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Reference: Response to Request for Information NP-NLH-006.

Please update the analysis provided in the response to Request for Information NP-NLH-006 to
include the operation of all of the components of Hydro’s proposed deferral account. The
analysis should demonstrate that the overall effect on Hydro’s net income is the same under

both the existing and proposed scenarios. Please explain any differences.

To demonstrate the overall effect on Newfoundland and Labrador Hydro’s (“Hydro”) net income
under both the existing and proposed scenarios requires a comparison of an illustrative
December month energy sales and supply costs for 2021 compared to the 2019 Test Year for the
Island Interconnected System. The net income impact for both scenarios was estimated by

calculating the margin for both scenarios after the deferral account activity.

The following assumptions were made to provide a comparison of the net income impact:

e Under the existing deferral accounts Muskrat Falls Project costs, net revenue from
exports, transmission tariff revenue and greenhouse gas credits are not included in the
current definitions. These costs and revenues were not included in the existing scenario,
but to provide the comparison energy delivered from Muskrat Falls was included in the
calculation of the Revised Energy Supply Cost Variance to capture the fuel effects (no

power purchase costs included).

e The thresholds of +/-5500,000 in a calendar year, applicable under both the current and

existing deferral accounts, are not included.

e Holyrood Conversion Rate Deferral Account activity was not calculated since the
Holyrood Thermal Generating Station is no longer required to supply generation upon
commissioning of the Muskrat Falls Project. The difference in the test year fuel costs
and actual costs for the month will be credited to the Supply Cost Variance Deferral

Account.
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e Transmission energy losses are assumed to equal the test year forecast under the

existing scenario. The variance in transmission energy losses from the test year forecast

under the existing scenario impacts net income! (valued at the test year cost of fuel).

Transmission energy losses on the Island Interconnected System will change materially

post-commissioning as a result of the delivery of the Nova Scotia Block and the

exporting of excess energy for the Muskrat Falls Corporation. The variance from test

year forecast transmission losses under the proposed scenario impacts the energy

available for exports (i.e., impacts net revenues from exports).

A summary of the results are provided in Table 1 and detailed entries are provided in NP-NLH-

021, Attachment 1.

Existing Supply Deferral Accounts
Revenue

Supply Cost

Margin

Proposed Supply Cost Variance
Deferral Account

Revenue

Supply Cost

Margin

Table 1: Margin Impact Example

Deferral Actuals

2019TY  Actual  Account Activity (Incl. Deferral Acct. Activity) Margin Impact
71,717,104 66,458,686 5,251,395 71,710,081 (7,023)
37,183,056 11,833,315 25,575,220 37,408,534 225,478
34,534,048 54,625,371 (20,323,825) 34,301,547 (232,501)
71,717,104 70,371,686 1,160,984 71,532,670 (184,434)
37,183,056 79,336,372 (42,143,269) 37,193,103 10,046
34,534,048 (8,964,686) 43,304,253 34,339,567 (194,480)

The Existing Supply Deferral Accounts result in a reduction in sales margin of $232,501

compared to the test year compared to a reduction of $194,480 in sales margin under the

proposed Supply Cost Variance Deferral Account. The difference of $38,021 is primarily due to

the inclusion of the load variation for the Hydro Rural interconnected sales variance in the

proposed Supply Cost Variance Deferral Account.

1 Avariance of 1% from test year transmission losses impacts net income by approximately £$31,000 per month.
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