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* Negative outlook on the Province of Ontario

Rating Outlook

The rating outlook is negative, reflecting the negative outlook of the Province of Ontario.

Factors that Could Lead to an Upgrade
An upgrade of the Province of Ontario would likely lead to an upgrade of the [ESO.

Factors that Could Lead to a3 Downgrade

A downgrade of the Province of Ontario would likely lead to a downgrade of the IESO. A
change in the nature of the relationship or the probability of extraordinary support from
the province could have a negative impact on the [ESO's credit quality and could lead

to a downgrade. While we do not expect it, a material change in legislation, regulatory
frameworks or market rules could also result in a downgrade.

813-5408-4100  Profile
EMEA 44-z0-veva-s454 The [ESO is a not-for-profit, non-taxable corporation without share capital created in 1999

pursuant to the Electricity Act of Ontario (the Act). The IESO oversees Ontario's electricity
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system, which has 37,044 MW of installed generation including 13,009 MW of nuclear (35% of total installed capacity), 10,277 MW of

gas/oil (28%), 8,472 MW of hydro (23%), and 5,287 MW of wind, biofuel and solar (14%).

IESO's key objectives include: to direct the operation of the transmission system including providing transmiss lated gformation
to all market participants, to maintain the reliability of the grid, to participate in the development of en
enforce criteria and standards relating to the reliability of the integrated power system, to engage in activi
supply and capacity procurement and energy conservation, to forecast electricity demand and the adg reliability of electricity
resources for the Province by collecting and making related information public, to promote clea
assist the OEB by facilitating stability in rates for certain types of customers and to manage the:

The IESO is also the servicer for the Fair Hydro Trust (FHT AaZ sf)

On 1 January 2015, the Ontario Power Authority (OPA) and IESO amalgamated and conti
: ill fulfill all of the same roles and
functions as its predecessor orgamzaﬂons The amended Act sUpulates effective separation éifunctions between the IESO's market

operations and its procurement and contract management activities. The pre-arg ' managed about 22,500 MW of
capacity as an off-taker under long term power purchase agreements.

Detailed Raﬁmg Considerations

Closs refat

IESO is required to have its business plan approved by the Minis
(OEB) its proposed expenditures, revenue requirements &g

view and approval. While the IESO has oversight of its revenue
requirement and does not set it at its sole discretion dy#expects the IESO will continue to recover its costs. We have assumed

of its costs
referenced: i #iand deemed to be approved by the OEB. As a monopoly and implementer of government policy, the IESO
strong competitive position. While the IESO is not explicitly exempt from liability in legislation, the IESO can
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of electricity markets. The efficient function of the electricity market that the IESO administers is in the government's interest and the

government would likely intervene if this was jeopardized.

s airuciure an o -
The market rules that govern the electricity market in Ontario significantly limit the market risk to the IES operations
are dictated by these market rules, which specify its responsibilities and relationships with market participag

indemnity, sources of funding, and mechanisms to minimize counterparty risks for the IESO.

The objective of the IESO administered markets is to promote an efficient, competitive and rel
and purchase of electricity and ancillary services in the Province of Ontario. The market rules grovi framework to govern the
IESO controlled grid and the IESO controlled markets for wholesale power in Ontario. The ave the effect of a contract
between each market participant and the IESO. The IESO is responsible for supervising » and enforcing the market rules
«holder review.

',//

sk Jevtario Falr Mydro Pl
The IESO is the servicer for the Fair Hydro Trust (FHT Aa2 sf), which was establish;
Act, 2017. The Act was designed to provide rate relief to specified consumer
however we expect the FHT to purchase the right to collect from the IE
the primary risk to the IESO is that the FHT may cease to purchase and
material mitigation for the IESO. We expect that in this highly unlik
Province, second seek a significant rate increase, and finally, if re
the under-collection from customers was $1,378 million, of wh

tely consumers) on an ongoing basis. We believe
ortfall that the IESO incurs, however there is

The principal methodology used in these ratings was the Govet
see the Credit Policy page on www.moodys.com for a co
Liquidity Analysis

The IESO has sufficient liquidity.

The IESO has a $160 million revolving credi
a Crown agency controlled by the Ontario

'by the Ontario Electricity Financial Corporation (OEFC: Aa2 negative),
matures in June 2020 and a $150 million bank credit facility maturing in
rawn. The only other debt instrument at the I[ESO prior to amalgamation is a

ion credit facility agreement with the OFA expiring on September 30, 2022 for the purpose of
FHP. At December 31, 2017, $1 million was drawn on the facility.

In 2017, the [ESO signed
supporting the IESO’s role

ties contain a material adverse change (MAC) clause, we consider it unlikely that the Province would
_ clause and restrict the IESO's access to funding in times of liquidity stress, given the Province's vested
i to continue as a going concern. We expect the facilities to be renewed prior to their next scheduled

Category i PMeady’s Rating
INDEPENDENT ELECTRICITY SYSTEM OPERATOR
Outlook Negative
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Source: Moody's Investors Service
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