Message

From: Anthony Martinello [/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=3FB7D76317B34780B15D96309B995C31-ANTHONY MAR]

Sent: 2017-06-19 9:28:09 AM

To: Jeannette Briggs [/o=Exchangelabs/ou=Exchange Administrative Group
(FYDIBOHF23SPDLT)/cn=Recipients/cn=148095610f7242f48a5a9da24bla8a87-leannette B]

Subject: FW: Impact to IESO -

fyi

From: Susan Nicholson

Sent: June 19, 2017 8:57 AM

To: Anderson, Rhonda E

Cc: Anthony Martinello; Kim Marshall
Subject: RE: Impact to IESO -

Hi Rhonda. Thank you for the document below.

Just a quick clarification with respect to 1E50 revenues {| believe this will alter some of the facts below).

The IESO had revenues from core operations, smart metering and market sanctions in 20186 of 5221.5 million {included
it our audited financial statements). The number below of $180 million may have been just for core operations before
interast and other revenue,

The revenues and expensss of the Market are 517.2 billion. These are not included in the audited financial statements
of the IES0 as they are considered to be the financial transactions of market participants with the [ESC-administerad
markets. Accordingly and as previously mentioned the [ESO and the Market are sstablished with two separate HST

numbers with CRA.

Thanks, Susan

From: Anderson, Rhonda E [mailto:rhondaanderson@kpmg.ca]
Sent: June 16, 2017 7:43 AM

To: Susan Nicholson

Cc: Anthony Martinello; Kim Marshall

Subject: Impact to IESO -

Hi Susan

Our understanding of the facts to date, not having seen or reviewed any agreements, is as follows. I've described it in
layman’s terms as | understand it. Please review this preliminary memo for accuracy of understanding of the facts. if
there are corrections to understanding of the facts, please let me know.

Nature of Transaction

ESO will sell the “right to a future income stream of revenue” (“IP” and the “investment asset”) to the OPG Trust. This
“right” relates to the variance between the cost to produce electricity and the price it will be sold to consumers in the
Province of Ontario under the Fair Hydro Plan. Under the Fair Hydro Plan, each month the LDCs will short pay the [ESO
because of home owners Fair Hydro rates. There will essentially be a 25% shortfall between the cost of the electricity
and the price or revenue generated on the sale. This “variance” has to be balanced and paid somehow and IES0 will sell

IESO-N-0012589



the right to this income stream to a financing entity, where it will be used as a debt security to borrow the money to
cover this variance.

The IESO has the right to set the price or rates at which electricity will be sold — under provincial legisiation {The
Electricity Act). The IESQO will sell the right to the future income stream of the differential or variance, to a financing
entity (the OPG Trust} and the value of the investment asset {ie., right to the future income stream for that 25% variance
in that particular month) will be used by the OPG Trust as IP collateral and a source of revenue —to cover the 25%
variance.

[ESO will borrow from OFA to pay the electricity generators their full amounts due. This is expected to be approx.
$200million/month. Presumably there will be interest on this debt.

The right to a future income stream will be sold by IESO to the financing entity, the OPG Trust. On a monthly basis the
ORG Trust will acquire an interest in the investment asset by paying S200million/month to the IESO and in turn, IESO will
repay the OFA debt.

In addition, the OPG Trust will incur interest costs, labour and third party costs . The interest is to be paid by the {ESC
during the first 4-5 years. As we understand it, the [ES0O will borrow the money to cover the interest cost, and make a
cash advance or short term loan 1o the OPG Trust, so It can pay this cost. The QPG Trust will also charge labour costs it
has incurred to 1ESQ. Third Party costs will similarly be charged to IESO. After the five year period the OPG Trust will
realize revenue on the IP acquired, as a result of the charge to electricity bills sent to consumers or ratepavers via the
clean energy adjustment rate. The interest, and other costs are assumed to be SIimillion/month. The IESO will borrow
Simillion from OFA to make a cash advance, or short term loan to the OPG Trust, to pay the OPG Trust's monthly
interest and other costs. According to Anthony, the Simillion will go into the 1ESO's variance FH account. The OPG Trust
can purchase the Simillion variance account balance each month as an asset similar to above, and the [ESO will repay
the OFA debt.

Any amounts not purchased by OPG Trust, and that remain in the IESO's variance account, will become a regulatory
asset for the |ESO {separate from OPG's asset). The IESO will have the ability to ask CEB to charge a separate rate {in
addition to the clean energy adjustment rate above) for the 1ESO to be reimbursed for the IESO variance amount
balances. Once funds are collected, the IESO will repay OFA debt.

Notwithstanding the 51m will be posted to the IE50's FH account, and be considered a “asset”, at some point when
purchase or payment is realized, IES0 will realize interest revenue which would increase over time as this transaction
will repeat itself every month for the five years period.

The question is would the interest income as a consequence of the above, be sufficient to cause IESO to become a de
minimis financial institution under 5.149(1){c}).
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Findings

Nature of the Supply made by 1£50 {For Purposes of the Excise Tax Act, {the “ETA")

The investment asset 1ESQO is selling, or the “right to the future income stream” is a supply of intangible property at law,
but would be characterized as a financial service for GST/HST purposes: the sale of a “financial instrument” as that term
is defined in the ETA {i.e., a debt security, or the right to be paid money), which is exempt under paragraph {d) of the
definition of “financial service” in subsection 123{1) of the ETA. IESC should not charge, collect and remit any amount of
GST/HST on this supply to the OPG Trust.

Having identified the supply being made by IESQO as a financial instrument it is also necessary to consider what
impact making such supplies could have on IESO’s with regards to being a financial institution for GST/HST purposes.

{ESO is not, in our view, a financial institution under section 149{1}{a} of the ETA as they do not meet any of the
conditions laid out in (i) through {xi).

Whether the [ESO would be considered a financial institution under sections 149{1){b} of the ETA would depend on
whether the I[ESO’s total financial revenue will exceed the 10% threshold outlined in the legislation. 1ES0's total revenue
from its commercial activities is $1.78 per year [NTD: can we confirm — the P&L P've seen for them in previous years
when we were doing the returns was more like S180M in gross revenue, and the Gross revenue on the GST111 was
around $340M]. With the current information the calculation would utilize the 512 {estimate) million per year of
interest income as financial revenue and when considered in comparison to total annual revenues for 1ESC of $1.7
billion it would fall well below the 10% threshold and lead to the 1ESO not being considered a financial institution under
section 149{1}{b}. However, if there were any other amounts of financial revenue that the IESO receives this would
need to be factored into the calculation as well and could result in a different determination. We are aware of the
interest income {ESQO generates from investing on a very short-term basis {less than a month. However, provided the
total is less than 10%, 5.148({1}{b} will not apply.

The 5200M monthly sale of the interest in the investment asses {the right to the income stream) while a financial
service, will not have to be included in the calculations for purposes of paragraph 149(1}{b), since “financial revenue” is
defined in that paragraph to only include interest, dividends or “separate fees or charges from a financial service”. The
CRA has determined that the proceeds from the sale of a financial instrument like accounts receivables does not fall
within the meaning of “separate fee or charge for a financial service.”

Whether the {ESO will be considered a financial institution under sections 149{1}{c} of the ETA depends on the total
interest income amount the IE50 will generate and whether or not it exceeds the Simillion threshold outlined in this
section of the ETA. A person is a de minimis Fl under paragraph 149(1){c) insofar as it receives $1M or more in interest
income in the year from unrelated parties, subject to recent amendments regarding the exclusion of investments of a
short term nature.

The facts indicate that total interest income could exceed the $1M threshold, {given the already exiting short-term
investments) outlined in section 149{1}{<} and as a result the IESO will be consideread a de minimis financial institution
for GST/HST purposes. While some short-term {oans are excluded from the $1M interest income threshold in
paragraph 14%9{1)}{c} as a result of amendments announced in the 2016 Federal Budget, the exclusion only applies to
interest earned from deposits with banks, credit unions, trust companies and other regulated deposit-taking financial
institutions — the interest from the OPG Trust would not qualify for the exclusion.
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RS

Impact on IESOs ITCs

Currently 1ESO is entitled to claim all of the GST/HST paid in respect of its costs as ITC's.  While the IESC would still to be
eligible to claim all of their ITC's related to their taxable activity {e.g., electricity market operations) they likely would
have to establish an allocation methodology for shared expenses {e.g., overhead)} and may have some direct expenses
related to the exempt activity that would result in no {TC’s being available for the tax expense specific to those direct
inputs {e.g., legal fees related to the transactions with OPG Trust). Further work would be required to devise an
allocation methodology that minimizes the unrecoverable HST incurred by the IESO — however | believe the impact on
[ESQO’s ITC's may be negligible based on the current facts. However, to the extent there would be an amount of
unrecoverable HST, it would presumably have to be recovered from utilities and ratepayers The GST111 would again be
required — based on the facts today. .

Qualifying as a de minimis financial institution for GST/HST purposes would also result in the IESO once again being
required to file GST111 Annual Information Returns with the CRA.

Susan — | am available to meet next week if this is required or necessary.

- Qrigingl Message-—---

From: Susan Nicholson [maifto:susgn.nicholson@ieso.cal

Sent: Thursday, fune 15, 2017 8:37 AM

To: Anderson, Rhonda E <rhondoanderson@kpma cax

Ce: Susgn Nicholson <susan.nicholson@ieso.ca>; Picard, Miche! <mpicordi@kpma.ca>; Kim Marshall
<Kim.Muarshall@ieso.ca>

Subject: FW: Diminimis Fi

importance: High

Hi Rhondo, hope ail is well there. The Fair Hydro conversations are continuing and we are meeting on Monday
with OPG to get language sorted out with respect to the interest lability.

As discussed on Mondoy, it would be very helpful if vou could send me ¢ "one-pager"” that lists:
The definition for the oi minimis rules and

how the interest components of the Fair Hydro Plan mavy be interrupted against those rules and lastly
the potentiol consequences/risks, such as loss of ITCs.

i believe that having this information available will help ensure that the wording from the lowyers does not
fead to any unintended consequences with respect to the Excise Tax Act.

Tharks, Susan.

From: ANTHONY-HOKORQRO Gail -FIN & C CTRL [mailto:gail.anthony.hokororo@opg.com]

Sent: fune 14, 2017 4:35 PM
To: Susan Nicholson
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Co: SHAH Ameet -FIN & CCTRL
Subject: Diminimis Fi
importance: High

i Susan,

We want to get some context around the [ESO's concern if you must report the interest obligotion. You
indicated that the IESO total market obligation is approximately S178 annually. If the annual interest
obligation recorded by the IESO re the Fair Hydro Plan arrangement is >S10M annually, and the IESQ becomes
o di minimis Fi, the 1ESO should still be able to claim ITCs in respect of all its other commercial activities. It will
only be restricted with respect to claiming ITCs on expenses related to the Fair Hydro Plan.

The payment of the funding rebate amounts by the 1ESO to the OPG financing entity is not subject to HST. The
unrecoverable HST {included in the funding rebates) that becomes g part of the regulatory asset cannot be
claimed as ITCs by the IESO, regardiess of the {ESQ's status as g di minimis FI or not.

Have | over looked any other expenses where the ITCs would be trapped? We would appreciate your response.
Regards,

Guif Anthony-Hokororo

Senior Manager, Taxotion

Phone (416) 592-1964
Fax {416) 582-4949

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 hord copy or other use of this communication is strictly prohibited. If vou 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. Ontaric 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 faw. If
vou are not the intended recipient(s), any dissemination, distribution or copying of this e-mail message or any
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.

IESO-N-0012589



This email was sent to you by KPMG (hitp.//info kpmg.ca). To sign up to receive event invitations and other
communications from us (we have some informative publications that may be of interest to you), or to stop receiving
electronic messages sent by KPMG, visit the KPMG Online Subscription Centre (hitp:/subscribe kpmg.ca).

At KPMG we are passionate about earning your trust and building a long-term relationship through service excellence.
This extends to our communications with you.

Our lawyers have recommended that we provide certain disclaimer language with our messages. Rather than including
them here, we're drawing your attention to the following links where the full legal wording appears.

o Disclaimer concerning confidential and privileged information/unintended recipient
(http://disclaimer.kpmg.ca).
o Disclaimer concerning tax advice (http:/taxdisclaimer.kpmg.ca).

If you are unable to access the links above, please cut and paste the URL that follows the link info your browser.
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