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ACCOUNTING FOR THE FAIR HYDRO PLAN UNDER US GAAP AND IFRS
EY’s Concurrence on Management’s Accounting Conclusions

REASON FOR REPORT   

This submission is to provide the Audit & Risk Committee with EY’s concurrence letter, attached herein as Appendix 1, on the following accounting memorandums management has prepared as a result of OPG’s participation in Ontario’s Fair Hydro Plan (together “the “Memorandums”):

· Consolidation Considerations of the Fair Hydro Trust Under US GAAP (Appendix 2)
· Day 2 Accounting Considerations for the Fair Hydro Plan Under US GAAP (Appendix 3)
· Consolidation Considerations of the Fair Hydro Trust Under IFRS (Appendix 4)
· Day 2 Accounting Considerations for the Fair Hydro Plan Under IFRS (Appendix 5)

An evaluation under both bases of accounting is required for OPG as a reporting issuer (US GAAP), as well as its consolidation within the Province of Ontario’s financial results (IFRS).

CONCLUSIONS

OPG’s Consolidation of the Trust

Based on the Ontario Fair Hydro Act, 2017 (the Act), updated Ontario Regulation 206/17 General Regulation (General Regulation), and current drafts of the relevant program agreements referenced in the US GAAP and IFRS consolidation memorandums, management believes that the conditions to ensure OPG’s ability to consolidate the operations of the Trust have been satisfactorily addressed as summarized in Appendix A of the consolidation Memorandums. On the assumption that no new events or provisions are introduced that would conflict with OPG’s control of the key activities of the Trust, OPG believes that consolidation of the Trust is supportable under both US GAAP and IFRS.  

Day-to-day (“Day 2”) Accounting 

Management also analysed the key transactions expected and the appropriate accounting treatments under US GAAP and IFRS.  The following summarizes the key accounting differences from the Trust’s perspective:

	Key Accounting Considerations
	US GAAP
	IFRS

	Classification of the ‘right to collect’ future cash streams asset
	Financial Asset
	Intangible Asset

	Subsequent measurement of the ‘right to collect’ future cash streams asset 
	Amortized Cost
	Cost

	Measurement of principal embedded in clean energy adjustment (CEA) collections
	Cash basis recognized as a decrease to the financial asset (no P&L impact)
	Accrual basis recognized as revenue with offset to amortization expense of the intangible asset

	Measurement of interest income embedded in carrying costs and CEA collections
	Calculated using the effective interest rate method applied to the financial asset
	Accrual basis calculated using the coupon interest rate applied to the outstanding debt



HIGHLIGHTS
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OPG’s Consolidation of the Trust

As part of management’s assessment of OPG’s ability to consolidate the Trust, the rights held by the Province of Ontario (Province) conveyed to it through the Act, the General Regulation, and the Change of Law agreements were assessed in detail to ensure that they do not give the Province the right to direct the Trust’s key activities or preclude OPG, as Financial Service Manager, from having control over the Trust.  Management concludes that the provisions in the referenced drafts of the Change of Law agreements, along with the Act and the updated General Regulation, provide the Province with protective rights that do not give them power and do not preclude OPG from having power. 

EY has provided their concurrence with management’s analyses and conclusion that OPG’s consolidation of the Trust under both US GAAP and IFRS is supportable subject to all of the documented assumptions in Appendix A of the consolidation memorandums. (Refer to Appendix 2 for the US GAAP consolidation memorandum and Appendix 4 for the IFRS consolidation memorandum).

Day-to-day (“Day 2”) Accounting 

The most significant difference between the accounting conclusions under US GAAP and IFRS is the classification of the ‘right to collect’ asset.  As noted in the summary table above, the asset is classified as a financial asset under US GAAP and as an intangible asset under IFRS.  The primary driver is the difference in guidance where US GAAP has a concept of structured financial assets and there is no equivalent concept under IFRS.  The considerations to determine whether an arrangement is a contract or not under IAS 32 Financial Instruments requires professional judgement. OPG’s conclusion under US GAAP is that the Trust has a contract with the IESO following the application of the financial asset guidance, whereas, in the absence of similar guidance under IFRS, it was concluded that the contract is with the pool of specified consumers that bear the ultimate responsibility to pay for the CEAs. Not having a contractual right to cash flows from a specific entity precludes the classification of a financial asset under IFRS.  The remaining differences shown in the table above are driven by the classification of the underlying assets.  

[bookmark: _GoBack]EY has also provided their concurrence with management’s accounting treatments of the expected transactions as documented in the attached Memorandums subject to all of the documented assumptions not changing (refer to Appendix 3 for the US GAAP Day 2 memorandum and Appendix 5 for the IFRS 
Day 2 memorandum). 

Next Steps

Management will update the Memorandums to reflect the final contents and provisions of the relevant program agreements, however, no material changes to the documented conclusions are expected as such agreements reviewed by management and EY (as noted in the ‘Status of Program Agreements’ section in the Memorandums) were close to final form.  

Submitted by: 




     “Original signed by”
___________________________
Ken Hartwick	
Chief Financial Officer & Senior Vice President – Finance
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