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Ontario Power Generation Inc.

Majol Rating Factors

Strengths:
o Government ownership and financia.l support
. Dontinant posifion in ¡ì strong ûìarkct lyith a dive¡sitìerj ecónomy
. Regulalo¡y support for nuclear ¡ud the bulk ofhydroelectric âssels
. Diversified poniolio olgcnerating assets

. Low-cost hydroelectric assets with river system dÍversity

Weaknesses:

' Signittcant nnancial risk proñle, given low allowed returns on regulated operations, substantial debt-filanced
projects, and exposure to merchant êlectriciry pficcs

e Unce¡tainprottabilityduerovariabiliryinasseÈs'operatingperformance,riverflows,¿urdweather

' Nuclear technoìogy tlìat exposes lhe company to significant operatíng risk anti potential for unexpected ìarge
capital expenditures

Rationale

The ratings on Ontario Power Generalion tnc (OPG), rvhich tbe Province ofOntario ovúns. rcflect Standrrd & poor's

Ralings Scrvices'opinion ofthe regulatory oversighL ofùe utiJity's baseload nuclea¡ ancl hyclroelectric assetsi a diversc
generation portfolioi and dominant market position in Ontario. Wcak cash flow metrics and exposure to regulatory

delay and cost overruns related to new consftuction and refrrrbishrlent ófexistinH täcilities oftseÈ thc conrpany,s crocliI

strengths, in our view. Exposure to rnerch¿rnt eìectricity prices and volunte reìated to OPo's unregulaterl busirìess

furthe¡'constrain the stand-alone credit proñle (SACP). Thc company borrowed about B0% ofits C$4"9 billion reporretl
consolidated debt as ofSept, 30, z0lz, f¡onr the governrnent sha¡eholder through Ontario Elcctr¡c¡ry Financial Corp.

(oEFC).

We base the 'A-' ra!¡ng on OPG's SACIì which we assess at'bbb-', and our opinion that ûre ratings on OpC ancl

Ontario a¡e linked. We.lssess thal there ìs a "high" ìikclilood that the governrnent sha¡eholder would provide timely

and sufhcient extraordinary support in lhe event o[fina¡ci:il distress. This reflects our viervs that OPG's role is
"irnporlanl" to Ontdrig, that thc utility plays a rna.jor roìe in ¡he povernmenl's cnergy poiicy: and that rhe link betlveen

the utilìty and the province is "very sûong", retìectÍng ownership rclationship, ongoing lìnancial support t¡onr OEFC.

and the provrnce's st¡ong inlluence in the compaly's investment decisíons.

In ou¡view, OPG's business riskprohle benefils from having about 77% of ¡ts EBITDA in 20ll .supportcd byregulated

sources. These sourccs include nuclear a¡d baseload hydroelectrìc assets that the Ontario Enurgy Boarrt (OËB)

regulates. as well as regu)ated nuclear waste management. Assurance of cost recovery and a prediclable, albeit
moderate, ¡eturn lor thesc assets is a positive creclit lactor Historicalìy, although lhe OEB decisions have led to more
moderate returns for oPG, given the discretion that the company h¿s with respect ro it.s capital experrditnre ancÌ the

resultant level oI<1ebt, it has been able to mítigate the impact oflower revenues. However, the compary has reachcrl
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stable, regulated return (compared with that of DONG Energy AS, Vattenfalì, and Starkrafl), large postretirement debt

adjustmenrs, and poor returns ftom its aging thermaì assets. The company's relatively weak cash Ílow measures largely

conribute to its signifìcanl ñnancial risk proñle, along with EDF (which is more highly geared) and Starlcaft (which is

more exposed to price voìarilìry, with only relatively small regulatecl EBITDA).

Table 3

fndustry Scqtor: Electric Uttltly

Ontario Power Generation lnc.--Peer Comparison

Ontuio Pows
Ge¡eration lnc. EDF Energy PLC DONGBnergyA/S VattenfallAB Stathañ.AS

Rating ¿s of Fcb l, 20 l.ì A-/Negalivci'A-l A/Ncg¡rive./A-l BBE+/Negatìye/A-2 A-,/srable,/A-z 
^. 

/St¿ble./A-2

-Aversqe ofÞart lhree llscll yeùs-
Currency (mil) c! Ê Dkr kr NOK

Rovcnucs 5.J49.1 s.557 2 53,573 3 200.006 3 25,?Éiû 3

Dper¡tìng ¡ncomê 920 3 ll17 5,022.7 33,2)7 8 to,343.2

Net incomc trorn continuirrg
operauons

562 7 (26 8) 3,285 3 t2.325.3 4.800.1

FrLnds lrom opemtions lFl:O) 753 7 r75.5 t0.049.r 36.?09 I r0,7t5 I
Capital expendinrres gl1 1 311 3 r6,2S6,9 40.r22,7 4.268.s

Frec operating cas)r flow ( 146 r) 328 (4,723 5ì ( l,4s3 3) 6,6u r. 6

Cash ond shontcrm
mvestmenls

33t0 t,35 t 9 | ,037 3 3,473.3 9,668 3

Debt 7.5t89 22306 38,7r5 9 192.03? 2 4 t,30t 5

PrèferrRl srôck 00 0.0 (4,28s.7) 4,6f 1.0 00

Equìty 5,85t 0 2.626,0 46,999 7 141.33 r _6 68,6r8 2

Debt and equity 13.17t 0 4.906 6 85 /t5rì 333.r68 B t099197

Adjusted ratios

EBIT interest coveroge (x) ¿6 l2 24 36 68

EBITDA i¡terÈsI coveßBe

{x)

46 2l 47 5,3 68

FFO in(erest cover¡ge (X) 2A 'ì7 6.4 4,3 65

liFO/dcbr (%) 10.0 17 26,0 19t 259

Free operating cash
flow/debt (%)

(l e) 36 (r ¿21 (0 B) 160

Discretionary cash flow/dÊb¡
l%\

(1.e) (0 3) (!681 (4 2) (0 3ì

Significant Financial Risk Profile

Financial policy

OPGdoesnothaveapubliclystatedcapitalstructuretargetanditsreporteddebt-to-capitâlwas37%asotsept 30,

20I2. With large capital exPenditure in the next ñve years, we expect leverage to increase substantially. The company

has a modcrâte dividend policy but has not paid any dividend since 2007 and we do not expect any in the next few

years.
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SEP lnterroqatorv #001

Ref: Exh C-1-1-1

lssue Number: 3.1
lssue: What is the appropriate capital structure and rate of return on equiÇ for the currently
regulated facilities and newly regulated facilities?

¿JÌr¿!¿JseKr,,f

(a) The application at page 4, lines 28-31 , indicates that there have been no changes to lhe,
'risks faced by OPG's regulated asset portfolìo that are not otherwise addressed by
proposals to establish new variance and/or deferral accounts.' Please describe the specific
risks that require a high percentage of equity, given that OPG is owned by the government
of Ontario. Does OPG consÍder a change in the governing party for Ontario to be a risk?

(b) Please calculate the change in the revenue requirement for OPG's regulated asset portfolio
from the current debt-equity ratio (53:42) to 70:30 (i,e.70% debt) and 90:10, all other
financial parameters kept the same.

's¡J::].¡:::s:.

a) The OEB determined OPG's deemed capital structure in EB-2007-0905 based on its
assessment of the risks facing OPG. The OEB's approach and assessment of risk is
discussed at pages 135 - 150 of that decision. ln summary, the OEB concluded that -OPG is
of higher rísk than eleclricity LDCs, gas utilities and electricity transmission utilities and of
lower risk than merchant generation ... an equity ratio of 47%, is appropriate in the
circumstances. This ratio is higher than the equity ratio of any other regulated Ontario
energy utiliÇ, thereby recognizing the higher risk of OPG (pp. 149 - 150). ln reaching this
conclusion, the OEB addressed a number of risks including those raised in the question:

'The Board concludes that if OPG is operated at arm's length, then it should be
examined in the same way as Hydro One, another energy utility owned by the
Province. ln other words, Provincial ownership will not be a factor to be
considered by the Board in establishing capital structure." (page 142)

"OPG suggests that its regulated assets are subject to greater political risk than
other energy utilities in the province. The Board does not agree that this is a risk
that should be reflected in OPG's cost of capital." (page 142).

Witness Panel; Finance, D&V Accounts, Nuclear Liabilities
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b) Attachment 1 , Table 1 _(2015) and Table 2 (2014) shows the change in the cost of capital
using a 70:30 deblequi$ ratio. The impact on revenue requirement is provided below;

lmpact on revenue requlrement of 70:30 debt/equhy ratio

Witness Panel: Finance, D&V Accounts, Nuclear Liabilities
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Attachment 1, Table 3 (2015) and Table 4 (2014) shows the change in the cost of capital using
a 90:10 debUequity ratio. The impact on revenue requirement is provided below:

lmpact on revenue requirement of 90:10 debUequity ratio

Witness Panel: Finance, D&V Accounts, Nuclear Liabilities
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SEP lnterroqatorv #002

Ref: Exh C-1-1-1,

lssue Number:3.2
lssue: Are OPG's proposed costs for its long-term and short-term debt components of its capital
structure appropriate?

lnlerrooaÍorv

Please calculate, uslng ceter¡s paribus assumptions, the change in the revenue requirement for
OPG's regulated asset portfolio for ROEs of 8% and 7%. Please calculate the corresponding
changes in the revenue requirement for these ROEs under the debt-equÍg ratios in 3.1-SEP-1 b
(i.e. 70:30 and 90:10).

Response

Attachment 1, Table I (2015) and Table 2 (2014) show the change in the cost of capital using a
70:30 debt/equity ratío and an ROE of I per cent. The impact on revenue requirement is
provided below:

lmpact on revenue requirement of 70:30 debUequity ratio and 8% ROE

Wibress Panel: Finance, D&V Accounts, Nuclear Liabilities

25
¿(,

6

tþt lcl adt tôt Lqt thl

PrÈfil€d Pre-llled Prellled lH Reouest lR Feouesl lR Reouest Chande Chanoe

Llne
fÞscriÈ

lion Refefence æ15lSMì 2014 {sM) Felet€nco
2015
fs[fl

2U14
f3Ml

zol 5
llMr

2{J14
I3Mì

.l lnterest
Expense

Cl-l-1 Table
1 and Table
2 line 4, col

dl

256.2 253.6 Atlacnment 1

Table 1 and
Table 2 linê 4,

col dl

338.5 335_ / öz-3 62 'l

2 T<Uts, u1-1-1 taDte
1 and Table
2 l¡ne 5, col

d)

4ZU-5 420 2 Attachment 1

ïable I and
Table 2 line 5,

æl d)

239.1 239_U -1ö1.4 1ð1.2

3 lncome
tax

(lin€
250/¡l

2 t ('t-
- lina 2

140.2 140.1 t9.I (v.t .tr0.5 -tto 4

4 Revenue
Require-
m€nt
lmDâct

Linel +2+
3

816.S 813,S L¡ne't+2+3 657.4 654.3 -159.5 -1 59.5



1

2
3

4
)
6

Filed: 2014-03-19
EB-201 3-0321
Exhibit L
Tab 3.2
Schedule 19 SEP-002
Page 2 ot 3

Attachment 1, Table 3 (2015) and Table 4 (2014) show the change in the cost of capital using a
70:30 debUequity ratio and an ROE of 7 per cent. The impact on revenue requirement is
provided below:

lmpact on revenue requ¡rement of 70:30 debuequity ratio and Z% ROE

Witness Panel; Finance, D&V Accounts, Nuclear Liabilitíes
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Attachment 1 Table 5 (2015) and Table 6 (2014) show the change in the cost of capital using a
90:10 debUequity ratio and an ROE of I per cent. The impact on revenue requirement is
provided below:

lmpact on revenue requirement of 90:10 debt/equity rat¡o and 8% ROE

Attachment 1, Table 7 (2015) and Table I (2014) show the change in the cost of capital
using a 90:10 debVequity ratio and an ROE of 7 per cent. The impact on revenue
requirement is provided below:

lmpact on revenue requirement of 90:10 debUequity rat¡o and 7y"ROE

Witness Panel: Finance, D&V Accounts, Nuclear Liabilities
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