Key Messages

e The IESO has made changes to its accounting policies to increase transparency and to
report certain costs as regulated assets, consistent with the accounting policies of other
regulated entities in North America. The changes include the recognition of rate
regulated assets as well as the recognition of market accounts assets and liabilities on the
statement of financial positions.

o [t's important to note that these items do not affect [IESO’s costs and the impact on
ratepayers does not change.

o The I[ESO’s usage fee decreased from 2012 to 2016.
Market Accounts

e The IESO operates and settles the electricity market, where sums of money are
constantly flowing to and from market participants, such as consumers and generators.

e The IESO is not party to these market transactions but helps to facilitate them, which
requires it to temporarily hold and move money.

e These financial transactions in no way impact the IESO’s accumulated deficit or
revenues and expenses.

o After areview of its accounting practices, the IESO decided to include year-end market
account balances on its financial statements in an effort to increase transparency.

e As the market administrator, the IESO is best suited to report these financial activities.
Regulated Assets — PSAB and SME

e The IESO has changed its accounting policy to report certain costs as regulated assets
consistent with the accounting policies of other regulated entities in North America.

e These are costs that are being recovered through IESO rates and it is common practice
among regulated entities to treat such costs as regulatory assets for accounting purposes.
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e Jt's important to note that no matter which way you report these costs, the cost and the
impact on ratepayers does not change.

e These costs have been in our publicly issued audited financial statements for years and
therefore part of our ongoing annual review by the OEB. The decision to move to the
new accounting policy was made to better reflect the nature of these costs.

o The reporting of these costs has always been public and the new reporting is simply a
function of change in accounting policy.

Q&As

1. Why are you only now beginning to report market transactions on your financial
statements?

There is no requirement for the IESO to report market accounts. However, the IESO regularly
explores ways to improve transparency and make data and information available to its
stakeholders and the general public. As part of a recent review of its accounting policies, the
IESO approved reporting market accounts to increase transparency.

2. Why did the IESO determine that the new accounting policy on rate-regulated
accounting was more relevant to the IESO?

After reviewing its accounting policies, it was determined that rate-regulated accounting was
more applicable to regulated entities such as the IESO. This is consistent with the accounting
policies of other regulated entities across North America. In Ontario, almost all local
distribution companies and natural gas distribution companies use rate regulated accounting.

These are costs that are being recovered through IESO rates and it is common practice among
regulated entities to treat such costs as regulatory assets for accounting purposes.

3. Did the IESO lose or discover that it owed $80M?

This sum is not an additional cost to ratepayers and relates to pension and other post-
employment benefits and has been included in the IESOs rate submissions to the Ontario
Energy Board since 2011. The sum stems from accounting changes the IESO made when it
adopted the Canadian public sector accounting standards in 2011. The new accounting
standards required the IESO to recalculate pension and other post-employment benefits. This
sum reflects the difference in methodology between the old accounting standards and the new.
Ultimately, none of this changes the actual cost of the pension and other post-employment
benefit plans or the benefits earned by members. The ultimate plan cost will be the benefits paid
to members and at the end of the plan’s existence the accounting cost will equal that actual plan
cost.
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4. If you kept the previous accounting standards would ratepayers had to bear this $80M
cost?

The IESO was not able to keep the previous accounting standards as they ceased to exist.
However, the IESO does include a portion of the $80 million in its annual rate filing in order to
reflect consistent treatment.

5. Why is the $80M called “previously unrecognized actuarial losses and past service
costs” if it’s not a loss?

Background:

Actuarial gains/losses occur when the actual experience differs from the assumptions that were
used in the calculations that derived the pension expense and the expense for other post-
employment benefits. This amount fluctuates each year, sometimes as a loss and sometimes as
a gain. The most common sources of gains and losses are investment returns which differ from
expected, as well as changes in liability resulting from changes in the discount rate used to
measure the obligation.

Past service costs relating to pension and other post-employment benefits occur when plan
amendments are made and the new expenses are calculated on the total service of the
employee, past and future.

6. Did the IESO review its accounting policies as a result of its role in refinancing the
global adjustment?

The IESO regularly reviews its accountmg po]1c1es all
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accounting practices chénge would facilitate the proposed global adjustment refinancing by
allowing the IESO to create the asset that will be sold to Ontario Power Generation for

refinancing.
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