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Note xx Market Accounts

NTD existing narrative existing in Market Accounts note

Financial Risk Management

The IESO is exposed to a number of financial risks as a result of its settlements of the electricity

market The IESO monitors and minimize adverse effects from these risks through its risk

management processes

a Credit Risk IESOs Market Accounts

Credit risk is the risk of financial loss due to the failure of a counterparty IESO Market Participant or

party to honour their financial obligations

i Securities cash and cash equivalents investments and marketable securities

The IESO manages credit risk associated with securities through a management policy that limits

securities to primarily investment grade securities and securities amounts with counterpartyspecific

limits The management policy is approved by the Ontario Minister of Energy

ii Receivables trade and accounts receivables

The IESO manages credit risk associated with market account receivables with a collateral posted by

Market Participants b regular non voluntary prepayments and c a default allocation process Market

Participants are required to post collateral based on their electricity market financial exposures as

determined by the IESO Market Participants are required to provide non voluntary prepayments to

reduce their electricity financial exposures as determined by the IESO If collateral is not sufficient to

remedy a default amount the IESO summons a default allocation process which recovers the default

amount from all remaining non defaulting Market Participants

b Market Risk IESOs Market Accounts

Market risk is the risk of loss due to changes in market prices and rates such as foreign exchange rates

interest rates and equity prices The IESO is primarily exposed to two types of market risk currency risk

and interest rate risk

The IESO manages market risk through a management policy that limits securities to primarily

investment grade securities and securities amounts with counterpartyspecific limits The management

policy is approved by the Ontario Minister of Energy

i Currency Risk

The IESO may conduct certain market account transactions in US dollars primarily related to vendors

payments The IESO may utilize forward purchase contracts to purchase US dollars for delivery at a

specified date in the future at a fixed exchange rate In addition the IESO utilizes US dollar spot rate

purchases in order to satisfy any current accounts As at December 31 2017 the IESO did not have any
outstanding forward purchase contracts for market accounts December 31 2016 $ nil

ii Interest Rate RiskThe IESO is exposed to movements or changes in interest rates primarily through its

shortterm variable rate credit facilities and shortterm securities or investments The IESO market

accounts does not currently utilize any fixed rate credit facilities or purchase any longterm investments

The IESO utilizes its current credit facilities for draws generally of between 5 days to 95 days in which the

amounts may be subsequently renewed for another shortterm period All IESOs market account credit

facilities have variable interest rates and therefore the IESO is exposed to changes in interest rates
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An IESO management policy approved by the Ontario Minister of Energy does not permit the IESO to

hold securities with maturities of more than 365 days

iii Equity Risk

The IESOs market account does not have any equity risk

c Liquidity Risk IESOs Market Accounts

Liquidity risk is the risk of loss due to the inability of the IESO to meet its financial obligations when due
The IESO manages liquidity risk by forecasting cash flows to identify cash flows and financing

requirements

i Market Settlements

In cases where a Market Participant fails to pay the IESO INTO market rules say shaff
utilize credit facilities to settle the market If the IESO has exhausted its credit facilities

then the IESO pay creditors on a pro rata basis in proportion to the amounts

owed to each market creditor

ii Fair Hydro regulatory asset

In accordance with the Ontario Fair Hydro Plan Act 2017
the iESO continues to settle the market and recover Global Adiustment from customers but as a

result of the fair adiustrrnt applicable to specified consumers the IESO collects less than the full

amount of the Global Adjustment the IfISO records the shortfall tottether with the costs of

fineneine the shortfall the amounts chareed to the lESO by the Fair 1ivtro Trust in rsspeet

carrvinq costs of the Fair HOP Truswhn applicable and cortsin Drocents

Global Miustment Variance account such amount a regulator

the IESO wiIieatabhanawolatoryaesetbaseaupontheIESC utilizc its credit facilities to

fund athepoitionoftheeorninoditypriceofeleotrioityvinishiebsi to1 to iods

bythoassooiateddirectinterestcostswith the prograrearide hatfyihg

coes p 2021the amounts rcorde4 in tiv2 Def2ned Ciobal Adiustrhent Variance account
and

the IESO is permitted to a transfer all or portion of thei4tif11txIv aoset to a third

entity and b fully recover any non transferred asset torn specified

coosenets i3 tt0= aha Etletity Board ratct

it is fhtFCaiit4it that thatike a tesuit at tilt atO H the IESO will iur more than

The IESO has a current

$2 billion line of credit with the Ontario Financing Authority see Debt Note 7 with a maturity date of

September 30 2022 to fund these amounts The IESC etiriefs iftnsier the

Dt of such tr2tnefer to reduce arnounte borrowed THovtootn

he entity is not obligated to purchase any transfers offered by the IESO and

therefore the IESO is rctiiheiw subject to liquidity risk it

Government of Ontario to take the necessary steps to support the

Giverthsovera4oublicimportanceoftheOntarioFairHydrePlartAPtifthe1ES0silouldhave any
rnateria quidity events the fESO expeots aitivr a to

RinansingAtithoritybtheOnteriogoverninenttoarovidetaxhasihtftindingctheOntariogovignmentor
Mark> Errgy Board to make appropriateshans to the fakhydroprograin or rates dto seek
reasnab inot trn other fele1631 inctitutcnt r oi ary cmbinatior
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