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Reference Evidence of Dr. Sean Cleary dated September 25, 2018

Further to PUB-CA-020 has Dr. Cleary considered the impact of a capital
structure for Newfoundland Power at 40% equity and an ROE of 7.5 % on its
credit metrics and credit rating?

Dr. Cleary has included two tables below that provide both the DBRS and
Moody’s metric estimates for NP under various equity ratio and ROE scenarios for
2017-2020. The supporting data and calculations can be found in “Attachment A —
PUB-CA-021 Worksheet.xls”. The metrics are estimated based on the pro forma
financial statements provided by NP in Exhibit 3 using the “existing” case
numbers. The estimates obtained using a 40% equity ratio, are obtained assuming
that NP issues additional new long-term debt at 4% to alter the capital structure.
Dr. Cleary feels 4% is conservative, given that NP issued $75 million in 40-year
bonds at a yield of 3.815% during 2017.

For ease of reference I first provide the ranges for the metrics used by Moody’s and
DBRS (for low business risk firms — which is what DBRS uses in assessing utilities
such as NP):

CREDIT METRIC CRITERIA

Moody's Metrics A Baa

(CFO pre-WC +

Interest)/Interest 4.5t06.0 3t04.5
CFO pre-WC/Debt 19t027%  11to19%
(CFO pre-WC - Dividends)

/Debt 15t0 23%  7to 15%
Debt/Capitalization 40to 50%  50to 59%
DBRS Metrics (Low Bus. Risk) AA A BBB
above 12.5to
Cash flow to debt 17.5% 17.5% 10.0to 12.5%
Debt to Capital below 55% 55to 65% 65-75%
EBIT to Interest Above 2.8 1.8t02.8 1.5t01.8

The table below reports the DBRS and Moody’s metrics for 2017-2010 using ROEs of 7.5%,
8.0% and 8.5% assuming the equity ratio remains at 45%.
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TABLE 21A

WITH EQUITY RATIO = 45%

DBRS Metrics — calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

DBRS Metrics - calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

DBRS Metrics - calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

ROE
7.50%

0.473

2018E
0.178
0.548
2.472

2018E
3.970
0.178
0.132

Page 2 of §
ROE ROE
8.00% 8.50%
2017 2017
0.184 0.188
0.542 0.542
2.595 2.694
2017 2017
4.029 4.098
0.184 0.188
0.118 0.122
0.473 0.473
2018E 2018E
0.182 0.186
0.548 0.548
2.569 2.665
2018E 2018E
4.038 4.105
0.182 0.186
0.136 0.140
0.480 0.480
2019E 2019E
0.175 0.179
0.545 0.545
2.619 2.719
2019E 2019E
3.967 4.037
0.175 0.179
0.154 0.158
0.479 0.479
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DBRS Metrics — calculated 2020E
Cash flow to debt 0.175
Debt to Capital 0.543
EBIT to Interest 2.519
Moody's Metrics — calculated 2020E
(CFO pre-WC + Interest)/Interest 3.941
CFO pre-WC/Debt 0.175
(CFO pre-WC - Dividends) /Debt 0.133
Debt/Capitalization (where Cap includes Deferred

taxes) 0.480

At a 45% equity ratio, we can note the following from Table 21A:

Page 3 of §
2020E 2020E
0.179 0.183
0.543 0.543
2.619 2,719
2020E 2020E
4.011 4.080
0.179 0.183
0.138 0.142
0.480 0.480

1. Two of the three DBRS metrics (CF/Debt and Debt/Capital) remain in the AA range
under all scenarios, with the lone exception of the CF/Debt ratio which falls slightly

below the 0.175 cut-off to 0.171 in 2019 with a 7.5% ROE.

2. The third DBRS metric (EBIT/Interest) remains in the upper half of the A range (1.8
to 2.8) for all four years under all ROEs, ranging from 2.47 to 2.72.
3. The first three Moody’s metrics remain in the top half of the Baa range under all
scenarios, while the 4™ metric (Debt/Capitalization) falls in the A range.

Hence, NP’s metrics would remain healthy and in the same ranges as they have been if we
use ROEs of 7.5%, 8.0% and 8.5% respectively. So Dr. Cleary sees no evidence from Table
21A that NP’s credit ratings would be affected if the allowed ROE was 7.5% or 8% rather

than 8.5%, assuming a 45% equity ratio.

Table 21B below reports the DBRS and Moody’s metrics for 2017-2010 using ROEs of

7.5%, 8.0% and 8.5% assuming an equity ratio of 40%.

TABLE 21B
ROE
WITH EQUITY RATIO = 40% 7.50%
DBRS Metrics — calculated 2017
Cash flow to debt 0.159
Debt to Capital 0.592
EBIT to Interest 2.259

ROE
8.00%

2017
0.162
0.592
2.341

ROE
8.50%

2017
0.165
0.592
2.424
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Moody's Metrics — calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

DBRS Metrics - calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

DBRS Metrics - calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

DBRS Metrics - calculated
Cash flow to debt

Debt to Capital

EBIT to Interest

Moody's Metrics - calculated

(CFO pre-WC + Interest)/Interest

CFO pre-WC/Debt

(CFO pre-WC - Dividends) /Debt
Debt/Capitalization (where Cap includes Deferred
taxes)

2017
3.687
0.159
0.098

0.519

2019E
0.151
0.592
2.285

2019E
3.631
0.151
0.132

0.521

2020E
0.154
0.592
2.278

2020E
3.665
0.154
0.116

0.523

Page 4 of 5
2017 2017
3.744 3.801
0.162 0.165
0.101 0.105
0.516 0.516
2018E 2018E
0.162 0.166
0.592 0.592
2.342 2.424
2018E 2018E
3.779 3.837
0.162 0.166
0.120 0.124
0.519 0.519
2019E 2019E
0.154 0.158
0.592 0.592
2.369 2.453
2019E 2019E
3.690 3.749
0.154 0.158
© 0.135 0.139
0.521 0.521
2020E 2020E
0.157 0.161
0.592 0.592
2.362 2.446
2020E 2020E
3.723 3.782
0.157 0.161
0.120 0.123
0.523 0.523
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Page 5 of 5

At a 40% equity ratio, we can note the following from Table 21B:

1. The first two DBRS metrics (CF/Debt and Debt/Capital) fall in the top half of the
A range under all scenarios, while the third DBRS metric (EBIT/Interest) remains
around the middle of the A range. These ratios would also be average or above
average relative to the DBRS credit metrics provided in Table 10 for comparable
Canadian utilities.

2. The first three Moody’s metrics remain in the middle to top half of the Baa range
under all scenarios, while the 4™ metric (Debt/Capitalization) falls in the lower
portion of the Baa range, just outside the A range.

Hence, if NP’s equity ratio was reduced to 40%, its metrics would decline but would remain
healthy and well within metric ranges consistent with their existing DBRS and Moody’s
ratings, based on ROEs of 7.5%, 8.0% and 8.5% respectively. So Dr. Cleary sees no
evidence from Table 21B that NP’s credit ratings would be affected if the allowed ROE
was 7.5% or 8% rather than 8.5%, assuming a 40% equity ratio.
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