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Memao to file to address the issues raiscd by the AG, dated July 2.5, 2017

This memorandum addregses the issues raised by the Oflice of the Aoditor General in its email sent to John
CGordon on June 20, 2017, We have summarized the issues raised into |7 issues, each individually discussed in
e detail in the halance of this memorandum, Lhe comments set oul herein are specific to the decounting by
150 and do nol relate o the secounting by another entity, including the Province of Ontario.

Summary of the conclusions reached in this memorandum

The TESC changed its accounting policies o permil the recognition of the ceonomic effects of rate reculation as
Troam the 2016 financial year. [ESC adopted the puidance of ASC 980 Reanluted Cperations (AL #5807 o
better reflect the ecomomic substance of its operations and enhance the relevanee, ransparency and |
accountability of its financial reporting,

A further diseussed in this memn, we believe that a rate-regulated ewity reporting under PSAS is allowed to
use the GAAP hierarchy under Public Sector Accounling Standards (“PSAS™) to adapt ASC 980, We note that
rate-regulated entitics that were reporting under Part ¥V of the CP'A Handbook before they transitioned (o IFRS
recognized the economic effects of rate regulation using the GAAP hierarchy in Part V of the CPA Handbeol;
which is substantially consistent with the GAAP hicrarchy in FSAS. These rate-resulated entities and their
auditors concluded that the concepts in the other GAAP source (Le. ASC 980) are compalible with the
qualitative characteristics of financial information, the elements ol Inancial statements (including the
definilions ol assels and liabilitics), and the recognition and measurement criteria in Section 1000 of Part V ol
the CT'A Handhook.

Rased on the analyses perlormed in this memorandum, we conewr with the following conclusions by management

ol the [ESO:

—  The TESC believes that the recognition of regulatory assels and lisbilitics better reflects fhe economic
substance of IISCE s operations and cnhances the relevance, transparency and accountability of its
finuncial reporting (see TESOs 20146 financial statements, note 3; issue 3, page 5)%

—  PSAS neither explicitly permits, nor prohihits, the recognilion, messurement, prosentafion or diselosure of
rate-reguliled aclivilies (see issue |, page 2);

—  The IES0Q 15 similar to the other eight TS0 entities across North America and the recognition of the market
accounts and the economic effects of rate regulation improved the comparability of the TESC with its peers
{see [asue 2, page 1)

—  The GAAP hicrarchy was properly applied by the TESO (see Issue 3, page 5)%

—  The GAAP hierarchy under PSAS does nol prohibil the use of US GAAP, especially when TI5 GAAT is the
cily aceounting framework in North America that provides detailed puidance on rate-regulated operations
{see Tssue 4, page 10);

—  The TESO did not in its 2016 financial statements apply an exemplion o reeognize the cconomic effects of
rate regulation, bul used the GAAP hicvarchy to do so (see issue 5, prage 100

—  When the exemption from applying the GAAR hiecarchy contalned n Seclion 1100 of Part ¥ of the CPA
Handhaok by rate-regulated entities was removed in 2009, rate-rogulaled enlitics continued to recoznize the
ecanomiv efects ol rale regulation under Tart V using the GA AR hierarchy in Section 1000 {see issue 5, page 12);

—  The adoption of regulatrry acerunting under Part ¥ of the CPA Landbook was nol based on industry
practice but was permitted theough the applivation of the GAAP hicrarchy (see issue 5, page 12);

= AS{C G980 is notan exemption lrom, but an application of, 115 GAAT (see fssue &, page 130

—  Regulalory sssels mect the definition of an asset under TI5 GA AR, Part ¥ of the CPA [andbouk and PSAS
(seoissue 7, page 15);

= The 150 is a rate-regulated entity by the OEB and has a nomber of variance accounts approved by the
QEB thal mueel the criteria for 1"|3m5nftinn nnder ASC 980 (se= issue 8, page 19); '

— 1ES0 docs not have to give precedence to M5 over othet aceounling Fameworks. 1 iz appropriate for the
TESO to reference the privale seclor guidance when applying the GAAD hierarchy as T'SAS does not
provide detailed guidance on rate-repulated accounting (see issue 9, page 20}

—  The finaneial statements for the market accounds bave included regulatory assets and habilities for a
nomber of years (see issue 14, page 21);

— 1550 s selFsuslaining enfity as it does not receive teansfers or subsidies from the government und all il
costs are recovered from customers through the market participants (see issue 11, page 22);
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—  Regulatory assets are neither considered intangible assets nor delerred cosls (see lssues 12, 14, pages 23, 25);

= The OB meets the criteria of independent, third-party regulator (soessuc 13, page 24);

—  'The transactions related 1o the market accounts should be recorded in the TESD s books as they meet the
criteria in paragraphs 9 and 11 ol P8 3430 Financial tnsiremens, The assels and liabilities should be
recorded on a gross hasis and revenue and expenses should be recorded on a net basis (sce issue 15, page 27);

—  The Onlado Uair Lydro Plan, Act 2017 is nod considered to be a price controls regime as defined hy ASC
Q80 (sce issue L6, page 29); and

—  Rate-resulated entities reporting under PSAS, which receive substantial subsidics from their governments,
du pot meel the scope celteria in ASC 98(0-10-15-2 (b) as their rates are not desipned to recaver the specific
entity’s costs of providing the regulated services or products {see issue 17, page 30),

1. Does PSAS provide explicit gnidanee on rate-repulated activities?

PRASR

Mo, PEAS neither explicitly permits, nor prohibits, the recognition, measurement, presenlstion or disclosure of
rate-regulated activities, o the absence of specific guidance in PSAS, an entity is permitted under PSAS Scction
| 150 tor apply the ideolilicd GAAP hicrarchy in delermining the appropriate accounting for the specified
transactions, As analyzed helow, the TESO helieves that it met the criteria in P8 1 150 when it adopted the
recognilion and measurement principles of ASC 980 for the economic effects of rate regulation.

Specifically, TS 150,18 and 19 stato:

“Paragraphs P8 1130.19- 24 identific soie of the other saurces that a public sector veporting entiny might
consull fo avsivd (n sefecting occounting policies amd diselosures that comply with parageapdy 15 113003,

Pronouncements ivsued by other hodies authorized to txsue geoovmthig standards may be wseful sources (o
ezl Por example, geconnting provouncenants published with the authorvity of the Canadian Accounting
Stamcderds Board {AeSB), International Acconnting Standards Board (IAS8), U8 dederal Acconiting
Stardards Advisory Boaed (FASAR), TR Governmental Accounting Standavds Board (GASE), or
frternational Public Sector Avconeting Stendards Board ((PSASE) are affen importan sourees o consilt on
marters wor covered by prinary sowrces of GAAP or for assisiance fn appling a primaey souree of GAAL 1o
specific civenmstonees, " (Fmphasis added)

Sinee the subjeet of e regulalion s not covered in the PSAS delined “primary sources of GAAPY, In
accordance with PSAS we have considered these additional suurces.

W note that the sources listed i parageaph 19 arehighliphted as examples of important sources to consult
rather than being an exhaustive list of sowrees thal should be considered by a public sector reporting eniity when
selecting an aceounting policy. This view is suppomted by paragraph 1R, which states that P3 1150.19-24
“fefeniif seme of the other sources ™. The [rameworks referenced in paragraph 19 include framewonles from
ather jurisdictions, meluding frameworks for profit oviented enlerprises, as well us frameworks specilically
developed for public sector entities, which indicates that TS | 150 does not vestrict public sector enfitics from
consulting framueworks thal were primarily developed loe entities other than puhlic sector reporting entities as
long as the critevia in TS | 130 are met.

1n the absenece of puidance in an accounting framework, preparers and auditors are required to apply judgment in
the development ol accounting policies. Unli] AcSB, GASD and FASD issued their guidance on rate regulation,
utilities and their auditors were solely requived to apply judgment. Currently, FASB requires, snd TASB (through
IFRS 14), ASPL and GASE permit, the recognition of the economic effects of rate regulation when an entity
meets defined criteria, PSAS is silent on the application of tate regulation and, a5 8 result, ulilities and their
aditors are required to apply professional judement in considering other aspects of the GAAP hicrarchy.

AcSB

Within AcSH, Fart T - TFRS and Part IT - Accounting Standards for Private Eniceprises (ASPE) provide limited

guidance on the accounting for the econamic effects of rate repulation as discussed further below,

~ LR )
LASE has nol completed its current project on rate-regulated activities and corrent standards only include an
mterim standard (i.c. IFRE 14 Regwlatory Deférred Aecownts) thal allows an entity within its scopée 1o
continue to account for rate-repulated activities in a manner consistent with its pre-IFRS accounting

Framewaork. The pre-1WRES aceounting framework for those Canadian rate-regulated entities that have adopted
2
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TFRS 14 15 the legacy Canadian GAATD included in Pare ¥ of the CPA Handbool, As Part ¥ did not include a
separale seelion en the recognition and measurement of regulatory assets and Habilibes, entiics reporting
under Part ¥V have ufilized the GAAT hievarchy in accordance with Sections | 100,04, 24 and 328 to adopt
ASC 9a0 enidance for rate-resnlated activilies.

— ASIE
ASPL delines 4 rate-regulaled entily, provides guidanee on certain aspeets of the diselosure and presontation
of imformation in the financial statements of rate-regulated entities through AcG 19 Pisclosures I entities
subiject to rate regalation, and provides specilic guidance under lour Seclions (3061 #1845, 3465 Dcome
Lemves, 3975 Disposcl of long-lived assety and discontinmued operations and 3830 Mitevest capitalized). While
ABRTE provides no specific gnidance an the recopnition of repulatory assets and linhilities, it clearly allows
such aceounting for entities thal are subject o rale regulalion. For exumple, AcG 19 par. 7 requires
disclosure of assets and liabilities recosnized solely as a result of the effects of rate regulation which would
niot e a possible disclosure if such effects could not be recorded [ the emtity’s fInancial staléments.

Rale-regulaied entitivs reporling under ASPE have used the GAAP hicrarchy to adopt the recognition and
measurement guidance for regulatory assets and liahilities of ASC 980,

FASAB

The “FASAR Handbook af Federal Accownting Standards and Other Pronouncements, as Amended ("FAS4R
Hendbook") " contains the body of acconnting concepls and standards lor the LIS, Federal Government,
FASAB does nol provide secounting guidance for entitics with rate-regulated activities, Hovwvever, we
understand from our commumication with FASAR that the FASADL GAAP hierarchy of accounting standards
allows federal entities o apply VASE standards [or mailers nol addressed in FASAB standards,

As an example, the TLS, Departotent of Liergy (“10L™) reports under the Statement of Federal Financial
Accounting Standards (SFFAS, which is an aspect of FASAR) and recopnizes repulatory assets in its
financial statementst, Exlracls [rom Lthe note 1.4 Basis of presentation and note 5 Regulabory Assets are
as follows:

Naole LA Phese consolidated and combined financial statements hove been preparad (o repart the financial
pasitton and vesulis of operations of the United States (U8 Depariment of Linevey (the Departiment or
DAL The statements were prepared Fom the books and records of the Depariment in accordones with
gererally aceepied accownting priveiples applicable ta federal entities,

WNaote & " The Depariment 's PMAs record cerfain amounts as assefs in accordance with the Financial
Aeconnting Standards Bocard’s Accomniing Standerds Codification (EASR ASC 980, Regulated Operations.
The provisions of this standard requive that regwlated evrerprizes reflect rate aotions of the regilater in ihelr
Jinanciod statements, when aperopriate. These rale acifony can provide reasonable assurance of the
exisience of an assed, redice or effminate the value of an axsal, or impose a Hahifity on a regulated
entarywize, i arder to defer incurred eosts wnder this stemdard, a regulated entity must have the statutory
crtetliar ity fo esiablivh raies that recover all costy, and those rates musi be charged (o and collected from
customers.” (Emphasis added)

We note the 1DO's regulatory assets include balances arising from a variely ol lransactions, including debt
[inancings, repuyments lowards proviows funding of generation assets, and provisions for costs inowred to be
tunded through future aperations,

GASD

GASE 62 permits (i.e. provides a choice t0) a governmental entity to recopnize the econamic effects of rate
regulation in financial statements for periods bepinning alier December 15, 2011, Belore the issuance of GASBE
62, proparvrs and auditors were required o apply judgment as to whether a govermnmental entity could apply
ARC OB (previously called FAS 71). GASH 62 section “How the Changes in 'Uhis Statement Will Limprosve
Vinancial Beporting™ states Lhat:

“The reguirements in this Siatcment will fniprove flunarcial reporting by conreibuting o the GASRE v efforis tn
eodifl all sowyrees of generally accepted qoconnting principles for siate and local governments so that they
derive fFom u single source. Thiv effort brings the authoriiative aecounting aind financial reporting literature

! htpesfaa enerey, povwsilesipiod fles 2016/ LIRHDOE_TY2016 AT pdl
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tagether in one place, with that puidanes modified oy necessary to appropriately recognize the govermnanial
erviramment and e needs of coverimental financial statement wsers, Jowill eliminate the nead for finaneiol
sdatement pregarers and aoditors fo determime which DASE and AICTA proncwcement praisions apply to
state and focal povernments, therefny resulfing in a more constetent appfication of applicable gridance in
fencicd stclements of state and focol rovermmerits, " (hnpdhasis added)

GASE 62 par. 149 states that “[f some of a business-fype aclivily s gperafions are regluted and meet the
eriterio of pavaseaph 470 and the entite alects to amuly parggraphs 476 300, those provisions showld be applied
ter amdy therd poviion of the Swsiness-lype oelivity 's aperoilons. ™ (hephosis added)

IEsAS
IPSAS does nol provide accounting guidance for entities with rate-repulated activities.

FASHE

‘T he recopnition of the economic effects of rate regulation dates back to the carly 1900z, FAS 71 required an
enlily to recognize the economic effects of rate regulation in financial statements for fiscal years heginming after
Tiecemher 15, 1953, Betore the issusnee of FAS 71, preparers and auditors were required to apply judement
with respect to the development of accounting policies to recognize the economic effecls of rate regulation.

ASC 980 must be applicd by enlitics that meel cerlain eriteria, Section 10-15-2 of ASC 980 states that “The
oildance i the Regidated Operattone Topie applies o gereral-purpose extarnad financial sialements of an
entity et fray vegulated operations fhat meei ol of the followivg ovftevio.. "

2. Tow docs TESO compare to other TS(r entities in North America?

There are nine 150 entities in Narth America; seven in the 115, and two in Canada (TESO and AESO). 1L is
important to note that, similar o 1580, 7 ol the 8 other IS0 entities across North America are not-for-profit
organizations (the 8% one 1s an LLC, non-stock company), 7 ol the other 8 ealilies recognize the balances of
the market pasticipants and 6 of the other & entities recognize the economic effects of rate regulation (see
Appendix O for & summury ol these nine entities). All these entities state in the notes fo their financial
statements that their activities include the recovery of admimistrative {ges lor collecting amounts from the
disiributors of electrlcity and paying the contracts of the generators of electricity,

The two entitics that do not reeognize the coonomic ellecls of rale regulation are California IS0 ("CATSO)
and Soulthwest Power Fool (“SPE™), CATSOYs accounting framewaork is GASE, which pormits the recognition
ol regulatory asseis and liabilities while SPP’s accounting framework reparting is FASE, which requires the
recagnition of regulatory assets and labilitics that meet the eriters under ASC 980, Based on the
communication between IESC and CATSO, we understand that the latter concluded that the need to recognize
repulatory asscts and liabilitics {under FAS 71) was no longer necessary since it bas other mechanisms in place
to adjust its rates (undet certain conditions} up or down, to cnsure their revenue reguirement for the yvear is mel
and, s 4 resull, il does not have any variance aceounts that would qualify as regulatory assets or liahilitics
under ASC 980. Bascd on the communicalion between IESO and SPP, we understand that the latter does not
hive any variance accounts that would qualify as regulatory asscts or halahtics under ASC 980,

Although the [ESO and 7 of the other 8 LSO entities are not-for-profit organizations, none have adopted the
accounting for not-for-profit organizations a3 they do nol mecl is erileria. PSAS delines a governinent not-for-
profil organization as a povernment organization that has all of the following charactenstics:

(@)} Ttisaseparate entity with the power to contraet in ils own name aod that ean sue and be sued.
(b1 Tt has counterparls vuiside the public sector as delined in paragraph 02,
(e) ILisan entily normally withow transferable ownership interests,
(e} It is an entity organized and operated exclusively for social, educational, professional, religious, health,
charitable or uny other nol-lor-profit purpose;
(&) lis members, contribufors and other resource providers do not, in such capacity, reocive any linancial
relurn dircelly [rom the organization.
The TESD does nat meet either eriteria (d) or (), a3 il provides services lor the [ees 1t receives which would be
considered a finencial return,
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3. Was the GAAT hierarchy appropriately applied?

L aceordanes with P 2121002, the 180 can adopl a new accounling policy, (o reflect the soonomic elfecls of
rale regulation, only i1l i3 considered thal the change ol sceounting policy would result in a more appropriate
presentation of events or transactions in the financial statements of the povermnen, PS 2120002 states that

o change i1 an aoconnting policy may be mdde . iy conyidered thai the change would resull in a more
apprenviate presentation: af everis ov ransactions in the finanetal statemenis of the governmment,

Asz stated in the IS0 s 2016 (inancial statements, the IS0 believes thal the recognition of regulatory assels
and labiliies better reflects the ceonomic substance of TESO s operations and enhances the relevance,
transparency and accountability of its financial reporting.

PSAS dows nol explicilly address the secounting lor ransactions in 4 rale-regulaled environment. Smee PSAS
15 silent regarding the recognition of the economic effects of rate regulation, in accordance with T'5 [ 130,05
IESC may consider other sources in the GAAP hierarchy to deternine appropeiale accounting policies for
transaclions in 4 rate-repulaled environment, Using the GAAP hicrarchy 15 a choice, not a requivement, As
fronn 20 6, the TESC chose to use the GAADP hierarchy fo adopt the recognition and measurement principles of
ARC 980, Said dilferently, the decizion lo adopl regulatory accounding in March 2007 for its 20016 [nancial
statements i3 not prohibited as the choice was made Ty the TESO Board at that time based on its view that the
finahcial statement presentation better reflects the econoinic effects of rate regulation. PS1150.03 stales;

“When the primary sources af (FAA P do not deal with the accatniiing and repoviiug in fliarcial statemenits
af transactions oF avents encomntered e the prliic sector reporting eniity or additional gaddance is feeded
io apply a primary source o speeific circumsiances, the selection of an appropricie aecounting polfey
reguives the exercise of professional judoment, In these circwmstanees, a public sector reporting entitv
showld adopt accoumiing polivies and diselosnres that gre consistent with: {Lmphasis added)

ferd the primey sources of (GAAP; and
(hi the application of the concepts deseribed it FINANCIAL STATEMENT CONCEPTS, Section PS 1000

Based on PS 1150.03 above, the selection ol an appropriale sceounting policy requires the exereise ol
professiondl judpment and these policies have to he comsistent with the primary sources of GAAT and the
concepts in PS 1000,

Primary sources of GAAT

As mentioned above, PSAS does not explicitly address the accounting for fransactions in a rate-repulated
environment

Although TS 3210 Assefy applies for fiscal years beginming on o after April 1, 2017, we have considered and
concluded that this new standard does ol provide any guidance on the accounting for the economic ellects of
vale regulalion.

If the concepts of the other source of GAATP (e, ASC 980% are in conflict with PSAS then PSAS prevails

(P58 1150.12). Vor example, PSAS does nol recognize intangible assels (PS8 3150.03 and PS 1000 .38). So il
regulatory assets are congidered to be mtangible assets, they would not be allowed to he recognized through the
other sonrce of GAAP, As discussed in response 1o [ssue 12, manapement of the 1550 and we concluded that
ASCOB0 is nol 1o conllicl with PS 3150.03 and PS1000.58 with vespeet 10 intangible assets.

Application of the concepts in P35 1000

A required by PS5 1150605 (b), we need Lo analyies whether the concepls in the olher source (e, US GAAP and
ASRC 980} are compatible with the (i) qualitative characteristics of financial information, (i) the elemeants of
financial statements, and (iif) the recognition and measurement criteria in P45 1000, Based on the analysis below
atd in response W issue 7, we beliove thal these coneepts under US GAAP are consistent and comparable to
those under PSAS, '
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(i

Chuclitaiive Characteristics of Finanviad nformation

FASE

PEAS 1000

Evaluation

Cromcepts and ohjcetives are for both
business and non-business
organizalions s well ss povernmvnlal
units {Concapt #4.3 to £.5)

| Financial reporting should:

— e nsefil in making resonrce
allocalion decizions

— lie useful in assessing services and
abilily o provide services

— Be uzeful in assessing mabagemant
stowardship and performance

— Provide information about
ceonomic resources, obligations,
net resources and changes in them
(Concepl + 4.33-.54)

{it)  Elemens of Fhrancial Stalements

Thiz Scetion deseribes the concepts
underlving the development and use
of gecounling principles in
government financial statements (par,

01)

Vinancial statements should be
relevant Lo the needs of the users and
refiable, Relevance is achieved
through timeliness, prediclability
and accountability value. Beliable
information has the following
chuatacicrislios: representational
faithfulness, completencss,
neuleality, conservalism and
verifiabilily. {par. 28-29)

FASHE

PSAS

Asseix

Trobahle future cconomic benefits
obtained or contralled Ty the entity as
a resull of pust ransaelions or events.,
(Concept #6.25-34)

Economic resources controlled by 4
government as a result of past

[ transaclions or event and fom

| which future cconomic benefits are
expected to he obtained, (par, 13)

Similar az FASE also
considers porvernmental units

Similar

Evaluation

Essential churacicrislios

sitmlar

Bepolatory assels meet the
defimition of assel as
discnssed in respomse to issoe
T

FASR 7175 states that the
HBoard conchided that, for
genutal-purpoze financial
reporting, the principal
economic effect of the
regulilory procoss iy Lo
provide assurance of the
existence of an asset or
evidence of the dimination or
elimination of the
recoverability ol un sssel,

FLiahilities

Trohahle future sacritices of
econonic benefits arising from
present obligations of the enlily 1o
transfer assets or provide services in
the future a5 a result of past
transactions or cvents. (Coneepl
who3s-41)

Present oblizations o others grising
from past transactions or events,
the setllement of which iz expected
| to result in the futwre sacrifice of

ecanomic benefits with Tittle or no
dizerelion Lo avoid seillement., (par.
44)

Essential characleristics
similar

FAS 71.11 states that rale
getions of 4 regulator can
impase a liphilityona
regulated enterprise. Such
habilitics are usually
ablipations to the enterprise’s
Luslomers.

Hevenues

Tnflows fromm delivermg or producing
goods, rendering services or other

Increases 'il'l COONMONIIG TESOUTCEs
resulting from aperations,

Although PEAS 15 bused on
the change in the halance

i
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FASE

PSAS

Evaluation

activities that constilute the entity's
central operations. (Concept #6,78-
)

lransactions and events of the
accounting period. (par. 46)

sheot assets/liabilifics model,
the revenue recognized for
regulutory wssels would not
be contradictory to this
concepl.

Ex p"eﬁ;es

Outllows rom delivering or
producing gonds, rendering services
or carrying out other activities that
comnstilute the eniity's central
aperations, (Concept # 6.80-81)

Decredses in Ceonomic rosuurees
resulting from nperations,
transaclions and events of the
aecounting poriod. {par, 49)

Ezsenlial characlerislics
sumilar

i) Recapnition Criteria

lhe: definition of an clement of the
financial statements, must be
measurable with sullicient reliabilily,

he relevant and he reliable. (Concept
i 5.604)

PRAS

To be recopnized, an tem musi
have an appropriate basts of
measurement, a reasonable
eslimate can be made of the
amonnt and if the item invilves
oblaining or giving up filure
commomie benohits, it s cxpected
those benefits will be abtained or
given up. (par, 55)

Tn the absence of appropriate public
sectol recopnition and
measurenient eriteriy for
intangibles, all intangihles,
including those that have been
purchased, developed, constricted
or inherited in right of the Crown,
are not recognized as dssely
government financial staterments.
{pat. 38)

. Evaluation

Lissential characteristics
similar

Bepulatory assets have an
appropriate basis of
measurement (i.e. historical
o).

A reasonable cstimate can be
made of the regulatery assets
as Lhey represent the
difference between the
awount pald to a supplier for
goods or sorvices received
and the amount collected
[rom the customers throuzh
the market participants.

As the repulatory assets are
gpproved by the OEB for
future recovery in rates, the
1ESC is the only parly (hal
will realize the cconomic
benefits (i.e. the receipts of
cazh),

Az discussed inresponse to
issue 12, resulalory assels are
not considered imtangible
assets, Tntangible assets are
non-lingneial assels,
Regulatory assets are
financial assels as defined in
PS 1000 as they will be used
ta discharpe existing
liabililies to the gencralors of
clechicity,

I'AS 7173, The Board
concluded that, for peneral-
purpose financial reporting,
the principal economic ellect
of the regulatory process is to
provide assurance of the
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FASHR

TEAS

Fvaluation

existence of an asset or
evidenee of the diminution or
elimination of the
recoverability of an assel,
The regulator's rate actions
affect the regulated
enterprise's probable lutury
benefits or lack thereof. Thus,
an enterprise should
cupilalize a cost il is
prohable that future revenue
approximately equal to the
cost will resull through the
ratesmaking process.

(i) Measremant Critavia

FASE

PHAS

Evalualivn

Measurement hasis dependent upon
alure of iem. Historical cost basis,
replacement cost, market value,

Primarily vsing historical cost
basis. Replacement cost and
realizahle value are also used, hut

Lissential characteristics
similar

Repnlatory assets are

[ # 5.65-, ; :
(anseit 56310 measured al bistorical cost,

in limited circumstances. {pac. 60

Evaluativn whether regulatory ussets under ASC 950 meet the definition of Assets as per Section PS5 3210

Munagement of the IESOQ and we concluded that ASC 980 is not an cxemption from the application of 115
GAAT (see discussion in response to issue &) and regulatory assets under ASC 9580 meet the definition of assets
uther P8 3210 (see discussion in response Lo dssue 7).

Other sources of GAAT

Since the concepis in US GAAP and ASC 980 are consistent with PS 1000, 1ESO needs (o determing Lhe other
sources of GAAP that it can use in referenec to the evtera in PS 1150, Tt should be noted that 1S GAATP is the
only widely applied accounting framework that provides detailed puidance an rate-regnlated acconnting to be
applied lo general-purpose external fnancial statements.

Criteria of PS 13008

Application of PS 1150.08 is required, in the absence of a source in Canada that specifically provides guidance
on lhe aceounting for rale-regulated ransaciions, to ensure thal the altemative source of GAAP i consistent
with 5 1150005,

“A public sector reporiing entify copsulls someces ofher than primary sources of GAAY 1o assist in sefecting

aecomting polfcies and divelosnrey onfy when these sources comply with paragraph PS 113005 The public

sectar repariingg entity evaliaies sauvees in selecting the appropriate accounting policies and disclosures

Bowed o all of the jollowing criteria: '

fal The specificity of the sowrvee A sowrce that deals with the specific civewmstances is likely to he more
velevant thaw one fFom which the public sector veporting emiily nist analogize,

(b} The aunthority of the issner vr author — A source Gssued by an accownting stondard setter in ity own
Juwisdiction is el to he mare relevant thar a source issued by atliers in the same furisdiction,

fod the contined relevance of the sonrce — The possege of Hme map diniinish the relevance of cerlain
SOTFCES.

(di The develapment process for tha sowvce A sowrce develaped affter extensive consultation and debare 15
likely 1o be more relevant than a sonrce developed withowt swel diseipling ™

As disoussed in response to Issue 1, Part [ - IFRS and Part 11 - ASPE only provide limited guidanes on the
accounting for the economic effects of rate regulation. As stated there:
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e ASPE defines a rate~regulated entity, provides puidance on coerlain aspocts of the disclosure and
presentation of information in the financial statements of rate-repulated entities theough AcG 19
Diseloswrey by eniities sulject to vafe regdation, and provides speeilic guidance under [our Seotions
(3061, 3465, 3475 and 3850). While AST'E does not provide specific guidance on the recognition of
togulatory assels and liabilities, il elearly allows such sccounting lor entilivs thal are subject to rate
regulation, For example, Ac(t 19 par. 7 requives diselosure of assets and Habilities recopnized solely as
a result of the effects of rate regulation which would ot be a possible disclosure if such effects could not
be recorded n the entity’s financial statements. Entitics reporting under ASPE have used the GAAP
hierarchy to adopt ASC 230,

s |ASB has nol compleled their corrent projecl on rale-regolaied sctivilies and corrent standacds only
mclude an interim standard (1., IFRS 14} based upon whal was done under previous GAAP, Enlitics
reporting under WRS, which meet the criteria in LIRS 14 have also previously adopted ASC 980,

Rate-regolated entities in Morth America reporling under US GAAP, GASB, FASAB, ASPE, IFRS {entilivs
which have elected to use TFRS 14 upon transition to TFRS) and legacy Canadian GAAT hefore the Clanadian
eolilies lrunsiioned o IFRS (or 1o olher aceounling frameworks) generally all recognize the economic effects
of rate regulation in accmdance with ASC 980,

As aresult, based on PR 115008 (a) and (b), in the absence of o specific source in Canada that provides
detuiled guidance for the aceounting {or lhe ceonomic elleels ol rate regulation, management of the IESO and
we have concluded that ASC 980 iz the main sonrce that deals with the accoumting for the economic effects of
rate-regulated activities and is therelore a relevant source,

Criteria - Evaluation _ -
Source deuls with the speeilic elroumstance Yes, ASC O8O Hegulafed Operations
Source 1s issued by an aceounting slandard seller Yes, FASBE

Bource continues to be relevant % es, shll used by rate-repulated entitics

Sowrce uses a consultative process and deliberation Yes, comprehensive consultative process and
when ceveloping policies ; deliberation

Accounting foe the economic elfects of rate regulation under ASC 980 by Canaclian rate-regulated entities is a
long-standing practice in Canada i g varicty of different industies. Althowsh it is clear that industry praclice
in and of itzelf is not a sufficient basis for developing accounting policies, we note that this industry practice
bas continued 1o be scknowledged and recognized by the AcSB, including by reference (o the dizelosure and
other requirements addressing rate-rcgulated accounting m ASPE, the AcSB's deferral of the adoption of TFRS
in Canada for entities with rate-resulated activities, aond the AcSI¥'s continued participation in the TASR s
projoct on rate-regulated activitics, including their involvement in dratting IFRS 14

Based an the judgment exercised by its management, TES0 and we believe that the recopnition of the economic
cileets ol rate regulation results is a L presentation of the [inancial alfairs of IESO in accordance with PSAS.
Based on discussions with the TESC), we understand that most, it not all, users of TESO s financial statements
(including the 115507 Board of Directors, Provingee of Qntario, 0L and Interveners, QOPCL, OFG, Lydro One,
LDy, and ather ISO entitics in North Ameriea), exereising prolessional judgment, belicve thal the recognilion
of the economic effects of rate regulation provides hetter imformation, is well understood and results in a fair
presentalion in aceordance with GAAP, I lurther provides users of financial stalements with relevant and
understandable miormation that represents faithfully how the impact of rate regulations affeel the eotity’s
financial pasition, performance and fiture cash flows. As mentfoned earlier, 6 of the & other TSOY entities across
MNorth America recognizs the ceonomit elleels of rale regulalion as 11 is considered (& best support the Gair
presentation, transparency and accountability of thetr financial reporting and the two that do not do 5o do not
have eligible lransactions for recognition under ASC 980, “This ensures compliance with PSAS 115011 which
slalos;

T selecting appropriate accouniiug policies and disclosures, interpratations of o source do not corstinite

evidenee that the criferia in parggraph P8 115003 have Bean met i s Ikely that most parifes, exereising

prafessional judmnent, vowld refect them ay net resulting in g faly preseriation tn aveordance with GAAP "
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4, Do the nther sources of GAAP under PS 1130 prohibit the use of US GAAPY
Mo, PS 1150 identifies some of the other sources that an entity might consult, TS | 150018 and . 19 state;

L&, “Pevagraphy 25 1I30 19 24 ideniify some of the offer sourees ot o pulilic sector reporiing entity
might consult to assist in selecting accounting policies and disclosures that comply with pavagraph £5
11300057 (Emphasis added)

19, " Pronouncentents tnsncd ine ather bodies anthorized o issue accouniing standards meye be wsefil sonrces
fo consult. for examiple, gocomting pronourcements pubfished with the authartty of the Cariadian
Accownting Standardy Board iAc8B), intermationa Aecownting Standards Board ((A58), US Federal
Avcotwiting Standards Advisory Board (FASAR), U8 Gevernnental Aecownting Siandarveds Bocrd (GASHY or
dnternational Public Sector dceonwniing Standards Boagrd (TPSASE] qre oftan inportant sources to consulf on
matters not covered by primary sources of GAAP or for ssisionce inappling a primary seurce of G448 to
spaaifio circumstances, " (FEmphasis added)

In response lo dssue 1 we sel ould linkages to RS, ASPL and GASD and identified that FASAB and TPSASHE
dn not explicitly provide any relevant guidanee lov the recognilion and messurement ol regnlalory balances. In
addition, while FASE iz not specifically mentioned as an example of ¥fmpartant sowrcey to consult™, 1t 15 also
not prohibited. FASEs guidancs is also specifically mentioned in GASD and is the basis o which ASPL and
TFRS |4 rate-regulated accounting has been applicd. Therelore, through the PSAS GAAP hicrarchy, a rale-
reculaled vnlity can Oratly consull ASPL as a source of GAAP and subsequently through the ASPE GAATD
hierarchy, consult 1S GAAP and use ASC 980 for guidance,

As mentioned earlier, U3 GAAT is the only widely applied accounting framcwork that provides detailed
guidance on rale-regulated aveounling lo be applied (o general-purpose external financial statements, As stated
m TS 115008 (8) “a sovrce that deals with the specific eircumstances fs ety (o be more relevent than one
Jrom sehich the public sector veporting entity winst analogize ' Asarvesult, the TESCY believes that ASC 980 15
an important and aceeplable source (o consult oo matlers not covered by PSAS provided it complies with P5

[ 150.0%,

5. Did Part ¥ of the CPA Canada Handbook — Accounting (the “legacy Canadian GAAPY or “Part V')
pravide an exemption to use ASC 9507

1t is important to note that the legacy Camadian GAAT under Tart Vi still relevant as Canadian ratcsrogulated
entilivs reporling under IERS 14 are required through [FRS 14,11 to continue to apply their previons (GAAT
accounting policies for the recognition, measuremend, fmpaiment and derecognition ol regulalory assels and
lisbilities, which were accounted for under Part V.

The GAAP hicrarchy under PEAS, Scotion 1150 issued in 2005 was ellective for fiscal years beginning on or
after April |, 2003, while the GAAT hierarchy under Part V of the CICA Handbook, Scetion 1100 issued in
2003 was ellective Tor fscal years beplnning on or after Apeil 1, 2005, As analyzed in Appendix F o this
document, hoth GAAP hicravehics are consistenl excepl loran exemplion fom applying Section 1100 pranted
to ate-repulated entities between 2003 and 2008 wunder Part ¥V (“Original Scetion 1 1007, After 2008, the
exemplion [rom applying Section 1100 was removed from the GAAY hisrarchy under Part V' (“Revized Section
(TR

Origingl Section 1100 wnder Part ¥ was applicable for fiscal years beginning on o after Cetober [, 2003,
excepl for rate-regulated eolilies. Ao exemplion from applying Original Section 1100 was granted fo those
entities pending resolution of the AcSE project on rate-regulated operations.

32 "This Section applies fo fiscal years beginning o or gfier Oetaber |, 2003, except in the
circiniances deseribed in paragraph 110034, Earfier adoption is enconraged,

A Pending completion of a sepavate profect on rate-regidated apevations, an enfity i not regquired to
apply iy Section to the recopniiion and measticement of assets and Nabilities arising fFom rate
vegilation, Entitics qre pequived to apply this Section fo afl other asseds andd Babilities for fseal years
bepivining oot o gffer Qofober [ 2004,

35 Anentity that chooses nol to agply ihiy Section (o the recognition and measurement of assefs and
ftahilities arising from rate regulation s required to complywith all diselosure reguivementy of GAAP,
amd fo ofizclose the nature of the differences between its accomiting policies for assets and fabilities
aristng front rate vegrilation and those required by the primary sources of GA4P " (Emphasis added)

1
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As explained in the Basis for Cohclusions of Original Section 1100 of Part ¥, the Acsl granted an exemption
[ror the application of Section 1100 to the assets and Habilitics s from rate repulation in the GAAT
hierarchy pending completion of a separate project an rate-repilated operations,

A0 he AeSB considerad whether io gramt temporory relief from the application of Sectios 1100 f0 amp
fipe af eadne (iven the AcSB's active praject on rate-regulated operations, menibers wers swinpathatic
tor the et that suck an endity may make changes fo adopt Sectfon 1100 amed then have (o make flrther
changes (perhaps reversing previony decisions) fo adopi the fiture requivements of ey O
Hanahook - Accounting amendmenis velated to rate-repulated operations. However, the AcS#
expressed concern with a Slanket exclusion of rate-regulated operaiions from Secifon 1100 The AeSB
rertedd that the specific isvues that rate-vegulated aperations face in applying Section 00 appear to
iy caly e lose assets and Dabdlities ihat ave affected by rate vegidation. e AeSE did mot seea
nzed fo provide an exemplion front the reguirementy of Seetion 1 TN for any othen aspect of aocounting
' a rate-regulated operation. Furthevmore, the AoSRE qid not have sufficient information 1o develop o
vobnst definiiion of o "rote-regidated vperadion”. Muny enlities nnderiake boilt rale-regulalvd
aciivities, and other activiffes that are wnaffecied by rate regulation, The AcSE did not ree validity in
exempiing those activiifes wnagffecied by rale regulation,

B Avvordingly, the AcSE granted femporery vedicf from the application of Section 11 anby fo the
vecomition and measirement of arsets and labilities avisig from vate regulation, pewding completion
of et separeie profect on ralé-regmduted operations. Eatities are reguired 1o apply Section 1100 fo all
edher assets and fabilities for fiscal vears beginning on or gfter Cetober 1, 2003, Faritics that choose
not to apedy Section [O0 1o the recognition and meastivement of asseis and labilities arising from raie
regrplation musi qonetheless comply with all diselosure requivements of GAAP, and diseloe the nature,
but wat mecessarily the effect, of the differences hetween fts aceouwnting palicies for assets and Nalilities
arising from vate reglation amd (hose requived by the primary sonrces of GAd P " (Emphasis added)

As the AeSB s project for rale-regulated operations was stopped in 2007, the AcSE amended Section 100 to
remove the temporary exemption granted o rate-repulated entities. Mandbook revision release no, 47, dated
ecember 2007, stated:

"Deleted pavagrapfr 1I00.34-35 ta remove the tewparary exempian from the requirement to appl) this

Section to the recogrition and measirement of asseds and Tabilities avising fFom rate regudadion, and a

disclosre requivement refafing (o this axemption. ™

“ddded paragraph 328 to specify the effective date of this Seciion a8 it pertains to the recogmilion mm’
measirament of wssels and labilities arising fom rate regudoiion.” (Lmphasis added)

As avosult ofthe 2007 amendment, rate-regulated entities were required to apply Revised Section 1100 to the
recognition and measurement of assets and liabilities arizing from rate regulation. Paragraph 328 was added Lo
Seclion 1100 as follows:

“. 328 This Seation anplias to the recopnition and measurement ol assets and labilities arising from raig
vegtlalion in feterim and anmeal francial statements relating to flscal years beginning on or afier January
12009 Rate regylation exists when alf of the following criferia are present:

) The rates for repudated sarvives or producty provided o ciistomers are esiablished By or are subject o
cpproven by a regulator ar a governing body empowercd by siatiie or coniract to extablish rates tn bz
cltaroed far services or praducs.

(B The remalofed rates are designed fo recover the coxd of providing the services or products,

fe) I iy recsonable to assunie thal ratey sef af levels that will vecaver the cost can be charged to-and
collected from enstamers in vievw of the demoed for the services or producis and the level of divect and
iRdiveet conpelition.

Commencing in 2009, rate-regolated entities reporting under Part ¥ used Section 1100 and concluded that
while the primary source of GAAP did not provide speeilic guidanee on the recognilion and measurement of
regulalory sssels and Habilitics, impacted entitics were able to apply the GAAP hievarchy to reach & conclusion
that ARC 980 (then FAS 71} was in accordance with Canadian GA AP,

It Is useful to analyee how olher sources ol GAAP under Scotion 1100 ol the legaey Canadian GAAP have
been applicd o 2009 by Canadian entitics with rate-regolated activities, as the temporary exemption for the

measurement and recognition of assets and liabilities arising from rate-resulated activities was removed [rom
Section 1100,
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A3 antine should apphe every priveay sowvee of GAAP that deals with the gccouriting and reporting in
Sineciad statements of ivaasactions or events encouniered by the enlity,

A When the privary sources of GGAAP do not deal with the aceawnting and reporiing in financial
sterfemenis of fransaciions or evenls encommtered by the entity, or additional guidanee iz needed to apply
a primary somrce io specific efrcwmsianees, an eniity showld adopt aeeorniing policies and diselosures
Huat are!
(e consistent with the primary sources of GAAP and

(b developed through the exercise of prafessional Judsment and the applicaiion of the concepts
degeribed in FINANCIAL STATEMENT CONCEPTS, Section 100, "

Ax vxamples, we have provided below exiracls [rom the consolidated Gnancial stateinents of Oulario Power
Generation, Toronto Hydro Corporation and Fotis Tne, for the year ended Diecember 31, 2009 on the accounting
palicies adopted for the recognition and measueement of assets and liabillties arising from rate regulation nnder
the legaey Canadian GAAP, OPG and Fortis are audiled by EY und Toronlo Hydro by KPWMG.
Ontario Power Generation
Vi Te CRCA rewsed fis gridonce on geconnting for rale-vepidated operations, effective Santary 1, 2000, with
arrendments to Handbook Section TI00, Generally Accepted Accowmting Principles, {“Sectonl 1007,

Handbook Section 3465, eame Taves, (“Section 3405 7], and Accmmting Cuideline 19, Dirclosures by
Entities Subject fo Rate Regulation, (M AcG-197) as follows;

= toremove the femporary exemption pertaining fo the application of Section L1100 fo rate-regidated
operations, Including the elfniination of the opporfiity io wee fndusty proactice ay an cecepiable basiy for

" axclelition, gffeciive Jomary £, 2008, with the removed of the femporary exemetion in Secifon 1100, the
Company mit wow gy Section 1100 o the recogmifion of assefs and labififies arising from roie
regdlation, Certain gesets and lahifities avising ffom vate regulation continue to have specific gifdonce wider
a primary sonree of Canodian GA4P that applies only fo the pariicwlar circumstunces deseribed therein,
including those ariviung under Handbook Section 1600, Consalidated Financial Staicmenty, Handhook Secfion
06, Property, Plant and bauipment, Section 3403, and Hadbook Section 3475, Disposal of Long-Tived
Asseis and Disconiinued Operoaffons, Other assels cond labilities arising from rafe regrlation do not hoave
specific puidanes wnder g primary sonrce of Canadion GAAP, Thersfore, Section TIOD divects the Campaniy
fo adoot avconsting policies that are developed throneh the exercise of professional fudement and the
appiication of concepts described in Howdbook Seetion 1000, Financial Stafament Concepty, B developing
these acconnting policies, the Compary may consndt other sourees including pronomcements fesmed iy
baodies cuthorized to lsue geconnting standardy in olfer furisdiciions. Therefore, in accordance with Section
L0, the Company has determived that these asseis and {fabilities qualify for recognifion wnder Canadian
Crd A aned ihis recogniiion is consistent with the Divaneial Accouwnting Standards Board Accounting
Stencards Codification Topic 880 dcconnting for ihe Efecis of Cerlain Types of Bewndation (formerfy
Financial Accounting Standards Mo, 71, As a vesylt, theve i na gffect on the Company s finarncial statements
Jor the vear ended December 34, 2000, with the exception of the Impaci of the amendment to Seotion 3405, as
ddizcussed above. ' (Emphasiy added)

Toronto Hydro Corpovation

“rollowing e removal of the femporary exempion ' rete-rdvadeied operations meltidled i lmidbook
Section 1100 the Corparation devedoped aecounting policies for ity avvels aud Sabilitfey ariving from rafe
regilition weing professional fudement and offier sources issied by bodies authorized 1o fsstie aecouniing
abermelarely i oiber furisdiciions. Upon final assessorent and in aceordance with Handbook Section {100, the
Corporation hay determined that its assety aud Habilities avising fron rate-regulated aotivitics qualify far
recoprition wider Conmedion GAAY and this recognition is consistend with U5, Financial Accowntine
Standaray Soard Aecounting Standards Codificenion 980 — “Regalaied Oparations . Aecordingly, the
removal of the tempovary examption bad na effect on the Corporation s vesafis af operations av of December
31, 20097 {Emphasis ddded)
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Fortis Tne,

“iefleetive Jamuary I, 2009 the Canadian Accounting Standavdr Board (the " AcSB ") amended the Coamadian
frstitute of Chartered Accountarts (“CTCA ") Randboolty (1) Seotion 100, Generally dccepted docoiniting
Pringiples, removing the femporary exempiton providing refief to eatiffes sulifect fo rafe regadation from the

regidaiion; umnd (Fi) Section 3403, dncome Tuves, o reguire the recogaition of fifnee income lax fabifiiies and

asety, aw well ax offieiting vegudatory assety and Hahifities, by cufifics suhject to vafe regulation.

Effective Jamwary 1, 2000, witli the remioval of the temporary exempiion in Section {00, the Corporation
sitast ot apedy Section 1100 to the recovniiion of asseis and fabilitfes drising fFom refe regudation. Caricin
auseds and Hohilities arising fom rate regulation cortinue to have specific puidance under a priimey souree
of Canadian GAAT that applies onlp to the particular virewmsiances deseribed therein, including those
arising undzr Section 3061, Proparty, Pland and Eguipaieni, Section 3465, Income Taves, and Section 3473,
Disproval of Long-Lived Assets and Tiscontineed Opevarions, The assets and labilities arising frowm vate
vegulaiion, as described in Note d, do not ave specific puidance under a primary source of Cancadion GAAP.
Therefore, Section 1IN divecty the Corporation to adopt accounting policies that are developed through the
exercise af professional fudement and the application of concepts descortbec in Secfion T000, Dinareiol
Stevienent Concepls. fn develaping these gecounting policies, the Corporalion may consull other sources,
including promouncemeants isswed by bodfes autharized fo isswe aocownting standavds in other furisdictions
Therefore, fn accordanee with Secticn 1100, the Corporalion fray defermined that oll of ity regulaiory assels
gl fiabilittes gualify for recognition wider Canadian (TAAP, aud this recoguttion it consistent with the TLS
Fimancial Aceannting Stondards Board's decounting Standard Codiffeadion 980, Restdated Uperalions.
Therefore, there was no gffect on the Corporation s consofidaied financial stafemeants as af Janucary 1, 2009
ay g result of the removal of the temporary exemption fivm Section L™ (Emphiosis added)

Since the appllcation of the GAAP hierarchy (see dizcussion al issue 3), the financial ststement concepls (see
discussion ul issue 3), and the delmitions of assets and Habilitics (sce discussion at issue 7) under Part V and
PSAS are similar, and since all rate-regulated entities in Canada have vsed the GAAY hierarchy under Part ¥ to
adopt ASC 980, we believe thet WSO can adopl ASC 980 on Lhe basis that il meels the erileris in ASC 980,

G Ts ASC 980 an cxemption from the application of US GAAPT

ABRC 980 is not an exemption from LS GAAR, it is part of US GAAP, There 1s no mention in A5 280 that
slales thal it s wn exerption. This issue was addressed in the Basis tor Conclusions of FAS 71
51. " The FASE Discussion Memorandwn, Bfect of Rave Regulation on Aceounting for Repulated Salerprises,
isgiedd fn 1982 presented o threshold ivsne: "Showld aceomting prescribed by regudatony authoriiies be
cowstdered in and gf itself genevally accepted for purposes of finaveial reporiing by rote-repuloted enterprizes
34. The Board concluded that regilatory-presevibed aceounting shondd not be considered generally vecepted
per se, bl rather that the Board showld specifi how gererally accepted accounting priveiples apply in the
reguiatany ervireient,
35, Phis Statement merel) specifier how the affecty of different ipes ol rate actions are reporied in general-
purpuse financial stafements,”

Wote that references to “repufatory preseribed accounting™ are references to the accounming in repulatory
required reports (e.g., rale applicalions) nol in general purpose financial stalements.

ASC 9R0-10-05.7 allows the recognition of assets in accordance with an order of regulatory antharities provided
that the capitaliration is appropriale under this seotion,

"Aecouniing reguivements thal are nof direetly relafed to the ccononic effects of rate acfions way ke fmposed
an regilated businesses by orders of regnlatory authorities and occogionally by cowrt decisions or slatuies,
Thiv does nol peeessarily mean that those aecouniing reguivements confornn with generally accepled
aeeduniing princiles ((CAAR) Far exaaiple, a repulatory authority way ordar ar entity o capitalize and
amortize o cost tat would be chuarged (o fncome crrvemly by an wnregnlated enlity. Unless capiialization off
that cost is aporopriate wnder this Topic, GAAP reguives the regwdated cntity to charge the cost i cirrent
fucaire, " {FEmphasis added)

ASCHE0-10-05-7 Indicates that only the ceonomiv ellects of rale terulations thal meel Lhe recognilion erileria
undler ASC 980 confinm with GAAT, Az stated in ASC 980=10-15-1, ASC 980 only provides incremental
mdustry-specific guidance for the entities defined in this Scope Section,
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MH-13-1 The Subtopics within the Repudated Opevaiions Topie only provide incremental industey-specific
guidance for the entirfes defined in this Scape Seciion, o as flrther defingd in the Scope Seetions of the
itelivicia! Regilated Operalfons Subtopics. lontities within the scope of this Tople slall alvo conplye with the
applicale guidaice rat fncluded in this Tapic.

Althouph the Basis for Conclusions of FAS 71 have nol been included 1o ASC 9807, they provide usetul
informalion [or the understanding of the Standard. The Basis for Conclusions of FAS 71, in the Section
regarding Relarionshin of Regulatory-FPrescribed dccounting to Generally decepied deconnting Principles,
parugraphy 51- 33 specified how the elfects ol diflerent lypes ol tate actions are reportod n general-purpose
(inanuial satements,

31 "The FASE Discussion Memorandin, Lffect of Rare Begwlation on Accounting for Regululed Enierprises,
presenled o hreshold issne: “Showld aecowniing preseribed by regulatory authorities he congidered fvand of
itself generally accepted fov purposes of financial reporting by rate-repwloted enterorises?

32 Fivtwally ol respondents 1o the Discussion Memorandim indicated that aceouniing prescribed by
regrifatony aubfroviites shonld not be considerad in cond of Ttself generally accepred for parposes of fingneial
repaorting by rate-vegulated enferprives, Respoudents noted that the flction of acconmting is fo report
economic conditions and evenmts. Unless an accowiting arder fndicatas the way a cost will be handled for rate-
mcking purposes, I couses no economic effzets that would jfustifi deviation from the peserally acceptad
decowating priveioles aeolivable fo Dusiness enferpeives in geneecl The mere bevuance of o aecomiing arvder
nof tied fo vale ireaiment does nol choange an enferprise's economic resowrces or ohiigations, T other words,
the ecanomic effect of reguiatory decisions not the mere existence of resudaiion—is the pervasive focior et
dheteeirtines the apnlication of wendrally devepled greomting grinciples.

53 Respondeniy daivo noted that regulgiony-preseribed acooteiting has not been considered pemerally accepred
Jrer se i the pasr,

34, Phe Board conclided that regilatory-preseribed aecounling should not be considered geénerally accepied
prer s, bk vather that the Boavd showld specifiy how generally aecepted goconnting priveiples aoply in the
Fegulatony environmeany, '

35. Sowme respondents to the FASE Exposwre Drafl, Accownting for the Sffects of Regulation of an Exterprise's
Prices Baved an Ity Costs, suggested theat the Board olarify the relationship of this Siatement to win enlerprise's
repilatory decotnting and fo regmdators' actions. Ihis Statement does no! addvess o enterprive s regulatory
goecoutiing. Regulators mgy reguire regulated enterprises to maintain Sefe aocoais fn o fors thet permits the
vegulator o obtain the fnformation needad for restlatory purposes. This Stgiement neither fimits a regrilalor’y
gretions nor endorses them. Regudators' aviions are based on many considerations. Accowiting addresses the
effecis of those actions. This Siatemeant mevely specifies how the effects of different fupes of rafe actions aie

‘This fssue was addrossed during a rate applicalion of OPG (seo rate application number OFB-201 30321 Filed:
2014-03-19, Exhilit 1., Tah | 3, Schedule | Staff-006, Pape | of 2

hilepr e, rils ontariosnerey hosnd. cadeeilrawerdeehdrawer.dllsehd rawenreaM 3200 vicwOPG IR [ssuc%e20l 0 201
U526, 1

Question raised through interrogatory:

"Ulncler ASC Y80, please confivm CPG s waderstanding thal the rafe regudator has the authority fo set and
approve regwlatory aceoniting policies which st ther he faclugded in the financiol statements of the rate-
repulated entity, T wot, please explain

Answer provided by OPO:

“CPLF c'rm_'}:‘irm:v'r'haf the (WER hax the authority to set and approve repidatory qeconting policies for the
pirposes of setfing payment amounts and reporting (o the OEB, Heawever, the OB does not fuve authoriy fo
seld financiol aecomiing regquivemenits, as roted in the EB-2008-0408 Bepord of the Board page 4), nov does
ASC 080 mandare the fnclusion of vepulatery acconnting policles in the frocial stedements of o rafe-
regulated entife

T the FASE s codification project Busis of Conelusions from issued stenderdy were ot carmied forseand intn the A5
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Fiffecme Javmearye 1 2002, P07 is vequived to preparve s finanaial statenseiis in aoeordomce with TS G440
privsisenl bo Chalario Regrdation 39311 wnder the Financial Adwinivivation Act (Ontarial. Where applicable
wirgder LIS CrAAP, QPG prust therefore be i conplicee with ASC 980, AST D80 sets owt specific requivements
fet wecotiniing Jor the economic gffecis of rate repulation (ie., economic banefils or oblisations that are
reguired fo be oblatned from, or setiled with, fhe ratepavers ax a resulf of regulation). ASC 980 does not
requive QPG to reflect the regilatory aecommiing policies prescribed Dy il resilaltor in ity facesciol
steriemerils. I fted, reflecting such policies, other than as pard of gecowtiing for Bhe economic éffecis of

aniedl thevefore U8 GAAP " (Lmphasiz added)
PS 1150.03 is very similar to ASC $80-10-05-7 as both prohibit the recogmition of assets that do not conform
with GAAT,

Similar 1o ASC 980-10-05-07, management of the IESO and we belivve thal P81150.13 allows the reeognition
of wssely in gecordance with regulatory or legislative requirements provided these reguirements are allowed by
Section 1100, otherwize the financial statements cannot be described as being in accordance with GAAP,

PS1130.13: “d public secior reporiing eniiiy moay be pequired io prepare finaicial stafewments in accordance
with reguloiory, legisfative or comtractual regtirements, When these reguivaments are within the range of
aceeptable choices allowed by this Section, the basiy of aecounting can be deseribed oy being in accordnes
with GAAL At tiwmes, conflict hetween GAAF aud repilatory, legislative or contractual requivams s wiay
axist, In such cases. nsers of fnanciod stciemenis negd to kaow thai the sialements are not prepared in
cccordance with GAAP. Therefore, If the haxis of acoowiting weed io prepare such financial statenients
canflicts with the requirements af ihis Sectior, that basis cavnet be described av being in aceordance wirh
Gdds

7. Do regulatory assets meet the definition of asset under TS GAAT, Part ¥V and I"SAS?

PSAN

RS 100035 defincs assets as “economiic rerources corirolled v a povernment ar  result of past ronisaerions
or evenis and from which e economic bengfiis are expeoted o be oblafned  This definition 1s consistent
with the definition of assets in paragraph 3 of the new standard TS 2210, The analysis performed below takes
into aceount the additional guidanee in PS 3210 on whal 15 meant by an ceonomie resouree, control, future
economic benefits and past events and transactions. The analysis of the three essential characlerislics as
detined by P8 32 104 are analyzed in the next table,

Characteristics Additional gidance Comments

They cmbody future The easence of assets are their future The economic benefit embaodied in the
econcmic henefits that | econounic benefits, Assels embody varianes scoounts {Le., regulalory
mvolve d capacity, tuture ceonomic henefits that allow asset) is the right fo collect the

simgly or in comhination | public sector entities to achieve their incurred costs from the custoimers in
with olher assels, objectives. The fulure ceonomic order to settle the Hability for the
provide goods and benefits embodied in assets involve a energy alieady consumed Dy the
services, o provide capacity, singly or in combination with | ralepayers.

{ulure eash inflows, or other assets, to provide goods and

The electricity Act, 1998 (FEA™)
section 23.33(1) states:

“Yhe IESO shall, through it billing
and settlament sustams, make
credfusimeniy in accordonee with the
regulafions that eusure that, over
tirie, pavments by classes o morket
pariicipants i Outario that are
praserifbed fy regulation reflect,

to reduce cash outflows, | services, to provide fishare cash inflows
{pat. 40a)) or o reduce vash outllows, (par. 11)

The tuture econmmic henetits emhbodied
in anasset mav also be o the form of
weneraling lulure cash inflows. Cash
mflews henefit the public sector entity
because cash can be used (o purchase or
lo provide goods and serviees,
redistrilnite wealth or settle lahilities. _
{par. 13) a) amomnis paid fo generaiors, the
Fincncial Corporation and
distributars, whether the amioimis
i elelerminedd wndsr the marke!

15
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rules o ynder xection 781, 782
ar TE5 of the Oatario Ererpy
Board Act, TO08: anef

amannts paid to entrites wigh
wwhont the TESC) fas o procuremieni
cortract, av determined under the
procuresent confraet,

il

—

‘The public sector entity
can conlrol the
economic resource and
aceess to the future
economic benuelils, (par,

4(by)

Economic resources can arse from, bul
are not limited to, the following:
government's own legislalion (for
example, taxes, fincs and penaltics);

(par, D8{c))

A publiv sector eolity conirols the
econnmic resource and access to the
{ulure ceonomic benelils when it:

a. can benefit from the cronomic
resouree through its capacity to
provide goods and services, o
provide fisure cash inflows o to
reduce cash outflows;

h.can deny or repulate sceess Lo those
benefits by others; and

o. 18 uxposed Lo lhe risks associated
with the cconmmic resouwrce. (pur.16)

The transaction or cvent
giving rise W Lhe public
spofor ontity's conlrol
has aleeady occurred.
(parA(c))

[t is the coeurrence ol a past ieansaction
or event on or hefore the financial
slalement date that distinguishes a
present economic resouree conlrolled
by a pullic sector entity from an
coonomic reseurce thal may be
comtralled by a public scetor entity 10
the future, (par, 23]

The past transaclion or evenl thal gives
rise to control of an ecomomic resource
resuliing from exchange agresments or
contracts usually oeeurs l the point of
exchange, This arises when
substantiafly all the benefits and risks of
ownership have been transforred Lo the
public secior entily and normally
coinvides wilh the disbursement of
funds, exchange of other assets or
assumnplion of labilities, (par, 26

oreated by the legislation thal the
enerpy costs TRSO) incors will result in
[uture vash Tows. In the regalatory
ENViTONmMENts, Ncwming cosls creutes
an enforceable right to set rates at a
level that permils TESO o recover
those costs, The adjustment of future
rates is the mechanism the OFH nzes
ty implement the tight.

The LESCr san control fhe asset or
restricl olhers® access to it

Clurrently, the EA section 2533(5)
slales:

“The FESC shall extablish aned
iairtais such varianee aoonunis as
sy be pecesseor Lo vecord aff
amateits payabia or recefvable bl
tader this section. ™

‘The past event giving rise to TESOs
control oeeurs as the customer uses
energy and becomes commiticd Lo pay.

The LESO, through its QLB license,
has the right to colleet amounts [Fom
the customers for the energy
consumed,

FAS 71.7% states that the Board
concluded that, for general-purpose
finaneisl repurling, the principal
economic effect of the regulatory
process is to provide assurance of the
existence of 4n assel or evidence of
the diminution or elimination of the
recoverability ol an asset. Lhe
regulator's vate actions affvet the
repnlated enterprize's prohahle future
benelits or lack thereoll Thus, an
enterprise should capitalize a cost i iE
is probable that future revenue
approximately cqual o the cost will
result through the rate-making
Process,

Conclusion: ‘The ripht to collect regulatory assets meots the delinilion of assets,
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LS GAAE

The Edizon Eleetic Institute (“EEF)s letter to the [ASE dated Movember 23, 2011 related o the TASE Aponda
Comsultation 201 | (see Appendix T) provides analyses of whether regulatory assets and lahilities meet the
definilions of asset and lability under US GAAP and whether FAS 71 is consislenl wilh the FASB Conceplusl
Framework, EET is the association of the TIS sharcholder-owned electric companias representing 25%, of the
ultimate custoniers in the sharehokler-owned sepment of the incustey. Uxteacts from the letter:

Pugre 13: “The deliberafiony resuliing in SEAS 71 wltimately aelmowledoed thad ihere v mo “special
decawmrting” for veie regmduted geiivitles: there are only generalli aecepled gecounting prineiples whicl misi
deconif for fanioir other thingy) the effecty of regulation convistent with fthe UF Financial Reporiing
Framewark, In foct, reculated entities in the TS were alveady accoumting for the effects of rate regilation
althongh 1o varying degrees and noi necessarily consistestlye prior o the ixsance of SFEAS 71 SFAS 71 oid
mat mradice new gocaunting for the effects of vate repulation, rather, i navrowed the scope and recognition
of thase refated previows accouniing practices in order to provide o consistent Framework cnd refined
recogrition and measurenian criteria consisleni with the U8 Frameowork, ” (Emphasis added)

Papes 16 to 19 provide an analysis which supports that regulatory assets and liahilities meet the general
delinitions of assels and liabililies under the FPASBH Conceplual Framework,

“Fapfictt fir the issuance of SEAS 71 (fuow codified within ARC 980), {5 cansistency af tiat standard with the
PASE Conceptiad Framework. ASE Concept Stoiement No, 6 fdemtifies the definitions of elements of
Jinemeial sialements, white Concept Stafement No. ¥ addvesses the relevant recognitfon and nizanoement
criteria amder e FASE s Concapinal Framework, Boil are sumimarized (o the iabfe below aid Geiler
suppart that regrfaiony cssets aind Sabifities meed the peneral definitiony of asseis and fabilities nader the
FASE Conceptual Framewark "

Pacagraphs 3% ancd 59 of the Basis for Conclusions of 1'AS 71 concluded (that regulatory assets mmeet the criteria
ol Coneepts Statement 3 of an asset,

58, “The econamic effect cited by wiost respondents i the abiline of a repalatory aetion fe areate a futire
econontic bengii—the essence of an aeset, For example, consider a regulated enterprise thal incurs cosis fo
repair damage caused by a maior stavm, [fthe regulator approves recovery of the casts thranugh rates aver
sopre fitire period or s expected o do xo, the rate aciion of the remidator creates o new assef that offkets the
veduciion in the danared assel The enterprise hos probable filluee economic bengfits—the adoitione!
reverue thiat will result from including the cost i allowalle costs for rate-inaking purposes. The fiture
Bewefits are obtuined or controlled by the anferprise oy a resull of o pust eveni—incureing the cost thal
resilis in the vate order. Thus, the criteria of Concepis Statement 3 far an qsset gre et "

39, "Most vespondents (hat opposed speciol aeconnting for the effecis of regulation cited the seed for
comparability between regulated and unregnlated enferprizes. Poavagraph 119 of FASE Concepty Steatenient
Na. 2, Gualitative Characteristios of Accownting Tyformarion, indicates that 'L . the purpase of comparison
ig o deteet and explain similarities and differences. " The Board conelided that comparability wonld not be
enhanced by accounting as though regwlation had no effect. Regulation creates different efrcumstances thai
require different acconnting,™ (Eniphasis added)

Az diseussed i response W issue 1, GASBE und FASE also allow lor the application of ASC 980 in [inancial
statoments prepared in accordance with their frameworks.

CGAAP (pre-lFRS)

As mentioned carlier, the exemption 1o not apply scetion 1100 under Part ¥ by a rate-regulated entity was
remaved in 2009, and, as a result, those enfities were allowed to utilize Section 1100, and particalarly parazeaph
32B, in their evalualion ol the spproprisle recognilivn snd measurement ol regulatory assels snd labilites. As
mentioned carlicr, the GAAT hicrarchy under Part ¥ was similar to the GAAT hicrarchy under PSAS and, when
looking to other sources of GAAP, bioth hierarchies required the other sources of GAAP (which included, or did
nol preclude, ASC 980) to be evaluated based on the following criteia’:

£ whether they are consistent with' accounting policies and disclosure within PSAS (or Tart ¥,

2. whether they are conzistent wilth the application of coneepls in Section 1000 of PSAS {(or of Parl V),

I See particularly Part ¥V, section 1100.03 and 07 and PSAS 1150.03 and DS,
17
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3, does the source meet all of the following eritenia {or the other souree:
for)  doals with the specific circumsiance
gl i issued by an secounting slandacd seller
i) continues to be relevant
fef)  uses a consuliative provess and deliberation when developing policies

A rate-resulated entity reporting under Part ¥ was roquired by Scetion 1000 Financial siatement concepis 10
andlyze whether the concepts in the other source of GAAP (i.e. ASC 980} were compatible with the (i)
qualitative characteristics ol fimancial information, (i) the elements of financial stalements, and (i} the
recopnition and measprement criteria in Section 1000 of Part V. These requirements meluded the evaluation
whether regulalory assels and liabilities under ASC 980 met the definitions of asset and liahility under Section
1000 of part V. ’

1t is important to note that the publication issued by the Cffice of the Auditor General of British Columbia
Swmwrary of the Comparison of the Canadion PSAS with the CICA Hamdbook Pard 1V states that the framework
under Part V is either similar to PSAS or silent in some aspeets (sce Appendix E).

Alver the removal of the exemption from Part ¥, all rate-regulated entities conchided that ASC 980 met all the
requirements and continued to recognize regulatory assols and labilities under Part ¥ undil they transitioned o
IFIS or other acconmting frameworks.

Az 4 resull, sinee rale-regulaled enlities reporling under Part ¥ recognized the economic effects of rate
regulation using the GAAT hierarchy and since PSAS has a consistent GAAP hicrarchy sod sccounting
framework, management of the 150 and we believe that a rate-reaulated entity reporting under 'SAS should
also be allowed o adopt ASC 980,

IFRS
IFES 14 is silent as lo whether repulatory assets meet the definition of asset,

However, TFRS has similar 4 definition ol agscls a5 bolh PSAS and US GAAP, and recent developments at
the LASIY are proceeding in a direction that susgests support for our view that regulatory asscts are consistenl
with ihe conceplud] delinition under PSAS,

Tn 2012, the TASH has restarted a project on rate-regnlated setivities. The preliminary discussions that ook place
over the past several months af the LASD meetings indicate that the TASE s tentative thinking is that regulatony
assets and Habilitics meet the definitions of an assel and lighility in the new Conceplual Vramewaork, This was a
combingtion of vears of work at the TASE on the new Conceptual Framework. For cxample, the TASE stall
discussed Agends Paper 94 (see Appendix L1 at the LASD meeting of hune 21, 2017,

Tarapraph |7 states “Duriig the Moy 2007 Board meeiing (yee bafow) we also considered the inieraction
Between the definitions of assets and labilittes and the chavacteristics of defined rate regulation. e
concluded thal o combination of those characteristics suggested that (he rights and olligations created by the
rote-adiustment mechaiism are assets and Hahilities, ay thove terms are expected o be defined in the
Sorthcoming revised Concepttial Framework for Financial Reporting

The TASE staft discussed Agenda Puper 9 (see Appendix 1) a1 the 1ASY meeting of May 16, 2017, which

addressed the new definitions of asset and liability and the related wuidanee under the new IFRS Conceplual

Framework,
Pavagraph 16 states “Respondents lo the Diveussion Paper Reporting the Vinanciol ffecty of Rate Regnlation,
pithlighed iy Sepremher 2004 (the Rate vequlation TP, and pavticipants tn subsaquend outreach ashed us (o
caplarin fine the moce! finks fo fthe forthecoming revisions to] the Conceptial Dromework for Uivaseiol
Reporting (the Conceptual Frameivark), paritentarl)y the definitions of assels and Hobilities. We ontline, in
pegrapfy 17-24, the main aspects of the definitions and supporting puidance that we consider maost partinest
diy understonding e basts for the model. We have nsed the proposals in the kxpostre Draft Concepiual
Frameveark for Finaucial Reporting fthe Conceptual Framework ED), npdated when applicable for the
Soard’s tentative decisions in subsegtient discussions. "
Paragraph |8 states “The definitiony of asvels amd lebilities in the Conceplival Dramework focis on righis and
ohligations, The puidance supporting the definitions hightishts the inportance of conmercial substance and
ihe need for conlractival lerms to have o discernible effect on the economics of o contraet, Tn pavticular,
paragraph 4.35 of the Conceplual Framework LY indicates that fevms that bind neither party have no
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commarotal swhstance and showld be disregarded

Parapgraph 17 (a) stales “Phe Conceptual Hramework ED provides the folfowing defintifons: A asset is a
present seonomic resenree conlrelled by the entity av o reswlf of past events. An econcmio resourse i a richi
that Nas the potertiaf 1o prodiice sconomie bengfiis. ™

Paragraph 149 slales: "The guidance aocompaniing the praposed definition qf an asset highfichis that for an
antity ta have an asser, it must ave a vight that hoth has the potertiol to produce economic banefits for the
eriitp bevand those available fo ol other parties and is conivolled 5y the entity, A enlity controls an
ceortimic resonree [T as the vight io deploy the econamic resownoe Tn ity acitivittes amd & i addivion, any
econamic herefits from that resource Mo fo the entity deither divectly or indivecthy) rather tha (o another
pariy Comtral in ihis condext doss mof imply thad the etliy con ensure Fhar the resawree Wwill proguce
eerirmmic henafits v all circumsiances.

While these papers are not authoritadive, we belleve It demonsirates that current thinking around this topie i3
evolving such thal the lack of vate-regulated scoounting by entities following TFRS around the world does not
undermine our comchusion that regulatory assets are consistent with the conceptual delinitions under PRAS,

8. Does the OEB rvegulate the 1IESQ?

Yea, The TES( is rate-regulated hy the OFR in accordance with the Hlectricine Act, 1998 (the Llectricily Acr™) and
the Ontario Fnergy Board (O3 Act, 1998 (the “0LD Act™). The [ESCFs aelivilies subjeel W rate regulation
by the OEB include the following:

fal TESC(Ys expenditire, revenue requirements and fees;

B Simar melering activities; and

fo) Market accounts.

Although the S0 is rate-regulated by the OB, in considering ASC $80-10-05-7, the ceonomic effeets of
regulatory devisions—uaot the mere existence of regulation i the pervasive factor that determines the
application of (FAAT, Therefore, it is important to determing whether LESO has a basis 10 conclude that the OEB
approved the finure recovery ol costs incurred in the past throweh rate setting policies. The following analysis
demonsirates that TESO 1 a rate-regolated entity Ty the OFER,

We nate that the Repaort of the Ontario Energy Board on the Pension and OPLED costs issucd on May 18, 2017
siales on page 9 thal “The OFS fv of the view that the TESO is a rate-recufated entity...” (see Appendix G, As
firther detailed in the following parapraphs and in appendices | to 3, the O3 has pennitted the IESCH o sel-
up variance sceounts for costs incurred in the past that will be fully veeovered through future rates,

TESO's expenditure, revenue requivements and fees

The TESCH is required to obtain approval from the QLB under s, 25(1) of the Eleciricity Act for the approval of
its gwn expendilures, revenue reguirement and fees.

Extracts from the Flectricity Actnoting the O1:13s review and approval process for the 1580 expenditures,
revenue redquirernent and fees can be [ound in Appendix A 1. Extracts from the 20 16 Decisions and Orders
issued by the OEB related to TESO's expenditure, revenue requirements and fees for the financial vear 2014
can alsa be found in Appendix A2 Uor all priod years, the Decisions and Orders (ssued by the OEB can b
o on the OLB websile,

Smart metering activitics

The CLS Act states that the Smarl Melering Untily shull nol ¢harge lor meeting its obligations under Part [V.2 of the
Elcctricity Act cxcept in accordance with an order of the Board, which is not hound by the terms of any contracl,
The OFH issued a |decizion and Crder on March 28, 2013 that permils 1ESC i ereite a varianee secount to

recover the MODMER costs (the Smart Motering Charge) (sce Appendix B

Market accounts .

The QLR Act, Llecivicily Acl and associated resulations outline that varianee sceounts can or will be

esiablished for the Ontario Elcetricity Support Program (*OFEST"), Regulated Price Plan (“TIRFT*y and Rl

and Remote electricity Rate Protection (“IKIP"). Variance accounts have been approved by the OBB (o

recover the BPP and RRRP vosts thal have been delerred. The OESP costs that have been deferred at the
reguest of the OEE should be approved fivs recovery at the next rate application.
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Specilically (see Appendix C):
CILSP: the CHESP Rep, O, Rep 314125 5 6, sets ont that the TESO shall establish a variance acoommt,

RPP: Seclivn 2533 (5) ol the Electrivily Acl selz out that the 150 shall establish and maintain such
varighce accoumts as may be necessary. Section 79,16 (3) of the OFB Act, which deals with the
comenodity price for eleciricity [or low volume consurmers, sets out that the Board shall take into account
batances in variance accounts eatablished under scetion 25,33 of the Electicity Act, 1998 and mako
adjnstments with a view to eliminating those balances within 12 months or such shorter time periods as the
Minister may direcl,

RERT: The RRRT Rep, 0. Reg 442001 & 5(9), scts out that the TESO shall ciatablish a variance account.

1t should be noted that the fnancial statements of the market accounts have included variance accounts for
a number of years belove the markel aceounis were recogodeed in the IESO s linaocial statements, These
variance accounts, which relate to the RRRT, RTT* and OEST ensts, wet and comtinue to meet the
recogailion crileria n ASC 980,

9, The private sector is driven by the generation of profit. In our view, the organization should have
been apalogized (o PSAS fivst and then to more corrent standards on the issoe,

Because [ESO is un OGO, 1l has g chotee belween [ullowing PEAS or IFRS, [ESO has chisen PSAS a4 the
accounting framework it will follow fn preparing its finaneial statements. Since TFRS 1s designated as an
alternalive o PSAS for OG0Os, we considersd whether IFRS needs to be piven precedence when applving the
PRAS GAAT hicrarchy.

As noted in the discussion under issue 3, there are a number of criteria in TS | 150 that should he considered
when assessing sources other than the primary source of GAAP. Lowever, there is no hierarchy or ordering of
sources set out in T8 1156 Tnstead, PS 1130 estabbishes an overall framework for the exercise of prolessional
Judgment. In our view, as long as ASC 980 meets the criteria in 'S 1150, we helieve that it is an acceptable
aliernative sowree thal may be considered by the WSO in establishing s scoounting policy lor rale-regulated
activities. Tifferent entitics reporting under PSAS thus may reasonably choose ditforent paths under PS 1150
when dealing with transactions or events that ate not addressed with in the primary source,

Accordingly, we belicve thal there 1s no regquirement for [ESO (o vonsider IFRS as Lhe only alternalive source
other than the primary source of GAAP in its application of PS 1130,

Paragraph 11 ol the {miroduetion fo Public Secior Acconnting Standards ' Introduerion ™) states:

“These standards apply fo all public sector entifics that issue general purpose francial stafeueniy winless:
feeh specifoally divected or permitted to wse alternative standards by PE4B, or
{hr Himited i applicability ay ouffined fn the individual Seefioms
When applving the CPA Canada Public Sactor Accaunting (P8A) Handbaolk, whers the stangdards are silent
o1 g issne, pablic sector entiffes shoudd appl GANGRAE LY ACCEMTRD ACCOUNTING PRINCIPLAS
decfien P TS0
Based on S 11530.08 (a) and (b}, in the ahsence of a specific source in Clanada that provides alternative
guidance for the secounling for the ceonomic effects of rate-repulated activities, the management of 1680 and
we have concluded that a Canadian rate-rcpulated entity is pormitted to use ASC 980 45 a source thal deals with
the specille ciroumstances is likely 1o be more relevant than one from which the public sectar reporting entify
must analogize. : :

PS1TIE008 A peblic secror veporting eniity consults sources ather than primary sowvces gf (GAAP to assis?
in selecting accouniing poficies and discloswres only when these sources comply with paragraph #5 113003,
The public sector reporiing entity evaliates sowreeys in selecting the appropricte aceonnting policies and
disclosures based on alf of the following criteria:

feed  The specificity of the source — A souree thal deals with the specific cirenmsiances fs Ihely to De more
refevant than ong from witich the publfic sector reporting eniity st analogize.

(i he autharity aof the isswer o gutfor — A sonree issued By an gqecounting standard sefter in e onal
Jurizediciton s {fkely o be more relevant thon o sowree issned By others in the same furisdiciion.”
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As noted above, management of the TESCr and we believe it is appropriate for the LSO to reference the private
secior guidanee when applying the GA AP hicrarehy as PSAS docs not provide detailed puidance on regulatory
aecounting. Tt should also be noted that the TES0Y s activities and mandate, including its regulated activities, are
commercial in nature aond 1380 derives all of ils revenue rom Lhose aelivilics.

The CPA Handbook, Accounting has two accounting frameworks for commercial ariented organizations: TFRS
and ASPE. ASPL defines a rate-repulated entity, provides guidance o cerlain aspects of the disclosure and
presenlation of information 0 the fnaneial statements of rate-repulated entitics through AcG 19 Discfoswres iy
ertities suhject {o rate reguiation, and provides specific gnidance under four Sections (3061, 3465, 3475 and
38300, ASPL provides no guidance on the recognition ol régulalory wssels and liabilities, though in accordance
with Ac(s 19 par. 7 enfities must disclose such halances if they are recognized. TASE has not completed their
project on rate-repulated activities and current standards cnly include an interim standard allowing an entity
wilhin ils seope W eonlinue (o aecount for rale-regulated selivilics 0 & manner consistent with its pre-TFRS
accounting framework. See the further discussions on Canadian accounting standards at issue 1.

It is important 1o gote that rate-regulated enlities thal prepare heir general purpuse [nancial slatementls in
decordanee with ASPE {c.g. the three Fortis subsidiaries in Ontario), as well as those rate-repulated entities that
are eligible to elect to apply the requirements of 1I'RS 14 and elected 1o do so when they adopled IFRS,
penerally all recognize the ceonomiv eleels of rale regulation in secordance with ASC 980, through the GAAT
hierarchy in Section | 100 in ASTE and TFRS 14 in TFRS.

The relevance of private seclor regulatory scoounting principles 1o w government enlily, was also identificd in
the basis of conclusions for the issuance of FAS 71, Paragraph 64 of the Basis for Conclusions of FAS 71
issned in 1982 noted that a mamber of 1.5, governmental uiilities believed that users’ emphasis on
comparability betwoen investor-owned wiilities and govermmental wiilitics supporied the eontinuation of the
recognition of the economic effects of vate regulation for posernmental utilities, As mentioned earlier, as fiom
2011 GASDE has adopted the guidance of ASC Y80 in GASD 62,

" amanihar of governmental wiility respondents to the Exposwre Draft asked that govermmental utilities ha
fneluded within the soope aof this Staremient, They noted thal many poveramental wiilities bave been gridided by
ifie serme qoconting praciices and stancfareds as invesior-owened wiilities tn thelr gengral-purpose financial
statements, and they expressed the view that ysers' ermiphasis on comparabilite suppovts continticdion of thai
prgatice, I their view, the Board's decizion mol to address povernmenicd wdilities in thiz Statement shomdd nol
precluds them from applying i The Board agreed with thase responderis and madifted paragrapl 5ia) so
as wat fo preciude application by povernmental wiifities with rates sel by their onn governing board ©

10. While it could have adopted IFRS as an "other government organization”, it would be a first-time
adopter and does not have a past practice of nging rate-regulated acconnting so it cannot adopt
IFRS 14, Begulatory Delerral Aceounts,

Woe disagree wilh the subove statement as the financial statements for the wmarket sceounts have included

regulatory assets and linhilities for a mamber of years.,

Lhe 1507 2006 linancial slatements included lor the st Gme the assets and abilitdes related to the market
putticipants. These assets and labilities included regulatory assets and labilities that were also recognized in the
market participants® financial statements, These variance accounts, which relate to the RREP, BPP and OESE
programs, mel snd conlinue o meel the recognition eriteria in ASC 980.

As a result of the inclusion of the market accounts in the TESOs financial statements, which inclhide regulatory
assels and liabilities, should the IESO meet the GBE crileria or ke the option offered to OGOs to use TFRS,
then [ESO would then be permitied to adopt IFRS | £ as it also meets the scope eriteria in TFRS 14 paragraph 3
as follows:

" ety ix permitted fo apply the requivgments of tis Standard tn ity fivsf IFRS financial siatemants if and

oy i :

fir) vonduets raie-reguilated gelivities; dnd

{h) recognized amonnis that gualify as regwlatory daferval accowit balances i iis financial sigtemants

aecordatce with its previons G448 "
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11. Has TESOQ heen self-sustaining for the past years?

The management of the IS0 believes that IESO s o sell-sustaining entity, S0 does not have share capital
aod does nol reeeive lransfors or subsidics [rom the Provinee of Ontario. Based on management of the IESO,
although the TESO currently has a note pavable and a credit facility from the QEFC for corporate purposes, the
180 would be able o oblain similar sived Geilites from a third-parly (insoeial insliluiion, TOY Bank had
previously provided a conporate line of credit, which was replaced by the current OFFC line of eredit. As the
OFFRC interest rate was lower than '113°s, IS0 has decided to utilize the OLLC line based on economic
consideralions: [1 should also be nuled that the IESO currently has thivd parly credit ratings (rom Moody and
DBRE, which provide hanks/lenders information on the TESO s creditwrorthiness stats. The following is an
extract from the note 7 of the 1ESCFs 2016 annnal report:

“Note puyable fo Omtarie Electricity Financial Corporation (QEFC)

Tir April 2004, the TESC entered info a theee-year Rote pavabde widly the QERC, The note pavabies is
wsecured, bears inferest at ¢ fived rate of 2.046% per anmon and s repayeble in full on Apei 30, 2007,
futerest aecrues daily and is payvakle in grrears semi-anmualy in Apeil and October of each year, A at
Dlecamber 31, 2006, the note povadle to the OEGC wos SR000 weillian (Becember 31, 2005 — 590.6 millice).

Faor the year ended December 31, 2006, de fnfevest cxpeiise an the note popable way 81847 thousand (2015
&84T thausand).

Credftf fucility

The FESC has an unsecured credit faciiity agreement with the QFEFT, whicl will make avaifakle to the JESOQ

an amonnt up to 050 mitlion, Advances are povalie af g varicble interest rate egual fo the Provinee of

Chmicirio’s cost of borrowing for a 30-duy fernt pluy 0.50% per annnm. with dranvs, repayents and interest

preierte dug wanthlyy. The credit facility expives Apeil 30, 2007, As at December 31, 2008, ne amount was

dva ot the credit fociliny (December 34, 2005 — Snil),

For the yvear ended Decentber 31, 20016, the interest expense on the credit facility wes $nif (2005 5279 0011,

We set out below our consideration of the criteria to meet under PRAS for a self-sustaining entity,

FSAN, Section 1300 Crileria mel?

A0 A posverniment business enterprise should, in the normal | Met, LESO does not receive governinent
course ol 1 operalions, be able 1o mainlain its operalions {ransfir payments, as defined in PS

and meet 1tz liahilities from revenues received from sources 34100, from the Province, All its costs are
outside of the govertunent reporting entity. Lhese revenues 10 be recoversd [rom (he customers throush

inelude ool only amounls Trom the sale of goods and the market padicipants after IESO s

services, hut also transfers veceived from other governments | budget’s review and approval has heen

or sources oulside of the government reporling enlity, vhiained from the Minisiey of Energy and
the OEB.

S 3410.04 definey government transters as follows: . . . . )
TYor each credit facility with the OBV, the

“Clovernment ransfers are trangfers of wonetary assels 6¢ | 1ESO has o vredil agreement document wilh
fegible capital asseis ffom o goverament lo an individed, | commercial term clauses. As noted i the

ar ovgarization or anather government for winich the note 7 to the JES0°s 2016 annual report,
zoverament waling the transfer does nof! these fueilitios are subjuel Lo repayment
fer) receive any goods or services direcily in relrn, ax terms and provide a divect financial return
wonld eocir T a purchase S sale ov other exchanee Lo the OEITC,

dtetrcion,

fh) expect fo e vepaid Tn the fifire, as would be cxpacted
i aloan; or

f) ppect o divec! financiol refirn. ay would be expecied
in an hvestment, " (Emphasis added)

31 When determining it an organization can mamtain its
operations and meet its liabilities with revenues received
lrom pulside of the governmend reporting volily, e
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PSAS, Section 13040

| Criteria met?

following factors should be considered:

{a) the crpanivation's history of maintaining its operalions
and meeting its liahilities;

{1y whether the orpanization would continue to maintain is
operations aod meel its ligbilities without telying on sales to,
o subsidies in cash or kind from, the povernment reporting

Met. IESO does not rely on the Provinee,
Similar to all other rate-regulated entities,
1ESO relics on ity ability to recover all its

| costs fiom the customers through the markes

parlicipants.

| Mel, IS0 does not receive subsidics in

cash or m kind, nor does it sell any ponds or
services to the Province of Untarlu,

ity

Ml The FHP allows TESO to recover all its
costs incurred related to the FHP from the
gustomers through he markel partivipants,

) past, present and [uture cconomic conditions wilhin
which the orzanization operates: and

Sel, The FHP allows IESO o recover all its
costs incurred related to the FHE fiom the
customers lhrough the marckel participants,
The variance account related to the FHI?
will be sold, on a monthly basis, toa 'Lrust
Lo be eslablished by the OPG. Any variance
accounts not sold to the Trost, will be kept
in the LSO s variance account and be
recoverable in the future via OEB approved
|_ rate,

(d) whether the organization has realistic and specific plans
that show how it expeets to be able to maintain its operations
and meet its liahilities in the firmre, ’

12, Arve regulatory assets comsidered intangible asseis?
Now ‘Lhers are two lundamental bases lor this conelusion.

First, we note lhal the coomomic impacts of rate regulation are not recognized under TI5 GA AT as intangihle
assets since the FASH has specific guidance dealing with this type of assel. An entily that meets the reeognition
criteriy in ASC 9B0-10-15-2 applics ASC 980, not the intangible assets standard under IS GAAT, The gnidance
m ASC 880-10-13-2 requires an entity to apply ASC 980 in its general-purpose external financial statements il
its repulated operations meel all of the following erileria:

“fa) The enitiv's rafes for regulated services o products provided to s castomery are establivhed by or aie
suhfect to approval by an independani, thivd-party regudator or by s own governing board empowered
by sicifure or comtract fo exiablish rates that bind customers,

The regwlated vates are desipgned to recover the specific entity’s costs af providing the regulaved services
or produers. This celterion is infended to be applivd fo the substance of the regulation, rather thoai its
oz

7]

T view af the dewand for the regilated services o products and he Tevel of compeiition, direet and
inedivect, i Js reasonable foassome thal rales sef af levels thaf will recover the enfiy's costs can he
chargedin and callected froms customers, This eriterion vequives consideralion of anticipated olidnzes in
levals af demend or competition during e recovery period for any capifolized costy ©

(el

Since IESO' s regulated operations meet the eviteria mentioned in 980-10- | 5-2, it can apply ASC 980, Within
ASC 980, there are no references that indicate that the assets recopnized under the topic are intansible assets.
Varthermore, there are no references in ASC 330 fnfangibles-Groodeil! ainad Other that indicate that assets
recognized under ASC 980 arc intangible assets. Within TFRS and Parts T and ¥V of the C1*A Handhook, there
are na references that indicate that regulatory assets ave considered intangible assels.

Second, and following from the discussion and conelusions at fssue 7 above, we considercd the definitions of
finuncial and non-financial assets under TSAS. An intangible asset would need to be a non-financial asset. The
definitions of financial assets and non-financial assels in PS 1000.39 and 12, respectively, are:
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“Fingncial assefs are asvels thal conld be wsed to diseharge existing labilities or finunce fideee operalions
cnd ave nof for consumption in the woriial cowrse aof aperations, "

“Non-financial assefs ave qoguived, consiructad or developed assels that do net nevmally provide resotvees
for cliveforge exivting labilitiey, bt instead:

(al are pormmatly emplaved to delfver gavermment seritices,

i) e be constmed in the normal cowrse of operations; and

feh cre pof for sale b the normal course of operations.

Repulatary assets cannot be consumed in the nommal course of operations. Llowever, by virtue of the Tact that
they represent a [inancial elaim on customers that bas arizen due 1o the faet thal the OEB requires the amount
o be collested 10 a future peviod, a regulatory asset will he used o discharge existing lighilities either to the
generators of electricity or the finaneial institution fnancing the obligalion 1o the generators of electricily,
Therelore, we belivye hal regulatory agsels meet the definiion of financial assets under PSAS. This is also
supported Ty S 10004201, which states that “a fimancial asset is qny assel that (8 a realizalle qsset tha is
comvertibie to cash.” s

Although intangible assels are mentioned in PSAS, it docs not offer a definition. As mentioned in P8 | 150.25
and PS 100057 and .58, intangible assets are considered non-financial assets and since PSAS has no
appropriate public seclor recognilion and measurement erileria for their recognition, they are ool recegnized as
asscts. The costs, henefits and economic value of regulatory assets can be reasonably and verifiably quantified,
as they represent the difference between the amount paid (o a supplier lor pouds or services received und the
amount vollceted [rom the customers through the market participants.

25, "Clertain non-financial resowrces are, Rowever, wol givert dooounifing recosniifon ar assels in govermmen
Sinanciod siofemenis, or example, all governmenst intangibles, and alf neivrol rexonrces aned Crenen lands
that ke rot bean purchased By the government, are nnt GiveR accouning recognition in governmenit
JSivancial starements. A governmeit's son=fucicial assers, o defined in PINANCIAL STATIMENT
CONCIPTS, Seciion PS 1T, comprize he recognized non-financial rexsowrcey of a geveramend. !

57, “Puwrchared natwral resources and Crovn lands are recogrized in government financial statemenis,
Howaver, when natural vesowrees and Crovm Jands have been imherited by the governmeni in right of the
Crinvn anted ferve sl Been purchosed, they are rot givern accourting recognifion ar assets i government
Tfinancial starements, These itews are not recogrized ar assels heoanse the costs, benefits and economic valive
ol wietlh fteme cannol be recsonably amd verifiably guaniified using exivding methods. Stimilarly, art and
historie treasures are alvn not recogrized g assers, "

8. " the alwence of appropriate public sector recopnition and mecstrentend criferia for intangibles, off
intangibles, including those that have been purchased, developed. conviructed or infierited tn pight of the
Creave, are ol recagnized as asseiy i govermyent financial statements, The intangible offen called “Tman
capital” ther embodies the talent or iniellectual capital of govermment emplovess s nol recognized ay an aysel
unclar extyiing accomiing principles.” {Emphasis added)

Tt 5 worth noting that the TASH has an ongoing project on rate-repulated activities and are currently developing an
accounting modsl (o provide o prisciple-based fanework [or recognizing repulalory sssels {see dizeussion under
igsue 7 ubove),

13, Docs the IESO-meed the frst eriteria in ASC 980-10-15-2 related o the regulalor?

Yes, The erileris for the regulator (e the OEBR) is included in the first eritevia ol ASC 980-10-15-2 which
atates:
"The enterprise’s vates for regulated services or prodhicts provided to its customers ave exlablished by or are
suhiect do approved by an independent, thivd-party regulator-or e its own governing board empowered by
slatute ar comtraer to estalbiizh vares that hind customers.”

Althongh the Basis for Conclusions included in FAS 71 have nol been incorporaied inio the Avcounting
Slundards Codilicution, they provide uscful information for the understanding of the Standard,

Parapraphs 60 to 64 of FAS 71 relate to the scope and, in particular, to the role of the repulator,

"ol The Discussion Memorandom diveussed regulaiion of various indusivies, and i axked swhether a Board
pronamicenient should identific specific fndusiries that are gffected. Mast resprondents indicated that
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applicalilioy of an FASE Satement on vate regulation showld be specified by clearly describing the natwee of
ihe regnlaled operations fowhich it applizs rather than by attempiing to delffneate specific tndustries. Some
nated that changes in the political evvirarmment can cause changes in the nature of repnlation, Accordingly,
whethar an industry meels the criteria for apelicabiliy might change over time. The Bocard agrecd with those
responderis ang, aoccordingly, specified criteria that focus on ihe nature of resulation rathar than on specific
iy stries,

61 Fhix Stedement specificy the seonamic effeciy that result from the causa-and-cffzet velationship of costy
aied revennes i the rate-regulated arviraornment and how those effects are to be acconated for, The naturs of
those effects led to the criteria for applicability of this Staferment (paragraph 3).

G2, The fivst criterion & the existernce of third-pavty regulation. That criterion is intended 1o exeluds
comtractugl arrangements i which the government, or another party thai condd be viewed gy a “regduior,”
ig o petefi fo g contraed and is the enlerprize’s principal customer. For excomple, the normal Medicare and
Medicaid arrangements are excluded fFom the scope of this Satement becanse they ave contractial-tipe
arrimgenenls between e provider and the governmenial agency thal is responsible for pavmend for
services provicled

03, Some respondents to the byposure Draff indicated that cooperaiive niilities showld be fncludzd in the
scupe of this Sietenenl. They vhserved that some cooperative wilitles' rafes are subfecd fo thivd-party
regulation, it ethers' rates ave sef by thefr own goversing boord, The governing bogrd is elected by il
members of the covpercifve, amd it fos the same anthorily ay an independent, thivd-party regulator, In their
view, the difference bedween cooperative wilitics that ave subject tn third-party regulation and those that are
nat doar wot fustily different aecownting. The Board agreed with those respondenis, and modifiedd ithe first
eriterion ta inchude enierprises with rotes exiablished by their own governing boavd preniding that beard is
canpeneered i statute ar by cortract to extablish raver that hivd customers,

&4 A number of povernmental wility respondents to the Exposnre Dvafi asked that governmental wilities be
ineludecd within the scope af this Stalement. They noted that mamy povernmental utilities have heen guided
the same acoowniing pracices and standards az investor-ovaed wiilities in thele peverul-prepose finonceiul
statemeanis, and they expressed the view thal nsers! emphosis on comparability supporiy contimeation of thet
practice. n their view, the Boavd's decision not to addrvass gpoversmental utilities in this Statement showdd v
prechyde them from applying f, The Board agreed with those respondents and modified poragraph 3al so
ay o {0 precinde application by govermnental wtilities with rates sat by thetr oun governing board,

It 15 also important to note that hath Hydro Oine and GG are classified as Government Dusiness Unterprises
and are reporting under WRS in their consolidated naneial stalements, are consolidaled by the modificd
equily method into the provinee’s books, are regulated by the OFB, and their respective regulatory assets and
liahilities are reported in the provinee's books.

In vonsidering Lhe applicability of this guidanee, management of the 1ESQ and we have concluded that the
[ESCY s regulated operations meet the first criteria related to the regulator,

14, Are regulatory assels considered deferred costs under PSAS?

Mo, The regulatory assets recorded by TESO are not defermed costs. Costs that meet the recognition of an
expense are recorded as such, and costs that meet the definition of a tangible capital asset have been recorded
as such. A delerral model would bave [ESO capilalize costs tather than expense or record as other assets,
Rugulatory assets vecord an asset based on the right to collect rates in the future,

While 1°RS 14 relers to these ag “rogulatory delorrml accounts™, they sre nol consisient or synonymous with
whal is being discussed by the Frumework Task Foree or a defoal model. Sce discassion below related to the
comceptal framework under PSAS,

The proposed conceptual framework under PSAS

That beng said, even if regulatory assets were considered deferred costs, the concept of deferrals is supported in
PSAS under both existing standards and the Board’s conceplual famework for lulure standards. PSARs
cotceplual [ramework Disvussion Paper 3, Conceptuasl Framework Fundamentals and the Reporting Wodel,
indicated that atakeholder feedback “noted tfad the arset and Tabiline definiions shonld allow some
defervolinaiching, in partfenfar. bn relation fo iransfers received,
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Thu discussion paper noled that developing a ®solid, objeclive basia lor delomring inlows and outllows (o fuwee
periods™ was a ey objective influencing stalieholder views on an appropriate financial reporting model, and
sugpesicd that deferrals that meet the delinilions of assets and labilities should be allowed.

Tn support of the conceptoal framework, a repart fiom PEARs Toint Warking Group eomprised of selected
PSAL members and deputy ministers of finance recorumended that;

.. expansion of the descripiiordefinition of labilitics will addvesy Hahilities associaled with exchange
transactions that orieinate from deferved income which arve wot currently addvessed in the PS4 Handbook,
Adternatively, i these changes cannol be accommodaied, new financiol staiement elements for defirred
inflenes and owiflows (e, doferred revennedexpense) showld be considered without recording the deferral
divectl to geemadated sivplusddefelt as o meons Lo avold fmpocting the statement of aperaiions,

Constslenl wilh the prineiples of the conveptual framework, the coneept of deforrals s presently incorporated
within certain sections of the T'SAS, including:

—  Devdopmeind fees geconted for in aocordance with Secfion PY 3100, Restricted Assety and Revenues.

AT Externally restricied inflones should be recogrized ay revenue fina govermment's finaneial statemernis in
the perfod i whick the resources are wsed for the purpose or prrposes specified, An externolly vestricted
inflone received befive this oriterion hus been mel should be veporied as o Sabifite walil the resowrces are
used for the purpose or puieposes specified.

A2 Trcome ont externally resivicted assels o) or sy mol e rexivicied, deperidivee on the fevms of the
agreement or fegislation. §f the provisions of the relevant agreement or fegisfation regrive that the income
he restricred, then the revenue vecogmition principle in pavagreaph P8 200001 wowld apply. For exauiple,
governing legislafion oy stipudale that fncome on urspent development contribrfions also o fo be wed
Jov development. Such income wonld be recorded as e ffabifite wntil wsed for the purpose or purposes

specified,

—  Goversment transfers meeting the tiree choracteristics of labifities in accordunce with Section PS 34140,
Gevernment Transfers amd Section PS 3200, Liahilities,

AR A fravsfer with e withou? elieibiline oritevia but with stigadavions showld be recopiized by a vecipient
govermmeni as revenne in the period the rangfer s auithorized and afl eligibifity critevia fave Bzen mel,
execpd when and to the extent that the ansfer gives rise to an oblization ot meets the definition of a
Fialsility for the vecipient goversment in gocordance with LEABLLITIRS, Seciion 118 3200,

20 Phe defermination undsr povagragh P8 3410019 ax (o whether o labifin would avise for o recipient
government in relation to a trangfer wowld be influenced e

fad the stipudaions of the transfer alane: or,

i) the stipulationy of the transfer dalea togather wilh the aotions and commmmiceations of the recipient
goveriment bafore the financial statewant dave;

anc whether either set of circumsiances Wordd create e obligation that meets the definition of a
fabiffty in LIABILITIES, Section PS 3200 Pavagraph PY 341108 providey guidance for evaluating the
axtent fo which transfer ferms mest the definition of stipwleiions for the purposes of this Section,

— Accouritng for refiremer and postrefivement benefiis wsing an aocried benefit method under B8 3250
il PS 3255

£5 3250

M22 Aecotrting for retirement honefits on the hasis of emplovee services reflects the fact that there is o
obligaiion for an emploves when hived amd that an obfigetion for relivement beneflis existy as e emploies
renders service. The aceouriting favk is to determine how to attribute the coxt of the foial reffremsnt hencfits
prontised fo sqok parfod af emplayes service

23 b defined benefil plans, there are bvo main groups of acivarial cost methods, They are level cosi
methndy and acerned bengfit methods, Under the level cost mcthods, refiremens bengfit exprenses are
compated i sieh a mainer a5 to prodice o total current peviod benefit cost thiat reraing corsian, elther in
absofuie dollars or ay g percentage of salary, throwghont an emploves's service e However, level cost
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mrelfoddy are nol recommendzd for aecouniing purposes because they do nol reflect the cost of benefiis
aaiied by emplovess to the fimanciol statement dale,

M2 Lineler the accrued bengfit meihods, a distined unif of refivemenl benefii s associoted with each vear of
empavee servine renderad to the financial statement date, The actvarial present valve af that weit of benefit
i compted separately for the perivd duving which it acorned, $hese methods are reconmended because
they reflect more directly the east of reifrement bengfits carned by eniployees fo the fingncial sigtoment
clirte,

23 dn aeerued bengfli meithod should be wsed (o aitribuiz the cost of retirement bengfits fo the periods of
emiplayes service.

153235

G Paxi-ermplommiert berefits, compensated absences and termination hengfits are liabilities af a
povermment, dccownting for ol benefft plang is Tmpartant Decanse many governmeanis hone aochmiulaied
sigmifican! refaled labilities, The fundomentol accomnting lask iy to determing the amorn of the fability for
there henefiis and to what periods ino atfvifinite the casis,

g Dor a separately measured plan providing posi-emploviment benefils or compensated absences that do
Rt vest or accumlate, g government showld recogiize any actuarial gain or loss:

fa) femediately, in the period is which it arises, or

(B) ever a period linked fo the tipe of berefil

PSARs exposure draft on the proposed asset retirement obligation section PS 3280 also incorporates the
concept of delerral in the recognilion and allocation of assel relirement costs, noling specilivally that;

20 Ul imidfial recogrition of a fiakifite for an asset reffvenient olfigation, a pubfic secior entity showld
recomitze o dssel vefirement cost b increasing the carcwine amonnt of the reluted tangible capital assel for o
componeni thereof) by the same amount as the liabilite

.26 The public sector entity showld allocaie the asset refivessent cost o expense ind rational and systemalic
mieviners A rational aed systemaltic niaaner cowdd ineluds amortizaiion over the remaining wsefll i of the
tangible capital asset {or g component therenf), ov sonie otfier appropriate peviod depenuding on the use of the
related asser,

Consequently, PEAS supports deferrals that mect the delinition ol an asset or liability in aceordance with PS
LGy, Fingrcial statement concepts, T'S 3200 Lighifities; and TS 1210 dssets,

15, Should the transactions related to the mavket accounts be recorded in IESO s booles? I so, shouold
they be recorded on a gross or net hagis?

Mhanagement of the THS0 and we believe that the transactions related to the inarket accounts should be recorded
in [ESO’s books. Management of the TESC and we beliove that the revenue and expenses should be presented
on a net basis as TESCY is acting as an agent for the market participants, hut the assets and liahilities cannat he
presetiled on g nel basis and must be presented on a gross basis ag they do not meel the oelting crileris ol 3450
Fincoeiol fasivuments in paragraphs 059 and 066{b}.

PS5 3450 Financial Insiruments

The assels and labilitics refaling (o the market ranssclions inelude cash restneted for the market activitics,
revolyving line of credit, interest receivahle and pavahle, amounts due to and doe from market participants, HST
recefvable, and regulatory assels and liabilities related 1o the RRRP, BPP and OUSP proprams regulaled by the
OEB.

Taragraph | 1 of PS8 3450 staves that "4 povernment shonld recopnize g fingacial asser or a finaneiad Tobilin
ot s slalement of financial position when, and only when a povermment becomes a paviy fo the contractunl
preovistons af the fusfrwment,

Parapraph @ of PS 3450 states that "4 conteact establishing o Saancial insiriument creates, af Jis inceplion,
righty and obliations {o receive or deliver veonamic benefits. The finaneiod aeels and financial fabilities
partray thass riphts and oblipations in fiaancial statemenis, The assessment of those benafits iy o mensurement
criestion and dogs wot qffect the fiming of recognition. Recognilion occtrs Wwhen o governmeni becomes g pary
te o finawcial instrument or ned-financial devivative contrast,
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Rased an the above guidance, since the 11150 is responsible for procuring supply, capacily and vonservation
measures und us lhe TESO entered into these cnergy confracts with the gencrators, management of the TESO
and we hehieve that these contracts meet the definition of financial instrmeits,

Based on the above guidanee, the IESO should recognize these asseis and liabiliiies on the statement of fimancial
position,

Shonld these assets and linbilities be presented o a pross or net basis? Based on P8 3450, sinee the
counterpartics are dillorenl and do not realize the sssel and seitle the lability simultaneously, we believe that
these assets and lahilities cannot he presented on a net basis as they do not meet the netting criteria in
paragraphs 059 and 066k},

Paragraph (139 siates “A finamcial asset and a ffoavcial Babiling show!ld be offset and the wat amoust reporied
i the stetement of finavcial position wher, and anly when, o goverament:

fad  ewrvenily hay a legally enforceable right to sel off the recogrizad anoms; and

fh) - intends either fo seifle on a net hasis, or fo realize the avse? and seitle the Tiahiline staultanecusiy,

Since the connterparties are different, there ave no enforceable right to set ol belween the counterparlies,
Paragraph 066 (b} stales:
"The conditions sef oun in parageapl P8 3430059 are penerally nol safisfied and afSedting is wsnally
itdppropricte wlen:
(&) financial assets and financial abilities arise firom financial instruaments hoving the same primary vish
axposure It fnvolve differant coumlerpariies.”

IFRIC project on Centrally Cleared Client Derivatives

The TFRS Tnterpretations Committee (TERTC™) has addressed a similar issue cver the past fesy months, 'Lhe
IR received a request to clarily the accounting lor ventrally cleared client derivalive contraets from the
purspeotive of the elearing member (sce Appendix ). The wording for the final agenda decizion 1= as follows:

"he Commitice concluded that the clearimg member fival applies the requirements for financial instruments

Meare specifically, the Commitiee observed thai!

ai if the fransaction(s) results in contracis thal are within the scope gf TA8 39 Financial Tnstruments;
Becognition aud Measwrement, then the clearing member applies the recagnition regquivements in
paragraph 14 of LAS 39 to those contracts. The clearing member presents asseis and Gabilities separalety
appiving 148 39 b the sigtemant of finaneial position, unless nat presemtation in regquirad pursuant to the
Affvetting veqirivements in paragraph 42 of T48 32,

) the ransdetionis) is noetweithin the yeape of TAS 39 and ancther TERYN Standard does mot specifically
apply, only then would the clearing member gpply the erarehy (o paragraphs 10—12 of 148 8
Aeccounting Policies, Changes in decouniing Exiimotes and Ervors to defermine an appropriata
aecownting policy fir the fransaciionis),

The circumstances are analogous, the relevant poidance on recognition and netiing is consistent between 1IFRS

and PSAS in this respeel and so the [IFRIC conclusion is consistent with IESD's accounting treatment for the
recognition and netting of financial assets and liabilities as a result of entering info contractoal artaneements,

{4, "An enifity shall recognise o Secnciol aseer or g financial lability in s siatement of financial position
wiren, and only when, the extity becomes a pardy o the contraciinal provisions af the instrument,

42 A financigl assef and a financial Talility shall be affsei and ihe net amount presenied o the stutement of
Stmanciod position when, and only when, an enifly
a) errvently has a legallv enforcealle vight to set off the recognized amownmts, and
b} fntends eithar fo seitle on o wel basis, or lo realive the assel and setile the lability sinmiliancousty.

Other 150 entities in North America

T of the other & entities recognize the assets and liabilities of the market parficipants on a pross basis and their
revenue on A net basis {see Appendix 1), ALSO (previously named Power Pool of Alberla) is the only ealily
ihal dows nol recognive the asseis and labilities of the market paticipants.
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PW (s previous analysis

A the first auditor of WSO, PWC pecformed in 2003 an accounting analysis as to how the transactions with
Lhe markel purticipanls should be ineluded in the 1E50°s (naneial statements. 'The accounting analysis wag
performed under Part % and only addressed the revenue recognition related to the market transactions 1n the
corpurate seeounls of the 180 {previously named (O], The WSO8 accounting analysis was not updated
when TS 3450 Financial Instrumsents was released in 200 [ The following 15 an extract from the PWC report

cated Lebroary 27, 2003:
“The principal soevce of authoritative Hiterafure for Canadion GAAP arve the Adecouwnting Recommendolions
iaitied by the Accowmting Stanidards Board, ag set out in the Randhonl aof the Canadian Institurte of
Chartered decownianiz (CICA) Where an emerging lopic i not adidvessed in o CICA Handbook Section, the
Avcounting Standards Board oy issue guidance by weay af e EIC Abstract, While EIC Absivacts are less
artetfroritative thaw CHCA Handbook Sections, financial statemsants ave expected to be prepared in aeeordance
Wikl sorodt gilddance.
We wiade specific veference to CUN0A Handbook Sectior [O00 “Flements of Finaucial Statements S and EIC
123 "Reporting revenne gross on o pringipal versus nel gs an agent . Helevant extracts fFom this puidance
ara given halor
The analysis performed by TW assessed how the revenne related to the market transactions shounld he
recognized using EIC 123 “Raporting revenie grosy ax o principod versus nel ax am ggeat ™ (200 1237) 1
showuld be noted that FTC 123 does not address if, when and how the related receivables and payahles should he
recognized in the nancial statements.

W provided its conelusion m the Excoutive Smnmarny:
“WWepmpree Wil dranagement s position that plysical electvicite sales and prvehases gy well as legisfored

charges and rebales ave fransactions for the account af market participants which showld not be reported in
the TMOY v corporate financial satements, V'

PW also reviewsd the following industey precedents:
“We examinzd the publicly avatlable financial steatements of the follewing simifar corporations:
Power Pool of Alberta frow called AES0)

W reviewed the 20000 Anmual Report of this entity. The Power Pool of Alberta recognizes ax revenue only
the equivalent of the spstems feas received by the TME. The Avmual Reparr and financial statemernis da naot
civefose the value of marke! ransaeiions underiaken through the Powver Pool,

P Daterconmection LLC (LSA)

We reviewed the 2000 Anntel Report of this entity. PIA recopiizes a8 reverine onlp servive fees and
reimburyeneniy of operaling expenses, and nod the value of niarkal ransaciions.

Although not recognized i the finaeial stavewments, PIA has provided disclosure of the value of seftlemants
processed by the marked. This disclosnre is given in Management's Discussion & Analysis

As a rosult, PWC concluded that fransactions in the market accounts should not be reflected on a gross basis in
[E50¢s profit and loss statement,

W nete that PIMs assels and Babalities related 1o lhe macke! ransaclions are shown on their balance sheet, and
the revenue and expenses are shown o a net basis in their consolidated financial statements for a numbher of
years. PIM also recognizes regulatory assets and liabilities,

16. Does ASC 980-10-15-7 (a) forbid the TRS0 to recognize the economic effects of rate regulation in
(ines of price controls imposed by zovernment?

Mo, mansgement of the 1ESO and we believe that the Ontario Faic Hydro Plan, Act 20017 (“FLIP™) is nol a price

control and hence is not subject to the scope limitation discussed in ASC 980« 10« 5-7 (&) {or paragraph & of

VAN 71y and paragraph 70 of the Basis for Conclusions of FAS 71,

QRO-10-15-T {a) slates “Aecounting for price controlys that ave fmposed by governmental acifon in ffmes of
energency, Miah inflation, or ether urusial conditions, or gqecounting for confracty in genaral, Hovever, i
the termy of o confract baiweesr an eniily and ils ensfomer are subjecd (o regudalion and ihe criteria of

20
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pavigrapd 980-10-15-2 are mer witli respect to that conivact, the ghidance in this Topic shall apele "

Paragraph 70 of the Basis finr Conclusions of FAS 71 states “The first scope Bmitation of pavagraph 8
excluding accounting for price conteals imiposed by povermneital aotion i times of emergency, figh
inflaiion, or ather nmwsied conditions—vay inclded in the Dizewssion Memorandim, Price conlrols
fwipased fn pertads of unusial conditions are nat expected o be applied consistently aver an axteided
perfod, Indeed, thely duration wswally is Hmited by siatuie, In fal envivonment, assirance of fiture bepefiis
caniol be proviced by proboable future actions of the price control regulator becaise thal regulator may nol
exist ai g piven furne date,” (Fmphasis added)

Therefore, there ave two issues — first, are such economic events aclually “price conlrols™ and, second, il (hey
are not, do such transsctions meet the requirements of ASC 980 to be reeopnized 1n the regulated entity’s
general purpose financial statements,

With respeet (o the [irst issue; the QLB s raie selling provess does nol represent “price controls™ gs such lerm is
intchded to be applicd in the standard. We note they have not been imposed i times of emergency, high
inflation or other unusual conditions. Wather they have been applied in managing the thning of charging cost
increases Lhrough lo suslomers [or the purchase ol onergy,. To conclude that the instant case is one of “price
comtrols” wonld result in a conchusion that all rate setting processes are “price controls’ which clearly is not the
CHEE,

With respect to the second issue, and notwithstanding the conclusion on the first, we note that the regulatory
actions result in the criteria in ASC 980 For recognition being met,

[ sevordance with the Legislation for the FHP, ceriain couts related Lo the PPAS in place will be delerred and
the recavery of those costs will be included in a period other than the perind in which the costs would he-
charped o expense. Lo Tact, the differsnce between the amounts paid lo the penerators and the amounts
colleoted from the customerns through the market participants will be recorded by the IESO in a pre-approved
variance accpumt. The OFR will regolate the timing of the recovery and set the rates to ensure that the TRSO
cart fully recover the variance accounl relaling 1o the PPA costs, Since the SO will have cerlainly as 1o the
recoverability of the varanee account relating to the PPA costs, 1t is not subject to the seope Timitation,

The payment by ratepayers for the FPAs are currently subject to 12ecisions and Orders issued by the OFN. The
varianee accounts approved by the OEB lor the RRRP, RPP and OESP programs huve been discussed carlier.
The FHT, will create a variance account similar to the RUPT and the rate tor the recovery of the PT'A costs will
confinue (o be sel by the QL o ensure the 1550 can fully recover the variance account.

QR0-10-05-8: " Linldss an aecownting carder indicates the woy a dosf will be andled for rate-making
parposes, it canses no econemic effecis that wouwld justify deviation from the GAAP applicable to business
enbitiey in general. The mere fanance of an accounting ordzr mol Ged o rafe frectment does nel change an
artiny's cocongmic resourecs or ahligations. moathervards, the econamic gifect of vegulatory decisiony nat
the iwere exisience of remdation—is the pervasive facior that determines the application of G448 "
{Bmphusis added)

17, Why don’t ather rate-vegulated enfities nnder PSAS record the coonomic impacts of rate
reculation?
Sinee wo do nol have secess o the faels and circumstances related o the rate-repulated entitics roporting under
T'RASR, itis difficult to provide a definitive view, However, as discussed in response to issoe 3, it should be
noted that it is a choice whether or nof 0 use the GAAP hierarchy under PSAS to apply ASC 9580 which may
not have been taken by these entitics. Tn additiom, as discussed in response to issue 9, different entities
reporting under PEAS may reasonably choose different paths under PS 1150 when dealing with transactions or
events thal are not addressed with in be primary souree. Fuclhermore, in onder Lo recognize the ceonomic
effects of rate regulation, these entities must meet the scope criteria in ASC 980-10-15-2, especially (b} which
states ¥ e regilaied rates are desiored fo recover the specific entiny's costs of providing the regulaied
services or products.”
Based on a review of the financial statements of three rate-regilated entities in the Territories (Nortlaest
‘Perritories Llvdro Corporation and its subsidiary Morthwest Verritories Power Corporation and Qullig Unergy
Corporalion), il 15 possible that these entitics have concluded that they do not meet the eritera in ASC 980-10-
15-2 {1y} since they have no certainty of recovering their costs of providing services as they receive sianificant
[inancial assistance from their povertment,
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Morthwest Territories Hydro Corpovation and its subsidiary Northwest Territvries Fower Corporalion
Extract from note |.c) of the 2015 Financial statements of hoth MNorthwest Territories Hydro Corporation and
its subzidiary Northwest Lerritories Power Corporation.

“Fooiomic dependence

NPT has histovioally Beer able fo mialntain its operatfons aed meed its Tabilities throiel the rate
regnfeation proceys without receiving any steaificant financial avsivtance from the GNIFT and has been
elarrified as g govermment husinesy exterprise (GREL Cher the past few vears, in arder fo mitigate rare
ifereases fo cusiomers, Hre GNWY hay provided foreer increases by subsicizalion (o casfomers hroweh rifes

by providing divect confritutions fo NTPC to appiy ggaine those rafe increases, A5 o rexull of this
moverpment deiven policy, NTPC is economically dependent an the GNTT to mainiafi its aperations and
mieet ity abiliifes. fi v expecied that the ongoing vperalions of NTPCwill depend on continued financial
suppart fram GNWT, Thiv economic dependence resulted in NTPC haing efassified as an other government
arpanizalion (OO, beginring in flscal 2005, The franciod impacts of this chasee (i classifcation from
GOE fo QG are deseribed {n Nodes 2 andd 24" (Emphasis added)

Oullig Energy Corporation
Exiract rom note 1 of the 2013-2016 annual report ol Qulliq Enerey Corporslion.

“Fearamic dependence . The Carporation iy econamically dependernt on the Caoveriment of Nunanvut which,
divectly and indirectly, aceonnts for the majorily of the Corporation 's sales of power. The Governmeni of
Nunavut alse guarantees the Carpovation s defie.”

The facts and eircumstances of TS0 are different as [R50 does not receive transfers or subsidies from the
Provines of Onlaro W gover ils cosls, IESO relics on its abilily lo recover the cosls [rom Lhe customers Lhrough
the market participants.
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