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August 4, 2017


To:	Mr. George Lewis
	OPG Audit and Risk Committee Chair

From:	Ken Hartwick
	Chief Financial Officer and Senior Vice President, Finance

Re:	Ontario’s Fair Hydro Plan (FHP) Update

OPG continues to work with the Province of Ontario (the Province), the Independent Electricity System Operator (IESO), financial advisors, external counsel, and other relevant parties to enable the FHP Trust to access capital markets in the fall of 2017.  This timeline is approximately a month later than originally anticipated due to the three outstanding items outlined below.  Until the FHP Trust is set up, the IESO will hold the deferral balance as they have sufficient funding from the Ontario Financing Authority.  

The majority of the substantive issues have been addressed with the following three items outstanding:

1. Fees for services provided by OPG and the approach to subordinated debt pricing – OPG continues to maintain its position that the structure of the fees and pricing of debt must reflect commercial terms as the use of non-commercial terms would jeopardize OPG’s ability to consolidate the FHP Trust.
2. [bookmark: _GoBack]Four-year moratorium accounting issues and financing challenges – After an exhaustive investigation into a number of options, the Province has come to terms with a regulation amendment in order to achieve their objectives. The only solution that seems to fully address the issues is to allow the financing entity’s interest costs to be charged to the Global Adjustment during the moratorium period.  
3. Delays in debt repayment profile (Fair Allocation curve) – The curve is a significant requirement for the credit ratings process as it is a critical input to establishing an overall financing program, setting up a financial model for the program, and for the notes being issued.  The release of this information is linked to the development and finalization of the Province’s Long Term Energy Plan (LTEP).  Continued delays in the finalization of this requirement will further push out the implementation of the program.

The table below provides an update to the Board of Directors’ conditions for OPG’s participation in the FHP:  

	Conditions
	Status

	Province enacts FHP legislation and regulations that are consistent with OPG’s requirements and objectives 
	· Bill 132 – An Act to enact the Ontario Fair Hydro Plan Act, 2017, and to make amendments to the Electricity Act, 1998 and the Ontario Energy Board Act, 1998 was enacted in June 2017
· Majority of regulations were enacted under Ontario Regulation 206/17 in June 2017
· Regulation addressing fees for OPG’s services and OEB oversight are outstanding

	Amendment of OPG’s Articles of Amalgamation to allow OPG to access public debt market without restrictions  
	· The Articles of Amalgamation were amended in June 2017

	Fair Allocation Amount is confirmed by the Province in writing
	· The Fair Allocation Amount and repayment profile from the Province are delayed until the LTEP is finalized as this forms a significant component of the plan
· OPG proposed a range approach to allow credit rating agencies to commence their assessment prior to the finalization of the curve

	Province confirms that the FHP and the Fair Allocation Amount are Constitutional
	· The Province confirmed that the FHP meets all requirements of applicable law in its letter to OPG in May 2017 



The statuses of the FHP Trust’s key activities are as follows: 

	Key Activities
	Status

	Concluding the contractual arrangements and structural documents to implement the FHP
	· Key documents include: Declaration of Trust, Master Trust Indenture, Master Transfer & Servicing Agreement, Financial Services & Management Agreement and Administration Agreement
· All agreements have been drafted and are undergoing review by stakeholders
· Commercial aspects relating to OPG’s fees and subordinated debt pricing are continuing

	Implementation of financing 
	· Credit ratings are in the process of being secured.  Due to the complexity and uniqueness of the program, more time is required by rating agencies to conduct a full assessment
· Four-year moratorium is posing a challenge to establish a short-term warehouse facility.  Stakeholders are discussing potential solutions and alternatives

	Establishment of the FHP Trust including its legal and operational governance framework
	· OPG Management Oversight Committee was established and includes Jeffrey Lyash (Chair), Chris Ginther and Ken Hartwick.  The charter has been drafted and undergoing review
· Organizational Authority Register has been drafted based on Treasury register and is undergoing review 
· Job positions within the FHP Trust have been created and rated, and 3 positions have been filled
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