Message

Sent: 2017-09-25 9:25:05 PM
Subject: Draft asset purchase cycle and CEAs
Attachments: Invoice Cycle and Asset Purchase Cycle 20170620.pdf

Matt,
Thanks.

There are two time periods that need to be discussed as they will have different payment processes,
First, the period when clearn energy adjustments {CEA] are not collected from consumers {the “Moratorium Pericd”).
Second, the period when CEAs are collected from consumers {the “CEA Period”),

During the CEA Period, what OPG proposes is not correch,

During the CEA Period, the Financing Entity’s CEA recovery is governed by the Ontario Fair Hydro Plan Act and associated
regulations. The financial services manager will determine the CEA for a reference period and will communicate such
amount to the Ontario Fnergy Board {OEB) The OFB will then determine the rates at which specified consumers are to
be invoiced during the reference period to seek to recover the CEA based on forecasted consumption. Since the CEA rate
is based on forecasts, actual recovery may differ from the total CEA forecasted to be recovered during a recovery period.
The true-up mechanism operates to address any over or under recovery during a reference period.

During the CEA Period, the [ESO will facilitate the flow of CEA money by transferring dollars as received from LDCs to the
Financing Entity. The [ESO is not reguired to fund any amounts not actually recelved from LDCs (e, electricity vendors),

Based on OPG’s proposed payment process, the 1ESQ is concerned that OPG misunderstands the regulatory framework
during the CEA period.

We would like to discuss both the [ESOD's and OPGs understanding of the CEA recovery as described in the email below,
&5 well, we need a better understanding of the LC details requirements for credit enhancement of LDCs and would like
to discuss the tming of CEA collection.

To facilitate the first two discussion points, see below our understanding of the two positions {IES0 and OPG) on CEA
FECOVETY:

1. IESO position: IESO is a pass-thru servicer of the CEA remitted by LDCs - therefore there is no
invoices issued by IESO to LDCs, and there is no invoice issued by the financing entity to the IESO:

a. LDCs will report to the IESO consumption by specified consumers, the amount invoiced and
the amounts collected;

b. TESO will receive amounts actually paid to it by LDCs, but will not invoice LDCs and will not
be obligated to enforce non-payment by consumers nor LDCs;

¢. The financing entity will utilize the a) true-up mechanism and b) reserve accounts mechanisms
to ensure there is enough funds to pay investors each month;

d. The financing entity/financial services manager will track actual CEA against amounts it
requires;

e. How the financing entity deals with short-term credit for those times where the CEA is not
sufficient to pay investors each month is for the financing entity to determine

2. OPG position: OPG has IESO issuing invoices to LDCs and financing entity for CEA — note we are

having a difficult time reconciling the steps below with the legislation as it is currently written but have listed
the steps as we understand OPG position:
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a. The financing entity would provide details in a time and manner such that the IESO could
create an invoice payable for 100% of the financing entity’s monthly cash-flow needed to pay
investors etc.

b. The LDC’s would receive a corresponding invoice for their portion of the total cash-flow
requirement;

¢. The LDCs may be unable to pay the exact amount needed by the financing entity due to a) rate
established by the OEB for CEA recovery will be based on forecasts which are unlikely to
match actuals b) some forecast differences due to LDCs billing vs. collection cycles, and ¢)
possibility that a homeowners defaults, and d) in some unlikely cases LDCs” payment defaults
whether due to temporary mis-management or CCAA /bankruptcy;

d. OPG suggests the IESO will fund 100% to financing entity, and any CEA payment shortfall
from LDCs will require the IESO to borrow to clear payables — there would never be any over-
collection in IESO accounts as the LDCs would only pay up to their invoice amount which on
aggregate level equals 100% of financing entity requirements and therefore LDCs would hold
onto any over-collection in their own variance accounts;

e. IESO does not agree this approach is compliant with the regulatory framework and there is no
mechanism for the IESO to recover the CEA shortfall. Rather the legislation contemplates the
true-up and reserve accounts controlled by the financing entity to address any over or under
collection. Do note as well, in the case of RPP, the IESO holds both under and over-collection
as LDC are directed to provide the IESO with information in the time and manner required to
put under/over collection on their invoices. [NTD: I don’t understand the point in the last
sentence.]

f. The concept of the IESO paying 100% of a financing entity invoice conflicts with the request
(discussed below) for the IESO to post a letter of credit to support potential default from non-
credit rated LDCs. [NTD: thought this might be better here to support why we think they are
incorrect to assume IESO is paying the full amount of the invoice.]

A
The concept of the £SO producing an invoice issued to the Trust post 2021 is not the 1E50s view at least not the way
the legs/regs were structured.

For the CEA, | suggest there are the following 3 concepts that are floating between 1ES0O and OPG that are mutually
exclusive of each other:
1} {ESO is a pass-thru servicer of the CEA remitted by LDCs - therefore there is no invoices issued by IESQ for either
LBCs or Trust;

a.  This aligns with the legs/regs structure

b, The Trust will utilize the a} true-up mechanism and b} reserve accounts mechanism to ensure there is
enough funds to pay investors each month

¢.  The Trust needs to have short-term lenders ready and willing to provide short-term credit for thoss
times where the CEA is not sufficient to pay investors each month

2} ESQ issues invoices to LDCs and Trust for CEA {the concept noted below);

a. The Trust {I assume) would invoice the [E50 for 100% of the Trust’s month cash-flow nesd to pay
investors etc,

b. The LDCs are likely not going to pay the exact amount needed by the Trust primarily due to a) actual vs,
forecast differences and b} some noise due to LDCs billing vs. collection cycles, and ¢) some noise dus to
homeowners defaulting, and d} in some unlikely cases LDCs" payment defaults whether due to
temporary mis-management or CCAA/bankruptoy;

o ESO will fund 100% to Trust — which means the [ESO will need to borrow for short-CEA amounts (|
assume in cases where there is excess CEA cash collected, the Trust gets all of the excess cash too?)
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)

d. How does the IESQO get re-paid back during the post-2021 timeframe — since the true-up and reserve
accounts are controlled by the Trust, also whenever the 1ESQ gets re-paid | assume this will be via the
LDCs" CEA receipts which means the 1ESO will need to bifurcate the CFA dollars remitted by LDCs {this
was not built into the current legs/regs)?

IESQO provides a letter of credit to the Trust for CEA shortfalls;

a. This concepts seems to conflict with {2} above since either the [ESO is paying 100% Trust invoice or the
[ESO posting a letter of credit

b. The letter of credit was suggest to provide credit enhancement for the investors

¢.  Asper my emall last week (Sept-21) what are the requirements for the letter of credit {quantum, when
will a draw take place)};

d. Similar to {2}{d} above, when does the IES0 get repaid and does the CEA need to be bifurcated;

suggest the 3 concepts above are unigue and we will need to walk through them together.

B:

In terms of the timeling for CEAs, below are the 1ESOs preliminary draft for your review:

Given facts: As the 1ESO understands, LDCs bill and collect from their customers generally not on calendar periods {i.e.
Month Day 1 to Day 30), but rather LDCs customers are spread out throughout the month. For example, Qakville
Hydro’s Customer A will receive the bill on the 8 and is required to pay on the 20" of each month, or Customer B will
receive the bill on the 21% and is required to pay on next calendar month's 3. Other smaller LDCs may have calander
manth billing but the point being that LDCs are all over the map on billing and collecting.

The IESO suggests for post 2021 CEAs:

L3

B

8" business day of each month, the IESO sends the MTSA Monthly Report to the Trust regarding the recent
completed calendar month’s activities {money-in and money-out of the 1ESO trust acct);
10" business day, LDCs will report only to the 1E50 the following:

o Total amount of CEA billed to customaers during the recent completed calendar month;

o Total amount of CEA collected from customers during the recent completed calendar month;

Other information as prescribed by 17(2) leg and regs

14" business day, [ESO issues reminder notices {not an invoice, no invoice issued) to all LDCs to remit their CEA
amount to the SO on 16" business day;
16" business day, LDCs remit their CEAs amount to the [ESO;
18% business day, IFSO remits to the Trust all CEAs monies received by the 16" business day — this is a once per
month remit;

Regards.

From: GO Matthew -TREASURY [mailto:matthew.go@opg.com]
Sent: September 21, 2017 12:18 PM

To: Anthony Martinello

Cc: Jeannette Briggs

Subject: RE: EXTERNAL — Draft asset purchase cycle

Hi Anthony,

Yes, give me a call when you are free. | am free throughout the day, other than 2-3pm.
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The attachment contemplates at a high level, how the CEA would be charged and collected, though it is not explicit. It is
part of the invoice cycle where the Trust will submit an invoice to IESO {(Day 4} and 1IESO pays Trust {Day 14}, The invoice
will be the accrued financing costs.

However, | can see there would be quite a few details and mechanics on 1ESQs end that need to be worked out in
regards to CEA collection. ' use an example of a typical month post-2021 to Hush out the issues | ses:

Day 4
LOCs submit online CEA charged to customers by them
- LDCs submit onling CEA remifttance amount to ESO {therefore CEA shortfall is known if any}
- Trust submits invoice for accrued financing costs {theoretically should match CEA collected assuming no
shortfall)
Day 10
IESQO produces invoice for LDCs and Trust
Day 12
LDCs remit payment to 1ESQ, including CEA
- CEA shortfall funded via IESO bank facility? Will be part of variance account? {| assume yes as we are out of the
moratorium period — regular true-up process kicks in}
Day 14
- {ES0 pays Trust invoice
Issue 1: MTSA draft {3.2{a)}{iv}} says IESO has [2] business days to move CEA receipt to seg bank account.
However, at this point {Day 14}, IESQ is remitting the funds the Trust anyways... 'l have to follow up with the
working group on this point.
- Issue 2 MTSA draft (3.2{a}{vi}]} says [ESO will pay Trust on [remittance date] of next billing period. However, the
process contemplated assumes IESQ is paying the invoice in the current month. So this is in conflict
Thanks,
fMatt

416-592-3578

From: Anthony Martinello [mailto:Anthony.Martinello@ieso.ca]
Sent: Thursday, September 21, 2017 4:45 AM

To: GO Matthew -TREASURY <matthew.go@opg.com>

Cc: Jeannette Briggs <jeannette.briggs@ieso.ca>

Subject: EXTERNAL — Draft asset purchase cycle

*** Exercise caution. This is an EXTERNAL email. DO NOT open attachments or click links from
unknown senders or unexpected email. ***

Matt,
We need to connect and align on what happens during 2021/2022 going forward.
The MTSA details the cashflow for the clean energy adjustment — CEA and how the [ESO remits to the financing entity.

Therefore, while | have timelines that work from an IESQ perspective..we should talk soon to ensure what is baked into
the MTSA is aligned with OPG’s processes,

So far all we aligned was the 2017-2021 cycle which is baked into the MTSA - see attached,
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Regards.

From: Anthony Martinello

Sent: June 20, 2017 4:22 PM

To: 'GO Matthew -TREASURY'

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

Looks good. Regards.

From: GO Matthew -TREASURY [mailto:matthew.go@opg.com]
Sent: June 20, 2017 11:44 AM

To: Anthony Martinello

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

Anthony,

Vve incorporated your commaents below. The main takeaway 'm getting from these changes are:
1. IESO needs time to scrub the LDC shortfall data, which triggers the need for borrowing
2. The asset purchase is now not aligned with your normal processes, which requires some spacing from your
normal processes {as to not be jammed])

The flowchart is a little more crammed than usual as it is a combination of the invoice and asset purchase cycle. Let me
know if this is good to go.

Matt

From: Anthony Martinello [mailto:Anthony. Martinello@ieso.ca]
Sent: Tuesday, June 20, 2017 7:31 AM

To: GO Matthew -TREASURY

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

My comments on revised cycle for the IES0 swimlane:

e LDCs submit FH shortfall by bd 4 — the [ESO takes these amounts as is, and this becomes the asset {will show up
on bd 10 invoices)

e By bd 4, Trust will submit costs, interest {with or without HST to be determined) in 1ESO portal — the ESO will
take these amounts as is

s {ESO will inform Trust on bd 8 {not bd 5) of asset balance to purchase. The settlements staff will need a buffer
to double check the results before releasing to Trust. Note, the asset is the sum of LDCs" FH + Trust costs,
interest

s {ESQ issues Trust invoice for costs on bd 10

¢ {ESO borrows bd 12-14

e {ESO pays Trust costs on bd 14

e JESO issues Trust invoice for the asset purchase hd 16

s Trust pays IESO bd 18 {must be no later than second last bus day of the month — e, wateh for Feb month)

e {ESO repays borrowing before month end

Regards
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From: GO Matthew -TREASURY [mailto:matthew.go@opg.com]
Sent: June 08, 2017 10:01 AM

To: Anthony Martinello

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

See attached. Let me know if you are OK with this or if there's any issues to point out.

From: Anthony Martinello [mailto:Anthony.Martinello@ieso.ca]
Sent: Wednesday, June 07, 2017 7:40 PM

To: GO Matthew -TREASURY

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

1. Next Tues or Wed,
2. Thx

From: GO Matthew -TREASURY [mailto:matthew.go@opg.com]
Sent: June 07, 2017 5:42 PM

To: Anthony Martinello

Subject: RE: EXTERNAL — FW: Draft asset purchase cycle

Anthony,
1. Do vyouhave an estimate as to when IESOs comments on the Sale and Servicing agresment will be available?

2. Anupdate on the workflow. V'm almost done — should be able to pass something to vou tomorrow. Key pointis
Trust should be able to get you funding prior to you paying market participants, so you don't need to borrow.
But that is all predicated on the regulations stating the regulated asset is created on Day 4/when LDCs enter
amount in portal,

Thanks,
fMatt

From: Anthony Martinello [mailto:Anthony.Martinello@iesg.ca]
Sent: Tuesday, May 30, 2017 9:58 AM

To: GO Matthew -TREASURY

Cc: Jeannette Briggs; Susan Nicholson

Subject: EXTERNAL —- FW: Draft asset purchase cycle

=+ Exercise caution. This is an EXTERNAL email. DO NOT open attachments or click links from
unknown senders or unexpected email. ***

My comments below on the workflow V2:

Month T
¢ Bus day 3-4: add that QPG Trust will self-enter in the {E50 portal a) OPG admin feas, b any interest costs, ¢
vendor invoices for the [ESO to reimburse OPG Trust during the month
e Busday 5 :no changes/comments
s Bus day 69 : OPG Trust will not need to enter an amount in the 1ESO portal per se {although a form may still be
created for such contingency - maybe] since the full amount including up to the pennies will be 100% sold each
month to OPG Trust automatically. We should discuss how/when that QPG Trust will give some sort of notice a
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few months in advance if no further purchases will be made and therefore the [E50 will not create an invoice
that month for OPG Trust

e Bus day 10: add may need to issue second invoice to OPG Trust each month for reimbursement of costs {thisis
a credit invoice}

e Busday 14: add OPG Trust receives monies for reimbursement costs this day. Not sure about “{ESO certifies” as
the {ESQ's invoice should suffice as formal notice that reg asset is created. Also the FH ACT says the regulations
can stipulate when the reg asset is created and so this can be spelled out in the regulations,

¢ Bus day 15-19: try to avoid the last few bus days of each month to avoid bank/errors/delays and hiccups {e.g.
Feb is short month so maybe 197 is the last day and not preferred). My lender will impose a min of 7 days
borrowing {not bus days) so the OPG Trust payment and my repayment of debt needs to align to min interest
costs for overall FH program.

Regards.

From: GO Matthew -TREASURY [mailto:matthew.go@opg.com]
Sent: May 29, 2017 11:13 AM

To: Anthony Martinello

Subject: RE: Draft asset purchase cycle

Correction. Here is a version with the note about the earlier borrowing.

From: GO Matthew -TREASURY

Sent: Thursday, May 25, 2017 5:42 PM
To: Anthony Martinello

Subject: Draft asset purchase cycle

Anthony,

I've updated the asset purchase cycle draft to reflect the new process where the Trust buys the reg asset in the month. It
includes information from our discussion today. Assuming the “asset creation” is triggered by the borrowing on the 14"
business day, you can see repayment would occur between the 15-19" business day. As you mentioned, I've put a note
that the borrowing could be earlier to satisfy your minimum draw term requirement. However, you mentioned you may
need to speak to your bank about that — which could make sense so you don’t have to borrow early or as early. Also
awaiting input from Michael Boll on asset creation.

Thanks,
Matt

THIS MESSAGE IS ONLY INTENDED FOR THE USE OF THE INTENDED RECIPIENT(S) AND
MAY CONTAIN INFORMATION THAT IS PRIVILEGED, PROPRIETARY AND/OR
CONFIDENTIAL. If you are not the intended recipient, you are hereby notified that any review,
retransmission, dissemination, distribution, copying, conversion to hard copy or other use of this
communication is strictly prohibited. If you are not the intended recipient and have received this message
in error, please notify me by return e-mail and delete this message from your system. Ontario Power
Generation Inc.

This e-mail message and any files transmitted with it are intended only for the named recipient(s) above and

may contain information that is privileged, confidential and/or exempt from disclosure under applicable law. If
you are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or any

IESO-N-0002757



files transmitted with it is strictly prohibited. If you have received this message in error, or are not the named
recipient(s), please notify the sender immediately and delete this e-mail message.

THIS MESSAGE IS ONLY INTENDED FOR THE USE OF THE INTENDED RECIPIENT(S) AND
MAY CONTAIN INFORMATION THAT IS PRIVILEGED, PROPRIETARY AND/OR
CONFIDENTTAL. If you are not the intended recipient, you are hereby notified that any review,
retransmission, dissemination, distribution, copying, conversion to hard copy or other use of this
communication is strictly prohibited. If you are not the intended recipient and have received this message
in error, please notify me by return e-mail and delete this message from your system. Ontario Power
Generation Inc.

THIS MESSAGE IS ONLY INTENDED FOR THE USE OF THE INTENDED RECIPIENT(S) AND
MAY CONTAIN INFORMATION THAT IS PRIVILEGED, PROPRIETARY AND/OR
CONFIDENTIAL. If you are not the intended recipient, you are hereby notified that any review,
retransmission, dissemination, distribution, copying, conversion to hard copy or other use of this
communication is strictly prohibited. If you are not the intended recipient and have received this message
in error, please notify me by return e-mail and delete this message from your system. Ontario Power
Generation Inc.

THIS MESSAGE IS ONLY INTENDED FOR THE USE OF THE INTENDED RECIPIENT(S) AND
MAY CONTAIN INFORMATION THAT IS PRIVILEGED, PROPRIETARY AND/OR
CONFIDENTIAL. If you are not the intended recipient, you are hereby notified that any review,
retransmission, dissemination, distribution, copying, conversion to hard copy or other use of this
communication is strictly prohibited. If you are not the intended recipient and have received this message
in error, please notify me by return e-mail and delete this message from your system. Ontario Power
Generation Inc.

THIS MESSAGE IS ONLY INTENDED FOR THE USE OF THE INTENDED RECIPIENT(S) AND
MAY CONTAIN INFORMATION THAT IS PRIVILEGED, PROPRIETARY AND/OR
CONFIDENTIAL. If you are not the intended recipient, you are hereby notified that any review,
retransmission, dissemination, distribution, copying, conversion to hard copy or other use of this
communication is strictly prohibited. If you are not the intended recipient and have received this message
in error, please notify me by return e-mail and delete this message from your system. Ontario Power
Generation Inc.

IESO-N-0002757



