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Q.  Further to PUB-Nalcor-203, LIL forecast for dividends, please provide the “delta 1 

impact” on revenue requirements and on dividends for the 2019-2039 forecasts for 2 

LIL, assuming that its availability is delayed by 12 months, and an additional $500 3 

Million in CAPEX is spent, pre-commissioning. Please also give an explanation of 4 

how this change specifically impacts the calculation of revenue requirements and 5 

dividends for MFLTA and LIL. 6 

 7 

 8 

A. The information and “delta impact” provided in this response is based on Nalcor’s 9 

January 2019 forecast, as aligned to the information provided in Nalcor’s response 10 

to PUB-Nalcor-203. At the time of this request, no analysis had been completed to 11 

analyse the impact of a delay beyond the currently established commissioning date 12 

of September 2020. The deadline to complete this response does not provide the 13 

necessary time to complete such analysis. As such, based on discussion with the 14 

Board, the assumption used for this response is that there is an additional $500 15 

Million in CAPEX spend during the pre-commissioning period, with no change in the 16 

commissioning date. 17 

 18 

 Refer to PUB-Nalcor-260, Attachment 1 for the “delta impact” on revenue 19 

requirements and dividends for the 2020 to 2039 LIL forecast with an additional 20 

$500 Million in CAPEX being spent in the pre-commissioning period. 21 

  22 

Based on current interpretations of the agreements provided in Nalcor’s responses 23 

to PUB-Nalcor-016 to PUB-Nalcor-019, the additional CAPEX during the pre-24 

commissioning period will impact the revenue requirements and dividends 25 

predominantly in three areas: 26 
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a) The increased capital will result in an increase in the annual commercial 1 

depreciation, assuming that the full cost is able to be added to the asset with no 2 

write-down of the existing capital cost being required; and, 3 

b) The funding of the additional CAPEX assumes that the cost is entirely funded by 4 

Equity. This will increase the equity account and will result in an increase in both 5 

the return on equity (ROE) and the required repayment of the equity over the 6 

term of the LIL Lease.  7 

c) The estimated Emera tax liability will begin to impact revenue requirement 8 

earlier due to the net impact of the additional CAPEX funding noted in (b) above 9 

on estimated taxable income requiring available Capital Cost Allowance (CCA) to 10 

be used up sooner.  11 

 12 

Commercial Depreciation Impact 13 

The “Annual Depreciation on the LIL” (Depreciation) is considered part of the 14 

“Rent” component, both of which are defined in the definitions section of the 15 

Transmission Funding Agreement (TFA) and the LIL Lease (Lease). The “Rent” is 16 

included in the “TFA Payment” as defined in section 3.2 of the TFA which is 17 

considered part of the LIL revenue requirement. Any change in the CAPEX during 18 

the pre-commissioning period will have a direct impact on the Depreciation over 19 

the service life, which directly impacts the LIL revenue requirement in any given 20 

year.  21 

 22 

The Depreciation component of the TFA Payment is required to fund the existing 23 

debt servicing and return of equity over the project life. In the case of additional 24 

CAPEX that is assumed to be fully funded by equity, as is the assumption for this 25 

response, the additional Depreciation recognized will be available for dividends. It is 26 
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important to note that a funding structure different than the one assumed above 1 

would result in a different dividend impact, as the utilization of any debt funding 2 

would require a portion of the additional revenue be allocated to debt servicing 3 

rather than dividends. 4 

 5 

Funding Impact 6 

Refer to the “Return on Equity (ROE)” paragraph on Page 8 of the Access to 7 

Information and Protection of Privacy Act (ATIPPA) responses PB-144-2018 and PB-8 

147-2018 (PUB-Nalcor-260, Attachment 2), for a detailed explanation of the LIL ROE 9 

calculation. By assuming that the additional CAPEX is being funded by 100% equity, 10 

the additional ROE as a result of the contributed equity would be included in the LIL 11 

revenue requirement and would be available for payment as dividends. 12 

 13 

Estimated Emera Tax Liability 14 

The net increase in Emera’s estimated annual taxable income as a result of the net 15 

ROE and dividends impact over the forecast period will advance the use of the CCA 16 

available for reducing Emera’s estimated tax liability. As a result, the CCA balance 17 

will be fully depleted earlier creating an estimated Emera tax liability in earlier years 18 

than estimated in the base case. This “Tax Adjustment Amount” as defined in the 19 

LIL Limited Partnership Agreement will be then recognized as an additional amount 20 

to be recovered through “Rent” as defined above. The “Tax Adjustment Amount” 21 

will be a direct flow through payment to Emera so there will be no impact on 22 

dividends. 23 

 24 

Refer to PUB-Nalcor-260, Attachment 1 for the impact on revenue requirement and 25 

dividends as a result of the change in depreciation, ROE and Emera tax liability due 26 

to the additional $500 Million of CAPEX. 27 
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This scenario would have no impact on the MFLTA revenue requirement or 1 

dividends. 2 



LIL Revenue Requirement and Dividends Impact

Based on the Nalcor January 2019 Forecast

$ Millions Total 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039

In Response to: Revenue Requirement

PUB-Nalcor-203 (a) Return on Equity 2,108               42                   125                 123                 122                 120                 118                  117                  115                 113                  111                  110                  108                 107                  105                 102                 99                   97                  94                   92                   89                   

PUB-Nalcor-203 (b) Interest Earned (229)                 (1)                    (5)                    (7)                    (8)                    (10)                 (12)                  (14)                  (16)                 (17)                  (19)                  (21)                  (22)                 (24)                  (12)                 (4)                    (5)                    (6)                   (7)                    (8)                    (9)                    

PUB-Nalcor-203 (c) Coupon Payments 2,129               41                   124                 124                 123                 123                 122                  122                  121                 121                  120                  120                  119                 118                  102                 90                   89                   88                  88                   87                   86                   

PUB-Nalcor-203 (d) Depreciation 1,874               32                   97                   97                   97                   97                   97                    97                    97                   97                    97                    97                    97                   97                    97                   97                   97                   97                  97                   97                   97                   

PUB-Nalcor-203 (e) Operating Costs 933                   12                   39                   40                   40                   41                   43                    44                    45                   46                    47                    48                    49                   50                    52                   53                   54                   56                  57                   58                   60                   

PUB-Nalcor-203 (f) Sustaining Capital 41                     -                      -                      -                      -                      -                      -                       -                       -                      -                       3                      -                       -                      -                       1                     1                     1                     1                    -                      7                     26                   

PUB-Nalcor-203 (g) Taxes 2                       -                      -                      -                      -                      -                      -                       -                       -                      -                       -                       -                       -                      -                       -                      -                      -                      -                     -                      -                      2                     

Revenue Requirement 6,858               127                 380                 377                 374                 371                 368                  365                  362                 360                  359                  354                  351                 348                  344                 339                 335                 333                328                 333                 351                 

Revenue Requirement Impacts

Return on Equity 679                   14                   43                   42                   41                   40                   39                    38                    38                   37                    36                    35                    34                   33                    32                   32                   31                   30                  29                   28                   27                   

Interest Earned (2)                      (0)                    (0)                    (0)                    (0)                    (0)                    (0)                     (0)                     (0)                    (0)                     (0)                     (0)                     (0)                    (0)                     (0)                    (0)                    (0)                    (0)                   (0)                    (0)                    (0)                    

Coupon Payments -                    -                 -                 -                 -                 -                 -                  -                  -                 -                  -                  -                  -                 -                  -                 -                 -                 -                -                 -                 -                 

Depreciation 202                   3                     10                   10                   10                   10                   10                    10                    10                   10                    10                    10                    10                   10                    10                   10                   10                   10                  10                   10                   10                   

Operating Costs -                    -                 -                 -                 -                 -                 -                  -                  -                 -                  -                  -                  -                 -                  -                 -                 -                 -                -                 -                 -                 

Sustaining Capital -                    -                 -                 -                 -                 -                 -                  -                  -                 -                  -                  -                  -                 -                  -                 -                 -                 -                -                 -                 -                 

Taxes 81                     -                 -                 -                 -                 -                 -                  -                  -                 -                  -                  -                  -                 -                  -                 -                 -                 17                  21                   22                   21                   

Adjusted Revenue Requirement 7,819               145                 433                 429                 425                 422                 417                  414                  410                 407                  406                  399                  395                 392                  387                 381                 376                 390                389                 394                 409                 

Dividend Impacts

Dividends as per PUB-Nalcor-203 2,540               17                   145                 144                 142                 141                 139                  137                  135                 134                  132                  130                  129                 127                  129                 148                 127                 125                122                 120                 118                 

$500 Million Additional Capex 878                   13                   53                   52                   52                   51                   50                    49                    48                   47                    46                    45                    45                   44                    43                   42                   41                   40                  39                   39                   38                   

Adjusted Dividends 3,418               30                   198                 196                 194                 192                 189                  186                  183                 181                  178                  176                  173                 171                  172                 190                 168                 165                162                 159                 155                 

Assumptions:

$500 Million in Capex is incurred evenly over the period of September 1, 2019 to August 31, 2020.

Equity contributions related to additional costs are spread evenly over the period of August 2019 to July 2020.

Contributions to the COREA account occur in December 2019.

COREA contributions will include incremental cashflows related to Capex.

No change to the commercial operation date of September 1, 2020.

No change to the pre-commissioning operating expenses.

No change to the operating and maintenance expenses during the commissioning period.
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