the Ministry of Energy, Treasury Board
Secretariat, Ontario Power Generation, Independent Electricity System Operator
and a representative from KPMG held a technical briefing responding to the
Auditor General’s Special Report on the Fair Hydro Plan (deck attached)

o Sample media coverage:

§ Toronto Star: Ontario’s 25-per-cent cut to hydro rate carries $4B
pricetag: watchdog
(https://www.thestar.com/news/queenspark/2017/10/16/ontarios-
financial-watchdog-sounds-alarm-over-hydro-rate-cut.html)

February 6, 2018 — OPG provides a technical briefing on the Fair Hydro
Trust’s First Debt Offering (deck attached)
o Sample media coverage:



§ QP Briefing: Debt markets show approval for Fair Hydro Plan
financing (http://www.gpbriefing.com/2018/02/06/debt-markets-
show-approval-fair-hydro-plan-financing/)

In relation to your questions on consultation with third-party accounting experts, | have a
research and analysis document from KPMG, which was shared with the Auditor
General. You can see their conclusion on pages 2 and 3. This document has not been
shared widely, but has been offered to journalists on background to help illustrate the
nature of the accounting dispute.

Deloitte was also engaged by KPMG to provide an opinion on PSAS — a summary of
the report is also attached here. You'll see that both KPMG and Deloitte conclude that
PSAS is silent on the rate regulated activities. EY is OPG’s accountant of record, and is
regularly consulted on their finances.

If you have any additional questions, please don’t hesitate to reach out.

Best,
Colin

Colin Nekolaichuk | Press Secretary

Office of the Hon. Glenn Thibeault | Minister of Energy
T: 416-325-2690 C: 647-504-4928
colin.nekolaichuk@ontario.ca

Question:

“Who were the senior decision-makers at Treasury Board responsible for the
accounting/financial structure with the Fair Hydro Plan? And what were their roles in
establishing the accounting/financial structure?” (TBS)

Response:

Ontario’s Fair Hydro Plan, a plan that lowers electricity prices for all Ontarians on
average by 25% was developed by the Ministry of Energy. Officials from Treasury
Board, Finance, OPG, IESO and the Ontario Financing Authority along with external
advisors that included Ernst and Young, KPMG and Deloitte worked on the accounting
related to the Fair Hydro Plan. They along with the Office of the Provincial Controller
ensured that this plan was in accordance with Public Sector Accounting Standards. It’'s
also important to note that the accounting treatment used in this plan is used in



jurisdictions across North America including Alberta, New England, New York,
Minnesota and Texas.

Question:

| request the detailed borrowing estimates cited by the government [peak debt and
accumulated interest], including the underlying math behind peak debt and interest
charges and any assumptions made. Cost estimates for the Global Adjustment (GA)
refinancing program are projections that will continue to be revised over the thirty-year
life of the program as conditions change, including variables such as interest rates,
electricity demand, and electricity system costs. (ENERGY)

Response:

Cost estimates for the Global Adjustment (GA) refinancing program are projections that
will continue to be revised over the thirty-year life of the program as conditions change,
including variables such as interest rates, electricity demand, and electricity system
costs.

Under the Ontario Fair Hydro Plan Act, 2017 (the “Act”), the Minister is responsible for
calculating the “Fair Allocation Amount,” or FAA, which represents the difference
between GA costs that would be payable absent GA refinancing, and amounts that will
be paid under the GA refinancing program in order to ensure electricity system costs
are fairly allocated amongst current and future ratepayers. In other words, in the early
years the FAA represents the amount of GA that is being deferred, and in the later
years, it represents amounts that will be recovered from ratepayers.

Ontario Power Generation (OPG), in its role as Financial Services Manager (FSM)
under the Act, is responsible for developing financing plans based on the FAA and
managing the debt obligations in order to ensure the policy objectives of Ontario’s Fair
Hydro Plan are achieved.

Ministry analysis underpinning the FAA, which was provided to OPG on September 28,
2017, forecasts peak debt at approximately $20 billion and a total interest cost of less
than $19 billion. This analysis projects that an average of $1.9 billion of debt will be
issued per year over the next 10 years.

Forecasted peak debt represents the maximum annual debt balance. Total interest cost
is the sum of forecasted annual interest paid over the thirty-year life of the program,
which is calculated based on the average debt balance in each year and a 5 per cent
average interest rate over the life of the program.

On February 6, 2018, OPG, in its role as FSM, announced that it was able to secure an
interest rate of 3.357 per cent on the Fair Hydro Trust’s (FHT) first issuance of senior
debt in the capital markets, with a 15 year term and a value of $500 million. The rate



achieved on this first offering is significantly lower than initial projections of 5 per cent by
both the Ministry of Energy and the FAO.

The remainder of the first issuance of debt is split between $382 million of subordinated
debt at an interest rate of 3.637 per cent and $98 million of junior subordinated debt at
3.957 per cent. The subordinated and junior subordinated debt was provided by OPG
through a mix of equity provided by the Government of Ontario and borrowing from
capital markets.

The effective interest rate of 3.526 per cent is the weighted average of these three
series of debt (i.e., senior, subordinated and junior subordinated).

In accordance with the legislation, the FAA may be updated from time to time to reflect
updated inputs, including revised forecasts and actual debt amounts.



