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Q.

A.

Reference: PUB-NLH-095(a)—(d), pp. 1-2; PUB-NLH-100; CA-NLH-199, CA-NLH-200 and CA-NLH-

209; Volume lll, Revision 1 (September 15, 2026), Exhibit 9, pp. 1-2, and Exhibit 10, Muskrat

Falls PPA Sustaining Capital Deferral Account Definition, p. 1

a)

b)

For the sustaining-capital projects described in PUB-NLH-095(d), provide monthly 2027
balances, capitalized financing charges, rate-base return, in-service dates and recovery.
Identify interest during construction (IDC) recorded by Hydro’s regulated operations and
any allowance for funds used during construction (AFUDC) top-up; confirm whether
project-company invoices contain any separate financing charge. Explain how the
concurrent return and capitalized financing described in PUB-NLH-095(d) are consistent

with CA-NLH-209.

Provide the analysis supporting PUB-NLH-095(d)’s statement that the impacts should be
immaterial over the life of the account. Compare annual and present-value recovery for
the same projects under the proposed treatment and exclusion from rate base until in
service, holding contractual payments constant. State the IDC, amortization, rate-base
reset, discount-rate and calculation-period assumptions. Show residual balances and

separately quantify any claimed offsets involving other projects.

Calculate amortization using disclosed project service lives and forecast expenditure
weights. Compare annual and cumulative recovery under that approach with recovery
using the proposed 1.42% Muskrat Falls and 1.71% Labrador Transmission Assets rates,

including the effect of amortization start dates.

a) Asdiscussed in part b) of PUB-NLH-095 of this proceeding, the sustaining capital payments

made by Newfoundland and Labrador Hydro (“Hydro”) to Muskrat Falls Corporation

(“Muskrat Falls”) are to fund sustaining capital project spend expected to be incurred in that

month. The sustaining capital payments do not include any amount for Interest During

Construction (“IDC”), Allowance for Funds Used During Construction (“AFUDC”) or any other
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b)

c)

financing charge as Muskrat Falls is not incurring any financing costs related to these
sustaining capital projects. The financing for these projects is coming from Hydro. Hydro has
applied AFUDCin the Muskrat Falls Sustaining Capital Deferral Account based on the
sustaining capital projects that meet Hydro’s Capitalization Guidelines for capitalization of
borrowing costs. Please refer to CA-NLH-330, Attachment 1 for the calculation of AFUDC
(including the IDC portion and AFUDC true-up) for the Muskrat Falls Sustaining Capital
Deferral Account, a listing of the sustaining capital balance by month, as well as the
estimated in-service date of the projects. It should be noted that given these are forecasted
projects, the in-service dates for any project closing in 2027 is assumed to be December

2027.

In the case of the 2027 Test Year, Hydro is forecasting that all sustaining capital projects that
are included in the balance of the Muskrat Falls Sustaining Capital Deferral Account will be
in-service at the end of 2027. As a result, there is no difference between the in-service date
of the projects and the year of inclusion in rate-base. There is, however, a difference
between the in-service dates of the 2026 sustaining capital projects and the timing of their
inclusion in the Muskrat Falls Sustaining Capital Deferral Account at the end of 2026, which
impacts the opening balance of the Muskrat Falls Sustaining Capital Deferral Account used
to calculated the average rate base in 2027 and the amortization of the account balance in
2027. The Install Downstream Public Safety Boom project for Muskrat Falls has spend in
2026 of $254,271 and is not forecast to go into service until 2027. As a result, the opening
balance of the deferral account in 2027 used to calculate average rate base in the return on
rate base calculation includes $254,271 of project expenditures which are not yet in service.
The impact of including this balance in the calculation of average rate base (versus excluding
it until in-service) is an immaterial increase of $9,816 on 2027 Test Year revenue

requirement. Please refer to CA-NLH-330, Attachment 2 for further detail on the calculation.

Project service lives are not established at the project level. At the completion of a project,
the assets placed in service are identified, componentized and assigned to the applicable
units of property, each with its associated depreciation rate. Accordingly, the requested
calculation requires Hydro to assume that each sustaining capital project relates to a single

unit of property and apply an estimated service life to the project as a whole.
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This assumption may provide a reasonable approximation for projects involving the
acquisition of a single asset or a group of similar assets, such as vehicles. However, greater
judgment is required for projects involving the construction or replacement of assets
comprising multiple components with different service lives. Consequently, the resulting
calculation remains an estimate and is not necessarily more accurate than the use of the

proposed composite rates.

For illustrative purposes, Hydro applied estimated project service lives based on one unit of
property for each project and calculated amortization of the deferral account. On this basis,
the estimated 2027 Test Year revenue requirement is approximately $544,000 higher than
under the proposed composite rates of 1.42% for Muskrat Falls assets and 1.71% for

Labrador Transmission Assets.

From an ongoing administrative perspective, calculating and tracking amortization at the
individual asset-component level over the lives of all assets recorded in the sustaining
capital deferral accounts would require additional system functionality and administrative
resources. The proposed composite rates provide a consistent and practical basis for
estimating amortization and recovering the account balances. This approach was supported
by Hydro’s external depreciation expert, Concentric Advisors, Inc., in Exhibit 9 of Hydro’s

2026 General Rate Application.
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Breakdown of Muskrat Falls PPA Sustaining Capital Deferral Account 2027 Proposed Additions (SOOO)1

Muskrat Falls Additions 2027 In-Service Dates
Purchase Office Furniture 61 December 2027
Purchase Tools and Equipment 86 December 2027
Replace Light-Duty Vehicles 132 December 2027
Install Downstream Public Safety Boom, Muskrat Falls® 4,372 December 2027
Core OT Infrastructure 83 December 2027
Replace M&M Network Equipment at End of Life 13 December 2027
Replace Muskrat Falls Powerhouse - Network Systems 24 December 2027
In-Service Failures 626 December 2027
Total Muskrat Falls Additions 5,396

Allowance for Funds Used During Construction’ 111

Total Muskrat Falls Sustaining Capital Additions 5,507

Labrador Transmission Asset ("LTA") Additions 2027 In-Service Dates
Replace M&M Network Equipment at End of Life 28 December 2027
315 kV Right-of-Way Vegetation Clearing and Access Trail Improvements 2,202 December 2027
Replace Muskrat Falls Switchyard - Network Systems 25 December 2027
Replace SCADA RTU 268 December 2027
Replace Churchill Falls Switchyard - Network Systems 25 December 2027
Replace Churchill Falls Extension - Network Systems 25 December 2027
Core OT Infrastructure 17 December 2027
In-Service Failures 634 December 2027
Total LTA Additions 3,224

Allowance for Funds Used During Construction’ 62

Total LTA Sustaining Capital Additions 3,286

Total Additions 8,619

Total Allowance for Funds Used During Construction® 173

Total Muskrat Falls PPA Sustaining Capital Deferral Account 8,792

! Numbers may not add due to rounding.

2 Multi-year project which began in 2026.

® Allowance for Funds Used During Construction ("AFUDC") amounts have been corrected for errors identified in previous submission. The
AFUDC amount for 2027 Additions to Muskrat Falls Sustaining Capital have been corrected from $328,452 to $110,689. The AFUDC amount
for 2027 Additions to Labrador Transmission Asset Sustaining Capital have been corrected from $82,277 to $61,906. Total immaterial
difference of $238,134.
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