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	Risk Object
	92) Impacts Associated with Fair Hydro Plan




			

	Risk Assessment Status
	Q4 In Progress

	Legacy ID
	ER23134

	Strategic Imperative 
	Social License

	Business Unit(s)
	· Finance

	Risk Type
	Enterprise

	Risk Description
	There is a risk that the Fair Hydro Plan (“the Plan”) could have significant financial and reputational impacts on OPG. 
The key component of the Plan is a 25% reduction in electricity bills for eligible customers through refinancing of the Global Adjustment Charge (“GAC”) and the already implemented removal of the 8% provincial portion of the HST. OPG is participating in the program to finance the amount deferred which would likely be done through an SPV. A portion of the GAC charged to customers would be temporarily deferred and collected over future periods, commencing after the deferral period.
 Reputational risks to OPG could include the following:
 - Customers may perceive that OPG is profiting from participation in the SPV.
 - OPG's involvement may symbolize that OPG actually contributed to increases in the GAC
 - OPG may be subject to additional scrutiny from Financial Accountability Office, Ontario Internal Audit Division, Auditor General, etc., as a result of its role in the program.
- A number of structure elements that have been built in to accommodate the policy decisions may put pressure on the financing rates for the OPG Trust. Although OPG had no role in making the policy decision, and has put into place a financing program that will result in a highly rated financing entity, OPG may not be able to shield itself completely from criticisms of that policy decision.


 Financial risks to OPG could include the following:
 -Impacts of investments into the Trust and consolidation of the Trust into OPG’s statements may lead to a downgrade in OPG’s credit rating which may restrict borrowing or increase the cost of borrowing for OPG’s operations.	Comment by AMJAD Rizwan -ASSRNCE&ERM: Regarding 44% equity injection, could the Province pull out its equity after OPG has purchased 44% of the subordinated debt?
-Inability to earn an appropriate rate of return on investment in the trust	Comment by AMJAD Rizwan -ASSRNCE&ERM: Is there an interest rate risk on the debt? e.g.:
interest rates rise and the return on the junior subordinated debt acquired by OPG earns less than the cost of funds raised through OPG’s public debt platform.
 What’s the dividend policy on 44% equity injection by the Province? What will be the form of this equity? e.g., common or preferred equity?

-Loss in the event of change in the structure, winding up of the trust, etc.
- 
· -  OPG is acquiring 5% of the debt issued by OPG Trust in the form of junior subordinated debt, funded primarily through OPG’s public debt platform.  This money is at risk, but will receive a commercial rate of return.

 Financial risks specific to the Trust could include the following:
- Future governments could change policies and corresponding legislation/regulations and change or limit the right of the trust to recover future amounts from customers and repay outstanding debt
· The Province is providing a Change of Law Protection Agreement whereby it will cover the debt obligations of the financing entity if the government changes the Fair Hydro legislation or passes new legislation that materially and adversely affects the financing entity’s ability to service its debt or if the Fair Hydro legislation is declared invalid. Nevertheless, other changes of law that might lead to a loss are not covered. However, these would not be expected to be covered in regular commercial transactions.  

- Shortfalls in monthly payments (collection of deferred GAC) may delay scheduled repayments of outstanding debt.
The Fair Hydro Act received Royal Assent on June 1, 2017. The regulations to clarify the structure and programs that would be required for OPG (as the Financial Services Manager) came into force in June and July. Additional regulations will also likely come into force during 2017-Q4 [Monitor] to establish details of the calculation and the recovery mechanism for the carrying costs incurred by the financing entity prior to 2021 in accordance with the Fair Hydro Plan.  	Comment by AMJAD Rizwan -ASSRNCE&ERM: Please update.
See GAC Risk Register for a full list of risks, risk descriptions and preliminary risk treatments.	Comment by AMJAD Rizwan -ASSRNCE&ERM: Is this risk register active/updated?




	Initial Probability
	

	Initial Financial Impact
	

	Initial Reputational Impact
	

	Initial Urgency
	

	Initial Risk Assessment Rationale
	

	Other Impact(s)
	

	Risk Treatment Type
	Mitigate

	Risk Treatment Plan	Comment by AMJAD Rizwan -ASSRNCE&ERM: Consider adding description of risk mitigation plans and specific actions.  I have attempted to compile some information for your review, please update and edit, as appropriate.
	The risk of financial exposure to OPG is mitigated through:
· The financing structure put into place to finance the Fair Hydro plan, the Fair Hydro program financing agreements and the legislation.  OPG is not the issuer of debt used to finance the FHP.  The “financing entity” will be “OPG Trust”, which is controlled by OPG but is bankruptcy remote. 
· OPG is not providing any guarantee of the debt or the financing entity under the FHP agreements.
· OPG structured its management fees to be commercial / market-based and was successful in building this into the Fair Hydro regulations.

To manage reputational risk, OPG’s strategy is to fulfil its role as a Financial Services Manager by demonstrating appropriate prudence and in accordance with best practices. Risk mitigation includes:
· The Fair Hydro Plan financing and financing agreements have been structured to mirror (to the extent possible) highly rated securitization vehicles that have raised debt financing for stranded electricity costs in the U.S.  
· OPG received financial and legal advice from advisors (both Canadian and U.S.) with significant experience in the securitization space.  The financing structure is expected to obtain the highest credit rating possible for OPG Trust, which will optimize its external debt rate/costs.
· The rating agencies (Moody’s and DBRS will rate the senior (external), subordinated and junior subordinated debt.

See GAC Risk Register for a full list of risks, risk descriptions and preliminary risk treatments.	Comment by AMJAD Rizwan -ASSRNCE&ERM: Is this risk register active/updated?

	Residual Probability
	

	Residual Financial Impact
	

	Residual Reputational Impact
	

	Residual Urgency
	

	Residual Risk Assessment Rationale
	

	Risk Monitoring Plan
	· TBD The Province has provided an indemnity in favour of OPG and its subsidiaries (other than financing entities) and their respective directors, officers and employees, covering lawsuits, proceedings or other claims that arise from such persons’ activities, acts and/or omissions in the implementation of, or otherwise relating to, the Fair Hydro Plan.
· As is typical, the indemnity does not provide coverage in cases of dishonesty, gross negligence or wilful misconduct.


	Remediation Plan
	None

	Change in Risk
	

	Q1 Probability
	4 - Likely (30% - 70%)

	Q1 Financial Impact
	1 - Minimal (<$50M)

	Q1 Reputational Impact 
	4 - Major

	Q1 Urgency
	4 - Less than 1 year

	Q2 Probability 
	4 - Likely (30% - 70%)

	Q2 Financial Impact
	1 - Minimal (<$50M)

	Q2 Reputational Impact 
	4 - Major

	Q2 Urgency
	4 - Less than 1 year

	Q3 Probability
	4 - Likely (30% - 70%)

	Q3 Financial Impact
	1 - Minimal (<$50M)

	Q3 Reputational Impact
	4 - Major

	Q3 Urgency 
	4 - Less than 1 year

	Q4 Probability
	

	Q4 Financial Impact
	

	Q4 Reputational Impact 
	

	Q4 Urgency 
	

	Current Assessment Rationale
	PROBABILITY: Risks could materialize given political and economic sensitivity of power prices.
 
FINANCIAL IMPACT: SPV will be a distinct entity and OPG's losses will be limited by provisions expected to be included with the legislation and regulations, contractual arrangements, and financial structuring. 
 
REPUTATIONAL IMPACT: Reputational risks are significant given nature and financing of deferred GAC. 
 
URGENCY: The Fair Hydro Act received Royal Assent on June 1, 2017. The regulations to clarify the structure and programs that would be required for OPG (as the Financial Services Manager) came into force in June and July. Additional regulations will also likely come into force during 2017-Q4 [Monitor] to establish details of the calculation and the recovery mechanism for the carrying costs incurred by the financing entity prior to 2021 in accordance with the Fair Hydro Plan. 
 
There is an urgency to put a strategy in place and risk management activities will need to be coordinated within short time and across multiple OPG departments.

	Risk Owner
	Ken Hartwick / Jennifer Rowe

	SME
	John Lee / Ken Ryfa

	SPOC
	· Rizwan AMJAD
· Ken RYFA 




	Functions: 
	Initial Risk Score
	Not Calculated

	Residual Risk Score
	Not Calculated

	Q1 Risk Score
	64 - Medium 

	Q2 Risk Score 
	64 - Medium 

	Q3 Risk Score 
	64 - Medium 	Comment by AMJAD Rizwan -ASSRNCE&ERM: This risk is out of tolerance as per ERM Policy, which sets a risk score of 35 as upper threshold for risks that map to Social Licence strategic imperative.

Q4 2017 “Out of Tolerance” Risk Update (Due January 15th):
Please provide information in the “Risk Treatment Plan” whether it identified all key actions, including owners and TCDs.
When is the risk expected to decrease to within tolerance?
Are the mitigation actions sufficient?
If the risk will remain “out of tolerance” during the business plan timeframe, provide a rationale.
Risk Target Diagram for Executive Team:
ERM to support SPOC in development of risk targets.

	Q4 Risk Score
	Not Calculated









