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Summary
The Independent Electricity System Operators IESOcredit profile is identical to that of

the Province of Ontario Aa2 negative lp accordance with Moody s Government Related

Issuers Methodology GRI IESOsrAngY400trifbm a combination of the IESOs baseline

credit assessment bca of al w100h is identical to the bca of the Province and the very high

probability of extraordinary support Key drivers of the IESOs credit quality are 1 close

linkage to the Province through government control and the IESOs role in implementing

provincial energy policy a legislated monopoly position with no threat of competition

and 3 limited risk as olVesulbf
the market structure and market rules While the provincial

government does not guarantee any of the IESOs obligations we expect the Province to

continue to provide Vituollf all of the IESOs capital in the form of debt financing

Credit Strengths

Close relationship With the Province of Ontario

Legislated cost fecovery and monopoly position

> Market structure and rules limit risk

Credit Challenges

4 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 IESO

Factors that Could Lead to a 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 IESOs 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

Profile

The IESO is a not forprofit nontaxable corporation without share capital created in 1999

pursuant to the Electricity Act of Ontario the Act The IESO oversees Ontarios electricity
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system which has 37044 MW of installed generation including 13009 MW of nuclear 35 of total installed capacity 10277 MW of

gasoil 28 8472 MW of hydro 23 and 5287 MW of wind biofuel and solar 14
IESOs key objectives include to direct the operation of the transmission system including providing transmissidesolate 0

formation

to all market participants to maintain the reliability of the grid to participate in the development of ener44oticiesstablish and

enforce criteria and standards relating to the reliability of the integrated power system to engage in activites re zfrtcfrAO electricity

supply and capacity procurement and energ conservation to forecast electricity demand and the advaciWd reliability of electricity

resources for the Province by collecting and making related information public to promote cleantne162 soues for fuel diversity to

4
assist the OEB by facilitating stability in rates for certain types of customers and to manage tht

zP no Ele44city Support Program

The IESO is also the servicer for the Fair Hydro Trust FHT Aa2 sf

On 1 January 2015 the Ontario Power Authority OPA and IESO amalgamated and continuei
7erate as the IESO pursuant to an

Act of Provincial parliament in July 2014 The act provides that for all intents and
puipWtfefAvill

fulfill all of the same roles and

functions as its predecessor organizations The amended Act stipulates effective
sey

ation eltinctions between the IESOs market

operations and its procurement and contract management activities The pre a 5garOed 94 managed about 22500 MW of

capacity as an off taker under long term power purchase agreements

Detailed Rating Considerations

Close relationship with the Province of Ontario

The IESO is closely linked to the Province of Ontario and this
relatIshiPta

ie0iver of credit quality The IESO is linked through the

control tnat tne provinciat government exerts over it tnrougn an

The IESO is effectively controlled and directed by the governmsntWt appoints its independent Board of Directors Annually the

IESO is required to have its business plan approved by the MiniTer of Nog the Minister and to submit to the Ontario Ener

OEB its proposed expenditures revenue requirements

requirement and does not set it at its sole discretion

that the province will continue to fund all of the IE

The IESO implements government electricity polie4 einfore g the ties of the IESO to the government For example the Minister of

Energy may direct the IESO on issues of el Ay pr ent and other government directives on associated electricity matters The

IESO is the counterparty for policy driven ectricity 6ntracts

Board

ew and approval While the IESO has oversight of its revenue

expects the IESO will continue to recover its costs We have assumed

ekenditures

While generally these ties reinforce the closeTtioffto the government and the linkage of the ratings the government may also take

actions that are credit negative foe IESVFor example the Ministry and OEB may effectively direct the time frame for cost recovery

on some initiatives through thee oval of the IESOs budget The IESO did not start to recover costs on the smart meter initiative

for example until seven yeariafier itttpegun to invest in the initiative However all of the costs are either funded through rates or

with debt borrowed from tWPromince

Legislated essential role Ontario electricity market

The legislated mon4ositifthat provides cost recovery with no threat of competition reinforces the IESOs credit quality

Legislation grantn thWO the ability to establish and charge fees to recover its costs is a key driver of credit quality The recovery

of its costs a pzpfiricmtlated to procurement contracts a politically sensitive aspect of the IESOs operations is specifically

referenced4legistid deemed to be approved by the OEB As a monopoly and implementer of government policy the IESO

benefitsimil a vy strong competitive position While the IESO is not explicitly exempt from liability in legislation the IESO can

5A1P6 inz rtes

n essential role in the electricity markets in the Province by ensuring the minute to minute and day to day reliability

default by the IESO while difficult to envision could have a material impact on the smooth and efficient performance
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of electricity markets The efficient function of the electricity market that the IESO administers is in the governments interest and the

government would likely intervene if this was jeopardized

Market structure and rules limit risk to thelESO

The market rules that govern the electricity market in Ontario significantly limit the market risk to the IEW0 he IEWperations
are dictated by these market rules which specify its responsibilities and relationships with market participttsPaikas providing

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 reli e marke4r e wholesale sale

and purchase of electricity and ancillary services in the Province of Ontario The market rules vittrtihe framework to govern the

IESO controlled grid and the IESO controlled markets for wholesale power in Ontario The rVet rule0ove the effect of a contract

between each market participant and the IESO The IESO is responsible for supervising adminisferjas and enforcing the market rules

Pursuant to legislation the IESO may make the market rules and in general most ares feleoLder review

IESO risk under the Ontario Fair Hydro Plan is limited

The IESO is the servicer for the Fair Hydro Trust FHT Aa2 sf which was establi

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 IES

the primary risk to the IESO is that the FHT may cease to purchase and frgwe the ortfall that the IESO incurs however there is

material mitigation for the IESO We expect that in this highly unlikelAsint it 0 will first seek further credit directly from the

Province second seek a significant rate increase and finally if re aiTerators on a pro
rata basis In the last 6 months of 2017

the under collection from customers was $1378 million of wh $1 was purchased by the FHT

The principal methodology used in these ratings was the GovAggienrlated issuers methodology published in August 2017 Please

see the Credit Policy page on wwwmoodyscom for a cowi hodology

liquidity Analysis

The IESO has sufficient liquidity

The IESO has a $160 million revolving credit f ovid3 by the Ontario Electricity Financial Corporation OEFC Aa2 negative

a Crown agency controlled by the Ontario 4verhm9nt at matures in June 2020 and a $150 million bank credit facility maturing in

April 2020 At 31 December 2017 the faciles were drawn The only other debt instrument at the IESO prior to amalgamation is a

$120 million note payable to the OEFC mapo0ne 2020

The IESO has a $475 million

revoi
g cred0 acility that matures in December 2019 provided by the Ontario Financing Authority

OFA an agent of the Crown `< from this facility are required to be used solely for operations associated with payments under

procurement contracts as a0orized bfVutation At December 31 2017 $12 million was drawn on the facility

ion with the Ontario Fair Hydro Plan

Overy of costs is initially borne by the IESO

consumers on an ongoing basis We believe

In 2017 the IESO signed iff Von credit facility agreement with the OFA expiring on September 30 2022 for the purpose of

supporting the IESOs role in gFHP At December 31 2017 $1 million was drawn on the facility

While OEFC and OF4el
voluntarily in vcthe RfcC

clause and restrict the IESOs access to funding in times of liquidity stress given the Provinces vested

interest in t ESC abi 4 to continue as a going concern We expect the facilities to be renewed prior to their next scheduled

expiration

Category

ies contain a material adverse change MAC clause we consider it unlikely that the Province would

Moodys Rating

INDEPENDENT ELECTRICITY SYSTEM OPERATOR

Outlook Negative

Issuer Rating Dom Curr Aa2

Source Moodys Investors Service

271Eine 201S Independent Electricity System Operator Update following otillook change to negative

I ESON0004837



MOOD V$ NVESTO
BIRLI ERCE1 FRAST UCTU RE AN Ett7fINANVEg

251i Moodys Corporation Moodys investors Service Inc Moodys An4tics nc andlor they licensors zee affiliates collectivety 1100D 1 All rights reserved

CREDIT RATINGS ISSUED BY MOODYS INVESTORS SERVICE INC AND ITS RATINGS AFFILIATES MIS ARE MOODYS CURRENT OPINIONS OFTHE RELATIVE FUTURE CFI

RISK OF ENTITIES CREDIT COMMITMENTS OR DEBT OR DEBT LIKE SECURITIES AND MOODYS PUBLICATIONS MAY INCLUDE MOODYS CLERRPVINIONS OLTHE
RELATIVE FUTURE CREDIT RISK OF ENTITIES CREDIT COMMITMENTS OR DEBT OR DEBT LIKE SECURITIES MOCAWS DEFINES CREDIT RISK AS THE rnStRr AT A01
NAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENTLEFAtt L

DO NOT ADDRESS ANY OTHER RISK INC IDING BUT NOT LIMITED TO LIQUIDITY RISK MARKET VALUE RISK OR PRICE VOLATILITY CREI

OPINIONS INCLUDED IN MOODYS PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT mooDrs PUBLICATIONS PI

MODEL BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODYS ANALYTICS INCARLDIT R

PUBLICATIONS DO NOT coNsTrruTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE AND CREDIT RATINGS AND MOODYSAA3
PROVIDE RECOMMENDATIONS TO PURCHASE SELL OR HOLD PARTICULAR SECURITIES NEITHER CREDIT RATINGS NOR MO
RATABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR MOODYS ISSUES ITS CREDIT RATINGS AND PUBLISHES

AND UNDERSTANDING THAT EACH INVESTOR WILL WITH DUE CARE MAKE ITS OWN STUDY AND EVALUATION OF EACI

PURCHASE HOLDING OR SALE

MOODYS CREDIT RATINGS AND MOODYS PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVES
I
oRS AND IT

RETAIL INVEs ORS TO USE MOODYS R EDIT RATINGS OR MOODYS PLIBucaloNs WHEN MAKING AN INVEST

YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY1

AND NONE OF SUCH INFORMATION MAY BE COPIED OP OTHERWISE REPRODUCED REPACKAGED FURTH

OR RESOLD OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE IN WHOLE OR IN PART IN At

PERSON VvrI HOU T MOODYS PRIOR WRITTEN CONSENT

CREDIT RATINGS AND mooDrs PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENC

AND MUST NOT BE USED IN ANY THAT COULD RESULT IN THEM BEING CONSIDERED A BEN

All information contained herein s dAamed by MOODYS from sources believed by it to be accur

as other factors however all information contained herein is provided AS 15° without warranty

uses in assigning a credit rating is of suffeJent quality and from sources MOODYS comidets

MOODYS is not an auditor and cannot in every instance independently verify or aliAate iktisr

Fend rellabR

kind MO
lud

NOC4Y5
IFTCPUDE QUANTITATIVE

SAND MOODYS
iE NOT AND DO NOT

5 PUBLTMCA16 COMMENT ON THE

YS PLIBLZONS WITH THE EXPECTATION

IAT IS UNDER CONSIDERATION FOR

BE RECKLESS AND INAPPROPRIATE FOR

if IN DOUBT YOU SHOULD CONTACT

T NOT LIM RED TO COPYRIGHT LAW
TRANS tfIR ED DISSEMINAI tO REDISTRIBUTED

ft OR BY ANY MEANS WHATSOEVER BY ANY

TAT TERM IS DEFINED FOR REGULATORY PURPOSES

frtaLtirti of the possibility of human or rYittcharscal error as well

VS adopts all necessary measures so that the information it

when appropriate independent third pay sources However

the rating process or in preparing the Moodys publications

To the extent permitted by law MOODYS and ifs SmLori eficers eniplqees agents prersintatia icensors and suppliers disclaim liability to any person or entity for any

indirect special consequential or incidental losses or dernages whatsoever arising t or in ection th the information contained herein or the use of or inability to use any

such information even if MOODYS or any of its directors officers employees agents tables licensors or suppliers is advised in advance of the postal Airy tf such losses or

damages including but not limited to a any loss of present or prospective proftfb s or damage arising where the relevant financial instrument is not the subject of a

particular credit rating assigned by MOODYS

To the extent permitted by law MOODYS and its directors officers empl mtatives licensors and suppliers dscialm
liability

for any efirect or compensatory

nifttpt
losses or damages caused to any person or entity including but not limited t my neg gence but excluding fraud willful misconduct or any other type of liability that for the

arioiclance of ikubt by law cannot be exchtdeid ori the part cif or an era ilin or beyond the control of 11001WS or any if its clinectOt officers ling Icryets agent

representatives licemors or supplivrs arising from or in connectio il the i i a contained hepain or the use of or inability to use any such information

NO WARRANTY EXPRESS OR IMPLIED AS TO THE ACCURACY i EUNESS C PLETENFSS MERCHAWABILITY OR FITNESS RANF1 iARTICALAR PURPOSE OF ANY SUCH

RATING OR OTHER OPINION OR INFORMATION 15 S E OR 1E BY MO 5 IN ANY FORM OR MANNER WHAISOEVER

Tth thell

EUN C

rIE BY MOC

Moodys investors Service Inc a wholly owned credit rat cy l5f Moodys Corporation 5MC0 hereby discloses that most issuers of debt securities including

corporate and municipal bonds debentures notes and r atetcal p er and preferred stock rated by Moodys Investors Servexi Inc have prior to assignment of any rating
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