OPG Participation in Fair Hydro Plan
COMMUNICATIONS

Background
The Ontario Fair Hydro Plan Act, 2017 (the Act) received Royal Assent on June 1, 2017.   The aim of the Fair Hydro Plan (the Plan) is to reduce electricity bills for residential, farm, small businesses and other eligible consumers by refinancing a portion of the Global Adjustment (GA) costs over a longer time period.   

OPG will be a key player in this plan, the legislation appointed OPG as the Financial Services Manager of the Plan and provides for OPG to establish a financing entity.  The regulation under the Act provides details on the structural, operational and financial elements required to implement the Plan.  

OPG’s Board of Directors has conditionally approved OPG’s involvement with the Plan on commercial terms.  OPG is in the process of establishing the Fair Hydro Trust (the Trust) as the financing entity contemplated by the Act.  The Trust will refinance a portion of GA payments and spread recovery of these costs over a longer period of time The Trust is structured as a ring-fenced, special purpose vehicle that would operate outside OPG’s regular operations. Through this ownership and OPG’s control over the key activities of the Trust, the Company expects to consolidate the financial results of the Trust.

The Trust will periodically purchase an investment interest in the deferred GA costs from the IESO. In order for the Trust to finance the deferred portion of the Global Adjustment costs, it will incur senior debt from capital markets and subordinated debt from OPG.  The Province is expected to provide 44 per cent of the total funding requirement through an equity injection in OPG. OPG expects to provide 5 percent of the total funding requirement through its subordinated debt investment in the Trust.  

In October 2017, OPG issued $500 million of senior notes payable with a ten year term and an effective rate of 3.43 percent. The offering was made under OPG’s $2 billion prospectus dated September 12, 2017.  The net proceeds will be used for general corporate purposes and the financing of OPG’s subordinated debt investment in the Fair Hydro Plan.  

The first set of transactions of the Trust is expected to take place in the 4th quarter of 2017.   As of July 1, 2017 customer bills (based on a typical Ontario customer) were reduced by a total of 25% including the rebate of the Provincial portion of the HST and the removal of some other charges from the bill.  Beginning May 1, 2018 customer bill increases will be limited to the rate of inflation for the next four years.    

Reputational Risks
· OPG could be seen as partisan, and an enabler of a re-election bid. 
· Longer term, as repayments start to be built into rates, OPG could be seen as the cause of these increases. The Debt Retirement Charge, for example, became known to some as an “OPG Charge.”
· The announcement of a complicated financial entity could create confusion as to the impact on OPG’s operations.
· OPG’s investment “spread” and management fees from the program could create a backlash if OPG is seen to be making a lot of money off the backs of ratepayers. This will become evident as OPG’s financial reports will document the performance and profit. 
· The vehicle, when consolidated, will result in higher net income but will dilute the ROE due to the higher equity needed to support the program.  In addition the consolidated debt from the trust could place further pressure on OPG credit rating metrics.
· Under the Plan, rates will start to see significant increases shortly after OPG files its next rate application to the OEB, which could tie OPG to rate increases that aren’t its doing.

Communications Objectives
·  OPG has planned a reactive, low profile, approach to communications as this would create more distance between the government and the company.
· OPG will explain its role and its relevant experience and expertise, to ensure this is seen as a government initiative that OPG is helping, not something OPG created on its own.
· Be seen as helping customers, without being seen to be politically motivated.
· Leverage the opportunity to enhance OPG’s brand by being seen as having the financial strength and sophistication to carry this off. 
· Over long term ensure OPG is not seen as the architect or owner of this plan. This will become increasingly important post-2021 as higher price increases begin. 

Communications Approach
· OPG will take a low key approach as it implements its role as set out in the Act.  On September 12th, OPG issued a $2 billion prospectus.  In October, OPG announced a successful issuance of $500 million in ten year notes.
· OPG will shortly be making final decisions related to the establishment and operation of the Trust.  Once the Trust is established, OPG may need to issue a release and material change report.  The nature of this communication will be determined at a later date.
· The President and CEO will be the key spokesperson for media interviews on a response only basis, with support of the CFO.
· OPG will ensure opposition members, and other key opinion leaders are briefed as information is available and employees are kept informed.  The recommended approach is to wait until the Trust is in place. Prior to this, if attending other meetings with these individuals we will take the opportunity to answer questions they may have.

Key Talking Points 
· The Ontario government has asked us to play a role in reducing customer rates by creating a new entity that will implement the GA Refinancing component of the Fair Hydro Plan, which is outlined in the legislation that was passed in the spring..
· We were asked to do this because of our expertise in the Ontario energy market system, our regulatory experience and our experience with managing large monetary funds and raising debt in the capital markets. 
· Our relatively low cost energy already moderates customer bills and we see our role in the Plan as another way we can play a part in helping customers manage energy costs.

Supporting messages
· We remain the province’s lowest cost electricity generator, producing half of the province’s power at a cost that’s about 40 per cent less than other generators.
· OPG is a natural to manage this long-term, major financial transaction as it has a proven track record in this area, with extensive experience and expertise in the electricity market, capital markets, regulation, and fund management.
· We have worked closely with outside advisors to ensure this new entity will be structured so that it functions efficiently but does not impact OPG’s existing operations.

We will continue to use these messages on an ongoing basis, to ensure that there is a strong distinction between the OPG operating business and the Trust, including reporting of the quarterly and annual financial results, which will have a reference to the fund performance.  This distinction will be especially important when OPG starts its next rate application, which will coincide with lifting of the Plan’s inflation limit on rate increases, as we must not be seen as the cause of the overall increases.


Materials in Development
· Employee communication note for announcement of the establishment of the Trust. (Simple message referring to news release and key messages)
· Q&As for media response
· A stakeholder plan for rollout once the Trust is in place is being developed.  This could be as late as December and would follow any public disclosure. This will be a small audience that would include opposition party energy critics who have expressed interest, OEB interveners as needed, financial community as required and energy committees of stakeholder groups who have asked

Top Questions
Questions and Answers are being prepared, the top three expected questions are:

Q: Why is OPG doing this?

· The Ontario government asked us to play a role in reducing customer rates by implementing the Global Adjustment Refinancing component of the Fair Hydro Plan.
· We were asked to do this because of our expertise in the Ontario energy market system, our regulatory experience and our experience with managing large monetary funds. 
· As Ontario’s low cost generator we see our role in the Fair Hydro Plan as another way we can play a part in helping customers manage energy costs.

Q:  Is this the right thing to do? Aren’t you just kicking the problem down the road?

· If possible, politely defer questions of policy to the government. If pushed:
· That said, we do hear from our customers that they are facing difficulties paying for their power, so we understand the importance of helping them manage their bills. 
· As Ontario’s low cost generator we see our role in the Fair Hydro Plan as another way we can play a part in helping customers manage energy costs.

Q: Will you make money on this?

· OPG will be providing some funding in support of the program.  It is anticipated that the majority of the funding will be provided in the public debt markets.   OPG returns will be commercial and consistent with the rest of the program funding structure. OPG will also receive fees for managing the entity. 
· The financial results will be reported transparently in OPG’s quarterly financial results.
· [bookmark: _GoBack]Remember that OPG is owned by the province and the people of Ontario. Any profits made by OPG are positively reflected in the Government’s financial position. 
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