Message

From: Kim Marshall [/O=IMO/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=KIM
MARSHALL9F5]

Sent: 2017-02-26 11:55:10 AM

To: Nelms, Scott (ENERGY) [Scott.Nelms@ontario.ca]

Subject: RE: ASC 980

will have to also adjust the cabinet documents which speak to oeb approval in ieso accounting pages

Kimberly Marshall | VP, Corporate Services & CFO

Independent Electricity System Operator (IESO) | T: (416) 969-6232 | C: (416) 545-7202
120 Adelaide Street west, Suite 1600, Toronto, ON M5H 1T1

web: www.ieso.ca | Twitter: IESO_Tweets | LinkedIn: IESO

Corporate Services collaborates with you to deliver solutions and expertise that enable the IESO to
achieve its goals.

Conservation: www.saveONenergy.ca | Twitter: saveONenergyont | LinkedIn: saveONenergy

————— original Message-----

From: Nelms, Scott (ENERGY) [mailto:Scott.Nelms@ontario.ca]
Sent: February 24, 2017 7:00 PM

To: Picard, Michel; Kim Marshall

Cc: ouellette, Lois A; Betik, Matthew

Subject: Re: ASC 980

*%% EXTERNAL email. Please be cautious and evaluate before you click on links, open attachments, or
provide credentials. ***

Hi Michel,

Thanks for the review. Happy to chat this weekend. In parallel, Do you mind circling in with Cindy to
make sure she is Tooped in? This is 1ikely to come up on Monday so good to make sure everyone is on the
same page.

Thanks,
Scott

Sent from my BlackBerry 10 smartphone on the Rogers network.
From: Picard, Michel

Sent: Friday, February 24, 2017 6:40 PM

To: Kim Marshall

Cc: ouellette, Lois A; Betik, Matthew; Nelms, Scott (ENERGY)
Subject: ASC 980

Kim,
Further to our meeting of today, I have the following comments:

1. Based on the following requirements, I believe IESO can only recognize a regulatory asset if the
activities are rate regulated i.e. meet the criteria in par. 15-2.

980-10-15-2 The guidance in the Regulated Operations Topic applies to general-purpose external financial
statements of an entity that has regulated operations that meet all of the following criteria:

a. A) The entity's rates for regulated services or products provided to its customers are
established by or are subject to approval by an independent, third-party regulator or by its own
governing board empowered by statute or contract to establish rates that bind customers. [Is this test
met — maybe another body could regulate the GAM recovery but it needs to be a body that meet the
requirements in 980-10-15-7 below)

b. b) The regulated rates are designed to recover the specific entity's costs of providing the
regulated services or products. This criterion is intended to be applied to the substance of the
regulation, rather than its form. If an entity's regulated rates are based on the costs of a group of
entities and the entity is so large in relation to the group of entities that its costs are, in essence,
the group's costs, the regulation would meet this criterion for that entity.

C. C) In view of the demand for the regulated services or products and the level of competition,
direct and indirect, it is reasonable to assume that rates set at levels that will recover the entity's
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costs can be charged to and collected from customers. This criterion requires consideration of
anticipated changes in levels of demand or competition during the recovery period for any capitalized
costs. This last criterion is not intended as a requirement that the entity earn a fair return on
shareholders' investment under all conditions; an entity can earn less than a fair return for many
reasons unrelated to the ability to bill and collect rates that will recover allowable
costs<https://workspaces.ema.kworld.kpmg.com/aro/AROWeb/documentwindow. aspx?from=Doc&ref=US_FASB_COD_TOC_
980_10&sec=4&q=&csw=>. For example, mild weather might reduce demand for energy utility services. In that
case, rates that were expected to recover an entity's allowable costs might not do so. The resulting
decreased earnings do not demonstrate an inability to charge and collect rates that would recover the
entity's costs; rather, they demonstrate the uncertainty inherent in estimating weather conditions. This
requirement must also be evaluated in 1ight of the circumstances. For example, if the entity has an
exclusive franchise to provide regulated services or products in an area and competition from other
services or products is minimal, there is usually a reasonable expectation that it will continue to meet
the other criteria. Exclusive franchises can be revoked, but they seldom are. If the entity has no
exclusive franchise but has made the very large capital investment required to provide either the
regulated services or products or an acceptable substitute, future competition also may be unlikely.

2. As indicated in par. 15-4, if the “market books” are not rate regulated then IESO cannot adopt
regulatory accounting - ie cannot recognize regulatory assets. I was under the impression that the RPP
variance accounts were approved by the OEB. Today, I learned that they are not.

980-10-15-4 If some of an entity's operations are regulated and meet the criteria of paragraph 980-10-15-
2, this Topic shall be applied to only that portion of the entity's operations.

3. According to 5-08, IESO needs an accounting order from a regulator.

980-10-05-8 Unless an accounting order indicates the way a cost will be handled for rate-making purposes,
it causes no economic effects that would justify deviation from the GAAP applicable to business entities
in general. The mere issuance of an accounting order not tied to rate treatment does not change an
entity's economic resources or obligations. In other words, the economic effect of regulatory decisions—
not the mere existence of regulation—is the pervasive factor that determines the application of GAAP.

4, According to 15-7, you need a regulator that is not a party to the contract.

980-10-15-7 The guidance in the Regulated Operations Topic does not apply to any of the following
transactions:

a. a ) Accounting for price controls that are imposed by governmental action in times of emergency,
high inflation, or other unusual conditions, or accounting for contracts in general. However, if the
terms of a contract between an entity and its customer are subject to regulation and the criteria of
paragraph 980-10-15-2 are met with respect te that contract, the guidance in this Topic shall apply.

b. C) The criterion in paragraph 980-10-15-

2(a)<https://workspaces.ema.kworld. kpmg.com/arc/AROWeb/documentwindow. aspx?from=Doc&ref=US_FASB_COD_TOC_9
80_10&sec=4&q=&csw=#US_FASB_ASC_980_010_15_2> is intended to exclude contractual arrangements in which
the government, or another party that could be viewed as a regulator, is a party to a contract and is the
entity's principal customer.

5. I am not sure how to read this next par.

980-10-05-7 Accounting requirements that are not directly related to the economic effects of rate actions
may be imposed on regulated businesses by orders of regulatory authorities and occasicnally by court
decisions or statutes. This does not necessarily mean that those accounting requirements conform with
generally accepted accounting principles (GAAP). For example, a regulatory authority may order an entity
to
capitalize<https://workspaces.ema.kworld.kpmg.com/arc/AROWeb/documentwindow.aspx?from=Doc&ref=US_FASB_COD
_TOC_980_10&sec=4&q=&csw=> and amortize a cost that would be charged to income currently by an
unregulated entity. Unless capitalization of that cost is appropriate under this Topic, GAAP requires the
regulated entity to charge the cost to current income.

I still believe that absent a rate regulator or a governing body approving the rates, then there is no
recognition of regulatory asset.

Since the MOE can change the rule, I would suggest that the OEB Act be amended requiring the OEB to
oversee the GAM recovery.

Cah we discuss over the weekend?

Michel
416 560 2569
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This email was sent to you by KPMG<http://info.kpmg.ca/> (http://info.kpmg.ca<http://info.kpmg.ca/>). To
sign up to receive event invitations and other communications from us (we have some informative
publications that may be of interest to you), or to stop receiving electronic messages sent by KPMG,
visit the KPMG Online Subscription
Centre<http://pages.kpmgemail.com/page.aspx?QS=2e4c31a3756ch940af903f205e1f1le041bdb8334b58bad706ad9d7762e
bl24d4>
(http://subscribe.kpmg.ca<http://pages.kpmgemail.com/page.aspx?QS=2e4c31a3756cb940af903f205e1f1e041bdb833
4b58bad706ad9d7762eb124d4>).

At KPMG we are passionate about earning your trust and building a Tong-term relationship through service
excellence. This extends to our communications with you.

our lawyers have recommended that we provide certain disclaimer language with our messages. Rather than
including them here, we're drawing your attention to the following Tinks where the full legal wording
appears.

£

Disclaimer concerning confidential and privileged information/unintended
recipient<https://home.kpmg.com/ca/en/home/misc/disclaimer-confidential.html>
(http://disclaimer.kpmg.ca<https://home.kpmg.com/ca/en/home/misc/disclaimer-confidential.html>).
* Disclaimer concerning tax advice<https://home.kpmg.com/ca/en/home/misc/disclaimer-tax.html>
(http://taxdisclaimer.kpmg.ca<https://home.kpmg.com/ca/en/home/misc/disclaimer-tax.html>).

If you are unable to access the 1links above, please cut and paste the URL that follows the Tink into your
browser.
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