	Special Committee of the Board
	- 4 -
	October 27, 2017




Ontario Power Generation

	
	SPECIAL COMMITTEE OF THE BOARD
	OPG Confidential Exclusive 



Minutes of a meeting of the Special Committee of the Board of Directors of Ontario Power Generation, held by teleconference call on October 27, 2017, at 8:00 a.m.
	
Present
George Lewis	Committee Chair
Bill Coley		Member
Lisa DeMarco	Member
Bernard Lord		Member
Peggy Mulligan	Member 
Yezdi Pavri	Member

being a quorum of the Directors of the Committee, and

Catriona King	Vice President, Corporate Secretary


The following individuals were in attendance:

	Ken Hartwick		Chief Financial Officer and SVP - Finance
	Carlo Crozzoli		SVP Corporate Business Development & Strategy
	Chris Ginther		Chief Administrative Officer
	Jennifer Rowe		SVP Corporate Affairs
	John Lee		Vice President, Treasurer
	John Mauti		Vice President, Chief Controller and Accounting Officer
	Les Wong		Senior Counsel, OPG Law Division
	Lubna Ladak		VP, Treasury FHP
	Bill Orr			Fasken Martineau
	Aaron Atkinson	Fasken Martineau
	Evelyn Wong		Assistant Board Secretary
	
1. Constitution of Meeting/Approval of Agenda

Ms. Mulligan agreed to chair the meeting until Mr. Lewis joined the meeting during Agenda item # 3ii) and resumed the chair.

Notice of the meeting having been given to all the members of the Special Committee and a quorum of the members being present, Ms. Mulligan declared the meeting regularly constituted for the transaction of business on October 27, 2017 at 8:00 am. 

a) Approval of Agenda

Upon a motion duly made, seconded and unanimously agreed to, it was RESOLVED THAT:

· The agenda for the October 27, 2017 meeting of the Special Committee was approved.

b) Declaration of Conflicts of Interest

Ms. Mulligan asked if there were any real, potential, or perceived conflicts of interest to disclose and none were declared.


2.	Minutes of Meeting/Actions Arising from the Minutes

Upon a motion duly made, seconded and unanimously agreed to, it was RESOLVED THAT:

· The minutes of the September 29, 2017 meeting of the Special Committee were approved.

3. Update from Ministry Rate Mitigation Working Group Meeting

i) Auditor General Report: Mr. Mauti said that the Auditor General of Ontario (AGO) released her special report on the Province’s Fair Hydro Plan (FHP) on October 17, 2017, and noted the that while the AGO took no issue with the planned OPG Trust, she was critical of the Province’s FHP in two respects: i) she did not agree with the IESO setting up the Global Adjustment (GA) as a regulatory asset, and stated that she believed that this was done in order to keep it off the Province’s books and hide a deficit, and ii) the Province had made the FHP overly complicated and consumers would pay more, referring to the report of the Financial Accountability Officer in which he stated that it would cost ratepayers $4B more than if the Province financed the Global Adjustment and reduction in rates. She made only two recommendations in her report, that the Province account for the GA refinancing on its books and that the Province implement a less costly and complicated method of financing the reduction in electricity rates.

The Committee asked a number of questions regarding whether the AGO would qualify her audit of the Province’s financial results, how this report may impact the Province in debt markets and the potential implications for OPG. Mr. Mauti responded that the AGO qualified her audit report last year (due to a difference of opinion on pension accounting) but there appeared to be no significant impact to either the Province or OPG as a result. However, it is possible there may be larger implications for the Province should the AGO issue an adverse opinion in future years when there is more activity with respect to the FHP. Currently, no impact on the Province’s credit rating is expected as a result of the AGO’s special report on the FHP. 

The Committee also asked about the AGO’s request to the Ministry of Energy, OPG, the IESO and the Ontario Financing Authority (OFA) for the provision of emails related to the FHP. Mr. Hartwick confirmed that OPG had received a verbal request for emails between OPG, the Ministry, the IESO and the OFA at a meeting with the AGO in early May and that OPG provided her copies of those emails within two weeks. 

Mr. Ginther also advised of a “litigation hold” that the Secretary of Cabinet and the Province’s Attorney General has placed on all documentation in ministries relating to the FHP, and which extends to both OPG and the IESO. He confirmed that all OPG employees involved in the transaction have been notified of the requirement of document preservation. 

ii) Estimates Committee: Mr. Hartwick advised that he and Mr. Lee had attended the Legislature’s Estimates Committee in support of the Minister of Energy who received a number of questions from the committee about the FHP and the AGO’s special report that had been released the same day. He noted that the questions referred by the Minister to OPG to answer were related to why OPG was chosen to be the financial services manager and how OPG will manage the FHP on behalf of ratepayers. He confirmed that OPG’s responses were factual and straight forward.

iii) Rating Agency Process: Mr. Lee provided an update on the rating agency process, which started at the end of September. He noted that OPG has been working with the rating agencies to develop their rating methodology, and provided a 60-page briefing deck to respond to and address a large number of questions received from the rating agencies. The rating agency process is on track to be complete towards the end of November. 

iv) Long Term Energy Plan (LTEP): Mr. Crozzoli provided a summary of the Province’s LTEP released on October 26th, highlighting that the LTEP is generally supportive of OPG’s ongoing initiatives, including acknowledgment of 10 units of nuclear refurbishment, continued commercial operations of Pickering GS to 2024 subject to regulatory and Cabinet approvals, a focus on nuclear innovation such as small modular reactors, fuel recycling, hydrogen and isotopes. Hydroelectric generation received a modest acknowledgement largely in terms of getting more out of existing assets and named OPG’s micro-grid project at Gull Bay as well as OPG’s Lower Mattagami and Peter Sutherland Generating Stations. The LTEP also notes that changes are expected to facilitate energy storage projects and net metering.

Mr. Crozzoli also highlighted a diagram in the LTEP that illustrates electricity prices are projected to decline as a result of the FHP and then increase at a lower rate compared to the prior 2010 and 2013 LTEPs. In response to questions from the Committee, Mr. Crozzoli confirmed that while the LTEP does not say so explicitly, it infers there will be a need for an increase in capacity before 2037 even if all expiring contracts were to be re-contracted. 

4. Update on OPG’s Participation in Ontario’s Fair Hydro Plan

Mr. Hartwick, Mr. Lee and Mr. Wong provided the Committee with a progress report with respect to the Board’s conditions for OPG’s participation in the Province’s FHP, and noted the following in particular: 

· OPG and the Ministry of Energy have negotiated a Share Subscription Agreement for equity injections from the Province including a draft form of Shareholder Resolution required to amend OPG’s Articles of Amendment to create a new class of non-voting shares. Final versions of both are working through Ministry approvals and are expected to be completed in the next few weeks;

· The term sheet for the Change of Law Protection Agreement (formerly referred to as the Provincial Guarantee) was approved by the Minister of Finance at the end of September. OPG and the Ministry of Energy have been negotiating the details in a draft agreement. The trigger point for the Change of Law Protection Agreement is in line with OPG’s expectations, namely, if the Province amends or passes other legislation that materially impacts the ability to service the debt or the Fair Hydro Plan Act is otherwise declared invalid or unconstitutional, the bond owners can call on the Province to assume the obligations of the Fair Hydro Trust to service the debt, either directly, or pay the Fair Hydro Trust as obligations become due;

· Proposed amendments to O. Reg. 206/17 relating to the OPG Trust’s management fees have been drafted and the outcome is better than OPG’s business case and protects OPG. Fees for OPG are established in three phases and are outlined in the Board memo dated October 27, 2017; and

· Amendments to O. Reg. 206/17 with respect to the OEB’s role have also been drafted to OPG’s satisfaction. The regulation defines the methodologies and benchmarks for the OEB’s review of the management fees. There will be no prudency review by the OEB.

The Committee asked a number of questions to which Mr. Hartwick, Mr. Lee and Mr. Wong responded, including:

· In respect of the share subscription agreement, Mr. Wong confirmed that the valuation methodology, redemption policy and other terms of the Class A shares will be embedded in the OPG Articles of Amendment. OPG is satisfied that the terms of the share subscription agreement achieved all of OPG’s desired outcomes, including optionable redemption at OPG’s discretion and development of a process wherein the Province approves three years’ worth of expected equity injections within its budget.

· In respect of the trigger point in the Change of Law Protection Agreement, OPG will be seeking to have the trigger point be the moment when legislation is initially struck down, and not at the conclusion of the appeals process. OPG’s fees are not covered by the Change of Law Protection Agreement, but the agreement does cover the subordinated debt. In response to a question from the Committee, Mr. Wong advised that OPG believes that the major risks to OPG are adequately covered.

· An amendment to the Ontario Energy Board Act was included in the Fair Hydro Legislation to indicate that consideration of the FHP is outside the scope of OPG’s regular rate application proceeding. 

The Committee asked about the other agreements forming part of the FHP. Mr Hartwick confirmed that this information would be part of the submissions to the Committee to document the fulfilment of the Board’s conditions, along with the Financing Plan, the governance of the Trust and impacts on OPG. He proposed that the next meeting of the Special Committee be scheduled for mid-November, followed by a special meeting of the Board for approval. Following Board approval, OPG will embark on the marketing of the debt to investors in late November or early December. 

The Committee requested that the Board memoranda and the Special Committee’s Report confirming the fulfillment of the Board’s conditions for OPG’s participation in the FHP be provided well in advance of the Committee meeting. 

5. [bookmark: _GoBack]Termination

The meeting terminated at 9:00 a.m.






Special Committee Chair				           Vice President, Corporate Secretary
_______________________________________________________________________________
Asterisk (*) denotes action to be taken
The information contained in this document contains sensitive information which could raise concerns related to privacy matters, employee matters and /or security and may further impact on the financial or commercial interests of OPG, the Ontario Government or other third parties. In some instances solicitor-client privileged information is also contained herein. This information must be treated in the strictest confidence and must not be reproduced in any fashion without the express prior written consent of OPG. In keeping with OPG’s corporate standard for the protection of confidential information, this document should not be removed, or left unattended or accessible to unauthorized persons.
