
NP-6 
NLH 2004 Capital Budget 

Page 1 of 9 

 

Q. Hydro uses a Study Discount Rate of 9.60% in its economic evaluations of 1 

alternatives for the VHF Mobile Radio Replacement.  By comparison, the 2 

evaluation of options to refurbish stack steel liner #2 at Holyrood used a 9% 3 

discount rate and the evaluation of the Holyrood distributed control system 4 

appeared to use an 8.5% discount rate. 5 

 6 

 Please justify the appropriateness of the 9.60% Study Discount Rate for the 7 

VHF Mobile Radio Replacement. 8 

 9 

 10 

A. The 9.6% discount rate was used in original estimates and maintained for 11 

consistency.  This rate of 9.6% was established when the original business 12 

case was completed in 2001.  As a sensitivity the NPV calculations were 13 

recalculated at 8.5%, the current discount rate, and are attached (Appendix 14 

A.1, A.2, A.3, A.4, A.5, A.6 and A.7).  Below are two tables summarizing the 15 

NPV analysis using the revised interest rates as well as the correction of the 16 

direct cash flows during construction.  As is evident, the change in the rate 17 

does not significantly change the calculations or the outcome. 18 

 19 

Table 1 - Switch Only Replacement 

Option 
NPV 
Original 
Submission 
(9.6%) 

NPV with 
corrections 
as per 
question NP-
5 (9.6%) 

NPV 
Calculated 
with 8.5% 
discount 
rate 

Mobile Trunked Radio System (MRS) $10,827,896 $10,801,619 $11,188,642
Switch Replacement in 2004 with MRS 
in 2008 

$12,008,866 $11,987,572 $12,513,531

Switch Replacement in 2004 with MRS 
in 2011 

$12,229,819 $12,212,564 $12,888,784
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Table 2 - Conventional Vs. Trunked Mobile Radio System 

 
Option NPV Hydro 

Sole User 
NPV Hydro & 

WS&T 
Trunked $10,827,896 $5,413,948
Conventional $10,597,828 $5,298,914

NPV Original 
Submission 
(9.6%) Difference $230,068 $115,034

Trunked $10,801,619 $5,400,809
Conventional $10,597,828 $5,298,914

NPV with corrections 
as per question NP-5 
(9.6%) Difference $203,790 $101,895

Trunked $11,188,672 $5,594,336
Conventional $10,918,724 $5,459,362

NPV 
Calculated with 8.5% 
discount rate Difference $269,948 $134,974

 
















