Fair Allocation Amount Curve
Purpose
The Minister of Energy has provided OPG’s Board Chair with the Fair Allocation Amounts (FAA) that will govern the borrowing and repayment of funds under the Fair Hydro Plan (FHP).
Fair Allocation Curve Concept
· The Fair Allocation Amount curve is a legal concept that was created to ensure the constitutionality of the FHP. 
· Ratepayers are theoretically overpaying for clean energy investments because the contracted lives of some electricity generation assets are shorter than their useful lives.
· The intent of the FHP is to reallocate the cost of the clean energy investments over the full useful life. 
· When the status quo clean energy costs are compared to those that would occur if they were spread over the full useful life of the generation assets, ratepayers are overpaying in the short-term and underpaying in the long-term. This justifies a portion of the borrowing for the FHP.
· Additionally, ratepayers were also overpaying from 2005 to 2017. The amounts that ratepayers overpaid in the past can be thought of as a ‘piggy bank’ of overpayment that can be brought forward to the present to reduce bills further than can be justified by the reallocated costs alone. This this known as the Readjustment Amount.
·  (
Illustrative Concept
)Based on the Minister’s letter the Readjustment Amount provides a ‘piggy bank’ of approximately $8 billion. 
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· The financing costs (interest and management fees) associated with the FHP are also included in the FAA. OPG staff estimated the financing costs (5% interest + fees) and provided them to the Ministry of Energy. Those amounts have been included in the FAA in the Minister’s letter.
FAA and Borrowing Capacity
· It is important to note the FAAs in the Minister’s letter include various components such as interest and management fees that do not allow for a direct comparison to debt capacity.
· OPG staff have worked with the Ministry of Energy on a financial model which takes the Fair Allocation Amounts and Readjustment Amounts and uses them to calculate debt capacity.


[bookmark: _GoBack]Implications for the FHP/Trust
· The Trust can only purchase regulatory assets if financing obligations related to the purchase align with the Fair Allocation Amount curve. 
· When the IESO offers a regulatory asset for sale to the Trust, as Financial Services Manager, OPG must asses whether the interest and principal repayment associated with the asset will align with the FAA.
· OPG will use the model it developed with the Ministry to look at the total amount of positive FAA amounts that remain to determine whether the asset can be purchased. The Trust can continue to purchase regulatory assets until total debt equals the total amount of remaining positive FAA amounts.
Reconciliation of FAA + Readjustment with FHP Debt Balance & Interest
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2017-Jul (931)        (74)                        (1,005)                  Stub Period 1,005                       37                          -                       1,043          (37)           

2017-Nov (779)        (341)                     (1,119)                  1,119                       59                          -                       2,221          (59)           

2018-May (629)        (470)                     (1,099)                  1,099                       67                          -                       3,386          (67)           

2018-Nov (562)        (564)                     (1,125)                  1,125                       108                        -                       4,620          (108)         

2019-May (535)        (617)                     (1,152)                  1,152                       129                        -                       5,901          (129)         

2019-Nov (462)        (721)                     (1,182)                  1,182                       174                        -                       7,257          (174)         

2020-May (431)        (781)                     (1,212)                  1,212                       198                        -                       8,667          (198)         

2020-Nov (348)        (784)                     (1,132)                  1,132                       243                        -                       10,042        (243)         

2021-May (98)          (250)                     (347)                      Stub Period 347                          84                          -                       10,474        (84)           

2021-Jul (213)        (546)                     (760)                      Stub Period 760                          185                        -                       11,418        (185)         

2021-Nov (233)        (697)                     (930)                      930                          309                        -                       12,657        (309)         

2022-May (197)        (657)                     (853)                      853                          333                        -                       13,843        (333)         

2022-Nov (130)        (501)                     (630)                      630                          366                        -                       14,839        (366)         

2023-May (98)          (429)                     (527)                      527                          386                        -                       15,752        (386)         

2023-Nov (50)          (287)                     (337)                      337                          410                        -                       16,499        (410)         

2024-May (27)          (220)                     (247)                      247                          427                        -                       17,173        (427)         

2024-Nov 21           (73)                        (52)                        81                            442                        -                       17,696        (442)         

2025-May 45           -                            45                         455                        -                       18,151        (455)         

2025-Nov 95           -                            95                         467                        -                       18,619        (467)         

2026-May 121         -                            121                       479                        -                       19,098        (479)         

2026-Nov 141         -                            141                       492                        -                       19,589        (492)         

2027-May 152         -                            152                       504                        -                       20,093        (504)         

2027-Nov 224         -                            224                       199                        -                       20,292        (509)         

2028-May 262         -                            262                       -                       20,292        (517)         

2028-Nov 376         -                            376                       -                       20,292        (513)         

2029-May 437         -                            437                       -                             -                       20,292        (518)         

2029-Nov 612         -                            612                       -                             (128)                20,164        (510)         

2030-May 706         -                            706                       -                             (193)                19,971        (513)         

2030-Nov 678         -                            678                       -                             (176)                19,795        (502)         

2031-May 673         -                            673                       -                             (169)                19,626        (503)         

2031-Nov 719         -                            719                       -                             (227)                19,399        (492)         

2032-May 751         -                            751                       -                             (259)                19,140        (493)         

2032-Nov 767         -                            767                       -                             (288)                18,852        (479)         

2033-May 785         -                            785                       -                             (307)                18,545        (478)         

2033-Nov 937         -                            937                       -                             (477)                18,068        (460)         

2034-May 1,024      -                            1,024                    -                             (568)                17,500        (456)         

2034-Nov 1,075      -                            1,075                    -                             (643)                16,857        (431)         

2035-May 1,113      -                            1,113                    -                             (689)                16,168        (424)         

2035-Nov 1,115      -                            1,115                    -                             (718)                15,450        (397)         

2036-May 1,129      -                            1,129                    -                             (741)                14,708        (388)         

2036-Nov 1,095      -                            1,095                    -                             (735)                13,973        (360)         

2037-May 1,091      -                            1,091                    -                             (741)                13,232        (350)         

2037-Nov 1,091      -                            1,091                    -                             (770)                12,462        (321)         

2038-May 1,105      -                            1,105                    -                             (793)                11,669        (311)         

2038-Nov 992         -                            992                       -                             (708)                10,961        (284)         

2039-May 948         -                            948                       -                             (674)                10,287        (274)         

2039-Nov 848         -                            848                       -                             (597)                9,690          (251)         

2040-May 809         -                            809                       -                             (567)                9,123          (242)         

2040-Nov 756         -                            756                       -                             (533)                8,590          (223)         

2041-May 738         -                            738                       -                             (523)                8,067          (215)         

2041-Nov 725         -                            725                       -                             (530)                7,538          (196)         

2042-May 728         -                            728                       -                             (540)                6,998          (188)         

2042-Nov 697         -                            697                       -                             (528)                6,470          (169)         

2043-May 690         -                            690                       -                             (528)                5,942          (161)         

2043-Nov 692         -                            692                       -                             (551)                5,391          (141)         

2044-May 701         -                            701                       -                             (568)                4,823          (133)         

2044-Nov 698         -                            698                       -                             (586)                4,237          (112)         

2045-May 705         -                            705                       -                             (602)                3,635          (103)         

2045-Nov 753         -                            753                       -                             (673)                2,962          (80)           

2046-May 786         -                            786                       -                             (716)                2,246          (70)           

2046-Nov 945         -                            945                       -                             (905)                1,342          (40)           

2047-May 1,376      -                            1,376                    -                             (1,342)             (0)                (34)           
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N * The Ministry hired Navigant Consulting to assess the useful life and benefits of investments
in Ontario’s electricity system since 2005 including
- o Gas

Wind |

Solar

Conservation

Coal contingency support payments (CSPs)

Navigant Findings

3 Investment _—_Coniract Life Initial Useful Life Adiional Life.
Gas 20 years 32 years 8 years — Major maintenance
investment
Wind 20 years 25 years 25 years — Requires rebuild at
original cost
Solar 20 years 25 years 25 years — Requires rebuild but at
1 much lower cost
Conservation | Expensed inyear | 10 year persistence NIA
Coal CSPs | 2009-2014 40years (iife of NIA

replacement gas plants)
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