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July 17, 2017

PRIVATE AND CONFIDENTIAL

The Board of Direclors of Independent Electricity System Qpsrator
Torento, Ontario

Ladies and Gentlemery

We are writing this lelier al your requsst in order to summarize several of the
considerations applicable to our conclusion that we satisfy the applicable rules of
professional conduct a5 regards our independence as auditor of independent Electricity
Systern Operator IES0) up to the date of our audilors’ report on the financial statements
for the year ended December 31, 2018,

For your reference, the attached Appendix includes excerpts from the CPA Ontaric Code
of Professiona! Conduct {the Codel. Passages in the body of this letter in italics also
reflect experpts from the Code,

Threats to independence

The Code refers o potential threals o independance, such as self-review, but recognizes
tat in most cases, such threats can be reduced to an acceplabls level by safeguards,
such as those outlined In the Appendix. As stated in the Code:

Independience i polentially affectad by sellanteres!, selfaeview, advocacy.
famiiarity and intimidation threats, The mere existence of such threals does not par
se mean that the performance of a prospective engagement is precluded. The
pnddartaking or con f’nu‘a ion of an engagement is ondy previuded whare safeguards
are ot avaiable fo elimingle or reduce the Breals o an accepiable level or whers
Riule 204.4 provides g specific profiibylion.

Bafequards

The section of the Code on safeguards specifically refers io non-assurance services, and
the possibility of acceptable safeguards. We have concluded that the safeguards in place
durinig the ims period specified above were consistent with those cutlined In the Appeadix,
and ware sufficient 1o reduce the threats fo owr independence o an acceplable level We
have also determined that the services provided during such period ware not subject 1o the
specific prohibitions set put in the Code. As siated in the Code;
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Bubject to the speoific prohibitions sel oul in Rules 204, 4(32) fo {34}, afiimor a
member of & firm may provide a non-assurance servive I an assurance olient or
refatad entity, provided that any threats fo independence have baen reduced to an
acceptable level by sefeguards. ... ..

The section of the Code on Management Funclion refers to the appropriaiensss, in most
sircumstances of extensive dinlogus between the audit engagement {eam and
management, as noted Delow, Ag stated in the Code:

The financig! statement audit and review process involves exlansive dialogus
hetwesn persons on the engagemant team and management of the awdit or review
olient, During this process, managemant wilf often reguest and recaive input
regarding such maffers ag gocounting prinviples and financial sistement disolosure,
the appropristenass of costrols amd the methods vsed in determining the stated
amounts of assels and Hahittles, The provigion of technionl agsigtance of this nature for
an audi or revigw olient is an aporopriste methad of promoting the fair prasentation of
the financiad statements. Tiw provision of such aitvice, per »e, dops nol generally
thrasten the members or the fim's independente,

CONFIRMATION OF INDEPENDENCE

We sordirm that we arg indgpendsnt with respect 10 IE50 within the meaning of the
refevant rules and related inlerpretations prescribied by the relevant professional bodies in
Canada and any applicable legisistion or regulation up 1o the date of our auditors’ report
on the finrancial statements for the year ended December 31, 2018,

{OTHER MATTERS

This letter is private and confidential and is intended solely for use by the 1ESO board of
directars in carrying pul their responsibilities, and should not be used for any other
PUIPOSES.

KPMG shall have no responsibility for loss or damages or claims, if any, to or by any third
parly as this letter has not been prepared for, is nof intended for, and may not be used by
or relied upon by, any third party or for any other purpose.

Yours very truly,

Khons 44F
7T
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Selected Excerpts from the CPA Ontario Code of Professional
Conduct

The CPA Ontarie Code of Professional Conduct is found at the following link

hitnsimedia cpaontario cafstewardship-ofthe-profession/odis/CPA-
Ontano-Code-obprofessional-condust pdf

Threats o independence

Independence is potentially affected by seif-interest, self-review, advocacy, familiarity and
intimidation threats. The mere existence of such threats does not per se mean that the
performance of a prospactive engagement is precluded. The undertaking or continuation of
an engagement is only precluded where safequards are not available to eliminate or
reduce the threals to an acceptable level or where Rule 204 4 provides a specific

. {emphasis added

Self-Review Threats

A selt-review threat occurs when any product or judgment from a previous engagement
needs to be evaluated in reaching a conclusion on the particular assurance engagement,
orwhen a person on the engagement leam was previously an officer or director of the
client, or was in a position to exert significant influence over the subject matter of the
assurance engagement. Examples of circumstances that may create a selfreview threat
include, but are not limited to;

- & persun on the engagement team being, or having recently been, an officer or director
of the client;

- @ person on the engagement team being, or having recently been, an emploves of the
assurance client in a position to exert significant influence over the subject matter of
the assurance engagement, or another person having the duties or responsibilities
normally associsted with such an employee;

- & member or firm performing services for an assurance client that directly affect the
subject matter of the engagement; and

— @ member or firm preparing orlginal data used to generate financial slatements or
preparing other records that are the subject matter of the engagement.

Safeguards

Subject to the specific prohibitions set out in Rules 204.4(22) t0 (34), a firm or a member of a
firm may provide » non-sssurance service 10 an assurance client or related entity, provided that
any Hueals o independence have been reduced to an scoeptabls lovel by safequards. such as:
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- policies and procedures to prohibit members of the firm from making menagement
decisions for the client, or assuming responsibility for such desisions,

- (HECUSSING independence issuss related (o the provision of non-assurance sevices
with the audit commitias;

~ pedicios within the gssurance clignt regarding the oversight responsibility for provision
of non-assurance services by the firmy; ‘

« inyolving another member of the firm who is not on the engagement feam o advise on
any impact of the norr-assurance service on the independsncs of the persons on the
engagement team and the firm;

~e inyolving a professional accountant from outside of the firm to provide assurance on a
disorate aspect of the assurance engagement;

- Ohtaining the client's scknowledaament of responsibility for the resulls of the non-
assurance senvice performed by the firmy

- dizrioging 1o the aydil commitiee he nature of the poreassurance service and exdant of
fees charged:, or

- grranging that the members of the firm providing the non-assurance service do not
participate on the assurance engagement team. (emphasis added)

The section on “management function™ has the following on
gxchanges between auditors and management

The financial statement audit and review process involves extensive diglogue betwesn
parsons on the engagement team and management of the audit or review client, During
this process, management will often request and receive input regarding such matters as
accounting principles and financial staternent disclosure, the appropriateness of controls
and the methods used in determining the stated amounts of assets and liabilities. The
provigion of technical assistance of this nature for an audit or review client is an
apprapriate method of promoting the fair presentation of the financial stalements. The
provision of such advice, per se, does not generally threalen the members or the firm's
independenne. {emphasis added)

Evaluation of significance of threats

If the theeat is other than clearly insignificant, safeguards should be applied to reduce the
threat to an acceptable level. Such safeguards might include:

- raking grrangements so that such services are not performed by a person on the
angagement lsam,

—  reguiring the client or related entity to create the source data for the accounting
gniries,

- pecuiiring the client or related entity to develop the underlying assumptions;
obiaining the views of another professional accountant,

arranging for snother firm to review a sianificant sceounting freatment; or discussing
a significant accounting treatment with the prastice advisory services department of
the member's provincial body. {emphasis added)
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Complex transactions

Preparing the journal entries for a complex transaction would kely create a selfreview
threat the significance of which could anly be reduced to an acceptable level by applying

safeguards that involve consultation with others, for example by
- abtaining he views of another professional accountant,

- arranging for another firm o review a significant accounting treatroent
added)

;;;;;;

; {(emphasis
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