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Reference: Response to NP-NLH-110

NP-NLH-110 provides the existing Supply Cost Variance Deferral Account and the Long-Term

Supply Cost Variance Deferral Account by component and by month for 2027, and the existing

account at December 31, 2026.

a)

b)

<)

d)

e)

Provide the forecast Long-Term Supply Cost Variance Deferral Account balances by

component and by month for 2028 through 2030.

Restate NP-NLH-110, Attachments 1 and 4 to reflect the transfer of approximately $45
million of the Rural Rate Alteration balance to Newfoundland Power Inc. approved in
Order No. P.U. 15(2026). Provide the additional rate mitigation required and the effect

on the balance transferred to the Long-Term Supply Cost Variance Deferral Account.

Explain why each supply cost variance component of the Long-Term Supply Cost
Variance Deferral Account is forecast at zero throughout the Test Year at NP-NLH-110,
Attachment 2, while NP-NLH-110, Attachment 3 forecasts material variances in the
same components, including a Holyrood Thermal Generating Station fuel cost variance
of $129,709,981 and a net revenue from exports variance of $40,178,592 for the year.
Provide the Long-Term Supply Cost Variance Deferral Account computed on the

variance assumptions used in Attachment 3.

Reconcile the transfers out of the existing Supply Cost Variance Deferral Account in
March 2027 (563,974,591 for utility customers and $12,062 for industrial customers at
NP-NLH-110, Attachment 1) with the transfers into the Long-Term Supply Cost Variance
Deferral Account (NP-NLH-110, Attachment 2, $59,091,893 and $2,605,778) identifying

every difference in amount and in timing.

Provide Hydro’s current and forecast short-term borrowing rate for 2027 through 2030,
and the annual revenue requirement difference per $100 million of balance between
financing at that rate and at the approved weighted average cost of capital of 4.88

percent.
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A.

a)

b)

c)

In its long-term forecasting, Newfoundland and Labrador Hydro (“Hydro”) does not forecast
supply costs and other related credit variances pertaining to the components of the Long-
Term Supply Cost Variance Deferral Account (“SCVDA”) to the level of detail that would be
required to provide monthly variances by component. The compilation of this analysis
would require significant time and effort to provide as part of this proceeding. However,
Hydro has provided the annual Long-Term SCVDA component balances for the forecast
years 2028-2030 in Hydro’s response to PUB-NLH-142, Attachments 2 to 4 of this
proceeding. For the purpose of estimating financing costs, annual balances have been

spread evenly over 12 months, as presented in the attachments.

Please refer to Hydro’s response to PUB-NLH-142, Attachments 5 and 6, of this proceeding,
which restate Hydro’s response to NP-NLH-110, Attachments 1 and 4, of this proceeding
respectively, to reflect the transfer of approximately $45 million of the Rural Rate Alteration
balance to Newfoundland Power Inc. (“Newfoundland Power”), as approved in Board of

Commissioners of Public Utilities Order No. P.U. 15(2026).

As a result of the transfer, additional rate mitigation of approximately $46 million, including
associated financing costs, is required to extinguish the balance in the existing SCVDA. Total
rate mitigation for 2027 required for this purpose increases to approximately $251 million,

as compared to $205 million shown in NP-NLH-110, Attachment 1.

The total rate mitigation incorporated in the 2027 Test Year remains approximately

$502 million, as determined based on the test year revenue requirement and proposed
customer rates. Accordingly, the rate mitigation required to extinguish the existing SCVDA
results in a corresponding variance included in the rate mitigation component of the Long-

Term SCVDA in 2027 of $251 million.

The Long-Term SCVDA forecast for December 31, 2027 revised to incorporate the
approximate $45 million transfer of the Rural Rate Alteration balance to Newfoundland

Power is included as PUB-NLH-142, Attachment 1.

The Long-Term SCVDA assumes that, upon approval of the application, all variances are

equal to the test year. Hydro’s response to NP-NLH-110, Attachment 2, of this proceeding
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d)

e)

therefore is forecast at zero for each supply cost variance component throughout the test

year.

Hydro’s response to NP-NLH-110, Attachment 3, of this proceeding is intended to show the
SCVDA in the scenario where the application is not approved; therefore, material variances

are forecasted in the same components.

The transfers in NP-NLH-110, Attachment 1 of $63,974,591 and $12,062 represent the
transfers of the remaining balances in the Utility Customer and Industrial Customers
accounts into the Supply Cost Deferral Account Summary. The transfer is subsequently
extinguished via Rate Mitigation as of March 31, 2027. The $63,986,653 transfer in NP-NLH-
110, Attachment 1, page 2 is therefore the total of these two transfers being moved to the

Supply Cost Deferral Account for extinguishment.

The transfers in Hydro’s response to NP-NLH-110, Attachment 2, of this proceeding reflect
actual activity in the Long-Term SCVDA once the balance of the current SCVDA has been

transferred. These transfers are comprised of the following:

Utility RSP Industrial RSP

March 408,420 26,922 2026 ROE Transfers

June 60,082,571 2,673,776 2027 Revenue Deficiencies

Tuly (1,399 098) (94,920) Frequency Converter
59,091,893 2,605,778

Table 1 provides Hydro's forecast short-term borrowing rates for the 2027 Test Year through
2030. The forecast annual rates for 2028 through 2030 should be used with caution. Hydro’s
forecasts for 2028 to 2030 are derived from Hydro’s long-term financial forecast model,
which does not produce monthly short-term borrowing balances, and use opening and

closing borrowing balances only.

In addition, the forecast rates do not reflect potential borrowings under CORRA-based
facilities, which are generally expected to have a higher cost than promissory note

borrowings. Given that the forecast opening and closing short-term borrowing balances are
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less than $300 million, the forecast (and therefore the rates) assumes that the majority of

short-term borrowings are satisfied through promissory note borrowings.

Accordingly, the forecast short-term borrowing rates for 2028 through 2030 may understate
Hydro’s actual short-term borrowing costs and are not directly comparable to a rate derived
from detailed monthly borrowing requirements and will be subject to changes in market

conditions.

Table 1: Forecast Short-Term Cost of Borrowing

Rate

Year (%)
2027TY 3.39
2028F 2.84
2029F 2.82
2030F 2.69

For indicative purposes, the approved 2027 Test Year short-term borrowing rate of 3.39%
has been used for the 2028-2030 period. Using the 2027 Test Year forecast short-term cost
of borrowing and an annual revenue requirement difference of $100 million, assuming the
$100 million was outstanding for the full year, the difference between a short-term cost of
borrowing rate and Hydro’s weighted average cost of capital is approximately $1.5 million.!
The $1.5 million difference should be viewed as the upper end of the potential annual
impact in this example, as it assumes a constant $100 million balance outstanding for the
full twelve-month period. To the extent balances accumulate throughout the year and are
outstanding for a shorter period, the actual difference would be lower. For example, a $100

million balance outstanding for an average of six months would result in a revenue

requirement difference of approximately $0.75 million.

1($100 million * 4.88%) — ($100 million * 3.39%).
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