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NALCOR ENERGY
SEVENTY-NINTH MEETING OF BOARD OF DIRECTORS

Hydro Place FRIDAY
Boardroom Level 6 November 28, 2014
St. John’s, NL at 11:00am

AGENDA TAB

1. Constitution ot the Meeting:
* Chairperson — Ken Marshall
* Secretary — Peter Hickman
* Notice of meeting sent out on November 3,2014

2. Safety Moment
3. Approval of Agenda
4. Verification of the Minutes of the 78th meeting of the Board

held on October 2nd1 2014(RESOLUTION) 1
5. Business Arising
6. Action List 2
7. Board Committee Reports

• Audit
• Governance
• Safety, Health and Environment
• Compensation

8. Enterprise Risk Management Policy (RESOLUTION) 3
9. Financial Report

• Financial Summary 4
• Approval of Q3 Financial Statements and MD&A (RESOLUTION) 5
• Approval of 2015 Operating and Capital Budgets (RESOLUTION) 6
• Approval 012015 Financial Risk Management Strategy (RESOLUTION) 7
• Compliance Certificate S

10. Nalcor Energy Marketing Financial Recommendations (RESOLUTION) 9
11. MFLTA & LIL PFA Amendments 10
12. President’s Report

• 2014 Corporate Performance Review A
• 2015 Corporate Plan (Draft) B

13. Business Unit Reports
• Newfoundland and Labrador Hydro C
• CF(L)Co D
• Lower Churchill E
• Oil and Gas F
• Bull Arm 0
• Energy Marketing H

14. Employee Recognition
15. Ratification of Email Resolutions (RESOLUTIONS)
16. Natcor Board Annual Work Plan J
17. 2015 Meeting Schedule K
18. Other Business
19. Date for next meeting

* Friday, March 13, 2015
20. In Camera Session
21. Termination
22. Lunch
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THAT the minutes of the SEVENTY-EIGHTH meeting of the Board of

Directors of Nalcor Energy held on October 2, 2014, which minutes are

currently before this meeting, be and they are hereby verified as being

correct; and
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RESOLUTION

79Th NALCOR ENERGY BOARD OF DIRECTORS MEETING
NOVEMBER 28. 2014

VERIFICATION OF MINUTES

BE IT RESOLVED
I

I

K

THAT the Chairperson be and is hereby authorized to verify the minutes by

signing the Minute Book.

t

V
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MEMO

Date: November 21, 2014

To: Nalcor Board of Directors

Subject: Approval of Enterprise Risk Management (“ERM”) Policy Statement

Attached for the consideration and approval of the Board of Directors is an ERM Policy
Statement.

The Policy Statement has been prepared in accordance with Corporate Policy & Procedure
Guidelines. The Policy outlines guiding principles, high level roles and responsibilities as well as
key corporate and line of business level processes supporting the ERM framework. The Policy
was created to address the need for a high level corporate statement expressing the
commitment of the Board to ERM. Board level engagement and oversight is critical to the
success of the ERM program.

This Policy Statement will be reviewed and discussed at meetings of the Governance and Audit
Committees to be held on November 26th and 27th, respectively, so the Policy attached is
subject to any revisions that may result from discussions at those meetings. Any such revisions
will be outlined to the Board at the Board meeting.
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Purpose

• Governance considerations relating to ERM
implementation were reviewed with the Audit
Committee during the September 10th, 2014
meeting

• The Audit Committee requested that these
also be addressed to the Governance
Committee

2 1\) nalcor
energy
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Governance Considerations

• It was suggested that the Governance Committee
confirm:

— That the ERM Framework and Corporate Plan be
presented to the Nalcor Energy Board for approval

— That ERM plans be created for each line of business, and
presented to the Board of each entity by their inclusion in
strategic and/or operational plans. These plans will
include the development of board risk reporting

— That the Audit Committee will oversee short term ERM
implementation, with regularly evaluation of the oversight
structure as the framework matures

() nalcor
energy
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S

Enterprise Risk Management Policy

rRM

ERM-1

Corporate Risk & Insurance

Chief Risk Officer

ERM —a g-oup of coordinated activities, affected by the oganization’s board of
directors, marogeentand other peonre’ in strategy settingand acrossthe
enterprise. eesigned to identify potential events that may affect the -oiganiz.ition’,

uh1ectives, and to manage related risks to be within the organization’s risk appetite
and toerances.

ERM framework— set of comporents that provide the foundations for desgning,

impremeltinb, monitoring, reviewing and roil islia liy improving risk management

___________

throughout an organization.

_______

nitfaeawi’g *i,,,,flons a,, awptedf,om a risirber t’sc.vrn (1) Committee qonsonn0 G’gamgcr;oas of the Tnadeay commuss.ar fCosO; 12

Otioitlt Cild To’ht LLF aid c4Nfcs9-isu3J,C as pOtSIhed Dy She Noniopolsw,dords a! Coooda

Corponte Policies & Procedure, Manual ERM’l: Enterpiise Risk Management Po[cy

version 1.2, Now. 13, 2014

Page 1 of 6

V

t) nalcor
energy

Policy Title

Policy Group

Policy Number

Accountable Division

Policy Owner

1. Policy Statement Re’:ogn hug that the management of risk is critical to rhirrving corporate oiijortt’-oc

and urnpleuncntiug internal control systems, Nalcor Energy i Nelco: ‘; has
implemented an [nterpnie Risk Management (“ERM”) Framework to ensure that a
timely, structured and systematic approach is used to manage key business risks.

2. Purpose The purpose of this Policy is to outline the key counuponcuits of Nalcor’s ERM
Framework, including the inirasurLi, hire that facilitates performing the required risk
assessments, and developing and approving risk treatment plans. The Framework
requires ongoing communication and coursult,ntion with key stakeluolders, as well as
monitoring and reviews of etfectivene, both of the framework itself and also key
management actions to manage priority risks,

3. Guiding Principles Nalcom’s ERM Framework is underpinned by pi-inripii’s stating that risk management:

1. Creates and protects value
2. Is an integral part of all organi/ulinulal processes
3. lspartofdecision making
4. Explicitly addresses cinicerlairmty
S. Is systematic, structured and timely

6. Is based on the best available information
7. stailored
8. Takes human and cultural factors into account

9. Is transparent and inclusive; and

10. Facilitates continual inipi ovoment of Ihe oi Foliate i

4. Oefinitions and

Terms’

CIMFP Exhibit P-04054 Page 9
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Risk --the effect of uncertainty on nbjn t;ve’

Risk appetite -—the nature and amount of risk an organization is willing to take on in
pursuing its goals. Forms the bounds within which management must operate the
business.

Risk assessment— the overall process of risk identification, risk analysis and risk
evaluation.

Risk management is the identification, issessinent, and prorit i,ation of risks
followed by coordinated and economical application of resources to minimize
monitor, and control the probability and/or impact of unfor tunate event(s) or to
maximize the realization of opportunities.

Risk treatment --- often referred to as risk mitigation, it describes a process
1Jrlder I-kCFI to modify a risk which can include avoiding the risk, accepting the risk to
pursue opportunity, removing the risk source, changing the likelihood, changing the
consequences, sharing or transferring the risk or retaining the risk by informed
decision.

S. Scope of Application This policy applies to all divisions and lines of business within Nalcor Energy.

6. Standards and C.AN/CSA-lSO 310-1O (Risk Matiagonrent - Principles and guid&ines)

Requirements COSO Enterprise Risk Management — Integrated Framework

7. Process/Procedure2 Corporate Level Processes and Procedures

Once fully implemented, much of the benefit ofan ERM f!anlework lies in its ability
to support and supplement the decision making process. It is another lens to assist
management in allocating resources, pr iocitizing efforts, and aligning focus across the
)cg-rni2ation’s portfolio. At Nalcor, this includes six lines of business with varied

operations and activities.

At a Corporate level, this involves:

. Setting risk appetite and tolerances

. cornpletirrg an annual risk assessment at a portfolio level
• Detocniirring priority risks
. As’.i n.rng owner ship for these risks
a Developing Iepoitirri4 to the Executive and Board, including Risk Profiles and

Detailed Risk Treatment Plans
a Approving Risk Treatment for priority risks
. Overseeing the implementation and consistent ipplicairon of the framework

within the lines of business
a Overseeing status of risk treatment plans for priority risks
a Ensuring that review and mnnitor ing activities take place as required within the

framework, and that they embody a spirit of cnntinirou irriprovemoni
a Reviewing and appràving Corporate ERM plans and ERM Policy, which are are —

ERM-1: Enterprise Risk Management Polity
version 1.2, Nov. 13, 2014

Page 2 of 6

Adopted from cAn/csA-rson000-1O

Corporate Policies & Proceduras Manual
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reviewed and approved by the Board

The activities above are driven largely by an ERM Corporate Oversight Committee,
whose membership includes members of the Leadership Team and otliem senior
managers. Additional detail regarding the execution of these activities and the use of
the Risk Profile and Detailed Risk treatment Plan templates can be found in the ERM

Framework and ProcedLimes docLiment.

Line of Business’ Processes and Procedures

While the ERM Corporate OverJgfljCornniictee focuses on developing a portfolio

level view, the indisidua lines of business are required to complete an entity level ri)k

assessment as part of the annual strategic planning process. This is tap tu red in a
template referred to as the Risk Register. Data in the Risk RegIster informs the

portfolio view, but is expected to be more granular. The portfolio level risks

identified can be thought of as enterprise risks, while the additional ccc’ of detail

created in the Risk Register include more detailed components under each There

will often be several ronrponent risks at a line of business level which are shown as a
theme, or enterprise level risk when the overall portfolio is discussed

At a line of business level, key activities include:

• Corn plating an an nual risk assessment (for each line of bu sine ssi as part of
completing annual plans which is linked to the obiecrives in the plan

• Determining which risks link to the current operational plan

• Completing analysis and evaluation of the identihed risks

• Assigning ownership for these risks

• Overseeing status of risk treatment plans for key risks

• Revlewlng risk appetite statements for continued relevance, and recommending

changes to the board as appropriate

• En su ring that rcview and monito ring activities take p Ia Ce as requii eo within the
framess ork, and that they embody a spi i it of continuous improvement

• Overseeing any t Rid initiatives that impact the lines of business directly (eg E nM
maturity assessments. use of Risk Registers, etc.)

• Reviewing and approving the ERM Fr amework and Proredures document, via

representation at the ERM Sub-Conimittee

-- -Revkewog4-peo4ee4ba4.wtP€44oli€de€wme4it

• Providing feedback on the application of the framework within the lines of

business

• Carrying out process level risk assassi’nents, as required by COSO, for critical

processes and linking these assessments to the entity level, as appropriate

At a line of business level, the actIvitIes above are driven largely by the F RM S4

Committee, wnich includes representation from all lines of business as well as
Corporate support functions such as Information Technology, Human Resources, etc.
Additional detail regarding the execution of these activities, the use of the Risk
Register and other tools and templates can he found in the more detailed ERM

framework and Procedures document.

ERM Framework and Procedures

ERM Toolset

Corporate Policies & Procedures Manual EtM-1: Enteiprise Risk Management Policy

vera ion 1.2, Nov 13. 2014
Page 3 of 6

CIMFP Exhibit P-04054 Page 11



8. Responsibilities High level roles and responsibilities

There are three broad stakeholder grOUps who must fulfill their roles in order for the
ERM framework to be effective; front line staff and management, the Corporate Risk
department and independent overseers (le. Auditors and the Board).

front line staff and n,anaemertt

All staff have a esponsibility to appropriately balance risk and reward within the
activities that they operate, and to raise concerns where they are unsure this
balance has been struck. Employees must understand their role with respect to
processing transactions and are the ones who bring risk treatment {ie. internal

controls) to life. For Aadditional guidance on management’s role with respect to
ensuring appropriate internal control systems within their entity or department, the
Management Control Policy should be referenced.

Each line of business has an identified represontative on the ERM Sub—Coninhittee
This individual is responsible to Identity the right risk owners, oversee the
documentation of risk analysis and evaluation, and support the development of risk
treatment plans where this is challenging. They will also monitor progress of priority
treatment plans within their line of business, and will report status and emerging
risks to the Committee. The above activities are to be carried out using tools and
templates provided by Corpoiate Risk, and in a manner consistent with other lines of
business, Where training needs are identified for their line of business, they are
rvsponsible to communicate this to the torpor -ito Risk department and to work with
them to design an appropriate approach

Corporate Risk department

A great deal of accountability for ERM fr,mewtrrk design and implementation at the
corporate-level has been delegated to the CR0, from the CFO/VP Finance. The CR0
and their department are e spnn silile to:

• Oversee the annual risk assessment process, in coordination with Strategic
Planning

• Act as a resource to coach and educate staff impacted by ERM irnploisrontatirirs

regarding the policy ti amework and its application

• Chair the ERM Seh.C’mmittee and Co-Chair the ERM Corporate Oversight
Cnmmittee

• Ensure Risk Committee meetings take place at least quarterly and that there is
adec1oate representation and expertise on the Committee

• Review Policy and other guidance at least annually for quality and adherence to
best practice

• Provide training to lines of business as required and/or reqtii-:ited

• Facilitate corpo, ate/portfnlio level risk assessment workshops at least annually
• Monitor ERM framework and process
• Monitor risk treatment plans for priority risks
• Report progress against ERM plan(s) to Executive and Board as required

_____________ __________

The risk department is positioned to provide independent validation of compliance

corporate Policies & Procedures Manual ERM.1: Enterprise Risk Management Policy
version 1.2, Nov. 13, 2014

P age 4 of 6
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with ERM Policy and plans, as well as to monitor objecbvely the status of priority risk
treatmefit plans.

Auditors/Board of Directors

The Doard is charged with the role of representing the enterprises stakoholders in
respççt to risk issues. This includes providing effective oversight of the enterprise’s
risk profile, and in particular, ensuring that etecutive management is effectively
governing and managing the enterprise’s risk environment. Additionally, they are
responsible For ensuring that management has a process for identifying the principal
risks of the Corooration’s business and ensuring the implementation of appropriate
systems to efrectively monitor and manage such risks with a view to the long-term
ciabihty taf the Corr,cration. This includes oversight of internal control. management
information systems, and regulatory compliançpçcesses.

The-Board ic charged with the ele&-ce e4eo44e-the-eete4prise’ stakeholders
respect to nc” issues Through tfrieThe Governance 44.444-Committee, will provide
primary support to the Board in fulfilling this mandate, including reviewing ERM

f2{jc and Corporate ERfwI Plans and making recommendations to the Board
affpro’.es awl-periodically reviews ERM Poliq- and Corpcirate ERM Plancregarding
thou, approval. Board approval is also required where risk appetite and tolerances
are established or updated, following a similar process of review and
reconirneridation by the Governance Committee.

This Committee has tho.esponsibility and accountability to provide effective
ee.s4*..ef.4he-ekenprice’s ritk profile, and in particular, should ensure that
,.-—-----,,-t,-—,--t-—,
.. .., uvern,ng and managing the enterpri’s risk

cn’.’ironmont. Additionally, they-are responsible for oncuring that management has a
-,- 4,,,, ,1,,.,e;r,,;.,,, tk,, ,,,.‘i,,A.,.,,i ..,L, S +tf ,.,,.-.,.u,..’.

risks with a view to the long terna.via4i44i.t Uei cecp4fa4io.-4&-4ee4u$es
oversight of internal control, manJc’.nee4-i41Vrnntion systems, and-ce€elatery
compliance’’”

lnternalauditorsand external sersitar_pro%’d s,iH44’’-,,are responsible to report
independently to the Board i isgircirrig the eftectivrnes of activities taken by

rna’iagensontd-r4i, as well as priority risk treatment plans and ERM
franiework/pi oces

Note regardug conflicting interests

The roles as outlined above support i.dependent and objective quality assurance
overthe ERM franiewo’k and processapplk.tior within the Organization, and also
with respect to the etfeuivie’ies of priority risk treatment plans.

As a general principle, intleperidt’rire and/or objectivity can be impaired where a
function or individual is responsible for asses’ng the quality of theirown work, ltis
i”iportant that the Corporate Risk deparinient is recognized as a source of assurance
over the actMties of front line staff and n’anagernent It is not appropriate for

—. members of this department to make management decisions regarding risk appetite.

copie Polrier I Procedures Manwl ERM-1: Enterprise Risk Management Policy
Version 1,2. Nov. 13,1014

P age 5 of S
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tolerance or treatment.

Similarly, Internal jtor or ehxter’ial service providers .A.uditorc gyprov5de

manogcnisnt and the Board-wW4assurance over the quality of the work done bythe
Corpoi ate Risk department

It is important this design and these pmii’ciples are upheld in order to not
compromise the quality assurance which is built into the framework.

The main accountabilities and risponNiihtles of the-key stakeholders are fully
described in the ERM R.A.C.I, rnatrsrl which may be viewed or downloaded from
the link indicated below, and also in the ERM Framework and Procedures document,

9. Supporting and ERM Framework and Procedures

Related Documents ERM Toolset

ERM RA.C.l. Matrices

Management Control Policy

Corporate Policies & Procedures Manual ERM-t: Enterprise Risk Management Policy
Version 1.2, Nov. 13, 2014

P ag e 6 of 6

Management Control Policy

ERM R.A.C.l Matricesx

ERM Framework and Procedures

fpmmatted,lode.O:Left:O’ — 3

Formatted: Tndent: Left W
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Policy Group

Policy Number

ERM

ERM4

Policy Title Enterprise Risk Management Policy

Accountable Division

Policy Owner

Corporate Risk & Insurance

Chief Risk Officer

1. Policy Statement Recognizing that the management of risk is critical to achieving corporate objectives

and implementing internal control systems, Nalcor Energy ( Nalcor”) has

implemented an Enterprise Risk Management (“ERM”) Framework to ensure that a
timely, structured and systematic approacn is used to manage key business risks.

2. Purpose The purpose of this Policy is to outline the key components of Nalcors ERM
Framework, including the infrastructure that facilitates performing the required risk
assessments, and developing and soproving risk treatment plans. The Framework

reqinres ongoing communication and consultation with key stakeholders. as well as
monitoring and reviews of effectiveness, both of the framework itself and also key
management actions to manage priority risks.

3. Guiding Principles Nalcor’s ERM Fiamework is underpinned by principles stating that risk management:

1. Creates and protects value
2. Is an integral part of all organizational processes
3. Is part of decision making
4. Explicitly addresses uncertainty
S. Is systematic. structured and timely
6. Is based on the best available information
7. Is tailored
8. Takes human and cultural factors into account
9. Is transparent and inclusive; and
10. Facilitates continual improvement of the organi:ation.

4. Definitions and ERM — a group of coordinated activities, affected by the organizations board of

Terms1 directors, management and other personnel in strategy setting and across the
enterprise, designed to identify potential events that may affect the organization’s

objectives, and to manage related risks to be within the organization’s risk appetite

. and tolerances.

ERM framework — set of components that provide the foundations for designing,
implementing, monitoring, reviewing and continually improving risk management

throughout_an_organization.

Thefollowing definitions are adopted from a number of sources: (3) Committee of Sponsoring Organizations of the Treadway Commission (COSO), (2)

Deloitte and Touche LLP and C4N/CSA -ISO 31000-10 as published by the Nonionol Standards of Conada.

corporate Policies & Procedures Manual ERM-1: Enterprise Risk Management Policy
version 1.2, Nov. 13, 2014

- Pagelot6
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Risk — the effect of uncertainty on objectives.

I

Risk appetite —the nature and amount of risk an organization is willing to take on in
pursuing its goals. Forms the bounds within which management must operate the
business.

Risk assessment — the overall process of risk identification, risk analysis and risk
eva I u a tion.

Risk management - is the identification, assessment, and prioritization of risks

foflowed by coordinated and economical application of resources to minimize

monitor, and control the probability dnd/or impact of unfortunate event(s) or to
maximize the realization of opportunities.

Risk treatment — often referred to as risk mitigation, it describes a process
undertaken to modify a risk which can include avoiding the risk, accepting the risk to

pursue opportunit’ removing the risk source, changing the likelihood, changing the
consequences, sharing or transferring the risk or retainine the risk by informed

decision.

ERM-1: Enterprise Risk Management Policy
Version 1.2, Nov. 13, 2014

Page 2 of 6

5. Scope of Application This policy applies to all divisions and lines of business within Nalcor Energy.

6. Standards and C.AN/CSA-SO 31000-10 (Risk Management — Principles and guidelines)

Requirements COSO Enterprise Risk Management — Integrated Framework.

7. Process/Procedure2 Corporate Level Processes and Procedures

Once fully implelTiented, much of the benefit of an ERM framework lies in its ability
to support and supplement the decision making process. It is anol her lens to assist
management in allocating resources. prioriti?ing efforts, and aligning focus across the

organization’s portfolio. At Nalcor, this includes six lines of business with varied
opei’ations and activities.

At a Corporate level, this involves:

• Setting risk appetite and tolerances

• Completing an annual risk assessment at a portfolio level

• Determining priority risks
• Assigning ownership for these risks
. Developing reporting to the Executive and Board, including Risk Profiles and

Detailed Risk Treatment Plans

• Approving Risk Treatment for priority risks

• Overseeing the implementation and consistent application of the framework

within the lines of business

• Overseeing status of risk treatment plans for priority risks

• Ensuring that review and monitoring activities take place as required within the
tramework, and that they embody a spirit of continuous improvement

• Reviewing and approving Corporate ERM plans and ERM Policy, which are are

I
N

N

I

a

a

a

7

1Adoptedfrom CAN/cSA-15031000-IO

Corporate Policies & Procedures Manual
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reviewed and approved by the Board

The activities above are driven largely by an ERM Corporate Committee, whose
membership includes members of the Leadership Team and other senior managers.
Additional detail regarding the execution of these activities and the use of the Risk
Profile and Detailed Risk Treatment Plan templates can be found in the ERM
Framework and Procedures document.

Line of Business - Processes and Procedures

While the ERM Corporate Committee focuses on developing a portfolio level view,
the individual lines of business are required to complete an entity level risk
assessment as part of the annual strategic planning process. This is captured in a
template referred to as the Risk Register. Data in the Risk Register informs the
portfolio view, but is expected to be more granular. The portfolio level risks
identified can be thought of as enterprise risks, while the additional level of detail
created in the Risk Register include more detailed components under each. There
will often be several component risks at a line of business level which are shown as a
theme, or enterprise level risk when the overall portfolio is discussed.

At a line of business level, key activities include;

• Completing an annual risk assessment (for each line of business) as part of
completing annual plans which is linked to the objectives in the plan

• Determining which risks link to the current operational plan

• Completing analysis and evaluation of the identified risks

• Assigning ownership for these risks
• Overseeing status of risk treatment plans for key risks

• Reviewing risk appetite statements for continued relevance, and recommending
changes to the board as appropriate

• Ensuring that review and monitoring activities take place as required within the
framework, and that they embody a spirit of continuous improvement

• Overseeing any ERM initiatives that impact the lines of business directly (eg. ERM
maturity assessments, use of Risk Registers, etc.)

• Reviewing and approving the ERM Framework and Procedures document, via
representation at the ERM Sub Committee

• Reviewing and providing feedback on the ERM Policy document
• Providing feedback on the application of the framework within the lines of

business
• Carrying out process level risk assessments, as required by COSO, for critical

processes and linking these assessments to the entity level, as appropriate

At a line of business level, the activities above are driven largely by the ERM Sub
Committee, which.includes representation from all lines of business as well as
Corporate support functions such as Information Technology, Human Resources, etc.
Additional detail regarding the execution of these activities, the use of the Risk
Register and other tools and templates can be found in the more detailed ERM
Framework and Procedures document.

ERM Framework and Procedures

ERM Toolset

Corporate Policies & Procedures Manual ERM-2: Enterprise Risk Management Policy
Version 1.2, (‘Joy. 13, 2014

Page 3 of 6
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8. Responsibilities High level roles and responsibilities I
There are three broad stakeholder groups who must fulfill their roles in order for the

ERM framework to be effective; front line staff and management, the Corporate Risk

department and independent overseers (ie. Auditors and the Board)

Front line staff and management

I All staff have a responsibility to approprately balance risk and reward within the

activities that they operate, and to raise concerns where they are unsure this
balance has been struck. Employees must understand their role with respect to

processing transactions and are the ones who bring risk treatment (ie. internal
controls) to life. Additional guidance on management’s role with respect to ensiwing
appropriate internal control systems within their entity or department, the
Management Control Policy should be referenced.

Each line of business has an identified representative on the ERM Sub-Committee, I
I This individual is responsible to identify the right risk owners, oversee the

aocunientatiori of risk analysis and evaluation, and support the development of risk

treatment plans where this is challenging. They will also monitor progress of priority

treatment plans within their line of business, and will report status and emerging
risks to the Committee The above activities are to be carried out using tools and

templates provided by Corporate Risk, and in a manner consistent with other lines of

business. Where training needs are identified for their line of business, they are
responsible to communicate this to the Corporate Risk department and to work with —
them to design an appropriate approach.

Corporate Risk department

A great deal of accountability for ERM framework design and implementation at the
corporate-level has been delegated to the CR0, from the CFO/VP Finance. The CR0
and their department are responsible to:

• Oversee the annual risk assessment process, in coordination with Strategic
Planning

• Act as a resource to coach and educate staff impacted by ERM implementation
regarding the policy framework and its application

• Chair the ERM Sub-Committee and Co-Chair the ERM Corporate Committee

• Ensure Risk Committee meetings take place at least quarterly and that there is
adequate representation and expertise on the Committee

• Review Policy and other guidance at least annually for quality and adherence to
best practice

• Provide training to lines of business as required arid/or requested

• Facilitate corporate/portfolio level risk assessment workshops at least annually

• Monitor ERM framework and process

• Monitor risk treatment plans for priority risks

__

• Report progress against ERM plan(s) to Executive and Board as required a
The risk department is positioned to provide independent validation of compliance
with ERM Policy and plans, as well as to monitor objectively the status of priority risk

corporate Policies & Procedures Manual ERM-1: Enterprise Risk Management Policy
version 1.2, Nov. 13, 2014

-
Page4of6
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treatment plans.

Auditors/Board of Directors

The Board is charged with the role of representing the enterprise’s stakeholders in
respect to risk issues. Through the Audit Committee, the Board approves and
periodically reviews ERM Policy and Corporate ERM Plans. Board approval is also
required where risk appetite and tolerances are established or updated. This
Committee has the responsibility and accountability to provide effective oversight of
the enterprise’s risk profile, and in particular, should ensure that executive
management is effectively governing and managing the enterprise’s risk
environment. Additionally, they are responsible for ensuring that management has a
process for identifying the principal risks of the Corporation’s business and ensuring
the implementation of appropriate systems to effectively monitor and manage such
risks with a view to the long-term viability of the Corporation. This includes
oversight of internal control, management information systems, and regulatory
compliance processes.

Internal and external auditors are responsible to report independently to the Board
regarding the effectiveness of activities taken by management and risk, as well as
priority risk treatment plans and ERM framework/process.

Note regarding conflicting interests

The roles as outlined above support independent and objective quality assurance
over the ERM framework and process application within the organization, and also
with respect to the effectiveness of priority risk treatment plans.

As a general principle, independence and/or objectivity can be impaired where a
function or individual is responsible for assessing the quality of their own work. It is

important that the Corporate Risk department is recognized as a source of assurance
over the activities of front line staff and management. It is not appropriate for
members of this department to make management decisions regarding risk appetite,
tolerance or treatment.

Similarly, Internal or External Auditors provide management and the Board with
assurance over the quality of the work done by the Corporate Risk department.

It is important this design and these principles are upheld in order to not
compromise the quality assurance which is built into the framework.

The main accountabilities and responsibilities of the key stakeholders are fully
described in the ERM R.A.C.I. matrix which may be viewed or downloaded from the
link indicated below, and also in the ERM Framework and Procedures document.

Management Control Policy

ERM R.A.C.I Matrix

ERM Framework and Procedures

Corporate Policies & Procedures Manual ERM-1: Enterprise Risk Management Policy
Version 1.2, Nov. 13, 2014

Page 5 of 6

CIMFP Exhibit P-04054 Page 19



Corporate Poilcies & Procedures Manual ERM-1: Enterprise Risk Management Policy
Version 1.2, Nov. 13, 2014

Page 6 of 6

a

a

I

I
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I
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9. Supporting and ERM Framework and Procedures

Related Documents ERM Toolset

ERM R.A.C.I Matrix

Management Control Policy

I
I
I
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79th NAILOR ENERGY BOARD OF DIRECTORS MEETING
NOVEMBER 28. 2014

RESOLUTION

APPROVAL OF ERM POLICY STATEMENT

BE IT RESOLVED

THAT the Enterprise Risk Management Policy Statement presented to

the Board of Directors at its meeting of November 28, 2014, be and it is

hereby approved.

S

r
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Pages 22 - 24 have
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Pages 26 - 30 have

been fully redacted

and replaced with this

page.
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Highlights (cont’d.)
Phase 1 — Lower Churchill Project

— Budgeted net expenses of $O.SM
— Forecast net expenses of $O.5M

Capita! Expenditures

— Budgeted capital expenditures of $1,830.OM

— Forecast capital expenditures of $1,802.2M primarily due to:

An increase in Hydro’s capital expenditures of $150.1M mainly due to a PUB
approved Holyrood GT, a Labrador West transmission project, the Sunnyside
Transformer, the Western Avalon replacement of transmission lines and tap
charger and the Bay D’Espoir 230kV line upgrade partially offset by;

• A decrease in Gull Island capital expenditures of $18.SM due to refundable

transmission service deposits which were budgeted for 2014 and payments are not

expected in 2014;
• A decrease in LcP — Phase 1 capital costs of $162.3M mainly due later than planned

award and commencement of activities associated with the HVdc and HVac

transmission lines, converter and switchyard construction, and synchronous

condensers and lower progress than planned on the Astaldi Powerhouse contract.

10 (‘3 nalcor
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Pages 32 - 33 have
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Pages 35 - 37 have
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Phase 1 Highlights
• YTD actual costs of $902.9M for MF, LTA, and IlL are lower than YTD Project Budget

baseline of $1,028.1M by $125.2M primarily due to:

Later than planned award and commencement of activities associated with the HVdc and
HVac transmission lines;
Later than planned award and commencement of activities associated with the converter and
switchyard construction, and synchronous condensers.

• Lower progress than planned on the Astaldi Powerhouse contract;

• Forecast capital costs of $1,124.2M is lower than Project Budget baseline of $1,286.SM

by $162.3M primarily due to:

• Later than planned award and commencement of activities associated with the HVdc and
HVac transmission lines;

• Later than planned award and commencement of activities associated with the converter and
switchyard construction, and synchronous condensers;

• While progress is lower than planned on the Astaldi Powerhouse contract, the forecast
predicts a significant catchup in schedule out to the end of 2014.

• Debt draws under the Project Finance Agreements totaled $979.6M as at the end of

October

LOWER CHURCHILL PROJECT ‘\) nalcorenergy

*1 1 1*4
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Phase 1 Cost Summary

$1,028,102 $ 902,933 $1,286,505 $1,124,214 $1,875,501

S 3,426 $ 2,664 $ 4,624 $ 4,624 $ 46,721

$ 101,235 $ 99,084 $ 119,688 $ 119,688 $ 113,257

$ 104,661 $ 101,748 $ 124,312 $ 124,312 $ 159,978

$1,132,763 $1,004,681 $1,410,817 $1,248,526 $2,035,479

Note: VTD Actual costs above include currency impact of S13 in Owners Team, Admin & EPCM Services, $7,471 in Procurement

and Con5truction, $8 in Commercial & Legal, and $93 in Financing Costs.

LOWER CHURCHILL PROJECT Si (‘j) nalcor
energy

Owners Team, Admin & EPCM Services

Feasibility Engineering

Environmental & Regulatory Compliance

($000’s CAD) YTD 2014 TTD

______________________ ________

Budget Actual Budget Forecast Actuals

$ 85,147 $

Aboriginal Affairs

Procurement & Construction

$ 743 $

Commercial & Legal

Sub-Total

$ 5,418

$ 2,548

$ 925,117

106,903

$
$
$

93,992 $ 102,326

- $ 891

$ 6,522

$ 2,766

$1,164,279

5,101

1,154

797,612

Financing Costs

$
$
$
$
$
$$ 9,129 $ 5,074 $

Sub-Total

Interest During Construction (Net)

6,247

1,802

1,003,442

5,820

$ 408,682

$ 37,284

$ 26,171

$ 5,982

$1,380,603

$ 16,7799,721

Total
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Muskrat Falls Highlights
YTD actual costs of $455.5M is lower than YTD Project Budget baseline of $490.3M by

$34.SM primarily due to:

Lower progress than planned on the Astaldi Powerhouse contract.

Forecast capital costs of $568.SM is lower than Project Budget baseline of $588.OM by

$19.5M primarily due to:

While progress is lower than planned on the Astaldi Powerhouse contract, the forecast
predicts a significant catchup in schedule out to the end of 2014.

• Debt draws under the Project Finance Agreements totaled $979.6M as at the end of

October

LOWER CHURCHILL PROJECT 54 “\I) nalcor
P fl PIg
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Muskrat Falls Cost Summary

$ 490,344 $ 455,505 $ 588,014 $ 568,497 $1,132,141

$ 1,457 $ 1,490 $ 1,95] $ 1,957 $ 19,902

S 44,465 $ 43,584 $ 51,386 $ 51,386 $ 50,565

$ 45,922 $ 45,074 $ 53,343 $ 53,343 $ 70,467

S 536,266 $ 500,579 $ 641,357 $ 621,840 $1,202,608

Note: YTD Actual cost5 above include currency impact of $12 in Owners Team, Admin & EPCM Services, $901 in Procurement
and Construction, $5 in Commercial & Legal, and $39 in Financing Costs

LOWER CHURCHILL PROJECT 55 j)naIcor
energy

Owners Team, Admin & EPCM Services

Feasibility Engineering

($000’s CAD) lTD 2014 lTD

_____________________________________

Budget Actual Budget Forecast Actuals

Environmental & Regulatory Compliance

Aboriginal Affairs

$ 39,102 $
$ 104 $

Procurement & Construction

Commercial & Legal

45,704 $ 47,017 $ 51,830

Sub-Total

$ 125 $
$ 1,594 $ 4,648 $ 1,914

$ 2,014 $ 1,148 $ 2,105

$ 441,304 $ 400,594 $ 530,546

$ 6,226 $ 3,411 $ 6,307

$ 237,747

Financing Costs

Sub-Total

Interest During Construction (Net)

$ 5,071

$ 1,634

$ 506,044

$ 3,918

$ 16,552

$ 17,013

$ 5,434

$ 847,973

$ 7,422

Total
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Labrador Transmission Assets Highlights
YTD actual costs of $148.6M is lower than YTD Project Budget baseline of $172.SM by

$24.2M primarily due to:

• Lower progress than planned on the construction and clearing for the HVac line;
• Lower progress than planned on the switchyards contract.

• Forecast capital costs of $185.SM is lower than Project Budget baseline of $208.5M by

$23.OM

• Lower progress than planned on the construction and clearing for the HVac line;
• Lower progress than planned on the switchyards contract.

• Debt draws under the MF/LTA Project Finance Agreement totaled $160.9M as at the

end of October

LOWER CHURCHILL PROJECT 57 nalcor
energy
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Labrador Transmission Assets Cost Summary

S 172,791 S 148,619 $ 208,485 $ 185,476 $ 270,954

$ 320 $ 216 $ 430 $ 430 $ 4,031

S 10,235 $ 9,542 $ 11,698 $ 11,698 $ 10,095

5 10,555 $ 9,758 $ 12,128 $ 12,128 $ 14,126

5 183,346 $ 158,377 $ 220,613 $ 197,604 $ 285,080

Note: YTO Actual costs above include currency impact of $873 in Procurement and Construction, $2 in Commercial & Legal, and

$9 in Financing Costs.

LOWER CHURCHILL PROJECT 58

i
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Owners Team, Admin & EPCM Services

Feasibility Engineering

($ÔOO’s CAD) YTO 2014 Tm

_______________________________________Budget

Actual Budget Forecast Actuals

Environmental & Regulatory Compliance

Aboriginal Affairs

$ 6,085 $
$

Procurement & Construction

21 $
$

21,315 $ 7,302 $

Commercial & Legal

42 $

Sub-Total

$

$ 100 $

22,840

(11) $
25 $

$ 65,405

47 $

Financing Costs

0 $ 140 $

$ 480 j

$ 299

$ 166,063 $ 126,667 $ 200,464 $ 161,900

(7) $ 642

Interest During Construction (Net)

Sub-Total

47 $

648 $ 507 $ 696

0

Total

$ 203,134

$ 1,474

I I! I — a I 1 *4 a a
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Labrador-Island Link Highlights
YTD actual costs of $298.SM is lower than YTD Project Budget baseline of $365.OM by
$66.2M primarily due to:

• Later than planned award and commencement of activities associated with the HVdc
transmission line;

• Later than planned award and commencement of activities associated with the converter and
switchyard construction, and synchronous condensers;

• Lower progress than planned on the SOB) Offshore contracts;
• Lower EPCM staffing for LIL than budgeted.

Forecast capital costs of $370.2M is lower than Project Budget baseline of $490.OM by

$119.8M primarily due to:

• Later than planned award and commencement of activities associated with the HVdc
transmission line;

• Later than planned award and commencement of activities associated with the converter and
switchyard construction, and synchronous condensers;

• Lower progress than planned on the SOBI Offshore contracts;
• Lower EPCM staffing for LIL than budgeted.

• Debt draws under the LW Project Finance Agreement totaled $275.3M as at the end of

October

__________________________________

LOWER CHURCHILL PROJECT 60 (4.) nalcor
energy
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Labrador-Island Link Cost Summary

S 364,966 $ 298,807 $ 490,006 $ 370,240 $ 472,404

$ 1,649 $ 958 $ 2,237 $ 2,237 $ 22,788

$ 46,535 $ 45,958 $ 56,604 $ 56,604 $ 52,597

5 48,184 $ 46,916 $ 58,841 $ 58,841 $ 75,385

$ 413,150 $ 345,723 $ 548,847 $ 429,081 $ 547,789

Note: YTD Actual costs above include currency impact of $5,696 in Procurement and Construction, $2 in Commercial & Legal,

and $46 in Financing Costs.

LOWER CHURCHILL PROJEG 61 (\)nalcor
energy

($OOcPs CAD) YTD 2014 TED

_____________________________

Budget Actual Budget Forecast Actuals

Owners Team, Admin & EPCM Services

Feasibility Engineering

Environmental & Regulatory Compliance

Aboriginal Affairs

Procurement & Construction

$ 39,960 $
$
$
$

Commercial & Legal

618

3,782

434

Sub-Total

32,23226,973 $ 48,007

$ - $ 741

$ 463 $ 4,561

$ 6 $ 521

$ 317,749 $ 270,351 $ 433,269

$ 2,423 $ 1,014 $ 2,907

Financing Costs

$
$
$
$
$
$

1,183

121

335,498

1,206

Interest During Construction (Net)

Sub-Total

$ 105,531

$ 20,432

$ 8,515

$ 547

$ 329,495

$ 7,884

Total
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Gull Island YTD Capital Expenditures

Capital Expenditures
Budget to Forecast 2014

($miIIions)

Refundable transmission service deposits of $13.5 million were budgeted for 2014, however no payments are anticipated

for the year.

LOWER CHURCHILL PROJECT 03 4’) nalcor
energy
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Pages 87 - 95 have

been fully redacted

and replaced with

this page.
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NALCOR ENERGY
CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

September 30, 2014
Unaudited
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DIRECTORS OFFICERS

KEN MARSHALL KEN MARSHALL
Acting Chairperson Acting Chairperson
President — Atlantic Region
Rogers Cable ED MARTIN
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LEO ABBASS
Corporate Director DERRICK STURGE

Vice President, Finance and Chief Financial Officer
ALLAN HAWKINS
Mayor, Grand Falls Windsor CHRIS KIELEY

Vice President, Strategic Planning
ERIN BREEN and Business Development
Partner, Simmons+ Partners Defence

JIM KEATING
ED MARTIN Vice President, Oil and Gas
President and Chief Executive Officer

GERARD McDONALD
TOM CLIFT Vice President, Human Resources
Professor and Organizational Effectiveness
Faculty of Business Administration
Memorial University of Newfoundland and Labrador JOHN MacISAAC

Vice President, Project Execution and Technical Services
GERALD SHORTALL
Chartered Accountant GILBERT BENNETT
Corporate Director Vice President, Lower Churchill Project

DAWN DAILEY
Vice President, Corporate Relations I
ROB HENDERSON
Vice President, Newfoundland and Labrador Hydro I
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WAYNE CHAMBERLAIN
General Counsel and Corporate Secretary
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St. Johns, NI AUBURN WARREN
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Resigned October 16, 2014
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NALCOR ENERGY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

(linaudited)

As at (millions of Canadian dollars) Notes 2014 2013

ASSETS (Note 23)
Current assets

Cash and cash equivalents 68.2 93.7 11.9
Restricted cash 1,025.5 525.5 -

Short-term investments 1.0 1.0 11.0
Trade and other receivables 88.1 149.8 124.7
Inventory 103.0 75.2 62.0
Current portion of sinking funds - 65.4 -

Prepaid expenses 15.4 11.6 5.6
Derivative assets 1.0 0.2 0.1

Total current as5ets 1,302.2 922.4 215.3
Non-current assets

Property, plant and equipment 4 5,016.2 3,742.6 2,802.4
Exploration and evaluation assets 8.5 - -

Investment property 1.0 1.1 1.1
Other long-term assets 6 429.6 314.7 354.5
Investment in joint venture 1.4 1.1 0.7
Long-term investments 7 3,361.1 4,477.4 -

Total non-current assets 8,817.8 8,536.9 3158.7
Total assets 10,120.0 9,459.3 3,374.0
Regulatory deferrals 5 67.7 64.4 65.1
Total assets and regulatory deferrals 10,187.7 9,523.7 3,439.1

LIABILITIES AND EQUITY
Current liabilities

Short-term borrowings 8 - 41.0 125.0
Trade and other payables 703.1 408.3 198.0
Current portion of long-term debt 8 8.5 82.2 8.2
Derivative liabilities 0.9 1.5 -

Current portion of other liabilities 5.2 7.2 8.5

Total current liabilities 711.7 540.2 339.7
Non-current liabilities

Long-term debt 8 6,242.8 6,047.9 1,125.9
Class B limited partnership units 9 77.7 73.0 -

Deferred credits 10 218.0 96.9 28.0
Deferred contributions 11 11.1 9.5 9.9
Decommissioning liabilities 12 34.2 33.0 31.9
Long-term payables 78.0 78.3 82.4
Employee future benefits 124.2 118.3 119.9
Total non-current liabilities 6,786.0 6,456.9 1,398.0

Total liabilities 7,503.7 6,997.1 1,737.7
Shareholder’s equity

Issued capital 122.5 122.5 122.5
Shareholder contributions 1,263.2 1,141.8 435.8
Accumulated other comprehensive loss (15.8) (28.1) (2.7)
Retained earnings 1,077.6 1,031.8 943.6

Total equity 2,441.5 2,268.0 1,499.2
Total liabilities and equity 9,951.2 9,265.1 3,236.9
Regulatory deferrals 5 236.5 258.6 202.2
Total liabilities, equity and regulatory deferrals 10,181.7 9,523.7 3,439.1
See occomuanvinQ notes

Subsequent events (Note 22)

On behalf of the Board:

September30 December31 January 1

2013

DIRECTOR DIRECTOR

CIMFP Exhibit P-04054 Page 52



NALCOR ENERGY

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(Unaudited)

See accompanying notes

I
I
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Three months ended Nine months ended

Forthe period ended September30 (millions of Canadian dollan) Notes 2014 2013 2014 2013

Energy sales 1.15.4 121.6 565.9 550.6
Other revenue 8.3 8.0 24.0 20.1
Revenue 123.7 129.6 589.9 570.7

Fuels (32.4) (4.7) (203.6) (123.6)
Power purchased (13.3) (15.0) (52.4) (46.8)
Operating costs 14 (64.1) (54.3) (181.5) (159.8)
Depreciation and depletion 4 (20.9) (20.1) (70.1) (66.0)
Exploration and evaluation . (2.1) - (2.8)
Net finance income and expense 15 (16.8) (18.3) (58.4) (54.9)
Other income and expense (1.3) 2.5 (3.8) 3.0
Share of profit of joint venture 0.1 0.3 0.3
(Loss) profit, before regulatory adjustments (25,0) 17.6 20.4 120.1

Regulatory adjustments S 23.1 3,0 25.4 (43.6)
(loss) profit for the period (1.9) 20.6 45.8 76.5

Other comprehensive income (loss) for the period 2.9 (3.4) 12.3 (17.7)
Total comprehensive income for the period 1.0 17.2 58.1 58.8
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NALCOR ENERGY

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(Unaudited)

a a a a a — a a a a

Fair Value
Reserve

Issued Shareholder
Capital Contributions

Employee
Benefit

Reserve
Retained
Earnings Total(millions of Conadiw, dollars)

Balance at January 1, 2014 122.5 1,141.8 10.6 (38.7) 1,031.8 2,268.0

Profit for the period - - - - 45.8 45.8
Other comprehensive income

Net change in fair value of
available for sale financial instruments -

- 20.7 - - 20.7

Net change in fair value of financial
instruments reclassIfied to profit or loss - - (8.4) - - (8.4)

Total comprehensive income (loss) for the period - - 12.3 - 45.8 58.1

Capital contributions - 121.4 - - - 121.4

Balance at September 30, 2014 122.5 1,263.2 22.9 (38.7) 1,077.6 2,447.5

Balance at January 1, 2013 122.5 435.8 43.6 (46.3) 943-6 1,499.2

Profit for the period - -
- 16.5 76.5

Other comprehensive income
Net change in fair value of

available for sale financial instruments -
- (8.2) -

- (8.2)

Net change in fair value of financial
instruments reclassified to profit or loss - - (9.5) - - (9.5)

Total comprehensive income (loss) for the period - - (17.7) - 76.5 58.8

Capital contributions - 446.4 - -
- 44&4

Balance at September 30, 2013 1223 882.2 25.9 (46.3) 1,020.1 2,004.4

See accompanying notes
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NALCOR ENERGY

CONSOLIDATED STATEMENT OF CASH FLOWS I(Unaudited)

Three months ended Nine months ended
For the period ended September 30 (millions of Conodia,, dollars) Notes 2014 2013 2014 2013

Cash provided by (used in)
Operating activities

(Loss) profit for the period (1.9) 20.6 45.8 76.5
Adjusted for items not involving a cash flow:

Employee benefits 1.9 1.8 5.9 5.1
Depreciation and depletion 20.9 20.1 70.1 66.0
Accretion 1.3 1.4 4.1 4.1
Amortization of deferred contributions 0.3 - (0.5) -

Loss on disposal of property, plant and equipment 0,5 (0.3) 0.9 (0.2)
Decrease in long-term prepaid expenses 1.0 - 1.0
Share of profit of joint venture (0.1) - (0.3) (0.3)
Regulatory adjustments (23.1) (3.0) (25.4) 43.6
Other (1.9) (0.5) (1.0) 0.4

Changes in non-cash working capital balances 19 214.8 121.5 324.9 169.6
Net cash from operating activities 213.1 161.6 425.5 364.8

Investing activities
Additions to property, plant and equipment (542.9) (312.4) (1,219.5) (608.8)
Additions to exploration and evaluation (8.5) - (8.5) -

(Increase) decrease in long-term receivables (6.6) 1.6 (94.1) 0.5
Decrease (increase) in short-term investments 11.9 (1.7) - (3,2)
(Increase) decrease in sinking funds (9.5) (11.3) 103.9 (23.4)
Decrease (increase) in reserve fund 1.0 (0.1) 0.8 (0.2)
Decrease in long-term investments 398.7 - 1,116.3 -

Proceeds on disposal of property, plant and equipment - 0.2 - 3.8
Net cash used in investing activities (155,9) (3237) (101.7) (631.3)

Financing activities
Issuance of long-term debt 197.1 - 197.1 -

Retirement of long-term debt . (124.6)
Increase in restricted cash (160.6) - (500.0) -

Increase in Class B limited partnership units - (67.7) - -

(Decrease) increase in short-term borrowings (103.5) 30.0 (41.0) (81.0)
Decrease in long-term payable and other liabilities (1.5) (1.5) (3.0) (4.5)
Increase in contributed capital 33.6 152.5 121.4 446.4
Increase in deferred contributions 0.6 0.9 0.9 1.1
Decrease in deferred credits (0.3) (18.1) (0.1) (0.2)

Net cash provided from (used in) financing activities (34.6) 96.1 (349.3) 361.8

Net increase (decrease) in cash 23.2 (66.0) (25.5) 95.3
Cash and cash equivalents, beginning of period 45.0 173.2 93.7 11.9
Cash and cash equivalents, end of period 68.2 107.2 68.2 107.2

Supplementary cash flow information (Note 19)

See occomponying notes
a
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Uriaudited)

1. DESCRIPTION OF BUSINESS

Nalcor Energy (Nalcor) is incorporated under a special act of the Legislature of the Province of Newfoundland and
Labrador (the Province) as a Crown corporation and its business includes the development, generation and sale of
electricity, oil and gas, industrial fabrication and energy marketing. Nalcor’s head office is located in St. Johns,
Newfoundland and Labrador.

1.1 Subsidiaries
Nalcor holds interests in the following subsidiaries:

A 100.0% interest in Newfoundland and Labrador Hydro (Hydro) whose principal activity is the generation,
transmission and sale of electricity. Hydro’s operations include both regulated and non-regulated activities.

A 100.0% interest in Nalcor Energy — Oil and Gas Inc. (Oil and Gas), a company with a broad mandate to engage in
upstream and downstream sectors of the oil and gas industry including exploration, development, production,
transportation and processing.

A 100.0% interest in Nalcor Energy — Bull Arm Fabrication Inc. (Bull Arm Fabrication), Atlantic Canada’s largest
industrial fabrication site with a fully integrated infrastructure to support large-scale fabrication and assembly. Its
facilities include onshore fabrication halls and shops, a dry-dock and a deep water site.

A 100.0% interest in Muskrat Falls Corporation (Muskrat Falls) created to develop, construct, finance and operate the
Muskrat Falls plant, an 824 megawatt (MW) hydroelectric generating facility in Labrador.

A 100.0% interest in Labrador Transmission Corporation (Transco) created to develop, construct, finance and operate
transmission assets connecting the Muskrat Falls plant to the existing hydroelectric generating facility in Churchill
Falls.

A limited partnership interest in the Labrador-Island Link Limited Partnership (LIL LP), created to develop, construct,
finance and operate the assets and property constituting the Labrador-Island Link (LIL), a transmission link to be
constructed between the Muskrat Falls plant and the Newfoundland and Labrador Island Interconnected System. LIL
Holdco holds 100.0% of the Class A limited partnership units.

A 100.0% interest in Labrador-Island Link General Partner Corporation (LIL GP) and Labrador-Island Link Holding
Corporation (LIL Holdco), both created to hold Nalcor’s 65.0% interest in the LIL LP.

A 100,0% interest in the Labrador-Island Link Operating Corporation (LIL Opco), created to operate and maintain the
LIL.

A 100.0% interest in the Lower Churchill Management Corporation (LCMC), created to carry out the project
development and management functions for Phase 1 of the Lower Churchill Project including planning, engineering
and design management, construction management, risk management, finance, procurement and supply chain
management.

A 100.0% interest in the Nalcor Energy Marketing Corporation (NEM), a subsidiary established to market Nalcor’s
energy throughout North America. NEM was incorporated on March 24, 2014.

Nalcor also has two inactive subsidiaries, Gull Island Power Corporation (GIPC0) and Lower Churchill Development
Corporation (LC0C).

-1-
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I
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

1. DESCRIPTION OF BUSINESS (cont’d.) I
1.2 Investments In Joint Arrangements

Nalcor holds a 65.8% indirect interest (through Hydra) in Churchill Falls (Labrador) Corporation Limited (Churchill
Falls), a joint operation that owns and operates a hydroelectric generating plant and related transmission facilities
situated in Labrador with a rated capacity of 5,428 MW.

Nalcor holds a 33.3% indirect interest (through Churchill Falls) in Twin Falls Power Corporation (Twin Falls). a 225 IMW hydroelectric generating plant on the Unknown River in Labrador. The plant has been inoperative since 1974.

1.3 Variable Interest Entities
Nalcor consolidates the results of variable interest entities (VIEs) in which it holds a financial interest and is the
primary beneficiary. Nalcor has determined that it is the primary beneficiary of the LIL Construction Project Trust
(Project Trust) and as a result has included the financial statements of the Project Trust in these consolidated
financial statements. Nalcor has determined that it is not the primary beneficiary of the Muskrat Fails/Labrador
Transmission Assets (MF/LTA) Funding Trust or the Labrador-Island Link (LIL) Funding Trust and therefore the
operations of these trusts are not reflected in these financial statements.

I
2. 5IGNIFICANT ACCOUNTING POLICIES

2.1 Statement of Compliance and Basis of Measurement
These condensed interim consolidated financial statements have been prepared in accordance with international

Accounting Standard (lAS) 34-Interim Financial Reporting as issued by the International Accounting Standards Board
(lASS). Nalcor adopted international Financial Reporting Standards (IFRS) as of January 1,2014, with a date of
transition effective January 1,2013. Nalcor has adopted accounting policies which are based on the IFRS applicable
as at September 30, 2014, and includes individual IFRS, lAS, and interpretations made by the IFRS Interpretations
Committee (IFRIC) and the Standing Interpretations Committee (SIC). Upon adoption, Nalcor followed the
requirements of 1FRS 1-First time adoption of IFRS (IFRS 1) in its application of IFRS as disclosed in Note 21.

Previously, the Annual Audited Consolidated Financial Statements of Nalcor were prepared in accordance with

Canadian Generally Accepted Accounting Principles (GAAP). An explanation of how the transition to IFRS has affected
the financial position, financial performance and cash flows is provided in Note 21.

These condensed interim consolidated financial statements do not include all of the information required for full

Annual Audited Consolidated Financial Statements. Interim results will fluctuate due to the seasonal nature of
electricity demand and water flows, as well as timing and recognition of regulatory items. Due to higher electricity

demand during winter months, revenue from electricity sales is higher during the first and fourth quarters.

These financial statements have been prepared on a historical cost basis, except for financial assets ‘at fair value I
through profit or loss’ and ‘available-for-sale’ financial as5ets which have been measured at fair value, The

condensed interim consolidated financial statements are presented in Canadian Dollars and all values rounded to the

nearest million, except when otherwise noted. The financial statements were approved by the Board of Directors of

Nalcor on XX,2014.

2.2 Basis of Consolidation
The consolidated financial statements include the financial statements of Nalcor, its subsidiary companies and its
share of investments in joint arrangements. In addition, the financial statements of all variable interest entities for
which Nalcor has been determined the primary beneficiary are included in these consolidated financial statements.

intercompany transactions and balances have been eliminated upon consolidation.

1
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d.)

2.2 Basis of Consolidation (cont’d.)
Effective June 18, 1999, Flydro, Churchill Falls, and Hydro-Québec entered into a shareholders’ agreement which
provided, among other matters, that certain of the strategic operating, financing and investing policies of Churchill
Falls be subject to approval jointly by representatives of Hydro and Hydro-Québec on the Board of Directors of
Churchill Falls.

Although Hydro retains its 65.8% ownership interest the agreement changed the nature of the relationship between
Hydro and Hydra-Québec, with respect to Churchill Falls, from that of majority and minority shareholders,
respectively, to that of a joint operation. Accordingly, Hydra has applied the proportionate consolidation method of
accounting for its interest in Churchill Falls subsequent to the effective date of the shareholders’ agreement.

Churchill Falls holds 33.3% of the equity share capital of Twin Falls. The investment is accounted for using the equity
method.

Substantially all of Oil and Gas’ activities are conducted jointly with others and accordingly these consolidated
financial statements reflect only Nalcor’s proportionate interest in such activities.

2.3 Cash and Cash Equivalents
Cash and cash equivalents and short-term investments consist of Canada Treasury Bills, Bankers’ Acceptances (BAs)
drawn on Schedule 1 Canadian Chartered Banks and Term Deposits issued by Schedule 1 canadian Chartered Banks.
Those with original maturities at date of purchase of three months or less are classified as cash equivalents whereas
those with original maturities beyond three months and less than twelve months are classified as short-term
investments. Cash and cash equivalents and short-term investments are measured at fair value.

2.4 Trade and Other Receivables
Trade and other receivables are classified as ‘loans and receivables’ and are measured at amortized cost using the
effective interest method.

2.5 Inventory
Inventories are stated at the lower of cost and net realizable value. Cost is determined on a weighted average basis
and includes expenditures incurred in acquiring the inventories and bringing them to their existing condition and
location. Net realizable value represents the estimated selling price for inventories less all estimated costs of
completion and costs necessary to make the sale.

2.6 Property, Plant and Equipment
Items of property, plant and equipment are recognized using the cost model and thus are recorded at cost less
accumulated depreciation and accumulated impairment losses. Cost includes materials, labour, contracted services,
professional fees and, for qualifying assets, borrowing costs capitalized in accordance with Nalcor’s accounting
policy. Costs capitalized with the related asset include all those costs directly attributable to bringing the asset into
operation. When significant parts of property, plant and equipment are required to be replaced at intervals, Nalcor
recognizes such parts as individual assets with specific useful lives and depreciation, respectively. Likewise, when a
major inspection is performed, its cost is recognized in the carrying amount of the plant and equipment as a
replacement if the recognition criteria are satisfied. All other repair and maintenance costs are recognized in profit or
loss as incurred. Property, plant and equipment are not revalued for financial reporting purposes. Depreciation of
these assets commences when the assets are ready for their intended use.

I
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I
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (contd.) I
2.6 Property, Plant and Equipment (coned.)

Hvdro
Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets as follows:

Generation plant
Hydroelectric 45 to 100 years
Thermal 35 and 65 years
Diesel 25 to 65 years

Transmission
Lines 30 and 60 years
Terminal stations 40 tosS years

Distribution system 30 to 55 years

Hydroelectric generation plant includes the powerhouse, turbines, governors and generators, as well as water
conveying and control structures, including dams, dikes, tailrace, penstock and intake structures. Thermal generation
plant is comprised of the powerhouse, turbines and generators, boilers, oil storage tanks, stacks, and auxiliary
systems. Diesel generation plant includes the buildings, engines, generators, switchgear, fuel storage and transfer
systems, dikes and liners and cooling systems.

Transmission lines include the support structures, foundations and insulators associated with lines at voltages of 230,
138 and 69 kilovolt (kV). Switching stations assets are used to step up voltages of electricity and to step down
voltages for distribution. Distribution system assets include poles, transformers, insulators, and conductors.

Churchill Falls
Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets as follows:

Hydroelectric generation plant 45 to 100 years I
Thermal 30 to 65 years
Diesel 7 to 45 years

Hydro and Churchill Falls assets’ residual values, useful lives and method of depreciation are reviewed at each
financial year end and adjusted prospectively, if appropriate. The carrying value of property, plant and equipment is
reviewed for impairment whenever events indicate that the carrying amounts of those assets may not be
recoverable.

Oil and Gas
(i) Development and Production Costs

Items of property, plant and equipment, which include petroleum and natural gas development and production
assets, are measured at cost less accumulated depreciation and depletion. Development and production assets
are grouped into cash-generating units for impairment testing.

Expenditures on the construction, installation or completion of infrastructure facilities such as processing
facilities and the drilling of development wells, including unsuccessful development or delineation wells, are
capitalized within property, plant and equipment, as long as it is technically feasible and economically viable to
extract identified reserves.

The initial cost of an asset comprises its purchase price or construction cost, any costs directly attributable to
bringing the asset into operation, the initial estimate of the decommissioning costs and, for qualifying assets,
borrowing costs. The purchase price or constructed cost is the aggregate amount paid and the fair value of any
other consideration given to acquire the asset.

-4
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudfted)

2. SIGNIFICANT ACCOUNTING POLICIES (corit’d.)

2.6 Property, Plant and Equipment (cont’d.)
Capitalized petroleum and natural gas interests generaHy represent costs incurred in developing proved and/or
probable reserves and bringing in or enhancing production from such reserves, and are accumulated on a field
or geotechnical area basis.

Gains and losses on disposal of an item of property, plant and equipment, including petroleum and natural gas
interests, are determined by comparing the proceeds from disposal with the carrying amount of property, plant
and equipment.

(ii) Subsequent Costs
Costs incurred subsequent to the determination of technical feasibility and commercial viability are included in
the asset’s carrying amount or recognized as a separate asset, as appropriate, only when it is probable that
future economic benefits associated with the asset will flow to Nalcor and the cost can be measured reliably,
The carrying amount of a replaced asset is derecognized when replaced. Routine repairs and maintenance costs
are charged to earnings during the period in which they are incurred.

(iii) Depletion
The net carrying value of development and production assets is depleted using the unit of production method by
reference to the ratio of production in the year to the related proved and probable reserves, taking into account
estimated future development costs necessary to bring those reserves into production. Future development
costs are estimated taking into account the level of development required to produce the reserves. These
estimates are reviewed by independent reserve engineers at least annually.

Proved and probable reserves are estimated using independent reserve engineer reports and represent the
estimated quantities of crude oil, natural gas and natural gas liquids which geological, geophysical and
engineering data demonstrate, with a specified degree of certainty, to be recoverable in future years from
known reservoirs and which are considered commercially viable. It is equally likely that the actual remaining
quantities recovered will be greater or less than the sum of the estimated proved plus probable reserves. Such
reserves may be considered commercially producible if management has the intention of developing and
producing them and such intention is based upon:

• a reasonable assessment of the future economics of such production;
• a reasonable expectation that there is a market for all or substantially all the expected petroleum and natural

gas production; and
• evidence that the necessary production, transmission and transportation facilities are available or can be

made available.

Lower Churchill Project
Since the assets associated with the Lower Churchill Project are under construction, there is no depreciation
recognized until the assets are ready for use.

Other Assets
Other assets include telecontrol, computer software, buildings, vehicles, furniture, tools and equipment which are
carried at cost less accumulated depreciation. Depreciation is recognized in profit or loss on a straight-line basis over
estimated useful lives ranging from 3 to SO years. Depreciation methods, useful lives and residual values are
reviewed at each reporting date.

-5-
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I
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d.) I
2.7 Exploration and Evaluation Assets

Pre-license exploration and evaluation costs are recognized in profit or loss as incurred. Costs of exploring for and
evaluating petroleum and natural gas properties are capitalized and the resulting intangible exploration and
evaluation assets are tested for impairment in accordance with IFRS 6 and lAS 36.

Exploration and evaluation costs related to each license/prospect are initially capitalzed with “exploration and I
evaluation assets”. Such exploration and evaluation costs may include costs of license acquisition. technical services
and studies, seismic acquisition, exploration drilling and testing, directly attributable overhead and administrative
expenses and the projected costs of retiring the assets, if any, but exclude general prospecting or evaluation costs
incurred prior to having obtained the legal rights to explore an area which are expensed directly to profit or loss as
they are incurred.

Exploration and evaluation assets are not depleted and are carried forward until technical feasibility and commercial
viability of extracting an oil resource is considered to be determined. The technical feasibility and commercial
viability of extracting a mineral resource is considered to be determined when proved reserves are determined to
exist. A review of each exploration license or field is carried out, at least annually, to ascertain whether proved Ireserves have been discovered.

Upon determination of proved reserves, exploration and evaluation assets attributable to those reserves are first

tested for impairment and then reclassified from exploration and evaluation assets to property, plant and
equipment.

2.8 Investment Property
Investment property is property held for the purpose of generating rental income or capital appreciation, but not for
sale In the ordinary course of business, use in the production or supply of goods or services or for administrative
purposes. I
Investment property is recognized using the cost model and thus is recorded at cost less accumulated depreciation
and accumulated impairment losses. Cost includes materials, labour, contracted services, professional fees and, for
qualifying assets, borrowing costs capitalized in accordance with Nalcor’s accounting policy. Costs capitalized with
the related asset include all those costs directly attributable to bringing the asset into operation. When significant
parts of investment property are required to be replaced at intervals, Nalcor recognizes such parts as individual
assets with specific useful lives and depreciation, respectively. Likewise, when a major inspection is performed, its
cost is recognized in the carrying amount of the investment property as a replacement if the recognition criteria are
satisfied. All other repair and maintenance costs are recognized in the statement of income as incurred, Investment
property is not revalued for financial reporting purposes. Depreciation of these assets commences when the assets
are ready for their intended use.

Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets as follows:

Computer equipment, vehicles and office equipment S years
Buildings 18 years
Topsides module hail door 26 years
Visitor center 42 years

The assets’ residual values, useful lives and method of depreciation are reviewed at each financial year end and
adjusted prospectively, if appropriate. The carrying value of investment property is reviewed for impairment
whenever events indicate that the carrying amounts of those assets may not be recoverable.

I
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (coned.)

2.9 Borrowing Costs
Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the
cost of those assets, until such time as the assets are substantially ready for their intended use or sale. Investment
income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalization. All other borrowing costs are recognized in profit or
toss in the period in which they are incurred.

2.10 Impairment of Non-Financial Assets
At the end of each reporting period, Nalcor reviews the carrying amounts of its non-financial assets to determine
whether there is any indication that those assets may be impaired. If any such indication exists, the recoverable
amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where it is not

possible
to estimate the recoverable amount of an individual asset, Nalcor estimates the recoverable amount of the

cash-generating unit to which the asset belongs. Where a reasonable and consistent basis of allocation can be
identified, corporate assets are also allocated to individual cash-generating units, or otherwise they are allocated to
the smallest group of cash-generating units for which a reasonable and consistent allocation basis can be identified.

The recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash

flows have not been adjusted. If the recoverable amount of an asset (or cash-generating unit) is estimated to be less
than its carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable

amount. An impairment loss is recognized immediately in profit or loss.

2.11 Investments in Joint Arrangements
Ajoint arrangement is an arrangement of which two or more parties have joint control. Control exists when Nalcor
has the power, directly or indirectly, to govern the financial and operating policies of an entity, so as to obtain
benefits from its activities. A joint arrangement is either a joint operation or a joint venture.

Effective June 18, 1999, Hydro, Churchill Falls and Hydro-Québec entered into a shareholders’ agreement which
provided, among other matters, that certain of the strategic operating, financing and investing policies of Churchill

Falls be subject to approval jointly by Hydro and Hydro-Québec representatives on the Board of Directors of Churchill
Falls. Although i-jydro retains its 65.8% ownership interest, the agreement changed the nature of the relationship
between Hydro and Hydro-Québec, with respect to Churchill Falls, from that of majority and minority shareholders,

respectively, to that of joint operators. This investment is accounted for using the proportionate consolidation
method.

Hydro’s joint operation, Churchill Falls, holds 33.33% of the equity share capital of Twin Falls and is a party with other
shareholders in a participation agreement which gives Churchill Falls joint control of Twin Falls. This investment is
accounted for using the equity method. Under the equity method, the interest in the joint venture is carried in the
statement of financial position at cost plus post acquisition changes in Churchill Falls’ share of net assets of the joint
venture. The statements of profit and comprehensive income reflect the share of the profit or loss of the joint
venture.

2.12 Employee Future Benefits

U) Pension Plan
Employees participate in the Province’s Public Service Pension Plan, a multi-employer defined benefit plan.
Contributions by Nalcor to this plan are recognized as an expense when employees have rendered service
entitling them to the contributions.
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1
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (contd.) I
2.12 Employee Future Benefits (cont’d.)

(ii) Other Benefits
Nalcor provides group life insurance and health care benefits on a cost-shared basis to retired employees, in

addition to a severance payment upon retirement.

The cost of providing these benefits is determined using the Projected Benefit Method, with actuarial valuations Ibeing completed every three years and extrapolated at the end of each reporting period based on service and

management’s best estimate of salary escalation, retirement ages of employees and expected health care costs.

Actuarial gains and losses on Nalcor’s defined benefit obligation as at the end of the prior year are recognized in
other comprehensive income in the period in which they occur. Past service costs are recognized in operating
costs as incurred.

The retrement benefit obhgation recognized in the statement of financial position represents the present v&ue
of the defined benefit obligation.

2.13 Provisions I
A provision is a liability of uncertain timing or amount. A provision is recognized if Nalcor has a present legal
obligation or constructive obligation as a result of past events, it is probable that an outflow of resources will be
required to settle the obligation and the amount can be reliably estimated. Provisions are not recognized for future
operating losses. The provision is measured at the present value of the best estimate of the expenditures expected
to be required to settle the obligation using a discount rate that reflects the current market assessments of the time
value of money and the risks specific to the obligation. Provisions are re-measured at each statement of financial
position date using the current discount rate.

2.14 Decommissioning, Restoration and Environmental Liabilities
Legal and constructive obligations associated with the retirement of property, plant and equipment are recorded as
liabilities when those obligations are incurred and are measured as the present value of the expected costs to settle
the liability, discounted at a rate specific to the liability. The liability is accreted up to the date the liability will be
incurred with a corresponding charge to net finance and income costs. The carrying amount of decommissioning,
restoration and environmental liabilities is reviewed annually with changes in the estimates of timing or amount of
cash flows added to or deducted from the cost of the related asset.

2.15 Revenue Recognition

Electricity Sales
Revenue from the sale of energy is recognized when Nalcor has transferred the significant risks and rewards of
ownership to the buyer; recovery of the consideration is probable; and the amount of revenue can be reliably
estimated. Sales within the Province are primarily at rates approved by the Newfoundland and Labrador Board of
Commissioners of Public Utilities (PUS), whereas export sales and sales to certain major industrial customers are
either at rates under the terms of the applicable contracts, or at market rates.

Management exercises judgment in estimating the value of electricity consumed by customers in the period, but
billed subsequent to the end of the reporting period. Specifically this involves an estimate of consumption for each
customer, based on the customer’s past consumption history.

Churchill Falls provides energy to three primary customers: Hydro-Québec, Hydro and Twin Falls. I
A power contract with Hydro-Québec dated May 12, 1969 (the Power Contract) provides for the sale of a significant
amount of the energy from Churchill Falls until 2041. The Power Contract has a 40-year term to 2016 which then
renews for a further term of 25 years. The rate is predetermined in the Power Contract and decreases from the
existing rate of 2.5426 mills per kwh to 2.0 mills per kWh upon renewal in 2016.

-8- 1
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d.)

2.15 Revenue Recognition (cont’d.)

Churchill Falls also recognizes revenue from Hydro-Québec under a Guaranteed Winter Availability Contract (GWAC)
through 2041. The GWAC was signed with Hydro-Québec in 1998 and provides for the sale of 682 MW of guaranteed
seasonal availability to Hydro-Québec during the months of November through March in each of the remaining years
until the end of the Power Contract.

The value of differences between energy delivered and the Annual Energy Base (AEB), as defined in the Power
Contract, is tracked over a four year period and then either recovered from or refunded to I-iydro-Québec over the
subsequent four year period, unless the balance is less than $1.0 million in which case it is recovered or refunded
immediately. These long-term receivables or long-term payables are subject to interest at 7% per annum (2013- 7%).

Under the Power Contract, Churchill Falls has the right to recall 300 MW (Recall Power), All of the Recall Power is
sold by Churchill Falls to Hydro and it is used to service Labrador, with any unused portion used for export sales.
Churchill Fails also provides 225 MW to Twin Falls to service the mining industry in Labrador West.

ci: Sales
Revenue from the sate of crude oil is recognized when the amount of revenue can be reasonably measured, the
significant risks and rewards of ownership have passed, Nalcor retains no continuing managerial involvement or
control and collection is reasonably assured.

Revenue from properties in which Nalcor has an interest with other producers is recognized on the basis of Nalcors
net working interest of petroleum and natural gas produced. Under this method, crude oil produced below or above
Nalcor’s net working interest results in an under-lift or over-lift position. Under-lift or over-lift positions are
measured at market value and recorded as an asset or liability respectively.

Other Revenue
Revenue associated with the sale of geoscience data is recognized when the terms and conditions governing sales
have been met, the amount of revenue can be reliably estimated and recovery of considerat;on is probable.

Lease Revenue
Lease revenue is recognized when services have been rendered, recovery of the consideration is probable, and the
amount of revenue can be reliably estimated.

2.16 Net Finance Income and Expense
For all financial instruments measured at amortized cost and interest bearing financial assets classified as available
for sale, nterest income or expense is recorded using the effective interest rate, which is the rate that exactly
discounts the estimated future cash payments or receipts through the expected life of the financial instrument or a
shorter period, where appropriate, to the net carrying amount of the financial asset or liability.

2.17 Foreign Currencies
Transactions in currencies other than Nalcor’s functional currency (foreign currencies) are recognized using the prior
month end close rate. At the end of each reporting period, monetary items denominated in foreign currencies are
translated at the rates of exchange in effect at the period end date. Foreign exchange gains and losses are included in
income as finance income and costs.

2.18 Income Taxes
Nalcor is exempt from paying income taxes under Section 149(1) (d) of the Income Tax Act.
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I
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d.) I
2.19 Financial Instruments

Financial assets and financial liabilities are recognized in the statement of financial position when Nalcor becomes a
party to the contractual provisions of the instrument and are initially measured at fair value. Subsequent
measurement is based on classification. Financial assets are classified into the following specified categories:
financial assets ‘at fair value through profit or loss’ (FVTPL), ‘held-to-maturity’ investments, ‘available-for-sale’ (AFS)
financial assets and ‘loans and receivables’. The classification depends on the nature and purpose of the financial
assets and is determined at the time of initial recognition.

Classification of Financial Instruments

Nalcor has classified each of its financial instruments into the following categories: financial assets at FVTPL; loans
and receivables; held to maturity investments; AFS financial assets; and other financial liabilities.

Cash and cash equivalents Loans and receivables
Short-term investments AFS financial assets
Trade and other receivables Loans and receivables
Derivative assets Financial assets at FVTPI
Sinking funds — investments in same Hydro issue Held-to-maturity investments
Sinking funds — other investments AFS financial assets
Long-term receivable Loans and receivables
Trade and other payables Other financial liabilities
Derivative liabilities Other financial liabilities
Short-term borrowings Other financial liabilities
Long-term debt Other financial liabilities
Long-term payable Otherfinancial liabilities

(i) Effective Interest Method I
The effective interest method is a method of calculating the amortized cost of a debt instrument and allocating
interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated
future cash receipts (including all fees on points paid or received that form an integral part of the effective
interest rate, transaction costs and other premiums or discounts) through the expected life of the debt
instrument, or, where appropriate, a shorter period to the net carrying amount on initial recognition.

Income is recognized on an effective interest basis for debt instruments other than those financial assets
classified as at FVTPL.

Financial Assets

(ii) Financial Assets at FVTPL I
Financial assets are classified at FVTPL when the financial asset is either held for trading or it is designated as at
FVTPL.

A financial asset is classified as held for trading if:

• it has been acquired principally for the purpose of selling it in the near term; or
• on initial recognition it is part of a portfolio of identified financial instruments that Nalcor manages together

and has a recent actual pattern of short-term profit-taking; or
• it is a derivative that is not designated and effective as a hedging instrument.

-10- I
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANTACCOUNTING POLICIES (cont’d.)

2.19 FinancIal Instruments (cont’d)
A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial recognition
if:

• such designation eliminates or significantly reduces a measurement or recognition inconsistency that would
otherwise arise; or

• the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and
its performance is evaluated on a fair value basis, in accordance with Nalcor’s documented risk management
or investment strategy, and information about the grouping is provided internally on that basis; or

• it forms part of a contract containing one or more embedded derivatives, and lAS 39 Financial Instruments:
Recognition and Measurement permits the entire combined contract (asset or liability) to be designated as at
FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on remeasurement
recognized in other income and expense. The net gain or loss incorporates any dividends or interest earned.

(iii) Held-to-Maturity Investments

Non-derivative financial assets with fixed or determinable payments and fixed maturity dates that Nalcor has the
positive intent and ability to hold to maturity are classified as held-to-maturity investments. Held-to-maturity
investments are measured at amortized cost using the effective interest method less any impairment, with
revenue recognized on an effective yield basis.

(iv) AFS Financial Assets

AFS financial assets are non-derivative financial assets that are designated as available-for-sale or are not
classified in any of the previous categories. Gains and losses arising from changes in fair value are recognized in
other comprehensive income and accumulated in the fair value reserve with the exception of impairment losses,
interest calculated using the effective interest method, and foreign exchange gains and losses on monetary
assets, which are recognized in profit or loss. Where the investment is disposed of or is determined to be
impaired, the cumulative gain or loss previously accumulated in the fair value reserve is reclassified to profit or
loss.

(v) Loans and Receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in
an active market are classified as ‘loans and receivables’. Loans and receivables are measured at amortized cost
using the effective interest method, less any impairment. Interest income is recognized by applying the effective
interest rate, except for short-term receivables when the recognition of interest would be immaterial.

Financial Liabilities and Equity Instruments

(vi) Classification as Debt or Equity

Debt and equity instruments are classified as either financial liabilities or equity in accordance with the
substance of the contractual arrangement.

— 11 -
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I
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d.) I
2.19 Financial Instruments (corit’d)

(vii) Financial Liabilities

All financial liabilities are classified as ‘other financial liabilities’. Other financial liabilities, including borrowings,
are initially measured at fair value, net of transaction costs. Other financial liabilities are subsequently measured
at amortized cost using the effective interest method, with interest expense recognized on an effective yield
basis.

2.20 Derecognition of Financial Instruments
Nalcor derecognizes a financial asset only when the contractual rights to the cash flows from the asset expire, or
when it transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another
entity. If Nalcor neither transfers nor retains substantially all the risks and rewards of ownership and continues to
control the transferred asset, its retained interest in the asset and any associated liability for amounts it may have to
pay is recognized. If Nalcor retains substantially all the risks and rewards of ownership of a transferred financial
asset, it continues to recognize the financial asset and also recoglizes the collateralized borrowing for the proceeds
received. Nalcor derecognizes financial liabilities when, and only when, its obligations are discharged, cancelled or
they expire.

2.21 Impairment of Financial Assets
Financial assets are assessed for indicators of impairment at the end of each reporting period. Financial assets are
impaired where there is objective evidence that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows of the investment have been affected.

Evidence of impairment could include:
• significant financial difficulty of the issuer or counterparty; or
• default or delinquency in interest or principal payments; or
• it becoming probable that the borrower will enter bankruptcy or financial re-organization

For certain categories of financial assets, such as trade receivables, assets that are assessed not to be impaired

individually are, in addition, assessed for impairment on a collective basis. Objective evidence of impairment for a
portfolio of receivables could include Nalcor’s past experience of collecting payments, an increase in the number of
delayed payments in the portfolio past the average credit period, as well as observable changes in national or local
economic conditions that correlate with defaults on receivables.

For financial assets carried at amortized cost, the amount of the impairment is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted at the financial asset’s original
effective interest rate. I
The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the
exception of trade receivables, where the carrying amount is reduced through the use of an allowance account.
When a trade receivable is considered uncollectible, it is written off against the allowance account, Subsequent
recoveries of amounts previously written off are credited against the allowance account. Changes in the carrying
amount of the allowance account are recognized in profit or loss.

When an AFS financial asset is considered to be impaired, cumulative gains or losses previously recognized in other
comprehensive income are reclassified to profit or loss in the period.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognized, the previously recognized impairment loss is reversed
through profit or loss to the extent that the carrying amount of the investment at the date the impairment is
reversed does not exceed what the amortized cost would have been had the impairment not been recognized.

12
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

3. SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the financial statements in conformity with IFRS requires management to make judgments.
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, revenues and expenses. Actual results may differ from these estimates, including changes as a result of
future decisions made by the PUB. The estimates and underlying assumptions are reviewed on an on-going basis.
Revisions to accounting estimates are recognized in the period in which the estimate is revised if the revision affects
only that period or in future periods if the revision affects both current and future periods.

3.1 Use of Estimates

(i) Property. Plant and Eciuipment

Amounts recorded for depreciation are based on the useful lives of Nalcor’s assets. The useful lives of property,
plant and equipment are determined by independent specialists and reviewed annually by Nalcor. These useful
lives are management’s best estimate of the service lives of these assets. Changes to these lives could materially
affect the amount of depreciation recorded.

(ii) Oil and Natural Gas Reserves

Oil and gas reserves are evaluated by independent reserve engineers. Reserve estimates are used in calculating
depletion, impairment and decommissioning liabilities. Estimates of recoverable reserves are based upon
variable factors and assumptions regarding historical production, production rates, ultimate reserve recovery,
marketability of petroleum and natural gas, and timing and amount of future cash expenditures. Changes to
these amounts could materially affect these calculations.

(iii) Decommissioning Liabilities

Nalcor recognizes a liability for the fair value of the future expenditures required to settle obligations associated
with the retirement of property, plant and equipment. Decommissioning liabilities are recorded as a liability at
fair value, with a corresponding increase to property, plant and equipment. Accretion of decommissioning
liabilities is included in profit or loss through finance costs. Differences between the recorded decommissioning
liabilities and the actual decommissioning costs incurred are recorded as a gain or loss in the settlement period.

(iv) Employee Benefits

Nalcor provides group life insurance and health care benefits on a cost-shared basis to retired employees, in
addition to a severance payment upon retirement. The expected cost of providing these other employee
benefits is accounted for on an accrual basis, and has been actuarially determined using the projected benefit
method prorated on service, and management’s best estimate of salary escalation, retirement ages of
employees, and expected health care costs.

(v) Revenue

In the absence of a signed agreement with Hydro-Québec relating to the Annual Energy Base (AEB), Churchill
Falls continues to apply the terms of the previous agreement which expired August 31, 2012 Management
continues to work to negotiate terms of a new agreement.

- 13 -
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1
NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

3. SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS (cont’d.) I
3.2 Use of Judgments

(i) Property, Plant and Equipment

Nalcor’s accounting policy relating to property, plant and equipment is described in Note 2.6. In applying this
policy, judgment is used in determining whether certain costs are additions to the carrying amount of the
property, plant and equipment as opposed to repairs and maintenance. If an asset has been developed,
judgment is required to identify the point at which the asset is capable of being used as intended and to identify
the directly attributable borrowing costs to be included in the carrying value of the development asset.
Judgment is also used in determining the appropriate componentization structure for Nalcor’s property, plant
and equipment.

Petroleum

Transmission and Natural

Generation and Gas
Distribution Properties

I

4. PROPERTY, PLANT AND EQUIPMENT

I

Construction

(millions of Canadian dollars) Plant Other in Progress Total

Cost

Balance at January 1, 2D13 1,425.5 610.2 405.6 175.9 659.6 3,276.8

Additions - 190.6 - 849.3 1,039.9

Disposals (7.0) (1.6) - (1.5) - (10.1)

Transfers 60.5 54,2 - 25.4 (140.1) -

Other adjustments (1.8) (0.5) 0.1 - (2.2)

Balance at December 31, 2013 1,477.2 662.3 596.2 199.9 1,368.8 4,304,4

Additions - 0.1 177.9 0.5 1,166.1 1,344.6

Disposals (1.7) (0.9) - (0.4) - (3.0)

Transfers 0.7 (0.1) - 1.0 (1.6) -

Balance at September 30, 2014 1,476.2 661.4 774.1 201.0 2,533.3 5,646,0

Depreciation and depletion

Balance at January 1, 2013 301.1 81.0 49.5 42.8 - 474.4

Depreciation and depletion 33.8 18.3 25.1 12.7 - 89.9

Disposals (1.9) (0.4) - (0.6) . (2.9)

Other adjustments 0.2 0.1 - 0.1 - 0.4

Balance at December 31, 2013 333.2 99.0 74.6 55.0 - 561.8

Depreciation and depletion 26.8 15.4 18.6 9.3 - 70.1

Disposals (1.1) (0.2) - (0.4) - (1.7)

Other adjustments (1.0) 0.6 - - - (0.4)

Balance at September 30, 2014 3573 114.8 93.2 63.9 - 629.8

Carrying value

Balance at January 1, 2013 1,124.4 529.2 356.1 133.1 659.6 2,802.4

Balance at December 31, 2013 1,144.0 563.3 521.6 144.9 1,368.8 3,742.6

Balance at September 30, 2014 1,118.3 546.6 680.9 137.1 2,533.3 5,016.2

1
S
S
I
I

I
I

I

p
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

5. REGULATORY ASSETS AND LIABILITIES

January 1 Regulatory December31 Regulatory September30
2013 activity 2013 activity 2014

Remaining
Recovery

Settlement
Period (years)

Regulatory assets
Foreign exchange losses
Foreign exchange on fuel
Deferred lease costs
Deferred energy conservation costs

Regulatory liabilities
Rate stabilization plan (RSP)
Insurance proceeds
Deferred power purchase savings

2.4 1.5 3.9 1.3 5.2 n/a

65.1 (0,7) 64.4 3.3 67.7

(201.7) (52.1) (253.8) 21.7 (232.1) n/a
- (4.3) (4.3) 0.4 (3.9) n/a

(0,5) - (0.5) - (0.5) 12.75

(202.2) (56.4) (258.6) 22.1 (236.5)

5.1 Regulatory Adjustments Recorded in the Consolidated Statement of Income

(a) Pursuant to Order No. PU. 38(2013), the PUB approved the deferral of the lease costs associated with the diesel

units at the Holyrood Thermal Generating Station. In the absence of rate regulation, IFRS would require that Hydro

expense the lease costs in the year incurred. For the nine months ended September 30, 2014, S3.0 million

of operating costs were deferred.

6. OTHER LONG-TERM ASSETS

mi/hans of Conad,ori dollar,)

Long-term receivables
Long-term prepaid expenses
Reserve fund
Sinking funds

September30
2014

(a) 111.4
8.6

49-7

December31 January 1
2013 2013
16.7 0.8

9.6
50.5

(a) As at September 30, 2014, long-term receivables include $102.4 million (2013 -$15.0 million) related to a
long-term advance to a supplier in relation to construction of the Muskrat Falls hydroelectric plant.

The advance is secured by a $102.4 million letter of credit from a Schedule 1 canadian Bank.

62.6 (2.1) 60.5 (1.6) 58.9
0.1 (0.1) - 0.6 04

3.0 3M

27.25
n/a
n/a

Three months ended Nine months ended
For tile period ended September30 (millions o/ conodion dollars) 2014 2013 2014 2013

8.7 4.1 263 50.5RSP recovery
Rural rate adjustment
RSP fuel deferral
RSP interest
Amortization of deferred foregn exchange losses
Deferred foreign exchange (losses) gains on fuel
Deferred energy conservation
Insurance proceeds (net of amortization)
Deferred lease costs

4.4 4.4 13.7

2.1 1.4 Li 6.1
(36.8) (15.8) (69.6) (29.9)

12.5
0.5 0.5 1.6 1.6

(0.4) - (0.6)

(0.7) (0.4) (1.3) (1.0)
(0.1) 2.8 (CA) 3.8

(a) (0.8) - (3M)

(23.1) (3.0) (25.4) 43.6

259.9 237.9
429.6 314.7

50.9
302.8
354.5
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I
NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

7. LONG-TERM INVESTMENTS

As at September 30, 2014, long-term investments consist of structured deposit notes of $1,217.0 million (2013-
$1,807.3 million) related to Muskrat Falls, $267.1 million (2013- $396.7 million) related to Transco and $1,877.0
million (2013- $ 2,273.4 million) related to the LIL Partnership. These notes were acquired on December 20, 2013.

September30 December31
(millions of Canadian dollars) 2014 2013

Long-term investments at beginning of period 4,477.4
Contributions - 4,749.6
Redemptions (1,164.7) (274.5)
Earnings
long-term investments at end of period

8. DEBT

48.4 2.3
3,361.1 4,477.4 1

I
I
I

I
I
I
I
I
1
I

8.1 Short-term Borrowings

During April 2014, Nalcor converted a $250.0 million (2013 -$250.0 million) unsecured demand operating credit
facility with its banker to a $250.0 million committed revolving term credit facility, with a maturity date of January
31, 2016. There were no amounts drawn on this facility at the nine month period ended September 30, 2014.
Borrowings in CAD may take the form of Prime Rate Advances, BAs and Letters of Credit. Borrowings in USD may take
the form of Base Rate Advances, LIBOR Advances and Letters of Credit. The facility also provides coverage for
overdrafts on Nalcor’s bank accounts, with interest calculated at the Prime Rate.

On September 18, 2014, Nalcor issued a $1.2 million USD letter of credit to New York Independent System Operator
Inc., relating to collateral required for NEM to participate in the New York energy markets.

Rydro maintains a $50.0 million CAD or IJSD equivalent unsecured demand operating credit facility with its banker
and at the nine month period ended September 30, 2014 there were no amounts drawn on this facility (2013- $NiI).
Advances may take the form of a Prime Rate Advance or the issuance of a BA with interest calculated at the Prime
Rate or prevailing Government BA fee. The facility also provides coverage for overdrafts on 1-lydro’s bank accounts,
with interest calculated at the Prime Rate.

Churchill Falls maintains a $10.0 million CAD or IJSD equivalent unsecured demand operating credit facility with its
banker and at the nine month period ended September 30, 2014 there were no amounts drawn on this facility (2013
- $NiQ. Advances may take the form of a Prime Rate Advance or the issuance of a BA with interest calculated at the
Prime Rate or prevailing Government BA fee. Churchill Falls has issued three irrevocable letters of credit, totaling
$20 million, to ensure satisfactory management of its waste management and compliance with a certificate of
approval for the transportation of special hazardous wastes granted by the Department of Environment and
Conservation.

Oil and Gas maintains a $5.0 million unsecured credit facility. There were no amounts drawn on this facility at the
nine month period ended September 30, 2014 (2013- $Nil).

There were no outstanding promissory notes in Hydro at the nine month period ended September 30, 2014
(December 31,2013.541.0 million).

- 16 -
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NAICOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

8. DEBT (cont’d.)

8.2 Long-term Debt

Tranche A
Tranche B
Tranche C

Lab Transco/Muskrat Falls

Tranche A
Tranche B
Tranche C

Total debentures

363 2013 2029
3.83 2013 2037
3.86 2013 2048

***Sinking funds have also been established for these issues.

Hydro’s promissory notes and debentures are unsecured and unconditionally guaranteed as to principal and interest
and, where appilcable, sinking fund payments, by the Province. The Province charges Hydro a guarantee fee of 25
basis points annually on the total debt (net of sinking funds) with a remaining term to maturity less than 10 years and
SO basis points annually on total debt (net of sinking funds) with a remaining term to maturity greater than 10 years.
The fee for the nine months ending September 30, 2014 was $2.8 million (2013 -$2.8 million).

On September 15, 2014, Hydro raised new long-term debt through the sale of $200 million of Series AF debentures
to its underwriting syndicate. The debentures mature on December 31, 2045 with a coupon of 3.6% paid semi
annually.

On November 29, 2013, the Project Trust entered into the IT Project Finance Agreement (IT PEA) with the Labrador-
Island Link Funding Trust (LIL Funding Trust). Under the terms and conditions of the IT PEA, the LIL Funding Trust
agreed to provide a non-revolving credit facility in the amount of $2.4 billion available in three tranches (Tranches A,
B and C) to the LIL LP. The purpose of the LIL Funding Trust is to issue long-term debentures to the public, which debt
is guaranteed by the Government of Canada and to on-lend the proceeds to the Project Trust. The proceeds of the
facility are to be used exclusively for the construction of the LIL.

On December 13, 2013, all three tranches of the construction facility were drawn down by way of a single advance to
the Project Trust of $2.4 billion. Under the terms of the IT PEA, the $2.4 billion advance is held in an account
administered by a collateral agent with a portion of the funds invested in structured deposits notes. The LIL LP draws
funds from this account on a monthly basis in accordance with procedures set out in the IT PEA.

Face Coupon Yearof Vearof
MaturityValue Rate % Issue

September30 December31 January 1
2014 2013 2013(millions of Canadian dollars ft

Hydro

V.
AS’
AD’
AE
AF

LIL LP

0.4 10.50 1989
150.0 10.25 1992
300.0 8.40 1996
300.0 6.65 2001
125.0 5.70 2003
225.0 4.30 2006
200.0 3.60 2014

2014
2017
2026
2031
2033
2016
2045

725.0
600.0

1,075.0

3.76 2013 2033
3.86 2013 2045
3.85 2013 2053

0.4
149.6
294.3
306.0
123.7
224.5
197.1

725.3
600.1

1,075.2

650.3
675.1

1,275.2
6,296.8

125.0
149.5
294.0
306.1
123.7
224.4

725.3
600.1

1,075.2

650.3
675.1

1,275.3
6224.0

650.0
675.0

1,275.0
6,300.4

124.8
149.4
293.8
306.3
123.7
224.2

1,222.2
Less: Sinking fund investments in own debentures

Less: payments due within one year
Total debentures

45.5 93.9 88.1
6,2SL3 6,130.1 1,134.1

8.5 82.2 8.2
6,242.8 6,047.9 1,125.9
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Ilnaudited)

8. DEBT (cont’d.) I
8.2. Long-term Debt (cont’d.)

The role of the collateral agent is to act on behalf of the lending parties, including the LIL Funding Trust and the
Government of Canada. The collateral agent oversees the ending and security arrangements, the various project

accounts and the compliance with covenants.

As security for these debt obligations, the LIL LP has granted to the collateral agent first ranking liens on ail present

and future assets. On the date of the release of the final funding request from the collateral agent, sinking funds are

required to be set up for each of the three tranches to be held in a sinking fund account administered by the
collateral agent.

On November 29, 2013, Muskrat Falls entered into the Project Finance Agreement (PFA) with the MF/LTA Funding

Trust and Transco. Under the terms and conditions of the PFA, the MF/LTA Funding Trust agreed to provide a non-

revolving credit facility in the amount of $2.6 billion available in three tranches (Tranches A, a and C). The purpose of

the MF/LTA Funding Trust is to issue long-term debentures to the public, which debt is guaranteed by the

Government of Canada and to an-lend the proceeds to Muskrat Falls and Transco. Muskrat Falls and Transco are

both jointly and severally liable for the full amount of the credit facility.

On December 13, 2013, all three tranches of the construction facility were drawn down by way of a single advance of

$2.6 billion. Under the terms of the PFA, the $2.6 billion advance is held in an account administered by the collateral

agent with a portion of the funds invested in structured deposits notes. Muskrat Falls and Transco draw funds from

this account on a monthly basis in accordance with procedures set out in the PFA. Muskrat Falls’ portion of the

drawings under the facility totals $2.1 billion and is to be used exclusively for the construction of the Muskrat Falls

hydro-electric facility.

As security for these debt obligations, Muskrat Falls and Transco have granted to the collateral agent first ranking
liens on all present and future assets. On the date of the release of the final funding requests from the collateral

agent, sinking funds are required to be set up for each of the three tranches to be held in an account administered by
the collateral agent. I
Required repayments of long-term debt over the next five years will be as follows:

(n,iilipns of Canomon doNors) 2015 2016 2017 2018 2019

Long-term debt repayment - 225.0 150.0 - -

9. CLASS B LIMITED PARTNERSHIP UNITS

The Class B limited partnership units issued represent Emera’s interest in the LIL LP. The Class B limited partnership

units have certain rights and obligations, including mandatory distributions, that result in the classification of these

units as financial liabilities. The partnership units are measured at amortized cost using the effective interest

method. The return on the units is classified as a finance expense and capitalized as non-cash additions to property,

plant and equipment.

I
I
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

9. CLASS B LIMITED PARTNERSHIP UNITS (contd.)

In 2013, the Class B limited partnership units were issued to Emera NL which contributed cash of $67.7 million to the
Class B partnership account. The components of the change in balances in the Class B limited partnership units are as
follows:

September30 December31

(millions of Canadian dollars) Units 2014 Units 2013

Class B limited partnership units at beginning of period 25 73.0 -

Units issued - - 25 67.7

Accrued interest - 4.7 - 5.3

Class B limited partnership units at end of period 25 77.7 25 73.0

10. DEFERRED CREDITS

Deferred credits consist of funding from the Province, deferred revenue from Emera, deferred lease revenue and oil

production.
Oil and Gas

Program
Funding

Deferred
Energy Sales

Hydro has received funding from the Province for wind feasibility studies in Labrador. Oil and Gas has received
funding from the Province for oil and gas exploration initiatives. Funding related to studies and programs are

amortized to income directly against the related expenditures as the costs are incurred.

In July 2012, Nalcor entered into agreements with Emera related to Phase 1 of the Lower Churchill Project. Under
these agreements, Emera is constructing the Maritime Link in exchange for the provision of power and energy by
Nalcor for a 35 year period. Nalcor has recorded deferred revenue of $215.5 million (2013 -$95.1 million) which
equals the construction costs to date incurred by Emera. Nalcor has determined that it controls the Maritime Link
asset for financial reporting purposes, and as such, has recorded the costs as a component of property, plant and
equipment under construction.

Hydro
Wind

Credits(millions of Canadian dollars] —
-. Other Total

Balance at January 1, 2013 1.9 4.8 28.0 0.5 35.2

Additions 1,5 67.1 1,4 70.0

Amortization (1.2) (2.1) - (0.5) (3.8)

Balance at December 31, 2013 0.7 4.2 95.1 1.4 101.4

Additions 0.5 120.4 0.3 121.2

Amortization . (0.9) - - (0.9)

0.7 3.8 215.5 1.7 221.7

Less: current portion (0.7) (1.5) . (1.5) (3.7)

Deferred credits, end of period - 2.3 215.5 0.2 218.0

- 19 -
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NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

11. DEFERRED CONTRIBUTIONS

Nalcor has received contributions in aid of construction of property, plant and equipment. These contributions are
deferred and amortized to other revenue over the life of the related item of property, plant and equipment.

12. DECOMMISSIONING LIABILITIES

September 30 December31

I
I
a
I
I
I

Nalcor has recognized liabilities associated with the retirement of portions of the Holyrood Thermal Generating

Station, disposal of Polychlorinated Biphenyls (PCB) and decommissioning liabilities resulting from its net ownership
interests in petroleum and natural gas properties and related well sites.

The reconciliation of the beginning and ending carrying amounts of decommissioning liabilities for September 30, 2014
and December 31. 2013 are as follows:

December31
2013
33.0

13. EMPLOYEE FUTURE BENEFITS

13.1 Pension Plan
Employees participate in the Province’s Publc Service Pension Plan, a multi-employer defined benefit plan. The
employer’s contributions of $6.5 million (2013. $5.0 million) are expensed as incurred.

13.2 Other Benefits
Nalcor provides group life insurance and health care benefits on a cost shared basis to retired employees, and in
certain cases, their surviving spouses, in addition to a severance payment upon retirement. ri 2014, cash payments
to beneficiaries for its unfunded other employee future benefits were $2.3 million (2013 -$2.5 million). An actuarial
valuation was performed as at December 31, 2012, with an extrapolation to December 31, 2013. The next actuarial
valuation will be performed at December 31, 2015.

(mi/hans of Canadian do/Ia’s) 2014 2013

Deferred contributions, beginning of period 11.3 10.1

Additions 0.9 1.9

Amortization (0.5) 0.7)

11.7 11.3

Less: current portion (0.6) (1.8)

Deferred contributions, end of period 11.1 9.5

I

I
September 30

(millions of Conod,an dollars) 2014
Decommissioning liabilities, beginning of period 33.9
Liabilities incurred 0.2
Accretion 1.0 0.9
Decommissioning liabilitie4ofpjiod 35.1 33.9
Less: current portion 0.9 0.9
Decommissioning liabilities, end of period 34.2 33.0

I
I
I

I
I
w
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAl, STATEMENTS (Urtaudited)

13. EMPLOYEE FUTURE BENEFITS (cont’d.)

14.

15.

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

16.1 Fair Value
The estimated fair values of financial instruments as at September 30, 2014 and December 31, 2013 are based on
relevant market prices and information available at the time. Fair value estimates are based on valuation techniques
which are significantly affected by the assumptions used including the amount and timing of future cash flows and
discount rates reflecting various degrees of risk. As such, the fair value estimates below are not necessarily indicative of

the amounts that Nalcor might receive or incur in actual market transactions.

Three months ended Nine months ended
For the period ended September30 (m,lftons of Canadian dollars) 2014 2013 2014 2013
Component of benefit

Current service cost 1.2 1.3 3.6 3.9
Interest cost 1.5 1.2 4.6 3.7

Benefit expense 2.7 2.5 8.2 7.6

OPERATING COSTS
Three months ended Nine months ended

For the period ended September30 (millions ojConud,an dollars) 2014 2013 2014 2013

SaJaries and benefits expense 31.9 30.2 93.7 82.2
Transmission rental 5.3 5.1 15.0 15.5
Maintenance and materals 10.9 7.1 25.3 21.4
Oil and gas production costs 2.7 2.1 8.6 6.2

Professional services 7.4 3.9 18.1 10.9

Other operating costs 5.9 5.9 20.8 17.6

64.1 54.3 181.5 159.8

NET FINANCE INCOME AND EXPENSE

Three months ended Nine months ended

For rue per;od ended September30 (n:illions of Canadian dollars) 2014 2013 2014 2013

Finance income

Interest on sinking fund 3.5 5.3 13.6 15.4

Interest on reserve fund 0.4 0,4 1.1 1.1

Other interest income 19.1 - 54.2 0.9

23.0 5.7 68.9 17.4

Finance expense

Long-term debt 60.1 22.6 210.8 67.8

Class B Limited Partnership Units 1.6 - 4.7 -

Debt guarantee fee 1.0 0.9 2.8 2.8

Accretion 1.3 1.4 4.1 4.1

Other 0.7 0.3 1.8 1.0

64.7 25.2 224.2 75.7

Interest capitalized during constructior (24.9) (1.2) (96.9) (3.4)

39.8 24.0 127.3 72.3

Net finance expense 16.8 12.3 58.4 54.9
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NALCOR ENERGY I
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d.) I
As a significant number of Nalcor’s assets and liabilities do not meet the definition of a financial instrument, the fair
value estimates below do not reflect the fair value of Nalcor as a whole.

Establishing Fair Value
Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the nature of the
inputs used in making the measurements. The fair value hierarchy has the following levels:

Level 1-valuation based on quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2- valuation techniques based on inputs other than quoted prices included in Level I that are observable for I
the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices).

Level 3-valuation techniques using inputs for the asset or liability that are not based on observable market data I
(unobservable inputs).

The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial
instrument is classified to the lowest level of the hierarchy for which a significant input has been considered in
measuring fair value.

The fair value of cash and cash equivalents, restricted cash, short-term investments, trade and other receivables,
trade and other payables, and short-term borrowings approximates their carrying values due to their short-term
maturity.

Market Risk
In January 2014, Bull Arm Fabrication entered nto a total of 11 forward contracts with a notional value of USD $11.7
million to mitigate USU/CAD currency exposure on a portion of its USD denominated lease revenues. These contracts
provide Bull Arm Fabrication with an average fixed price of $1.09 CAD per USD. Combined with the hedges in place as
of December 31, 2013, 94.0% of the expected USD lease revenue for 2014 is hedged, at a weighted average price of
$1.07 CAD per USD.

a

I
I
I

I
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d.)

Financial liabilities
Short-term borrowings
Trade and other payables
Derivative liabilities
Long-term debt including amount

due within one year (before sinking
funds)
Class 8 limited partnership units
Long-term payables

17. RELATED PARTY TRANSACTIONS

41.0 125.0 125.0
408.3 198.0 198.0

Nalcor enters into various transactions with its parent and other affiliates. These transactions occur within the
normal course of operations and are measured at the exchange amount, which is the amount of consideration
agreed to by the related parties. Related parties with which Nalcor transacts are as follows:

Related Party Relationship

The Province 100.0% shareholder of Nalcor Energy
Churchill Falls Jointly controlled subsidiary of Hydro
Twin Falls Joint venture of Churchill Falls
The Churchill Falls (Labrador) Corporation Trust Created by the Province with Churchill Falls as the beneficiary
LIL LP Partnership in which Nalcor holds 75 Class A Partnership Units
PUB Agency of the Province

Routine operating transactions with related parties are settled at prevailing market prices under normal trade terms.

18. COMMITMENTS AND CONTINGENCIES

Nalcor and its subsidiaries have received claims instituted by various companies and individuals with respect to
outages and other miscellaneous matters. Although such matters cannot be predicted with certainty, management
believes Nalcor’s exposure to such claims and litigation, to the extent not covered by insurance or otherwise
provided for, is not expected to materially affect its financial position.

Level
Carrying Fair

Value Value
September 30,2014

Value Value

31, January 1, 2013

Carrying
Value

December

CarryingFair
Value

2013

Fair

(millions of Canadian dollars)

Financial assets
Cash and cash equivalents
Restricted cash
Short-term investments
Trade and other receivables
Derivative assets
Sinking funds - investments in same

Hydro issue
Sinking funds - other investments
Long-term investments
Reserve fund
Long-term receivables

1 68.2 68.2 93.7 93.7 11.9 11.9
1 1,025.5 1,025.5 525.5 525.5 - -

1 1.0 1.0 1.0 1.0 11.0 11.0
1 88.1 88.1 149.8 149.8 124.7 124.7
2 1.0 1.0 0.2 0.2 0.1 0.1

2 45.5 58.3 93.9 105.1 88.1 107.3
2 259.9 259.9 303.3 303.3 302.8 302,8
2 3,361.1 3,362.2 4,477.4 4,476.2 - -

2 49.1 49.7 50.5 50.5 50.9 50.9
2 111.4 111.4 16.7 16.8 0,8 0.8

1 - 41.0
1 703.1 703.1 408.3
2 0.9 0.9 1.5 1.5 - -

2 6,296.8 7,257.7 6,224.0 6,626.6 1,222.2 1,668.6

3 77.7 77.7 73.0 73.0 -

2 78.0 82.0 78.3 83.2 82.4 82.6
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL 5TATEMENTS (Unaudited)

18. COMMITMENTS AND CONTINGENCIES (cont’d.) I
On July 24, 2014, Churchill Falls received the judgment from the Québec Superior Court on the motion it filed in
February 2010 regarding the disparities of the 1969 Power Contract between Churchill Falls and Hydro-Québec. The

ruling requires Churchill Falls to pay the court costs of $1.4 million to Hydro-Québec. On August 26, 2014, Churchill
Falls filed an Inscription in Appeal with the Quebec Court of Appeal regarding the judgment of the Quebec Superior

Court.

Outstanding commitments for capital projects total approximately $3,374.7 million as at September 30,2014(2013 -

$2,424.6 million). In addition, Oil and Gas has committed to fund its share of all exploration and development
projects.

19. SUPPLEMENTARY CASH FLOW INFORMATION

Three months ended Nine months ended
For the period ended September30 (mUIor,s oJconodion dollars) 2014 2013 2014 2013
Trade and other receivables 29.0 6.7 61.7 47.2
Prepaid expenses (5.3) (1.2) (3,8) (26)

Inventories (10.4) 1.5 (27.8) (28,0)
Trade and other payables 201.5 114.5 294.8 153.0

Changes in non-cash working capital balances 214.8 121.5 324.9 169.6

Interest received 18.4 0.7 75.7 2,0
Interest paid 34.4 34.4 168.1 80.2

3
I
I

I
I
I
I
I
I
I

1
‘I.
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

20. SEGMENT INFORMATION

Nalcor operates in seven business segments. Hydro Regulated encompasses sales of electricity to customers within the Province. Churchill Falls operates a

hydroelectric generating facility which sells electricity to Hydro-Quêbec, Hydra and industrial customers in Labrador. Oil and Gas activities include exploration,

development, production, transportation and processing sectors of the oil and gas industry. Energy Marketing includes the sale of electricity to markets outside

the province and other non-regulated electricity sales. Corporate and other activities encompass development activities including Phase 2 of the Lower Churchill

Project and corporate activities. Phase 1 of the Lower Churchill Project includes investments in the Muskrat Falls hydroelectric plant, the Labrador-Island Link and

the Labrador Transmission Assets. Bull Arm Fabrication consists of an industrial fabrication site which is leased for major construction of development projects.

The segments’ accounting policies are the same as those described in Note 2 of these consolidated financial statements. The designation of segments has been

based on a combination of regulatory status and management accountability.

Phase 1
corporate Lower

Hydra churchill Oil and Energy and Other Churchill Bull Inter-

(millions of Canadian dollars) Regulated Falls Gas Marketing ActivitIes Project Arm Segment Total

For the nine months ended September 30, 2014

Revenue
Energy sales 400.8 48.2 55.7 64.1 0.1 - - (3.0) 565.9

Other revenue 1.6 0.7 GA - 0.1 - 13.2 2.0 24.0

402.4 48.9 62.1 64.1 02 - 13.2 (1.0) 589.9

Expenses
Fuels (203.6) - - - - . - - (203.6)

Power purchased (49.3) - - (6.1) - 3.0 (52.4)

Operating costs (102.3) (30.7) (16.7) (20.6) ( 10.3) (0.2) (0.7) - (181.5)

Depreciation and depletion (41.0) (10,1) (18.6) - (0-4) - - (70.1)

Net finance income and expense (58.0) 1.0 - (0.1) (1.0) - (0.3) - (58.4)

Other Income and expense (0.8) (L8) 1.4 (2.7) 0.1 - - - (18)

Shareinprofltofjolntventure 0.3 - - -
- 0.3

Preferred dividends - — 2.0 - - - -
- (2.0)

___________

(Loss) profit before reguLatory adjustments (52.6) 9.6 282 34.6 p1.4) (0.2) 12.2 - 20.4

Regulatory adjustments 25.4 - - - -
- 25.4

(Loss) profit for the period (27.2) 9.6 28.2 34.5 (11.4) (0.2) 12.2 - 45.8

Capital expenditures 142.9 23.9 186.5 0.7 0.9 998.2 - - 1,3511

Total assets 2,011.6 488.1 7O&0 7.3 281.3 6,587.7 3.7 - 10.1873

capital expenditures include non-cash additions of $120.4 million related to the Maritime Link and $43 million related to class B limited Partnership Unit accrued interest.
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOUDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

20. SEGMENT INFORMATION (cont’d.) Phase 1
Corporate Lower

Hydro Churchill Oil and Energy and Othe, Churchill Bull Inter-

(millions of Canadian dollars) Regulated Falls Gas Marketing Activities Project Arm Segment Total

For the nine months ended September 30, 2013

Revenue
Energy sales 394.7 53.1 52.7 53.0 Oi - - (3.0) 550.6

Other revenue 2.3 0.7 2.0

___________

0.2 - 12.4 2.5 20.1

397.0 53.8 54.7 53.0 0.3 - 12.4 (0.5) 570.7

Expenses
Fuels (123.6) - . - - (123.6)

Power purchased (43.9) . - (5.9) - 3.0 (46.8)

Operating costs (85.3) (31.2) (13.2) (20.4) (9.0) - (0.7) - (159.8)

Depreciation and depletion (38.3) (9.4) (18.0) (0.3) - . (66.0)

Exploration and evaluation . (2.8) - - . (2.8)

Net finance income and expense (55.6) 1.1 (0.2) (0.3) - 0.1 - (54.9)

Other income and expense 3.7 (0.4) . (0.2) . - (0.1) 3.0

Share in profit of joint venture 0.3 - . - - -
. 0.3

Preferred dividends

___________

2.5 - - .
- (2.5)

___________

Profit (loss) before regulatory adjustments 54.0 16.7 20.7 25.3 (9.3) - 11.7 - 120.1

Regulatory adjustments (43.6) . . - -
- (43.5)

Profit (loss) for the period 10.4 15.7 20.7 26.3 93) - 11.7 - 75.5

Capital expenditures 59.2 20.5 123.1 0.1 442.4 . 545.4

Total assets 1,921.9 479.6 477.6 2.6 916.5 295.3 3.6 - 4,097.2
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NALCOR ENERGY

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

lmilhions of Canadian daIrs)

Revenue
Energy sales
Other revenue

Expenses
Fuels
Power purchased
OperatIng costs
Depreciation and depletion
Net finance income and expense
Other income and expense
Share in profit of joint venture
Preferred dividends

(Loss) profit before regulatory adjustments

Regulatory adjustments
(Loss) profit for the period

Phase 1
Corporate Lower

Oil and Energy and Other Churchill

Gas Mariceting Activities Project
For the three months ended September 30, 2014

(2.6)
(7.5)

0.4
(0.1)

Bull Inter-
Ann Segment Total

(1.0) 115.4

- (32.4)
1.0 (13.3)

- (64.1)
- (20.9)
- (16.8)
- (1.3)
- 0.1

Capital expenditures
Total assets

- 606.4
- 10,187.7

CapItal expenditures include non-cash additions of $514 million related to the Maritime link and $1.6 million related to Class B Limited Partnership Unit accrued interest.

20. SEGMENT INFORMATION (contdj

Hydro
Regulated

Churchill
Falls

79.1 8.2 11.1 11.9 0.1
(03) 0.2 3.6 - (0.1) - 4.4 0.5 — 8.3

78.8 8.4 14.7 17.9 - . 4.4 (0.5) 1233

(32.4) - -

(11.7) - -

(36.9) (9.9) (59)
(12.8) (3.4) (4.5)
(17.2) 0.3 0.4

(1.4) (1.2) 1.4
0.1

(15)
(0.2)
(0.6)

(04)

(0.1)

. Os - - . - (0.5) -

(33.6) (5.2) 6.1 8.1 (4.3) - 3.9 . (25.0)

23.1 - . - - - - - 23.1

(10.5) (5.2) 6.1 8.1 (4.3) 3.9 - (13)

59.7 8.7 73.2 0.2 (1.2) 465.8

2011.6 488.1 708.0 73 281.3 6,687.7 3.7
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOUDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

Hydro

(millions of Canadian d&Iars) Regulated

Revenue

Phase 1
Corporate Lower

Oil and Energy and Other Churchill

Gas Marketing Activities Project

For the three months ended September 30, 2013

Bull Inter-
Arm Segment Total

Expenses
Fuels
Power purchased
Operating costs
Depreciation and depletion
Exploration and evaluation
Net finance income and expense
Other income and expense
Preferred dividends

Profit (loss) before regulatory adjustments

Regulatory adjustments
Profit (loss) for the period

(1.0) 121.6
8.0

129.6

328.4

3.6 - 4,097.2

:ii a a — -

S W I M fl S

20. SEGMENT INFORMATION (cor.t’d.)

Energy sales
Other revenue

Churchill
Falls

0.7
74.8 11.2 16.8 19.7 0.1

0.3 2.0 0.1 42 0.7

75.5 11.5 18.8 19.7 0.2 - 42 (0.3)

(4.7) - - - - - - (4.7)

(13.3) - (2.9) 0.2 - - 1.0 (15.0)

(27.9) (11.3) (5.8) (6.2) (2.8) (0.3) - (54.3)

(12.9) (3.0) (4.0) - (0.2) - . - (20.1)
- (2.1) . . . - (2.1)

(18.2) 0.3 (0.2) (0.4) 0.3 - (0.1) (18.3)

2.7 (0.4) (0.8) 0.8 - - 0.2 - 2.5

. 0.7 - .

. (0.7)

1.2 (2.2) 5.9 11.0 (2.3) - 40 17.6

3.0 ‘ - - . - .
3.0

4.2 (7.2) 5.9 11.0 (2.3) . 40 20.6

Capital expenditures 24.2 12.4 58.8 - (1.2) 234.2

Total assets 1,921.9 479.6 477.6 2.6 916.6 295.3
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NALCOR ENERGY

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

21. EXPLANATION OF TRANSITION TO IFRS

Nalcor adopted IRS as of January 1,2014, with a date of transition effective January 1, 2013. Prior to the adoption of

IRS, Nalcor prepared its financial statements in accordance with Canadian Generally Accepted Accounting Principles

(GAAP).

These condensed interim consolidated financial statements have been prepared with the accounting policies

described in Note 2 and in accordance with the existing IRS with an effective date of September 30, 2014 or earlier.

Related comparatives have also been prepared under IFRS effective at January 1,2013. In preparing its opening IFRS

statement of financial position, Nalcor has adjusted amounts reported previously in financial statements prepared in

accordance with GA.AP. An explanation of how the transition from CARP to IRS has affected Nalcor’s financial

position, financial performance and cash flow is set out in the following tables and the notes that accompany the

tables.

IFRS 1 sets out the guidance for first time adoption of IFRS. Under IFRS 1, the standards are applied retrospectively at

the date of transition unless certain exceptions are applied.

The following mandatory IFRS exceptions were applied at the transition date:

Estimates
Hindsight was not used to create or revise estimates. The estimates previously made by Nalcor under GAAP are

consistent with their applications under IFRS.

Classificatiop and Measurement of Financial Assets
Nalcor has not retroactively applied the derecognition requirements in IFRS 9 occurring on or after the transition

date.

The following optional IFRS exceptions were applied at the transition date:

Property. piant and equipment — deemed cost
Prior to transition to IRS, the carrying amount of property, plant and equipment included amounts that were

determined through rate regulated guidance. On transition to IRS, Nalcor’s subsidiary, Hydra, has elected to use the

carrying amount of property, plant and equipment as the deemed cost at January 1,2013, The decommissioning
liabilities are not exempt from IFRS land were adjusted to reflect their IFRS cost.

Borrowing Costs
Nalcor’s subsidiary, Hydro, has elected to apply the transitional exemption allowing the borrowing costs to be

capitalized prospectively from the date of transition.
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NALCOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

21. EXPLANATION OF TRANSITION TO IFRS (cont’d.)

21.1 Reconciliation of Equity

I
I
I

(millions of Canadiw’ dalloss)

ASSETS

Current assets

Cash and cash equivalents

Restricted cash

Short-term investments

Trade and other receivables

Current portion of regulatory assets

Current portion of sinking funds

Prepaid expenses

Inventory

January 1,2013

Effect of

Previous Transition

Notes GAAP to IFRS

Effect of

Previous Transition

IFRS GAAP to IFRS

December 31, 2013

IFRS

a 12.1 (0.2) 11.9 94.0 (0.3) 93.7
- -

- 525.5 - 525.5

a 11,5 (0.5) 11.0 1.7 (0.7) 1.0

a 125.0 (0.3) 124.7 150.2 (04) 149.8

i 2.2 (2.2) - 2.2 (2.2)

. -
- 65.4 - 65.4

5.6 5.6 11.6 - 11.6

a,i 62.1 (0.1) 62.0 75.2 - 75.2

Derivative assets 0.1 0.1 0.2 - 0.2

Total current assets 218.6 (3.3) 215.3 926.0 (3,6) 922.4

Non-current assets

Property, plant and equipment a,b,c,d,e,f,g,i 2,435.0 367.4 2,802.4 3,204.3 538.3 3,742.6

Petroleum and natural gas properties b,d,e 376.0 (376.0) - 552.6 (552.6)

Investment property b,c - 1.1 1.1 - 1.1 1.1

Regulatory assets 62.8 (62.8) - 62.2 (62.2)

Other long-term assets a 354.5 - 354.5 305.1 - 305.1

Investments in joint ventures a - 0.7 0.7 - 1.1 1.1

Long-term prepaid expenses - - - 9.6 - 9.6

Long-term investments - - - 4,477.4 - 4,477.4

Total non-current assets 3,228.3 (69.6) 3,158.7 8,611.2 (74.3) 8,536.9

Total assets 3,446.9 (72.9) 3,374.0 9,537.2 (77.9) 9,459.3

Regulatory deferrals i - 65.1 65.1 - 54.4 644

Total assets and regulatory deferrals 3,446S (7.8) 3,439.1 9,537.2 (13.5) 9,523.7

1
S

I

I
I
I
I

t
I
V

a

I.
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NAIXOR ENERGY
NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (Unaudited)

21. EXPLANATION OF TRANSITION TO IFRS (cont’d.)

21.1 Reconciliation of Equity (contd.)

Effect of

Previous Transition

to IFRS

January 1,2013

Effect of

Previous Transition

to IFRS

December 31, 2013

IFRS GAAP IFRS(millions of Canadian dollars) Note GAAP

LIABILITIES ANO EQUITY

Current liabilities

Short-term borrowings 1250 - 125.0 41.0 - 41.0

Trade and other payab!es a 198.1 (0.1) 198.0 408.3 408.3

Current portion of long-term debt 8.2 - 8.2 82.2 - 82.2

Current portion of regulatory liabilities j 169.0 (169.0) - 214.0 (2140)

Current portion of other liabilities a,f 8.6 (0.1) 8.5 5.8 1.4 7.2

Derivative liabilities - . - 1.5 - 1.5

Total current liabilities 508.9 (169.2) 339.7 752.8 (212.6) 540.2

Non-current liabilities

Long-term debt 1,12S.9 - 1,125.9 6,047.9 - 6,047.9

Class B partneship units - - - 73.0 - 73.0

Regulatory liabilities b,i 33.2 (33.2) - 40.3 (403)

Deferred credits 28.0 - 28.0 96.9 - 96.9

Deferred contributions b,f - 9.9 9,9 - 95 95

Decommissioning liabilities ab,g 30.0 1.9 31.9 33.1 (0.1) 33.0

Employee future benefits h 73.6 46.3 119.9 81.4 3&9 118.3

Long-term payable 82.4 - 82.4 78.3 - 78.3

Total non-current liabilities 1,373.1 24.9 1,398.0 6,450.9 6.0 6,456.9

Tot& liabilities 1,882.0 (144.3) 1,737.7 7,203,] (206.6) 6,997.1

Equity

Issued capital 122.5 - 122.5 122.5 - 122.5

Shareholder contributions 435.8 - 435.8 1,141.8 - 1,141.8

Accumulated other comprehensive income h 43.6 (46.3) (2.7) 10.6 (38.7) (28,1)

Retained earnings b,d,h 963.0 (19.4) 943.6 1,058.6 (26.8) 1031.8

Total equity 1,564.9 (65.7) 1499.2 2,333.S (65.5) 2,268.0

Total liabilities and equity 3,446.9 (210.0) 3,236.9 9,537.2 (272.1) 9265.1

Regulatory deferrals i - 202,2 202.2 - 258.6 258.6

Total liabilities, equity and regulatory deferrals 3,446.9 (7.8) 3,439.1 9,537.2 (13,5) 9,523.7
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21. EXPLANATION OF TRANSITION TO IFRS (contd.)

21.2 Reconciliation of Comprehensive Income for the Nine Months Ended September 30, 2013

Effect of

Previous Transition

to !FRS

I
1
I
I

Effect of

Transition

to IFRS(million, of Canadian dollars) GAAP

Cash provided by (used in):

Operating activities 372.4 (7.6) 364.8

Investing activities (665.4) 34.1 (631.3)

Financing activities 388,1 (26.3) 361.8

Net increase in cash 95.1 0.2 95.3

I FRS

(millions of Canadian dollars) Notes GAAP IRS

Energy sales a 551.2 (0.6) 550.6

Other revenue a, f 19.2 0.9 20.1

Revenue 570.4 0.3 570.7

Fuels (123.6) - (123.6)

Power purchased (46.8) - (46.8)

Operating costs a,h (161.9) 2.1 (159.8)

Depreciation and depletion a,b,d,e,f,g (64.1) (1.9) (66.0)

Exploration and evaluation d - (2.8) (2.8)

Net finance income and expense b,g (54.2) (0.7) (54.9)

Other income and expense a 2.6 0.4 3.0

Share of profit of joint venture a - 0.3 0.3

Profit for the period, before regulatory adjustments 122.4 (2.3) 120.1

Regulatory adjustments Ii (42.4) (1.2) (43.6)

Profit for the period 80.0 (3.5) 76.5

Other comprehensive income:

Net change in fair value of available for sale financial instruments (17.7) ‘ (17.7)

Net change in fair value of financial instruments reclassified

to profit or loss

Net change in fair value of employee benefit liability - - -

Total comprehensive income for the period 62.3 58.8

21.3 Reconciliation of Cash Flows for the Nine Months Ended September 30, 2013

Previous

I
I
1
I
I

I
I
p

I

I
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21. EXPLANATION OF TRANSITION TO IFRS (cont’d.)

21.4 Notes to the Reconciliation

(a) Accounting for Joint Arrangements
Under GMP, Nalcor accounted for its interests in subsidiaries in which it has joint control using proportionate
consolidation. IFRS 11 requires joint arrangements to be classified as either joint operations or joint ventures.
Nalcor has determined that Churchill Falls is a joint operation and therefore must be accounted for using the
proportionate consolidation method.

Churchill Falls holds 33.33% of the equity share capital of Twin Falls and is a party with other shareholders in a
participation agreement which gives Churchill Falls joint control of Twin Falls, This arrangement is a joint venture
and is accounted for using the equity method under IFRS 11, but was previously proportionately consolidated
under GAAP. Under the equity method, the interest in the joint venture is carried in the statement of financial
position at cost plus post acquisition changes in Churchill Falls’ share of net assets of the joint venture. The
statements of profit and comprehensive income reflect the share of the profit or loss of the joint venture.

(b) Property, Pant and Equipment

Regulated Hydro
Prior to transition to IFRS, the carrying amount of property, plant and equipment included amounts that were
determined through rate regulated guidance. On transition to IPRS, Hydro has elected to use the carrying

amount of property, plant and equipment at its deemed cost at January 1,2013.

Other Property, Plant and Equipment
Under GAAP, Nalcor allocated the cost of an item of property, plant and equipment to significant separable

components only when practicable. lAS 16 requires that each part of an item of property, plant and equipment

with a cost that is significant in relation to the total cost of the item be depreciated separately. Nalcor also
reviewed replacement of major components to determine if assets replaced prior to the end of their useful life

required derecognition under IFRS.

A reconciliation of the property, plant and equipment is as follows:

December31 January 1

(millions of Conodion dollars) 2013 2013

Property, plant and equipment as reported under Canadian GAAP 3,204.3 2,435.0

Remove Twin Falls’ property, plant and equipment (0.1) (0.1)

Reclassify Churchill Falls’ contributions in aid of construction 9.7 10.1

Reclassify Hydro contributions in aid of construction 1.6

Reclassify insurance proceeds to regulatory deferrals 4.3

Revision of Hydro decommissioning liabilities 0.1 2.1

Revision of Oil & Gas decommissioning liabilities (0.2) (0.2)

Remove capitalized overhead (1.6) (1.6)

Revision of depletion policy 5.4 9.3

Remove pre-license exploration costs (12.1) (4.7)

Impairment of exploration and evaluation assets (25.2) (25.2)

Reclassify petroleum and natural gas properties 552.6 376.0

Reclassify investment property (1.1) (1.1)

Other property, plant and equipment adjustments 4.9 2.8

Property, plant and equipment as reported under IFRS 3,742.6 2,802.4

- 33-
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21. EXPLANATION OF TRANSITION TO IFRS (cont’d.) I
21.4 Notes to the Reconciliation (cont’d.)

(c) Investment Property
Under GAAP, property held for the purpose of generating rental income or capital appreciation was included
in property, plant and equipment. Under IFRS, such property is classified as investment property.

a
(d) Exploration and Evaluation Expenditures and Petroleum and Natural Gas Properties

Under GAAP, Nalcor employed the full cost method of accounting whereby all costs related to the acquisition,
exploration for and development of petroleum and natural gas assets were capitalized. Under IFRS, pre-license a
exploration and evaluation costs are recognized in the statement of comprehensive income as incurred. On
January 1, 2013, upon transition to IFRS, $4.7 million of pre-license exploration and evaluation costs were
recorded in retained earnings. As at December 31, 2013, the amount recorded in retained earnings was $12.1
million. Under IFRS, Nalcor recognized $2.8 million associated with exploration programs in exploration and
evaluation expense for the nine months ended September 30, 2013.

In addition, exploration and evaluation assets are classified separately from property, plant and equipment
subject to depletion and depreciation. Under GAtP, exploration and evaluation assets subject to impairment
are included in the calculation of depletion. Under IFRS, such impaired exploration and evaluation assets are
included in profit or loss in the period in which the impairment occurs. On January 1, 2013, upon transition to
IFRS, $25.2 million of exploration and evaluation assets were determined to be impaired and were recorded in
retained earnings.

Effective January 1, 2014, Nalcor obtained new information impacting its treatment of exploration and
evaluation expenditures. Management believes this new information supports capitalization of exploration
and evaluation expenditures associated with investments in seismic research. Nalcor has applied this new
information prospectively.

(e) Depletion
Under Canadian GMP, depletion of petroleum and natural gas properties was determined using cash flows
and reserve estimates based on proved reserves. Under IFRS, entities may select to determine depletion using
either proved reserves or proved and probable reserves. Natcor has selected a policy of calculating depletion
using cash flows and reserve estimates based on proved and probable reserves. On January 1,2013, the
selected policy resulted in a decrease in accumulated depletion of $9.3 million. As at December 312013, the
policy change resulted in a decrease in accumulated depletion of $5.4 million. The selected policy resulted in
an increase of $1.9 million in depletion for the nine months ended September 30, 2013.

(f) Contributions In Aid of Construction
Under GAAP, Nalcor recorded contributions in aid of construction as a reduction to the carrying value of
property, plant and equipment. IFRIC 18 and lAS 18 requires contributions to be recorded as revenue with the
unearned portion recorded as deferred revenue and amortized to profit or loss as earned.

(g) Decommissioning Liabilities
Under GAAP, decommissioning liabilities were measured based upon the estimated futures cash flows
required to settle the obligation, discounted using the credit-adjusted risk-free rate upon recognition.
Subsequent measurement reflected changes to estimated timing and amount of cash flows, but not changes
to the discount rate. Under IFRS, decommissioning liabilities are measured using a discount rate reflecting
risks specific to the liability. Subsequent measurement reflects changes in the estimated timing and amount of
cash flows as well as changes to reflect market interest rates. The change resulted in an increase in
decommissioning liabilities of $1.9 million on transition to IFRS at January 1,2013. As at December 31, 2013,
this resulted in a decrease of $0.1 million in decommissioning liabilities and a corresponding decrease in
property, plant and equipment. Under GAAP, $0.9 million of accretion costs were presented in amortization
for the nine months ended September 30, 2013. Under IFRS, accretion has been reclassified as a finance cost.
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21. EXPLANATION OF TRANSITION TO IFRS (cont’d.)

21.4 Notes to the Reconciliation (cont’d.)

(h) Employee Benefits
Adoption of lAS 19, as amended in 2011, resulted in an increase in the employee benefit liability as at January
1,2013 of $46.3 million and a corresponding decrease in reserves of $46.3 million.

In addition, for the nine months ended September 30, 2013, adoption of the amended lAS 19 also resulted in a
decrease in operating costs of $1.8 million. For the year ended December 31, 2013, adoption of the amended
lAS 19 resulted in an increase in the employee benefit liability of $36.9 million, an increase in retained
earnings of $1.8 million, and a decrease in other comprehensive income of $38.7 million.

(i) Regulatory deferrals
Under GAAP, Nalcor included certain regulatory deferrals in inventories and property, plant and equipment.
IFRS 14 requires that all regulatory assets and liabilities be disclosed separately in the statement of financial
position. As a result, Nalcor reclassified $0.1 million from inventories to regulatory deferrals at January 1,
2013, and reclassified $4.3 million from property, plant and equipment to regulatory deferrals at December
31, 2013.

Due to uncertainties surrounding the timing of the reversal of regulatory deferral balances. IFRS 14 does not
require classification of such balances between current and non-current.

— 22. SUBSEQUENT EVENTS

In October 2014, Nalcor issued a $1.3 million USC letter of credit to ISO New England Inc., and a $0.2 million CAD
letter of credit to Independent Electricity System Operator. These letters relate to collateral required for NEM to
participate in the New England and Ontario energy markets, respectively.

Subsequent to September 30, 2014, Nalcor entered into new commitments totaling $286.0 million, related to the
Muskrat Falls Project.

Alderon Iron Ore Corp (Alderon) is proposing to develop the Kami Iron Ore Project (Kami Project) an open-pit iron
ore mine in western Labrador and to build associated infrastructure at Port of Sept-TIes, Quebec. As part of the
Kami Project, Hydro has partnered with Alderon to construct a third transmission line between Churchill Falls and
Labrador West. The development of this transmission line has been temporarily suspended until Alderon secures
additional financing for the Kami Project. To date, 20 kilometers have been cleared in preparation for the
installation of the line. All project costs incurred to date are covered by the security Alderon has already provided.
Construction will proceed once Alderon provides additional security to Hydro.

In October 2014, Nalcor’s Board of Directors approved an unconditional and irrevocable guarantee of NEM’s $20
million demand operating credit facility with its bank, This loan has not yet been made available to NEM. In the
interim, the Board agreed to provide up to $2.0 million in financial support to NEM, until such time as the Power
Purchase Agreement between Hydro and NEM is executed.

On October 31, 2014, Oil and Gas entered into a series of fixed price swaps with a Canadian Schedule 1 bank to
mitigate commodity price exposure in 2014. These contracts, which have a notional value of $22.6 million USD,
provide for an average fixed price of $87.44 USC on 26% of budgeted 2014 production.

- 35 -
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22. SUBSEQUENT EVENTS (cont’d.) I
On November 3,2014 Nalcor received authorization from the Province to remove the $0.8 milhon distribution
payable to the Province that was recorded as a liability in Bull Arm when Nalcor purchased the shares of Bull Arm Ifrom the Province. This amount was not recognized by the Province as an amount receivable at the time of share
purchase, nor is it currently recognized by the Province as an amount receivable.

0
On November 10, 2014 Hydro filed an amended general rate application (“GRA”) with the PUB. The amended filing
requests new rates effective January 1,2015 in conjunction with a proposed mechanism to provide interim
earnings relief as of January 1.2015 until a final regulatory decision has been obtained. The application is also
seeking interim earnings relief for 2014.

23. COMPARATIVE FIGURES

Certain of the comparative figures have been reclassified to conform with presentation adopted during the current
reporting period.

I
I
I
I
I
I
I
I
I
I
I
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SECTION 1: CORPORATE OVERVIEW I
Nalcor Energy (Nalcor or the Company) is a Crown corporation established in 2007 under a special act of
the Legislature of the Province of Newfoundland and Labrador (the Province). Nalcor’s business includes
the development, generation, transmission and sale of electricity; the exploration, development,

production and sale of oil and gas; industrial fabrication site management; and energy marketing. Nalcor’s
legal structure as at September 30, 2014 included the entities listed below:

Entity name Description of interest
Newfoundland and Labrador Hydro (Hydro) Wholly owned subsidiary
Nalcor Energy — Oil and Gas Inc. (Oil & Gas) Wholly owned subsidiary
Nalcor Energy — Bull Arm Fabrication Inc. (Bull Arm) Wholly owned subsidiary
Nalcor Energy — Energy Marketing (Energy Marketing) Wholly owned subsidiary
Muskrat Falls Corporation (Muskrat Falls) Wholly owned subsidiary
Labrador Transmission Corporation (Transco) Wholly owned subsidiary
Labrador-Island Link Holding Corporation (LIL Holdco) Wholly owned subsidiary
Labrador-Island Link Limited Partnership (LIL LP) Limited partnership in which Nalcor, through

‘1 LIL Holdco, owns 100% of the 75 Class A
limited partnership units

Labrador-Island link General Partner Corption (LIL Whollyowned subsidiary

GP)
l.abrador-lsland Link Operating Corporatio L dko) Whollyowned subsidiary
Labrador Churchill Management Corporatio MC) Wholly owned subsidiary

Cull Island Power Corporation (GJPCo)
s

Wholly owned subsidiary (inactive)
Lower Churchill Development Corporation (LCDC) 51% owned subsidiary of Hydro (inactive)
Churchill Falls (Labrador) Corporation limited (Churthill 65.8% owned joint operation of Hydro

Falls) S
Twin Falls Power Corporation tJai4fqls) 33.3% owned joint venture of Churchill Falls

Nalcor is IØading the development of the Pro?hte’s energy resources and has a corporate-wide
framework that facilitates the prudent management of its assets while continuing an unwavering focus on
the safety of Its employees, conrtors ajthe public.

Nalcor has segregated its business into seven reporting segments, These reporting segments allow senior I
management to evaluate the operational performance and assess the overall contribution of each
segment to Nalcor’s long’term objectives. The designation of segments has been based on a combination
of regulatory status and niallageméni accountability. The following summary provides a brief overview of
the nature of the operations Iritluded in each of the Company’s reportable segments:

1. Hydra Regulated generates, transmits, and distributes electricity to customers within the
Province.

2. Churchill Falls owns and operates the Churchill Falls Generating Station, one of the largest power
generation plants in the world.

3. Oil & Gas holds and manages both onshore and offshore oil and gas interests in the Province.
4. Energy Marketing markets and trades the Province’s surplus energy in markets across Canada and

the United States.
5. Phase 1 Lower Churchill Project includes construction of the Muskrat Fails hydroelectric plant,

2
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associated transmission lines in the Province, and the Maritime Link between the island of
Newfoundland and Nova Scotia.

6. Bull Arm consists of an industrial fabrication site which is leased for major construction projects.
7. Corporate and other activities encompasses corporate support functions, business development

activities and certain development projects yet to be sanctioned including Phase 2 of the Lower
Churchill Project (Gull Island or phase 2 Lower Churchill Project).

Nalcor maintains appropriate systems of internal control, policies and procedures that provide
management with reasonable assurance that assets are safeguarded and that its financial information is
reliable. The following discussion and analysis is the responsibility ciAjp anagement and is as at November
28 2014 The Board of Directors carries out its responsibility IØ tiew of this disclosure principally
through its Audit Committee, comprised exclusively of ndepgfljW)t directors The Audit Committee has
reviewed and approved this Managements Discussion and Auaw;4Mp&A,

This MD&A should be read in conjunction with the 411idited conden onsolidated interim financial
statements of Nalcor for the three and nine niojfls ended Septern )ao 2014, Nalcor’s audited
consolidated financial statements and the MD&A foThe year ended Decembe’*b 2013

Basis of Presentation
Unless otherwise noted, all financial intion has been ppared in accordance’,ith International
Financial Reporting Standards (IFRS) as Pdy the lntern4bpal Accounting Standards Board (lASS)
Nalcor adopted IFRS as of January 1, 20fwiUtS4ate of traiisltiQp effective January 1, 2013. Prior to
January 1, 2014, Nalcor prepared its financi ikwith Canadian generally accepted
accounting principles (GAAJJIØfparative :hi’MD&A and Nalcor’s consolidated
financial statements ha to be in

iadian dolltunless otherwise noted.

are not$t9Led by IFRS as contained within Part I of the
ida Handhdffk. These non-GAAP financial measures are

:ritical Accounting Estimates.

Forward Looking
Certain statements . rward-looking statements, based on Nalcor’s current expectations,
estimates, projections s, subject to risks and uncertainties. Statements containing words
such as “could”, “expei i’r “anticipate”, “believe”, “intend”, “estimate”, “plan” and similar
expressions constitute forS king statements. By their nature, forward-looking statements require
Management to make assumptions and are subject to important unknown risks and uncertainties, which
may cause actual results in future periods to differ materially from forecasted results. While Management
considers these assumptions to be reasonable and appropriate based on information currently available,
there is a risk that they may not be accurate. Nalcor assumes no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or any other reason.

All financial information i:

Non-GAAP

defined in
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SECTION 2: SIGNIFICANT ITEMS AND RECENT DEVELOPMENTS I
SIGNIFICANT ITEMS I
Key Profit Drivers
The key profit drivers vary by each of Nalcor’s seven business segments as there is a combination of
regulated operations, operations with long-term and medium-term supply contracts (mostly denominated
in CAD, but some in USD), and operations in markets where revenues are driven entirely by commodity
prices (electricity and oil) and the prevailing USD/CAD exchange rate. In addition, in the case of the Oil &
Gas segment, cash flow and results of operations are significantly influenced by oil production levels in the
offshore developments in which Nalcor holds equity interests. As a result, it is necessary to consider the
underlying key profit drivers in each business segment and the performance of each business segment to
understand Nalcor’s consolidated performance. While the regulated business segment should have the
most year-over-year stability in earnings, it is currently experiencing significant volatility due to timelines
required to obtain regulatory decisions and one-time costs incurred with a supply outage in January 2014.
Business segments that rely on pricing in the commodIties markets have generally done well in 2014, as
electricity export prices are up over 2013 and oil prices (despite the anticipated decrease in Q4 2014) are
generally consistent with 2013. These segments have also benefited from a strengfleing (iS dollar, which
has partially offset the impact of lower oil prices year-to-Ø.

The financial performance of several of Nalcors busines3hgments are impacted by seasonality.
Specifically, electricity sales in Hydro Regulated and Churchill Falls are lowest during the summer months.

As a result, these business segments typicafly have lower earnings in 03. On the other hand, Energy
Marketing has the highest level of energy available to sell in export markets during the summer months
and the least available months. In addition, electricity prices in the export markets tend to
be peak in winter an but can vary by year depending on temperatures, the specific
market and other factors irket

c
Statement
Nalcor’ f014 were $10.2 billion, an increase of $6.1 billion from 03 2013,
and an ber 2013 The composition of the Company’s assets at the end
of 03 20: quipment of $5.0 billion (2013 - $3.7 billion), long term
investments proceeds of the Lower Churchill Project financing of $4.4 billion
(2013 -$5.0 billi ling $0 8 billion (2013 -$0.8 billion). The change in assets during
2014 has primarily ipital expenditures related to the Lower Churchill Project. From a
liabilities and equity term debt has increased by $121.2 million, primarily reflecting the
$200.0 million long-term bond isSue completed by Hydro in September 2014, primarily offset by the
retirement of $124.6 millioh In debentures in June 2014. Increases in other components of liabilities
include higher trade payables as a result of increased capital expenditures and Maritime Link costs
incurred by a subsidiary of Emera Inc. that are included in Nalcor’s consolidated financial balance sheet as
deferred credits. Equity has increased by $179.5 million, primarily reflecting the receipt of equity
contributions of $121.4 million from our Shareholder and year-to-date earnings of $45.8 million. Further
details on changes in the balance sheet are included in Section 3—Consolidated Financial Highlights.

we
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Capital
Year-to-date capital expenditures of $1.4 billion are higher than the same period in 2013 by $707.7
million. The largest portion of the increase relates to an increase in Lower Churchill Project capital
expenditures ($555.8 million) however, 2014 capital expenditures are also higher than the prior year in
other business segments. Capital expenditures in Hydro Regulated are up by $83.7 million, Oil & Gas are
up by $63.4 million, and other parts of the business are up by $4.8 million in total. Additional details on
Nalcor’s capital expenditures are provided in SectionS— Liquidity and Capital Resources.

YTD 2014 Profit
Nalcor incurred a $45.8 million profit year-to-date compared to a net profit of $76.5 million in the same

period in 2013, a year-over-year decrease of $30.7 million. As noted below, the majority of this year-over-

year decrease occurred in Q3 2014. On a year-to-date basis, Hydra Regulated’s 2014 profit is $37.6 million
below that of 2013 primarily due to delays in obtaining regulatory approval of the 2014 general rate
adjustment and interim rates approvals (the electricity rates in effect for 2014 were determined based on
2007 cost levels, with the exception of changes in the costs of fuel consumed at the Holyrood Thermal
Generating Station (HTGS) for which rates have been adjusted annually), increased costs incurred in

connection with managing the Supply Outage events and Inquiry which are not yet approved for recovery,
and increased investment costs in connection with preparation for winter readiness on the Hydro
Regulated system. Hydro currently has applications before the .Board of Commissioners of Public Utilities

(PUB) that if successful would provide a4diUcnal earnings in ‘1Q14 of $55.6 million. While Hydro believes
that the requests to the PUB for earnings relief of $55.6 million are solid and justified, there remains
regulatory risk until the PUB rules on Hydra’s apDlictions. Hydra does not control the timing of the PUB
ruling on these applications, but has reque i order to provide clarity in year-
end financial reporting

iced derIêId from Hydro Quebec, resulting in
Hydro Regulated and Churchill Falls have been

‘—iillion) resulting from increased oil production,
‘rices in export markets, and Bull Arm ($0.5

gment efpwiahce year to date is discussed in Section 4 —

Q3 2014 Loss
Nalcor incurred he quarter compared to a profit of $20.6 million in the same period
in 2013, a year-i 22.5 million. The largest portion of this decrease is the result of a

$14.7 million decreasi iated’s profit from Q3 2013 to Q3 2014, primarily due to delays in
obtaining regulatory appronii014 general rate adjustment and interim rates approvals, increased

costs incurred in connectiowrmanaging the Supply Outage Inquiry which are not yet approved for

recovery, and increased investinent costs in connection with preparation for winter readiness on the

Hydro Regulated system. Also contributing to the 032013 to Q3 2014 reduction in consolidated profit was

a $3.0 million increase in loss in Churchill Falls due to reduced demand from Hydro Quebec, resulting in

decreased energy sales, and a $2.9 million decrease in profit in Energy Marketing due to lower electricity

prices in export markets. In addition there was lower oil production during this quarter compared to 03
2013, as well as a $2.0 million increase in costs associated with Corporate and other Activities. A detailed

discussion of the performance of each of Nalcor’s segments is contained in Section 4- SegmentedResults

and Analysis.

Churchill Falls is $7.1
decreased energy sales.
partially offset
Energy M
million).
Segmerii
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RECENT DEVELOPMENTS I
HYDRO REGULATED

Hydro Regulated had significant regulatory activity occurring in 2014, mainly related to obtaining new
rates for 2014 and 2015, approval of major capital projects, and other important regulatory activities.

General Rate Application
A general rate application (GRA) was filed with the Board of Commissioners of Public Utilities (PUB) on
July 30, 2013 for a general rate increase eflective January 1, 2014 based on a 2013 test year. Hydro
Regulated’s last general rate application was filed in 2006. Approval of the application will enable Hydro to
recover its costs and provide an opportunity for it to attain a reasonable return on rate base as required
by Section 80 of the Public Utilities Act. On November 18, 2013, Hydro applied to the PUB for approval of a
deferral and recovery mechanism that would provide earnings relief to Hydro in 2014 until a regulatory
decision could be obtained on the GRA. On December 13, 2013, in Order PU. 40(2013), the PUB denied
Hydro’s request for 2014 interim rates. Hydro filed an application on February 11, 2014 to clarify and
revise certain spects of the November 18, 2013 aajcation. On April 25, 2014, in Order P.U. 13(2014),
the PUB denied Hydro’s amended application.

On May 12, 2014, Hydro filed an application with the PUB seeking interim earnings relief in 2014 by using
the Rate Stabilization Plan (RSP). On September 17, 2014, in Order P.U. 39(2014), the PUB denied Hydro’s
application.

As a result of Hydro not obtaining regulatory approval to date for earnings relief in 2014, Hydro Regulated
incurred a loss of $27.2 million as at September 30, 2014. The process to review and reach a regulatory
decision on Hydro’s original GRA filing of July 30, 2013 has now extended 16 months and consequently,
the cost level supporting Ui ate request which wa5 based on 2013 costs has become outdated and the
rates requested for 2014 ot e sufficient to cover Hydro’s future cost levels. As a result, on
November 10, 20t4, Hydro file hOed GM based on a 2014 and 2015 test year. The amended GRA
filing requests new rates effectiv February 1, 2015 for most customers in conjunction with a proposed
mechanism to provide interim earnfr%iselief as of January 1,2015 until a final regulatory decision has
been obtained. The amended GRA includes proposals for the phase-in of rates for industrial customers
and for $45.9 million of interim earnings relief in 2014. As part of the amended GRA filing, Hydro is also
asking the PUB foØtØecision on the 2014 interim earnings relief and the 2015 interim rates by the end of
2014.

Hydro’s current applications before the PUB, if successful, would provide additional earnings in 2014 of 5
$55.6 million. While Hydro believes that the requests to the PUB for earnings relief of $55.6 million are
solid and justified, there remains regulatory risk until the PUB rules on Hydro’s applications. Hydro does
not control the timing of the PUB ruling on these applications, but has requested a decision by year-end in
orderto provide clarity in year-end financial reporting.

Capital Projects
Hydro Regulated is committed to investing in capital projects to ensure the continued safe and reliable
operation of the Province’s electrical system. It plans to invest $253.9 million in 2014 as it continues to
execute on the long-term asset management plan to maintain and upgrade facilities in response to
growing customer demand and aging infrastructure.

6

CIMFP Exhibit P-04054 Page 97



Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

Hydro has a number of regulatory applications submitted to the PUB seeking approval of capital projects
and related recovery in rate base. Significant projects awaiting approval are detailed below:

On April 10, 2014, Hydro filed an application with the PUB to obtain approval for the construction
of a combustion turbine to be located adjacent to the existing HTGS. The cost of the 123MW
combustion turbine is approximately $119.0 million and approval to construct the combustion
turbine was obtained from the PUB in May 2014, but the order did not address recovery of the
cost in rate base. Construction of the combustion turbine is significantly advanced. A further
review process is being undertaken by the PUB in connection with the approval of costs of the
combustion turbine in the rate base.

• On April 30, 2014, Hydro filed an application with the PUB for approval to construct a new $291.7
million transmission line from the Bay D’Espoir terminal station to the Western Avalon terminal
station. The regulatory process to review this application is in progress, but a decision from the
PUB has not yet been rendered.

• On October 6, 2014, Hydro filed an amended application with the PUB for approval of its $77.1
million 2015 Capital Budget. The PUB has not yet rendered a decision

In addition to the applications for apprcy Jetailed above, Hydro filed supplemental and unforeseen
capital applications in 2014 with the PUL )4ydro filed applications totaling $184 million, of which $77
million has been approved by the PUB and $105 million has been approved with further regulatory
process required to approve cost recovery ‘ $

Other Regulatory Activitx N

Approximately $162 0 mI{flçn in fuel cost savings hØumulated in the RSP since 2007 The fuel savings
resulted from reduced theiial generation due to 4 shut down of a portion of the pulp and paper
industry in the ,yqvince sine11ØrotittGRA in 201*1jn April 2013 the Provincial government issued
directives toAff1?IkI$$fla)-Iydro4Jt alloEaIonof theiS? balance as follows (1) $490 million allocated
to the beaØ of indust1pstont%and (2) the balance of $1130 million allocated to the benefit of

Newfouri4tnd Power custo Onbtber 31, 201 Hydro filed an application with the PUB regarding
the refund 8ftpe RSP balancei4113 0 ñi,llion to Newfoundland Power customers The PUB ruled the
$113 0 million RSP surplus shduI4 be refunded to all customers including those on the Labrador
Interconnected jtIt The ConsumS Advocate and Hydro have appealed this decision to the Supreme
Court of Newfoundlafl4nd Labrad(vn the basis that customers on the Labrador Interconnected grid did
not contribute to RSP jourtØpeal hearing on the RSP payout is scheduled to occur in February
2015.

it
A regulatory decision on Hydros request for the recovery of Holyrood black-start lease costs incurred in
2013 and 2014 remains outstanding, subject to further regulatory review. Also, in Order PU. 27(2014) the
PUB did not approve the inclusion in rate base of $2.3 million in capital costs related to two diesel plants
in Labrador. Hydro is re-applying for the approval of $1.4 million of these capital costs.

On July 8, 2014, Hydro filed an application with the PUB to obtain approval for a proposed $200.0 million
bond issue. The application was approved in August 2014 and on September 15, 2014 Hydro issued new
long-term debt through the sale of $200.0 million Series AF debentures to its underwriting syndicate. The
debentures mature on December 31, 2045 and pay a coupon rate of 3.6% semi-annually. The proceeds

7

CIMFP Exhibit P-04054 Page 98



I
Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

from the debt were used to pay down short- term borrowings with the remainder being used to fund the I
capita) plan as noted above.

In early 2014, Hydro experienced interruptions in the electricity supply resulting in additional capacity
related supply costs of approximately $9.7 million. In October 2014, Hydro filed an application with the
PUB to obtain approval for a deferral and recovery of $9.7 million of additional fuel and power purchase
costs incurred early in 2014 and Hydro has asked the PUB for a decision by the end of 2014.

Supply Outage Inquiry
In the first quarter of 2014, there were periods when Hydro experienced a shortage in the generation
supply and was unable to meet the supply requirements on Hydro’s Island Interconnected System. Both
Hydro and the PUB commenced an inquiry process into the Island Interconnected system supply issues
and power interruptions. On March 24th, 2014, Hydro filed it report on the supply issues and related
power interruptions. The PUB has hired an independent consultant, liberty Consulting Group (Liberty),
who filed an interim report on April 24, 2014. The PUB issued an interim report on May 15, 2014. It is
anticipated that Liberty will issue a further report in December 2014 and the PUB will issue a further
report on the matter in 2015. Hydro will continue tOwork closely with the PUB and Liberty regarding the
implementation of recommendations and improvements to provide reliable electricity service to the
people of Newfoundland and Labrador. A

f . ,.,, -

CHURCHILL FALLS €.,
On July 24, 2014, Churchill FaIls received jucnt ñ%jpuebeerior Court on the motion filed by
Churchill Falls in February 2010 regarding the6parities te 1969 Power Contract between Churchill
Falls and Hydro-Québec. The Court ruled against Churchill rails d the ruling requires Churchill Falls to
pay court costs of $1.4 million to Hydro-Québec.

On August 26, 2014, Churchill Falls filed an Inscription in Appeal with the Québec Court of Appeal
regarding the judgment of the Québec Superior Court

The arrangements under which Churchill falls supplies the 225 MW Twinco Block to Twin Falls expire on
December 3, 2014. As a result, a new power purchase agreement (PPA) between Churchill Falls and
Hydro for the sale of 225MW of power produced by the Churchill Falls Generating Station has been
presented and ratified by the Churchill Falls and Hydro Boards of Directors. The PPA, which will be
effective January 1, 2015, is agreed upon in principle and the final agreement will be finalized by Churchill
Falls and Hydro in advance of year-end.

A Sub-lease between Twino and Churchill Falls dated November 15, 1961 giving Twinco the right to
develop hydroelectric power on the Unknown River (the Sub-lease) expires on December 31, 2014. Twin
Falls has entered into discussions with Churchill Falls and NLH regarding the commercial matters arising
from the expiration of the Sub-lease, including the ownership of assets and the assumption of liabilities
(including any environmental liabilities). The results of an environmental site assessment conducted at the
Twin Falls Generating Station indicated concentrations of contaminants in the soil and waters adjacent to
the powerhouse. The regulators position is that remediaticin is not required, but that further monitoring
be carried out. 2013 sampling indicated that concentrations of total petroleum hydrocarbons and
polychlorinated biphenyls (PCB) in sediment and PCBs in fish have generally remained stable, or
decreased, since 2010. Environmental assessments related to other Twin Falls’ assets are ongoing. The
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condensed consolidated interim financial statements for the three and nine months ended September 30,
2014 do not include adjustments to the carrying values and classification of assets and liabilities as they
are undeterminable at this time. These adjustments could be material.

OILAND GAS

In August 2014, Nalcor signed a multi-client license agreement with Electromagnetic Geoservices ASA for
regional 3D electromagnetic (EM) survey data over frontier areas of Newfoundland’s offshore. The EM
survey will initially target the Flemish Pass Basin, where recent major oil discoveries have been made,
including Statoil’s Bay du Nord discovery. The survey will collect 4,Q9Qsquare kilometers of EM data that
will be calibrated to the recent discoveries and will image key prfts in nearby areas Integrated data
delivery will be available to the global industry in early 2015 ptj>to the close of the scheduled license
round in the fall of 2015

On October 31, 2014, Nalcor entered into a series of fpjØprice swaps to4iate its exposure to oil prices
in 2015 These swap contracts, which have a notio,ka1Yalue of $22 6 millidt44JjD provide for an average

fixed price of $8744 IJSD on 26% of budgeted 201f!froduction Because oil s4are denominated in us
dollars the impact of sustained price pressure in 201$would be of{et by a projWd stronger US dollar
Subsequent to September30 2014 global oil prices havtcontinu4t%o weaken due tø4rther imbalances
between supply and demand Current price forecasts sugg4I barring any new suØly disruption, this
downward pressure will continue for the balance of 2014 à4could continue into 2015 This creates
significant uncertainty over the future pricesNalc receie fótroducts in the short-term

Year-to date, the impact of oil prices on Nalcors resul en pat*fally mitigated by a stronger US
dollar The impact of fwther pressure on oil prices ance of 2014 is mitigated by fixed price
swaps Nalcor entered Into in uecember 2013 These outstanding swap contracts, which have a notional

value of $7.1 million IJSD, provide an average fixed êrke of $105.00 USD on 29% of remaining forecasted

production for 2O14

d

ENERGY MARKETING ‘3

Since April 2009, Nalcor has rplus recall energy from Churchill Falls to markets outside

of the Provincéthrough a cont - Energy Inc. (EEl). Since 2011, Nalcor has been building the

necessary procedures, systems anä expertise to bring this activity in-house. In early 2014, Nalcor formed

a wholly-owned subsidiary, Energy Marketing to manage Nalcor’s participation in extra-provincial energy

markets Nalcor is on target to coøclude the contract with EEl and to complete the transition of export

activities from Hydro to Eh ting by April 1, 2015.

LOWER CHURCHILL PROJECT

On June 26, 2014, Nalcor provided an updated capital cost forecast for the Muskrat Falls Generation

Facility, Labrador Transmission Assets and Labrador-Island Link components of Phase 1 Lower Churchill

Project
(Lower Churchill Project). Market cost pressures, combined with strategic investments to enhance

system reliability, operation and productivity throughout construction, resulted in an updated capital cost

forecast for the Lower Churchill Project of $6.990 billion as compared to the $6.20 billion estimate at

sanction in December 2012.

4
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The Lower Churchill Project has made significant construction progress throughout 2014 and major I
milestones include the following:

Muskrat Falls Generation Facility I
• Mobilization of Astaldi, the main contractor responsible for constructing the intake, powerhouse,

spiliway, and transition dams. Progress has been made by Astaldi in the areas of integrated cover
system erection, concrete placement, foundation preparation, installation, formwork and rebar
placement.

• Progress on the manufacturing of the turbines and generators by Andritz Hydro Canada, with the
first delivery of turbine components shipped from China dur&ng Q3 2014.

Labrador-Island Link S
• Construction of the 350kv HVdc Labrador Island Tçansm1sion Line was awarded to Valard

Construction.

• HVdc right-of-way (ROW) clearing and instathton of grillagé fpundations underway and on
schedule.

• Completion on schedule of the sixth and finaJ bore hole required lot the 35 km crossing of the
submarine cable across the Strait of Belle Isl6SOBl) from Fcrteau Point, Labrador to Shoal Cove,
Newfoundland.

• Manufacturing of the 5081 subfliarjne cable in Japa,with the first cable completed and the
second well advanced.

• Completion of the earthworks pFogram at Soldiers Pond, Which will be the home for the island’s
converter station, switchyard and synthronoutOndenser Iacflity

Labrador Transmission Aàets I
• Substantial prdgtSss on the clearing for the4Wc ROW for the transmission line between Muskrat

Falls and Churchill raIls. a

• of Valat4 Coostrqttion, thE contjictor for HVac transmission line construction
TcanSI,son construction and tower erection is proceeding on schedule

• Comøletion of thfla,thworks program at the Churchill Falls switchyard location. I
•
1 I

4’
4t I

I
1
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SECTION 3: CONSOLIDATED FINANCIAL HIGHLIGHTS

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME HIGHLIGHTS

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 Variance 2014 2013 Variance

Revenue $123.7 $129.6 $(5.9) $589.9 $570.7 $19.2
Fuels (32.4) (4.7) (27.7) (203.6) (123.6) (80.0)

Power purchased (13.3) (15.0) 1.7 (52.4) (46.8) (5.6)

Operating costs (64.1) (54.3) (9.8) (181.5) (159.8) (21.7)
Depreciation and depletion (20.9) (20.1)4fl) (70.1) (66.0) (4.1)
Exploration and evaluation - (2.ØP . - (2.8) 2.8

Net finance income and expense (16.8) (183) 1 (58.4) (54.9) (33)
Other income and expense (1.3) 2.5 (3.8) (3.8) 3.0 (6.8)
Share of profit of joint venture 0.1 - 0,1 11,3 0.3 -

(Loss) profit before regulatory
adjustments (25.0) (42.6) 204’20.1 (99.7)

Regulatory adjustments 23.1 20.1 25.4 T43.6) 69.0

(Loss) profit for the period (1.9) 20.6 2 5) 45.8 76.5 (30.7)

Revenue ‘Ipii “‘4Ih.
The increase in revenue year-to-date was sificantly riven by an increase in the average electricity
market price related to Energy Marketing, an increase in revenue from seismic data sales and higher oil
production during the first half of 2014. The decrease in revenue for the quarter was as a result of
reduced oil production driven by lowervolumes and a tower realized oil price.

Fuels
.

The increase year-to-&Was due tfllgher vol1S!’f fuel consumed largely resulting from an increase in
customer demand, higher fuel prices, and the January power supply interruption. Hydro has filed an
application With the PUB for the recovery of $3 6 million of these costs which related to the 2014 outage.
The increase in fuel costs for the quarter was primarily due to a higher price per barrel and an increase in
the volume of barrels consumed at Hydro’s HTGS.

Power purchased
The increase in power purciwsed year-to-date was primarily due to additional power purchased by Hydro
Regulated from non-utility generators in the first quarter of 2014. Hydro has filed an application with the
PUB for the recovery of $6.1 million of these costs which related to the 2014 outage. The decrease in
power purchased for the quarter was mainly a result of reduced production from non-utility generators
due to planned equipment maintenance, reduced purchases from the Exploits generating station and
lower production from wind in 2014.

Operating costs
The increase in operating costs for the quarter and year-to-date are due to additional work required for
winter readiness, increase in equipment lease costs to provide black-start capability for HTGS, costs
related to increased regulatory activity, and inflationary increases.
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Depreciation and depletion I
The increase in depreciation and depletion for the quarter and year-to-date was primarily due to
increased levels of investment in property, plant and equipment for Hydro Regulated, Churchill Falls and
Oil & Gas, and increased levels of production resulting in higher depletion expense for Oil and Gas’
petroleum and natural gas properties.

Exploration and evaluation
The decrease in exploration and evaluation for the quarter and year-to-date was due to a determination in
2014 that such costs are eligible for prospective capitalization under IFRS 6.

Net finance income and expense
Net finance income and expense includes interest income and exMUse foreign exchange gains and losses,

and accretion expense on long term debt and long teEJJãT1frIes less interest capitalized during
construction The decrease in net finance expense for the birter wádue to decreased interest expense
as a result of a $1246 million debt retirement that occurred on June 15,14 The increase in net finance

expense year to date was primarily due to an ncrease in the balance of debtoijtstanding through the first
quarter of 2014.

Other income and expense I
The change in other income and experie in the quarter and year-to-date is due to ldses on disposal of
fixed assets in the third quarter of 2014 compared to gains recognized on disposals in the third quarter of
2013.

Regulatory adjustments
Regulatory adjustments consist of Hydra Regulated deferrals pf current year expenditures and

amortization and recove’of previousi’deIerred costás approved by the PUB. The increase in regulatory

adjustments for the quarter and yeai.1b-date consi$ted primarily of an increase in fuel costs that were
deferred as a result of the operation of the RSP, combined with a decrease in RSP amortization.

I
I
I
I
I
V
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION HIGHLIGHTS

Significant changes in the consolidated statement of financial position between September 30, 2014 and
December 31, 2013 include:

Increase
(millions of dollars) (Decrease) Explanation

ASSETS

Cash and cash equivalents (25.5) See Section 5- Liquidity and Capital Resources Section.
Restricted cash 500.0 Increased due to arrincrease in cash balances held in

accounts adminisWted by a collateral agent related to the
Lower Church3lfPtoject. The balance of these accounts
varies on a monthly b4sis as structured deposit notes mature
and ch is drawn oito fund construction costs.

Trade and other receivables (61.7) Decteied primarily du foseduced kilowatt usage as a
resxIt of seasonal decrease bflillings and timing of
Gtjnteed Winter Availabilitytqntract (GWAC) billings.

inventory 27.8 lnciid primardydue to increate4purchases and price per
barrel bFeccel.

Prepaid expenses 3.8 lncreased the timing of expenthtures related to the

::Mbron_proje
Property, plant and equipment 1,2.i li4ed primaP4jue to capital expenditures of $1,353.1

(including exploration and millià*5deprecitIo and depletion.
evaluation assets) W

Other long-term assets 49.5 lncrMjas a}ijuttof long-term advances to a supplier
(including 4 reting to the construction of the Muskrat Falls hydroelectric
current portion) pla’4an increase in sinking funds, and offset by a small

-,
decrease in reserve fund and long-term prepaid expenses.

Long-tçlfl+th*fl4 (1,116.3) Decrea*d due to maturities of structured deposit notes

‘ duritig 2014. The structured deposit notes are comprised of
, the proceeds of the Lower Churchill Project 2013 bond

financing.

3.3 Increase due to the deferral of $3.0 million of lease costs and

$1.3 million of energy conservation costs, partially offset by
foreign exchange additions and amortization.

LIABILITIES AND EQUF
Short-term borrowings (41.0) Decreased due to repayment of promissory notes in Hydro.

Trade and other payabies 294.8 Increased due to advancing progress in construction costs
relating to the Lower Churchill Project.

Debt (current and long-term) 121.2 Increased due to the issuance of a $200.0 million debenture
in Hydro, offset by the retirement of sinking funds.

Class B limited partnership units 4.7 Increased due to accrued interest during 2014.

Deferred credits (current and 120.3 Increased primarily due to deferred energy sales related to
long-term) the Maritime Link.

Deferred contributions 0.4 Increased due to contributions in aid of construction in

(current and long-term) Hydro.
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Increase
(millions of dollars) (Decrease) Explanation

Decommissioning liabilities 1.2 Increased due to accretion during 2014.
(current and long-term)

Employee future benefits 5.9 Increased due to current service and interest cost increases.

Shareholder contributions 121.4 Increased as a result of equity contributions from the
Province to fund offshore developments in Oil and Gas.

Accumulated other 12.3 Increased as a result of favorable mark-to-market variances
comprehensive loss in Hydro sinking funds.
Retained earnings 45,8 Increased due to

I
I
I
I
I
I
I
I
p

I
I
I
Iearned in 2014.

I
S

C
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SECTION 4: SEGMENTED RESULTS AND ANALYSIS

The following presents an overview of the Company’s profit (loss) for the three and nine months ended
September 30, 2014, by business segment, in comparison to the three and nine months ended September
30, 2013. This discussion should be read in conjunction with Note 20 of the unaudited condensed
consolidated interim financial statements for the three and nine months ended September 30, 2014:

Three months ended Nine months ended

For the period ended September30
(millions of doNors) 2014 2013 variance 2014 2013 variance

Hydra Regulated $(10.5) $4.2
S’7) $(27.2) $10.4 (37.6)

Churchill Falls (5.2) (2 2 0) 9.6 16.7 (7.1)
Oil and Gas 6.1 5. 28.2 20.7 7.5
Energy Marketing 8.1 11.0 (NJ’ 34.6 26.3 8.3
Bull Arm 3.9 4.0 (O.1)”’”%12.2 11.7 0.5
Phase 1 Lower Churchill Project - . -

- ‘10.2) - (0.2)
Corporate and OtherActivities (4.3$., (2.3) 42.0) (i.t4 (9.3) (2.1)

(Loss) profit for the period (1.9) .6 J.s) 45.8’’j6.5 (30.7)

HYDRO REGULATED

The operations of Hydro Regulated are influ d by ternal factors including regulation,
performance of the domestic economy, weath attern.. ‘vS fuel costs. The demand for electricity is met
through a combination of hydroelectric generation, thetánl Aen&ation and power purchases including
wind generation. Hydro Regulated uses the RSP, as directed by the PUS, both as a means to smooth rate
impacts for island electricity consumers and to proteciHydro Regulated’s net profit from variations in the
HTGS fuel costs and is reflected pulatory adjustments. Fuel costs fluctuate as a result of variations
in electricity sales, fuel prices an production. b
The electticity rates in effect f&,O14 ere determined based on 2007 cost levels, with the exception of
changes in the costs of fuel consed at the HTGS for which rates have been adjusted annually. Losses
incurred in the quarter and year-toate have primarily been a result of the timelines required to obtain
interim earnings relief through the regulatory process, increased fuel costs due to higher consumption and
prices, increased purchased power costs related to the Supply Outage in early 2014, higher regulatory
costs as a result of the level of regulatory activity in 2014, lower fuel conversion rate at the HTGS, and
increased costs related to maintenance.
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a-w

I
a

Financial Highlights

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 Variance 2014 2013 Variance

Revenue $78.8 $75.5 3.3 $402.4 $397.0 5.4
Fuels (32.4) (4.7) (27.7) (203.6) (123.6) (80.0)
Power purchased (11.7) (13.3) (49.3) (43.9) (5.4)
Operating costs (36.9) (27.9) -<{*O) (102.3) (85.3) (17.0)

Depreciation (12.8) (12.91- 0.1 (41.0) (38.3) (2.7)
Net finance income and expense (172) (18I 1.0 (580) (556) (24)
Other income and expense (1.4) 21 (44) (0.8) 3.7 (4,5)

(Loss) profit before regulatory adjustments (33.6)j. 1.2 (34.8} -j52.6) 54.0 (106.6)

Regulatory adjustments 2W 3.0 20.1 :125.4 (43.6) 69.0

(Loss) profit for the period (1031 4 2 (147) (2X2) 104 (37 6)

Revenue . : 4
The increase in revenue for the quarter 45 weli as year to da1was primarily due to an increase in load

related to Newfoundland Power and Vale offset by RSP adjustrnt and a decrease in rural revenue

I
I

I
I
I
I

2
I
I
S

I

Fuels
The increase in fuel costseEhe.thurd quarter of 2014 ovØr the same pè?.lod in 2013 was primarily due to
increased fuel consump1 at HolroOd, owing jfl1ant po*iction requirements (by 139 GWh) in

addition to a higher price$er barrel. ‘4jre was a tetement to operate a Holyrood unit throughout the
summer months of 2014 ¶0 artier tqliably supp the transmission into the Avalon Peninsula. The
increase in reqØrqpwnts from Zb1ot yar is prIiflacily due to utility (Newfoundland Power) and
industrial W41 *40h. Thejease in àietccsts*ar-to-date was due to increased production at
l-lolyroc$4F357 GWh)%he s&fltperiod in 201.3. This is due to the higher summer requirements on
the AvalS* addition to thE)her de4and experienced on the overall System during the winter and
early sprint’4*4014. Another 4 tributct’to the higher costs was a lower fuel conversion rate which
resulted in inc1’ed fuel consurfqØcn. The net impact of higher fuel cost is primarily offset through the
RSP (see discussio64çegulatory a4ktments below).

The following tables sunirjze fØ.tonsumed and average price:

),
‘ Three months ended Nine months ended

For the period ended September30 2014 2013 2014 2013

No. 6 fuel consumption:
Millions of barrels 0.2 - 1.6 1.0
Average price (CAD/BBL) $111.26 $108.06 $112.48 $107.62

Diesel fuel consumption:

Millions of liters 3.6 3.5 12.7 11.5
Average price (CAD/liter) $1.17 $1.09 $1.16 $1.09
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Fuel costs are summarized below:

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 2014 2013
No.6 fuel and other $28.3 $0.9 $188.8 $111.0
Diesel 4.1 3.8 14.8 12.6
Total fuel costs $32.4 $4.7 $203.6 $123.6

Generation mix is summarized below:

“‘“ I

Three months ends, Nine months ended

For the period ended September30 (G Wh) 2014 2013 Variance 2014 2013 Variance

Generation
Hydraulic generation1 787.1 865.0 (77.9) 3,406.3 3,394.5 11.8
Holyrood generation 139.3 0.2 139.1 960.3 602.9 357.4
Standby generation (2.0) (2.0) - 2.9% (0.5) 3.4
Purchases2 205.0 Z4LR (36.0) 740.6 762.8 (22.2)
Total 129.4 i,iö!% 25.2 5,110.1 4,759.7 350.4
1 Includes Hydro generation only.
2 Purchases include generation from Exploit
wind and other non-utility generators. . . .

Electricity Sales are summarized below:

t Thr onths ended Nine months ended

ForthePerlqØj*15c4embe ..,J 2014 \2013 Variance 2014 2013 Variance

Sales
Newfoundland Power 9i9.b . 887.0 32.0 4,322.9 3,990.2 332.7
Hydro rural 84.5 88.8 (4.3) 342.8 335.6 7.2
Industrials 87.8 79.2 8.6 271.6 259.0 12.6
Transmission Lo%Ø 38.1 49.2 (11.1) 172.8 174.9 (2.1)
Total 1,129.4 1,104.2 25.2 5,110.1 4,759.7 350.4

Power purchased
The decrease in power purET44’for the quarter was mainly a result of reduced production from non
utility generators due to plai{ned equipment maintenance, reduced Exploits River flow and lower
production from wind in 2014. The increase in power purchased year-to-date is a result of additional
power purchased from non-utility generators to meet the Province’s unplanned electricity shortage
experienced in January 2014.
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Operating costs I
The increase in operating costs for the quarter and year-to-date was due to costs incurred in connection
with additional work performed for winter readiness, increased equipment lease costs to provide black- S

start capability for HTGS, increased costs related to regulatory activity and inflationary increases.

Net finance income and expense
The decrease in net finance expense for the quarter was due to decreased interest expense as a result of
the $124.6 million debt retirement that occurred on June 15, 2014, The increase in net finance expense
year-to-date was primarily due to an increase in foreign exchange loss associated with Bunker C fuel
purchases, partially offset by debt retirement as previously discussed,

Other income and expense

The change in other income and expense for the quarter and yt r-tO-date was driven by additional

insurance proceeds received in 2013 related to Holyrood Unit 1 repairs iñcomparison to 2014 which has

no significant insurance proceeds. a? :4
Regulatory adjustments -

The increase in regulatory adjustments for the quarterand year-to-date consistedprimarily of an increase

in fuel costs that were deferred as a result of the operation of theRSP, combined witha decrease in RSP
amortization.

CHURCHILL FALLS

Churchill Falls is the ownraYd4ator of th Station, with a rated capacity of
5428 MW A power conaêt with Ifraro Quebec aMay 12, 1969 (the Power Contract) provides for
the sale of the majority -otthe electricity from thisffity (approxirtiately 30 terawatt hours (TWh)) until

2041

Churchill Fall at4o sells 300 6 TWh) annually (the maximum provided for under the Power
Contract)teNydro for use In Labrfr and export Sais (recall energy) and 225 Mw (approximately 18
TWh) to twin Falls to serwte the mihi industry in Labrador west In addition Churchill Falls earns

revenue from Hydro Quebec uner a Guaflpteed Winter Availability Contract (GWAC) The GWAC was

signed with Hydit-Quebec in 2998 and proVides additional revenue for the sale of up to 682 MW of
seasonal availabilityto Hydro Quebec during the months of November through March until the end of the

Power Contract in 2041

During the first nine montnqf4j4 Churchill Falls derived 65 8% of its revenue from the Power Contract I
(2013 -66.5%), 25.7% from thAC (2013- 25.8%) and 8.5% from other revenue (2013 - 77%).

I
a
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Management’s Discussion & Analysis
For the three and nine months ended September 30,2014

Financial Highlights

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 Variance 2014 2013 Variance

Revenue $8.4 $11.5 (3.1) $48.9 $53.8 (4.9)

Operating costs (9.9) (11.3) 1.4 (30.7) (31.2) 0.5

Depreciation (3.4) (3.0) (0.4) (10.1) (9.4) (0.7)

Net finance income and expense 0.3 0.3 1.0 1.1 (0.1)

Other income and expense (1.2) (0.4) (0,8) (1.8) (0.4) (1.4)

Share in profit of joint venture 0.1 0.1 0.3 0.3 -

Preferred dividends 0.5 9.7, 4q2) 2.0 2.5 (0.5)

(Loss) profit for the period (5.2) ((p 9.6 16.7 (7.1)

Revenue
The decrease in revenue for the quarter and year-ta-date was primarily due to a decrease in energy
deliveries to Hydro-Quebec commencing May 2014. The amounts of energy delivered to Hydro-Québec
were lower due to lower requirements by Hydro-Québec

Operating costs
The decrease in operating costs for the quarter and year-to-date wa due to decreased rental and royalty
expense driven by reduced energy deliveries to Hydro-Quèbec, increased recoveries due to Churchill Falls
staff house rate change, actditicnal recoveries in Twin Falisoperating projects and inflationary increases.

t
Depreciation I

The increase in depreciation lot the quarter and year-to-date was due to increased levels of investment in
property, plant and equipment.

nOther income and expense
The chant in other income and expense for the quarter and year to date was largely due to more asset
disposals thiríng 2014 as compá?ed to 20Th.

OILAND GAS
*

Oil and Gas is an equity partner intIree developments in the Newfoundland and Labrador offshore: a 4.9
per cent working interest in the Hebron oil field, the Province’s fourth offshore oil project which was
sanctioned for development &tecember 31, 2012; a 5.0 per cent working interest in the White Rose
Growth Project which produced first oil from the North Amethyst field in May 2010; and a 10.0 per cent
working interest in the Hibernia Southern Extension Project, which produced first oil in June 2011. Nalcor
also has an average working interest of 99.0 per cent in onshore exploration permits in Parson’s Pond on
the Great Northern Peninsula. Oil and Gas is also making strategic investments in the Province’s offshore
through new geoscience data and delivering scientific insights to the global oil and gas industry to drive
and encourage increased exploration activity and development for the Province.
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Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 Variance 2014 2013 Variance

Revenue $14.7 $18.8 (4,1) $62.1 $543 7,4

Operating costs (5.9) (5.8) (0.1) (16.7) (23.2) (3.5)

Depreciation and depletion (4.5) (4.0) (0.5) (18.6) (18.0) (0.6)

Exploration and evaluation - (2.1) 2.1 - (2.8) 2.8

Net finance income and expense 0 4 (0 2) 0 6 - -

Other income and expense 1 4 (0 81 2 2 1 4 1 4

Profit for the period 6.1 ,, 28.2 20.7 7.5

Revenue
The increase in revenue year-to date was attributable to increased production volumes totaling 544 605
bbls (2013-486,604 bbls) and increased seismic sales This increase s due to an Increase in the number of
production wells for both of our producing fields Year to-date the realized oil price Ws $108 81 USD/bbl
(2013 - $110.48 USD/bbl). The decrease in revenue for the quarter was a result of detieased production
volumes totaling 117,741 bbls (2013 - 149,976 bbls) and a lower average realized oil price of
$101.93uSD/bbl (2013 -$115.18 LJSD/bbl) The decrease in 03 production was the result of a delay in the
completion of water injection wells required to support Hiberina Southern Extension production.

Operating costs ‘ .

The increase in operating costs for the quarter and year-to-date was attributable to an increase in
production, operating and processing casts, marketing and transportation costs due to increased sales,
and inflationary increases.

Deprecia$Oilhd depletion
The increase in depreciation and depletion for the quarter and year-to-date was a result of increased
levels of investment in property, plant and equipment and increased levels of production resulting in
higher depletion expense for Oil and Gas petroleum and natural gas properties.

Net finance income
The change in net fina, expense in the quarter and year-to-date was largely due to foreign
exchange related to oil s

Exploration and evaluation
The decrease in exploration and evaluation in the quarter and year-to-date was due to the prospective
capitalization of the costs incurred in the acquisition of seismic data.

Other income and expense
The change in other income and expense for the quarter and year-to-date was principally due to a net gain
from the mark-to-market of the fair value of hedge instruments of the third quarter of 2014, compared to
a net loss in 2013.

I
Management’s Discussion & Analysis I
For the three and nine months ended September 30, 2014

S
Financial Highlights

I

I

I

I
I
I
I
I
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Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

ENERGY MARKETING
The revenue and earnings in this segment are derived primarily from sales of available recall energy. This

electricity is sold to markets in eastern Canada and the northern United States, as well as to the iron ore

industry in Labrador.

Financial Highlights

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 /Wflwnce 2014 2013 Variance

Revenue $179 $iiZ4, (18) $641. $S30 111

Power purchased (2.6) 1:pyE:
:9’3 (6.1) (5.9) (0,2)

Operating costs (7 5 (g’ 2) (1-3) (20 6) (204) (0 2)

Net finance income and expense 94 (0 4) 0 8 (0 1) (0 2) 0 1

Other income and expense L041 0 8 (0 9) (2.7) (0 2) (2 5)

Profit for the period 11 0 (2 9) 34j6 26 3 8 3

Revenue
The increase in revenue year-ta-date w , as a result of increased export market prices in the first

half of 2014. The average realized export wic kr. the quarter was $29.97 USD/MWh (2013 - $34.72
USD/MWh) and year-to-date was $43.73 U0/Iv1Wh f13 - $38.23 4J$D/MWh). During the nine months

ended September 30, 201j 9Q,3% of revenu’ export sates (2013 - 90.3%) and 9.7% of
revenues were derived ftVI oitfet sources (2 decrease in revenue in the quarter was
primarily due to a decr ket prü

Power purchased
The decrea
offset by:(
year-to-da’ was primarily

Operating cotts
The increase in Opi
with Energy Markel

is projected to increa

Net finance income and exp43kr

The increase in net finance income and expense for the quarter is as result of foreign exchange

fluctuations. Net finance income and expense year-to-date is consistent with prior year.

Other income and expense

The variation in other income and expense for the quarter and year-to-date was due to value fluctuations

of future commodity hedges and foreign exchange hedges.

to decreased volume of market prices, partially
arket prices. The increase in power purchased

urchases at a higher purchase price.

r-to-date was primarily driven by costs associated
energy trading operations in-house in 2015 which‘n plan to move
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Management’s Discussion & Analysis
Far the three and nine months ended September 30, 2014

BULL ARM

Bull Arm is Atlantic Canada’s largest industrial fabrication site. The site, which has unobstructed, deep
water access to the Atlantic Ocean, generates revenue through leasing arrangements with large
construction projects. This site is currently under lease until 2017 for the construction of the Gravity Base
Structure platform and fabrication of the Living Quarters Module as well as other construction and
fabrication activities related to the Hebron project.

For the period ended September30
(millions of dollars)
Revenue

Operating costs

Net finance income and expense

Other income and expense

Profit (loss) for the period

Revenue
The increase in revenue for the quarter ano year-toaze was due to foreign exchange rate on USD lease
revenue.

Operating costs, Net finance income and expense, and Other incomeand expense
Bull Arm’s expenses for the quarter and year-to-dat are largely consistent with the prior year.

PHASE 1 LO)RcHURCHILL PROJECT

Phase 1 C*er Churchill Project was sanctioned on December 17, 2012. The development of the Phase 1
Lower Chu?diill Project will provide a clean, renewable source of electricity to meet the Province’s
growing energy demands.

The costs included in the Phase 1 Lower Churchill Project include costs incurred by Nalcor’s subsidiaries in
the construction of the Muskrat Falls hydroelectric plant, the Labrador-Island Link transmission line, and
the Labrador transmissidn assets. The construction of these project components is led by Nalcor’s
subsidiaries and has a current utilities capital cost estimate of $6990 billion plus capitalized interest and
financing costs. For financial reporting purposes, the costs of the Maritime Link, which is owned (for 35
years at which time ownership will transfer to Nalcor) and financed by a subsidiary of Emera Inc. is
included in the Nalcor consolidated financial statements — see Note 9 and Note 10 of the condensed
consolidated interim financial statements for the three and nine months ended September 30, 2014.

I

U

Financial Highlights a

2014

$4.4 $4.2

(0.4) (0.3)

(0.1) (0.

- 0.2

014 2013 Variance

0.5

I

I
I
I
1
I
I
I
I

22

CIMFP Exhibit P-04054 Page 113



Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

Financial Highlights

Capital expenditures increased

compared to the same period in

follows:

by $2316 million for the quarter and $555.8 million year-to-date

2013. The breakdown by each component of Phase 1 Lower Project is as

Three months ended Nine months ended Total To Date

For the period ended
September 30 (millions of
dollars) 2014 2013 2014 2013 2014

Muskrat Falls $176.7 $179.1 $394.5 $327.3 $1,071.5

Labrador transmission assets 61.0 23.2 128.4 37.1 250.7

Labrador Island Link 142.8 16* ;19.1 36.8 432.5

Nalcor facilities capital costs 380 5 g ,?szo 401 2 1,754 6

Capitalized interest and
financing costs 30.3 2.3 91.1 4-6 149.3

Total capital costs for Nalcor
project components 873.1 4p5.8 1,903.9

Maritime Link i1W 120.4 32.9 214.0
Class B limited partnership
unit interest 4.7 3.7 10.0

‘

Total capital expenditures .2 442.4 2,127.9

410.8

1.5

465.

CORPORATE AND

OTHlVIN
Financial Highlights

.

••ti
. m’ths ended Nine months ended

For the PfltNd ended Septefgiber 30
(millions d14%iars) -

.

2014 2013 Variance 2014 2013 Variance

Revenue - $0.2 (0.2) $0.2 $0.3 (0.1)

Power purchased - 0.2 (0.2)

Operating costs (3.5) (2.8) (0.7) (10.3) (9.0) (1.3)

Depreciation (0.2) (0.2) . (0.4) (0.3) (0,1)

Net finance income and exp43* / (0.6) 0.3 (0.9) (1.0) (0.3) (0.7)

Other income and expense - - - 0.1 . 0.1

Loss for the period (4.3) (2.3) (2.0) (11.4) (9.3) (2.1)

With the exception of operating costs and net finance income and expense, corporate and other activities

was largely consistent over the quarter and year-to-date with the same periods in 2013. The increase in

operating costs for the quarter and year-to-date was primarily driven by increased operational

maintenance costs related to non-regulated Hydro activities and inflationary increases, partially offset by

decreased
salaries and decreased professional fees. The unfavorable change in net finance income and

expense for the quarter and year-to-date was largely due to fluctuations in foreign exchange.
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Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

SECTION 5: LIQUIDITY AND CAPITAL RESOURCES

SOURCES AND USES OF CASH
Cash flows relating to operating, investing and financing activities are summarized in the following table:

I
I
I

The net cash used in financi
million in
decreasq
bond if
yea i-to-1
maturities oi
short term boi
$121.4 million mci

is $34.6 million primarily resulting from a $160.6
.ured deposit notes as well as a $103.5 million

of $197.1 million (from a $200.0 million Hydro
:apital. The net cash used in financing activities
$500.0 million increase in restricted cash due to
debt retirement, and $41.0 million decrease in

of $197.1 million from a long-term debt issuance and a

Three months ended Nine months ended

For the period ended September30
(millions of dollars) 2014 2013 Variance 2014 2013 Variance

Cash provided by (used in)

Operating activities $213.7 $161.6 52.1 $4253 $364.8 60.7

Investing activities (155.9) (323.7) 1k78 (101.7) (631.3) 529.6

Financing activities (34.6) 964 ft) (349.3) 361.8 (711.1)

Net increase (decrease) in cash 23.2 (664f (25.5) 95.3 (120.8)

i.
The net cash provided by operating activities includes pet income for the period and other non-cash items
and changes in working capital. The cash provided by operating activities for the quarter was $213.7
million and $425.5 million year-to-date, primarily due to changes in non-cash working capital, depreciation
and depletion, and regulatory adjustments.

The net cash used in investing activities%?i syarter was $1559 million due to capital expenditures of
$551.4 million on property, plant and and evaluation assets, offset by a $398.7
million decrease in long-term investmeni sting activities year-to-dale was
$101.7 million primarily due tO capital expenc property, plant and equipment
and exploration and evaluation assets, a $9 loij-term receivables, offset by a
$1,116.3 million decre ‘vestmei decrease in sinking funds.

I

a,

a,

S
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Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

Capital expenditures, which significantly impact the cash used in investing activities, increased by $278.0
million for the quarter and $707.7 million year-to-date. The breakdown by segment is as follows:

Three months ended Nine months ended

For the period ended September 30 2014 2013 2014 2013
(millions of dollars)
Hydro Regulated $59.7 $24.2 $142.9 $59.2
Churchill FaIls1 8.7 12.4 23.9 20.6
Oil and Gas 732 58.8 186.5 123.1
Energy Marketing 0.2 - 0.7 -

Phase 1 Lower Churchill Project 410.8 218.2 873.1 405.8
Corporate and Other Activities (1.2) (1.2) 0.9 0.1
Total Capital Expenditures before the 551.4 312 4 1,228.0 608.8
following
Class B Partnership Units—Accrued Interest 1.6 1.5 4.7 3.7
Maritime Link — Non Cash Additions 53.4 14 5 120.4 32.9

Total Capital Expenditures 46.4 328.4 ,4a,353.1 645.4

Reflects Nalcor’s 65.8% ownership interest

ACCESS TO WORKING CAPITAL

Cash flow from operations and the availability of short-term funding under various unsecured demand
operating facilities are cons%pe sufficient to meet working capital requirements. Nalcor is in compliance
with all covenants underc.ài4hfts

‘3

tbe following table:N

Short-ti1prrowings

Total debt

ptember 302014 December31 2013

$8.5

Total shareho’

Debt to capital

6,242.8
$ 82.2

6,047.9

41.0

71.9%
Fixed rate debt as percentage

of total indebtedness 100.0%
The above noted ratios are non-GAAP financial measures.
Financial Measures Advisory of this MD&A.

73.1%

99.3%
Refer to Section 6: Non-GAAP

Nalcor’s capital structure is key to its ability to execute its long-term strategy. In recent years, Nalcor has
strengthened its balance sheet to enable it to take on debt associated with the Lower Churchill Project.
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Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

Nalcor’s primary objectives when managing capital are to minimize its cost of capital within the confines
of established risk parameters and to safeguard its ability to continue as a going concern. Nalcor’s
approach to capital management is performed on a consolidated basis.

On September 15, 2014, Hydra issued new long-term debt through the sale of $200.0 million Series AF
debentures to its underwriting syndicate. The debentures mature on December 31. 2045 and pay a
coupon rate of 3.6% semi-annually. The debt will pay down the balance of short term borrowings and fund
the capital plan.

Prior to 2013, Nalcor realized a significant improvement in the deVtp capital ratio as a result of strong
earnings and contributed capital received from the Province 103.b13, due to new debt transactions
related to the Phase 1 Lower Churchill Project, Nalcor’s debt caflØficreased compared to the prior year
The increase was planned and these debt increases will be ,$upplemented by additional capital
contributions to fund Lower Churchill Project expenditures as the devtpment proceeds

OBLIGATIONS AND COMMITMENTS

Total outstanding commitments for capital projects té $ç incurred in the next five years were $3 4 billion 1w

as at September 30 2014 (December 31 2013 $24 bJWon) *artly related to the Phase I Lower
Churchill Project Oil and Gas investments, Hydra Regul4$à Churchill Falls Addttional information
about Nalcor’s obligations and commitments can be found’S Note 18 of the unaudited condensed
consolidated interim financial statements far the three and nine hte:hs ended September 30, 2014

*

I

I

“3
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Management’s Discussion & Analysis
Far the three and nine months ended September 30, 2014

SECTION 6: ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES

ACCOUNTING POLICIES

Nalcor’s significant accounting policies are described in Note 2 of the unaudited condensed consolidated
interim financial statements for the three and nine months ended September 30, 2014.

FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS

Nalcor adopted IFRS as of January 1, 2014, with a date of transition effective January 1, 2013. IFRS 1 First-
Time Adoption of International Financial Reporting Standards (IIRS 1) has been applied. Prior to January
1, 2014, Nalcor prepared its financial statements in accordance with GMP. Comparative balances
presented in this MD&A have been restated to be in accordance with IFRS. The impact of the transition to
IFRS on Nalcor’s financial statements for the period ended September 30, 2014 and the opening balance
sheet at January 1, 2013 are presented in Note 21 of the unaudited condensed consolidated interim
financial statements for the three and nine months ended September 30, 2014.

CRITICAL ACCOUNTING ESTIMATES

Critical accounting estimates are those that require Management to make assumptions about matters that

are highly uncertain at the time the estimate is made. Critical accounting estimates are also those

estimates which, where a different estimate could have been used or where changes in the estimate that

are reasonably likely to occur, would have a material impact on the Company’s financial condition, or

financial performance. Critical accounting estimates and judgments are reviewed annually by the Audit

Committee of the Board of Directors. A detailed description of Nalcor’s critical accounting estimates is

provided in Note 3 of the unaudited condensed consolidated interim financial statements for the three

and nine months ended September 30, 2014 and in the Critical Accounting Estimates section of Nalcor’s

2013 annual MD&A.

SECTION 7: NON-GAAP FINANCIAL MEASURES

Certain financial measures in the MD&A are not prescribed by GAAP. These non-GAAP financial measures

are included because they provide MD&A users with enhanced understanding and clarity of Nalcor’s

operating performance, condition, leverage and liquidity. These non-GAAP financial measures do not have
any standardized meaning and cannot necessarily be compared to similar measures presented by other
companies. Comparative figures presented in previous sections have been restated for the effects of the

IFRS conversion.

I’

Debt to capital Total debt (promissory notes, long-term debt including current
portion less sinking funds), divided by debt plus shareholder’s equity

Fixed rate debt as a Long-term debt divided by total debt
percentage of total
indebtedness
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Management’s Discussion & Analysis
For the three and nine months ended September 30, 2014

SECTION 8: RISK MANAGEMENT PROCESS

Nalcor continues the implementation of an Enterprise Risk Management process focused on operational, a
strategic, financial and compliance risks. The implementation is supported by a Corporate Risk
Management Committee and an Enterprise Risk Management Committee. The Corporate Risk
Management Committee is comprised of certain members of Nalcor’s Leadership Team and other senior
managers. The [nterprise Risk Management Committee is comprised of senior functional and business
unit representatives. The Leadership Team and Audit Committee receive regular updates on the
Company’s risk management processes. I
Nalcor operates in various industry segments that have a variety of risk factors and uncertainties. The
risks and uncertainties that could materially affect the business, financial condition and results of it

operations are described in Nalcor’s annual MD&A for the year ended December 31, 2013.

There were no significant changes to these risks and uncertainties year-to-date- Refer to Note 18 of the
unaudited condensed consolidated interim financial statements for information regarding current
litigation.

p
SECTION 9: ABBREVIATIONS

The following table shows the abbreviations used in the MD&A and the consolidated financial statements: a

Measurement;
bbl Barrel
MW Megawatts
TWh Terawalt hours

Currencies. I
CAD Canadian dollars
LISD United States dollars

Corp orate information:
MD&A Monagement’s Discussion & Analysis
HTGS Holyrood Thermal Generating Station
RSP Rate Stabilization Plan

Financial and Business I
environment:
PUB Newfoundland and Labrador Board of Commissioners of Public

Utilities
GRA General Rate Application
GWAC Guoranteed Winter Availobility Contract

it

I
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.R ENERGY BOARD OF DIRECTORS MEETING
NOVEMBER 28. 2014

APPROVAL OF 2014 Q3 FINANCIAL STATEMENTS AND MD&A

RESOLUTION

THAT the Nalcor Energy Consolidated Financial Statements and

Management Discussion and Analysis for the period ended

September 30, 2014, as tabled and initialed by the Secretary for

identification, be and they are hereby approved; and

THAT K. Marshall and G. Shortall, or any two Directors be and they are

hereby authorized to sign said Financial Statements on behalf of the

Board.

r

I
t

BE IT RESOLVED
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Pages 168 169

have been fully

redacted and

replaced with this

page.
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Headlines (Cont’d.)

2015 budgeted to be peak year for capital spend to date

S

Total Budget 2015 capex is $2,845.7M, an increase of $1,022.OM over Forecast 2014 capex of
$1,823.7M;

LCP Phase 1 Budget 2015 project capital expenditures is budgeted to be $2.4 billion, up $1.1 billion
compared to the Forecast 2014 of $1.3 billion

C3naIcor
energy

4
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Pages 172 178
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lie, ei n a a — — F-Ia — n a a

Budget 2015 Capital Expenditures
(S millions)

Regulated
Hydra

I 2015 Budget 112.5

2014 Forecast 251.4

—

Churchill
Falls

(100%)

55.6

50.8

Capital Expenditures

($millions)

2,364.8

2.0 1,257.8

Forecast = $1,823.7M

Budget = $2,844.3M

* Includes internal costs for Nalcor only (excludes Emera).

13 3 nalcor
energy

3,000.0

2,500.0

2,000.0

1,500.0

1,000.0

500.0

Totals:

Energy LCP Phase Maritime
Gull Island

Marketing 1 Link
Oil & Gas Corporate

10.5 1.5 294.5 4.9

11.7 2.1 247.9 -
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LCP Highlights
2015 LCP Phase 1 (MF/LTA/LIL) total project capital expenditure budget of $2.4 billion
compared to 2014 forecasted incurred costs of $1.3 billion

— $2.28 in direct capital costs

— $1SOM in net interest During Construction (“DC”) and $3M in financing costs

• Major construction activities for all project components underway in 2015 with the
few remaining major contract awards planned for the first quarter of the year.

• 2015 expenditures based on revised Capital Cost Authorizations for Expenditure
(“AFE”) and Financing Cost AFE’s approved by Boards of Directors of Muskrat Falls Co.,
Labrador Transmission Co., and LIL General Partner Co. (on behalf of LIL Limited
Partnership), in June 2014.

• Lower Churchill Management Co. is budgeting annual revenue for the Project

Development and Management services it provides to the three asset holding
companies (MF Co, LTA Co, and LIL LP) of $360K.

LOWER CHURCHILL PROJECT ‘) nalcor
en e rpy
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LCP Highlights (cont’d.)

Project cost funding requirements in 2015 will be met through $345M in equity advances
with the balance being drawn from debt
- This includes $144M in contributions from Emera for [IL and excludes pre-fLinded equity payments of $11SM

to the cost overrun escrow account in December 2015 per the MF/LTA and [IL Project Finance Agreements

In addition to the previously noted costs that will be capitalized to the project assets, the
seven LCP entities are budgefing costs relating to audit fees ($256K), directors fees and
expenses ($144K), and training and donations ($420K), which must be expensed in 2015
in accordance with IFRS.

LW Operating Co. prepaid rent of $3.9M is estimated for 2015
— With the $8.OM reserve and associated contribution made to LIL LP at year end 2013, actual 2013 prepaid

rent of $3.2M, and forecasted 2014 rent of $1.SM, an additional reserve/contribution of approximately

$600K is forecasted for 2015.
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LCP Highlights (cont’d.)

Component 2015 Key Construction Activities 2015 Major Contract Awards

• Construction of Intake & Powerhouse,

SpilIway and Transition Dams ($383M)

• Supply and Install Powerhouse and Spiliway

Hydro-Mechanicat Equipment ($100M)

• North Spur Stabilization works ($75M)

• Supply and Install Turbines and Generators

($42M)

• Construction of Reservoir Clearing ($41M)

• Construction of North and South Dams

($27M)

• CH0008 - Construction of North Spur

Stabilization Works (01 2015)

• CH0009 - Construction of North and

South Dams (Qi 2015)

• CHOO31 - Supply and Installation of

Mechanical and Electrical Auxiliaries

(Qi 2015)

Labrador

Trx Assets

• Construction of 315 KV HVac Transmission

Une (MF to CF) ($115M)

• Construction of AC Substations ($47M)

• All major contracts awarded by end of

2014

LOWER CHURCHILL PROJECT 53 ) nalcor
energy
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LCP Highlights (cont’d.)

Component 2015 Key Construction Activities 2015 Major Contract Awards

Labrador • Construction of 350 KV HVdc Transmission • All major contracts awarded by end of

Island Link Line ($588M) 2014

• Supply and Install Converters and Cable

Transition Compounds ($131M)

• SOBI - Land and subsea cables, cable

termination enclosures, and related civil

works ($84M)

• Soldiers Pond Synchronous Condenser

($70M)
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2015 Total Project Budget Breakdown

n&i

S 870,480 $ 212,445 $1,128,709 $2,211,634

S 1,330 $ 292 $ 1,516 $ 3,138

5 67,014 $ 15,503 $ 67,531 $ 150,048

S 68,345 $ 15,795 $ 69,047 $ 153,186

5 938,825 $ 228,240 $1,197,756 $2,364,820

2015 expenditures based on revised Capital Cost Authorizations for Expenditure (“AFE”) and Financing Cost

AFE’s approved by Boards of Directors of Muskrat Falls Co., Labrador Transmission Co., and LIL General

Partner Co. (on behalf of [IL LP), in June 2014. This includes total direct capital costs of $6,990M and

DC/financing costs of 5775M.

LOWER CHURCHILL PROJECT 55 3naIcor
energy

(5000’s CAD) MF LTA LIL Total

Owners Team, Admin & EPCM Services

Feasibility Engineering

Environmental & Regulatory Compliance

Aboriginal Affairs

Procurement & Construction

$
$ 36,912 $ 10,310 $ 32,385 $ 79,607

$

Commercial & Legal

$

Contingency

Total Hard Costs

$
$ 2,726

$ 2,724

$ 789,132

$ 1,854

$ 37,133

$ 15

$ 94

$ 189,662

$ 122

$ 12,242

Financing Costs

$ 4,062

$ 615

$1,063,393

$ 64

$ 28,189

$ 6,803

$ 3,433

$2,042,187

$ 2,041

$ 77,564

Interest During Construction

Total Soft Costs

Total Project Budget
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Financing Cost Budget 2015

S 1,330 $ 292 $ 1,516 $ 3,138

Collateral & Fiscal Agent and Trustee & Administrator fees relating to ongoing services provided

by firms including TD Bank, BNY Canada and Computershare relating to the MF/LTA and LIL

Funding Trust financing structure under which $5.0 billion in debt financing was issued in

December 2013;

Legal & Financial Advisory costs relate to services provided by Faskens, PWC, Mclnnes Cooper,

Cassels Brock and Blair Franklin for ongoing compliance support associated with the Project

Finance Agreements executed in November 2013 and the Federal Loan Guarantee.

LOWER CHURCHILL PROJECT 56 4 nalcor
en p rp y

Collateral & Fiscal Agent Fees

Trustee & Administrator Fees

($000’s CAD) MF LTA UI Total

Credit Rating Agencies

$

Independent Engineer

77 $
$

17 $
43 $

Legal & Financial Advisory

$

88 $

176 $
10 $

$

Total

Administrative & Other Related Costs

182

609 $

56 $ 109

$ 298 $

39 $ 215 $ 430

134 $ 685 $ 1,428

$ 127 $
66 $ 336 $
28 $

700

135 $ 290
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Gull Island Highlights

The LCP PH 2 budget is predicated on the following:

1. Work to advance the Quebec Strategy
— Market advice

— Engagement of Quebec strategic advisor

— Potential transmission service request

— Continued participation and advancement of integration issues

2. Minimum work to maintain Phase 2 readiness
— Monitor market developments and identify opportunities

— Market and strategic advice (Ontario & New England)

— Environment and engineering work to achieve cost efficiencies and/or avoid major schedule
delays

3. Continued proration of shared aboriginal and environmental costs with Phase 1

(70% Gull Island); this proration has been applied since 2008

LOWER CHURCHILL PROJECT 58 nalcor
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Maritime Link Highlights

• Emera achieved ML D63 and Financial Close in April 2014 and the amended
Nalcor-Emera Agreements were subsequently executed on July 31, 2014, which
was defined as the Cost Sharing End Date (“CSED”).

• With achievement of the CSED, Emera has assumed all costs associated with ML
development with the exception of Nalcor costs associated with its involvement in
accordance with the provisions of the ML-JDA and other ML Agreements.

• The 2015 Maritime Link budget is required, primarily, for cash planning purposes.

• The 2015 Maritime Link budget includes Nalcor’s internal costs, and all costs
associated with involvement under the ML Agreements.
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Pages 222 - 229

have been fully

redacted and

replaced with this

page.
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2015 Consolidated Financing Plan
High lights

—

funding needs to be addressed_through Provincial
a total equity contribution ol I

(before LCP contingency of $150 million) to fund:

S

• LCPandOiICo
2015 includes

equity - Budget
million from the Province

contributions of $350 million to MFLTA and LIL, which includes the December 2015 cost
Overrun Reserve Escrow Account (“COREA”) payment of $115 million — assumes no Emera
participation in LIL cost overruns, with Nalcor contributing $51 million of its internally
generated cash to offset requirement from Province.

80 (‘nalcor
energy
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Page 232 has been

fully redacted and

replaced with this

page.
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Provincial Equity Requirements:
2015 - 2016

Equity contributions to QilCo [1]

_____

Equity contributions to MFLTA

Equity contributions to LIL

COREA payments [21

Internally generated cash - corporate [31

Base equltyrequirernent

_____

2015 funding contingency

Total equity requirement $ $

[21 - Assumes Emera does not participatc in funding of cost overruns. The $115 million is to be funded through Muskrat Falls Co

($27 million), Labrador Transco ($28 million) and the Newfoundland and Labrador Island Link subsidiary companies ($60

million).

[l - Rupresents dividends received from NEM, BAF and CF, net of corporate OPEX

[4] Funding contingency has been identified to mitigate against potntiaI changes in the timing of cash flows and potential

cost variations on aggregate planned expenditures.

82 nalcor
energy

$

Nalcor Energy Province’s
2015 Fiscal Year 2015/16 Fiscal Year

$
223

12

115

310

12

115

$ $
150 I 150
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Provincial Equity:
Cumulative Investment

30

3

215

386

115

382j

1.131

naIcor

-

energy

$H $2008-2009

2009-2010

2010-2011

2011-2012

2012-2013

2013- 2014

2014-2015 l’l

2015201621

Shareholder Investment in Investment in lnvestmentin Total annual Cumulative

Fiscal Year Oil and Gas ISP NLHvdro Investment Investment

___________

r

_________________________

TotaIsJ I.$__._____ $

[1]— Represents forecasted equity requirernont as of September 30, 2014. The $115 million for LCP refIect

COREA payment, which is due in December of 2015. This will be included in the December 2015 equity request.

[2]— The $382 million relating to LCP includes MFLTA ($310 million), LTA ($12 million) and the COREA payment

($115 million), net of internally generated corporate cash ($55 million).

[31--To date, LCp and Oil and Gas have been funded by a combination of internally generated cash and equity

from the Province. Amounts above only reflect the equity contributions made to Nalcor by the Province.
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OPERATING AND CAPITAL BUDGETS AND FINANCING PLAN

BE IT RESOLVED

RESOLUTION

MEETING

[
-S

r

THAT the Nalcor Energy Operating and Capital Budgets for 2015 and

the Financing Plan for 2015, as tabled and initialed by the Secretary for

identification, be and they are hereby approved.

79TH NALCOR ENE - —- JORS

APPROVAL OF 2015
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2015 Financial Risk Management Strategy
Nalcor Energy Board of Di rectors

November28 2014

) nalcor
energy

Confidential and commercially sensitive
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Outline
i. Purpose

2. Executive Summary

3. Year to Date (“YTD”) Performance of 2014 Hedging Programs

4. Summary of Financial Risk Exposures by Line of Business (“LOB”) for 2015

5. Recommended Corporate Financial Risk Tolerance for 2015

6. Detailed Review and Recommendation by LOB:
i. Nalcor Energy — Oil & Gas (“QilCo”)
ii. Nalcor Energy Marketing (“EM” or “Energy Marketing”)
üi. Nalcor Energy — Bull Arm Fabrication (“BAr”)
iv. Nalcor Energy — Lower Churchill Project (“LCP”)

i. Summary and Next Steps

. Appendices:
— APPENDIX A — Foreign Exchange Risk — commentary on USO/CAD

2 (‘3nalcor
energy
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Purpose

• To review the YTD performance of the 2014 hedging programs, which
were approved in December of 2013

• Present an updated assessment of financial risk exposures facing each
LOB for 2015

— Analysis considers foreign exchange risk, commodity price risk, interest rate
risk, liquidity risk and counterparty risk

• Propose strategies for risk treatment in instances where either risk

mitigation or transfer is warranted

— For each LOB, risk mitigation strategies formulated in the context of the
market outlook, the overall risk profile, including an assessment of risk
capacity, and the Company’s Financial Risk Management Policy Statement
which has been approved by the Board of Directors

3 C’3nalcor
energy
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Pages 239 - 247

have been fully

redacted and

replaced with this

page.
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Pages 249 - 258

have been fully

redacted and

replaced with this

page.

CIMFP Exhibit P-04054 Page 157



U
t

-ill
C

OL
ii

0

b
o

a
C

)
4-a,

_
J

CD
—

4-a,
ç
1

4
-,
C

D

E
u

a)to
m

L
E

OU

0N
Z

CIMFP Exhibit P-04054 Page 158



LCP - Key Messages
• No significant change to the LCP financial risk profile for 2015

• With the Muskrat Falls project financing structure in place, which provides
access to fixed rate debt and reserves for working capital, interest rate
risk and liquidity risk remain insignificant

• In terms of addressing remaining financial risks in 2015:

— FX risks and commodity price risks emanating from contracts with variable
input costs/foreign currencies will continue to be dealt with through the LCP
Contracting Strategy — if the contractor is better positioned to address these
risks, then to the extent possible the risks will be pushed off to the contractor

— Ensuring that major contractors have the financial capacity to complete the
contracts remains a priority — to that end, counterparty credit risk will
continue to be addressed through the LCP Contractor Creditworthiness
Verification Procedures, which apply to all contract packages> $1OM

34 (3 nalcor
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Page 263 has

been fully

redacted and

replaced with this

page.
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Pages 265 - 275

have been fully

redacted and

replaced with this

page.
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Background
• With implementation of PFA requirements following Financial Close (primarily

the monthly Funding Request process that has facilitated debt draws) the need
for amendments was identified and the Government of Canada was consulted

• The principle amendments fall under the following categories:
— Definitional clarifications
— IlL LP tax related matters
— Working capital reserve account (“WCRA”) replenishment

• Review of draft amended PFA’s well advanced with the Canada and the

Collateral Agent (TD Bank)
— NI representatives have also been engaged in the review process and discussions

on Government approval requirements ongoing
— Once “final” comments from all parties settled, amended PFA’s will go through

Nalcor Corporate Due Diligence process prior to execution

• The proposed PFA amendments do not change the substantial rights or

obligations of the Nalcor LCP borrowing subsidiaries, NI or Canada

LOWER CHURCHILL PROJECT 3
) nalcor

energy
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Amend ments — Definitional Clarifications
The definitions of “Aggregate Eligible Account Balances”, “Funding Requirements” and
“Eligible Project Costs” are being amended to better align the monthly Funding Request
process under the MF/LTA and LIL PFA’s and associated Master Definitions Agreements
(“MDA”) with the cash management procedures of the Project

The definition of “Debt Rateable Share” in the LIL PEA has been modified to adequately
compensate for the effects of Allowance for Funds Used During Construction (“AFUDC”)
on the Debt-Equity Ratio (“DER”). These changes do not apply in the MF/LTA financing.
Other changes have also been made to the definition of “Debt Rateable Share” in order
to more accurately reflect the necessary calculations.

The definitions of “Project Budget” and “Project Schedule” have been modified, and

definitions for “Initial Project Budget” and “Initial Project Schedule” have been added.
This is needed to reflect the changes that have been made to the project budget since
Financial Close with approval of revised AFE’s in June 2014, and to capture potential

modifications to the project budget and schedule in the future.
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Amendments — LII LP Tax Related Matters
The Working Capital Reserve Account of the LIL LP cannot at this time be funded with
the $75M as originally anticipated. In order to allow LII LP to otherwise access to the
$75M in the event of urgent funding requirements, a revolving credit facility (within the
$2.4B of aggregate debt) is being proposed.

• LIL LP must be able to prepay interest to the Intermediary Trust and subsequent
interest payments must be reduced by such interest prepayments.

• The annual Cost Overrun Escrow Account payment (which is pre-funded with equity
from Nalcor/NL) must be held at the LIL Holdco level until the LII debt facility is fully
exhausted and LIL GPCo makes an equity cash call at that time. The LIL PFA originally
contemplated these funds being held in a Cost Overrun Escrow Account at the LIL LP
level.

— Exactly how this change will be incorporated into the LIL PFA/MDA and Nalcor Equity Funding
Agreement (“NEFA”) schedule found in the NL Development Agreement currently under
review by legal counsel

• All of the above changes are being made to comply with tax shelter rules associated

with Emera’s participation in the LII IP. None of them apply to the MF/LTA financing.
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Amendments — WCRA Replenishment

In order to fix a mismatch that was identified subsequent to Financial Close between
the date of repayment of amounts drawn on the $75M Structured Deposit Note and
the date of repayment of WCRA (proposed LIL revolving credit facility) advances made
under the PFA’s, the debt drawdown date has been changed from the first business day
of the month following delivery of a Funding Request to the last business day of the
month during which a Funding Request was delivered.
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Metric

Cash from
Operations

Capital
Expenditures

Additional Approved
Capital Expenditures

Operating
Expenditures

LOWER
CHURCHILL
(Phase 2)

N/A

$28.OM

N/A

N/A

HYDRO CHURCHILL
FALLS

OIL & GAS BULL ARM
FABRICATION

ENERGY
MARKETING

Net Income N/A

- Targets for metrics relevant to a particular line of business
- LCP financial targets based on total project cost, not annual budget
* Amounts in grey boxes represent annual forecast.
** Capital expenditure value shown is Board approved with known carry overs. It does not include supplemental capital, unbudgeted

carryovers from 2013 or large additional projects such as the new Holyrood CT, the Bay d’Espoir-Western Avalon Line or new fine to
Labrador West.
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Pages 286 - 334

have been fully

redacted and

replaced with this

page.
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Safety Performance October 31, 2014

LOWER CHURCHILL PROJECT 3 s3naIcor
energy

Lead/Lag Ratio Lost Time Injury

Lagging

Indicators

TARGET: 600:1

YTD: 1186:0

Leading

Indicators

Frequency Rate = 0.00

All Injury Frequency
Rate = 0.00

Lost Time
Injuries

Medical
Treatment
Injuries

Incidents—Loss,
Near Miss & First Aid

1163
Conditions,
Practices &
Commendations

CIMFP Exhibit P-04054 Page 178



N

4
-’
0)

I:2U‘I-C00)0-
I

b

-D0)CC(0
0
.04
-’

-D0)I(0aE00m4
-’
Ue
l

0 I

0)
.0EC)U0)
C0)
-0Ea)Cza).004

-’
UC0)
.0E0)0

-
0)

4-fl

4—00>
.

0)C(04
,

0
.

-c4.)

It0

I1

(0C
IIIIIIIIII

ft

II
0

I

4UUtCj0tSI04-

I

4
-,
Ca)EC0I..

‘5CL
U

In

40a.0C)
Ut0

I
.CCo

I
t

rn
‘N

0

CIMFP Exhibit P-04054 Page 179



in
4

-.
I
c

CCU
0

I—0—
I

I
a

z,

thC

L
i,

CIMFP Exhibit P-04054 Page 180



II

4
-’

(0
4

-’
I
—

1
z
c

L
J
ZL

..
4
-’o

1
C

o
.

W
a

I
4
D

C
c

I

Lf)

1
afl

II
a0—

3

CIMFP Exhibit P-04054 Page 181



_. ‘“i ri wi i i ‘ r i v—i ‘r’x i i i

Phase 1—MF, LII, ML

Project Execution

• Total project workforce = 3,448 (85% NL residents)

• Construction continuing at Muskrat Falls site

o Completed concrete work on Spillway base slab,
continued rebar installation and concrete work on
piers to support installation of gates in 2015

o Continued steel erection and installation of
roofing/siding for Powerhouse cover system

o Received first delivery from China of components
for Turbines and Generators

LOWER CHURCHILL PROJECF 7 () nalcor
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Center Transition Dams
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Phase 1 — MF, IlL, ML (cont’d.)

HVac transmission (ME — CE) construction continuing

o HVac ROW clearing complete

o Assembly of towers (332 complete)

o Installation of foundations (249 complete)

o Installation of anchors (271 complete)

o Erection of towers (15)

HVdc construction (LITL) continuing

o HVdc Right of Way clearing/road access continuing in
Labrador, will commence clearing on the Island Nov/Dec

o Commenced foundation installation (16 complete)

LOWER CHURCHILL PROJECT ‘9 nalcor
energy
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Phase 1 — MF, LII, ML (cont’d.)

HVdc construction continuing

o Materials for Island transmission construction continuing
to arrive in Argentia

SOBI Marine Crossing

o Safely completed 2014 HDD drilling program on schedule
and under budget

o Forteau rock crushing program essentially complete

o continuing subsea cable manufacturing

Formally awarded contracts for Synch Condensers

and Switch Yards to Aistom

LOWER CHURCHILL PROJECT 20 na I cor
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Phase 1 — MF, IlL, ML (cont’d.)

Environmental

• All Project activities remain in compliance with
Government Regulations and project specific permit
stipulations

• Environmental oversight, and daily reporting,
continues at all Generation and Transmission
construction fronts. Additional local staff have been
hired to support new HVdc work fronts on the south
coast of Labrador

LOWER CHURCHILL PROJECT 30 nalcor
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Phase 1 — MF, LII, ML (cont’d.)

Environmental

• Regular monthly meetings are being held with the
Province to review permit compliance

• The human health risk assessment has been initiated
with surveys being conducted with local residents in
the Lake Melville area
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Phase 1 — MF, LII, ML (cont’d,)

Financing

Financing
o Second interest payment for MF/LTA and LIL bonds due in

December

o Proposed amendments to Project Finance Agreements
(“PFA”) under review with Canada and the Collateral
Agent with execution currently expected Dec/Jan

o First pre-funded equity cost overrun payment per terms
of PFA due in December

LOWER CHURCHILL PROJECT 32 (“3 nalcor
enerqy

• i a a t•: — • a — ai i a a rn; a i a — —

CIMFP Exhibit P-04054 Page 207



— a a a a a a a wt 3 j — •

Sharing our ideas in an open and supportive manner to achieve excellence.

Teamwork
Open Communication

Fostering an environment where information
moves freely in a timely manner

Honesty and Trust
Being sincere in everything we say and do

Relentless commitment to protecting ourselves, our colleagues, and our community.

Safety
Respect and Dignity

Appreciating the individuality of others by our words and actions.

Lea d e rs h j p Holding ourselves responsible for our
actions and performance

Empowering individuals to help,

guide and inspire others. Accou nta bihty
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Pages 368 - 380

have been fully

redacted and
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page.
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•
RESOLUTION

F
F

F

(NCOR ENERGY BOARDflF DIRECTORS MEETING
NOVEMBER 28. 2014

RATIFICATION OF EMAIL APPROVAL - APPOINTMENT TO COMPENSATION

COMMI17EE

BE IT RESOLVED

THAT the email approval of the Board of Directors of the

appointment of Gerry Shortall to the Compensation Committee of

the Board of Directors, be and it is hereby ratified.

L

.1
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RESOLUTION

79th NALCOR ENERGY BOARD OF DIRECTORS MEETING
NOVEMBER 28, 2014

e
k —

a

Ii

RATIFICA*iN OF EMAIL APPROVAL - ELECTION OF L. ABBASS TO

SUBSIDIARY BOARDS

BE IT RESOLVED

THAT the email approval of the Board of Directors of the election

of Leo Abbass as a member of the Boards of Directors of

Labrador-Island Link Operating Corporation and Nalcor Energy

Bull Arm Fabrication Inc., be and it is hereby ratified.
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NALCOR BOARD MEETINGS
ANNUAL GENERAL MEETINGS (AGM)

AGENDA ITEMS

DATE j LOCATION I COMPANY I MEETING TYPE AGENDA ITEMS
St QUARTER - (January — March)

JANUARY ALL Send out Interests Form to All Directors
MARCH Level 6 NALCOR BOARD Audit (year end)

Board - Approval of Consolidated Financial Statements &
Room MD&A

- Review Audit Results Report
Financial Report

- Financial Summary (Year End)
- Compliance Certificate

President’s Report
- Year End Performance Report
- 5 Year Corporate Plan

Business Unit Reports (year end)
Appointment of Proxy for AGM (GIPCO)
Code of Business Conduct & Ethics Report (previous year)

2ND
QUARTER (April —June)

APRIL Level 6 NALCOR BOARD President’s Report
Board - Corporate Performance Review
Room Business Unit Reports

Financial Report
- Financial Summary
- Compliance Certificate

May Level 6 NALCOR BOARD Approval of Ui Statements and MD&A
Board
Room

JUNE NALCOR AGM Corporate Overview
Financial Overview
Q&A

JUNE Level 6 NALCOR BOARD President’s Report
Board - Corporate Performance Review
Room Business Unit Reports

Finance Report
- Financial Summary
- Compliance Certificate

Approval of Annual Transparency and Accountability
Performance Report
Approval of Shareholder Resolutions (O&G, BA & GIPCO)

3R QUARTER (July — September)

AUGUST Level 6 NALCOR BOARD Approval of Q2 Statements and MD&A
Board
Room

Page 1 of 2 H:\Legal\Carporate SecretaryGeneral\NALCOR LISTING OF BOARD MEETINGS - AGENDA ITEMS.doa
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DATE — LOCATION COMPANY MEETING TYPE AGENDA ITEMS

SEPT. Level 6 NALCOR BOARD President’s Report
Board - Corporate Performance Review
Room Business Unit Reports

Financial Report
- Financial Summary
- Compliance Certificate

4TH
QUARTER (October — December)

! NOV. level 6 NALCOR BOARD President’s Report
Board - Corporate Performance Review
Room NLH Mtg. first - Corporate Plan (Upcoming year)

before Nalcor Mtg Board Committee Reports
Business Unit Reports
Financial Report

- Financial Summary
- Approval of Q3 Statements and MD&A

- Financing Plan (for upcoming year)
- Approval of Financial Risk Management Strategy (for

( upcoming year)
I - Approval of Operating and Capital Budget (for

upcoming year)
- Compliance Certificate

Meeting Schedule (for upcoming year)
Review Performance of Board and Mandate

NALCOR BOARD MEETINGS

ANNUAL GENERAL MEETINGS (AGM)

AGENDA ITEMS

I

I
I
0!

I
I
I
I
1
I
I
I
I
I
I
S

I

IPage 2 of 2 ItLegai\Corporate SecretaryGeneraI\NALCOR LISTING OF BOARD MEETINGS- AGENDA ITEMS.docx
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NALCOR ENERGY

BOARD OF DIRECTORS

2015 MEETING SCHEDULE

Friday, March 13, 2015

Friday, April 24, 2015

Friday, May 22, 2015 (approval of 01 Statements)

Friday, June 26, 2015

Friday, August 21, 2015 (approval of 02 Statements)

September 25, 2015

Friday, November 27, 2015
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Fw: Board Meeting with Innu
Brian Crawley to: Peter Hickman 11/27/2014 03:04 PM

Peter... one other thought... It is not uncommon for the Innu Nation board to sometimes invite
the chiefs from the two communities as well as a few others, so I would anticipate a group
larger than 14.
Brian

Brian Crawley
LCP-Corporate integration Manager
PROJECT DELIVERY TEAM
Lower Churchill Project
t. 709 737-1499 c. 709 725-9145
e. Briancrawieyelowerchurchillproiect.ca
w. muskratfalls.nalcorenergv.com

This email communication is confidential and legally privileged. Any unauthorized reproduction, distribution or
disclosure of this email or any attachments Is strictly prohibited. Please destroy/delete this email
communication and attachments and notify me if this email was misdirected to you.
—— Forwarded by Brian Crawley/NLHydro on 11/27/2014 03:03 PM

From: Brian Crawley/NL1-lydro
To: Peter Hickman/NLHydro@NLHydro,
Cc: Gilbert Bennett1NLHydroNLHydro, Paul HarringtonlNLHydro©NLHydro
Date: 11/27/2014 02:19 PM
Subject: Re: Board Meeting with Innu

Hi Peter - The Board for the Innu Nation is comprised of twelve representatives from the two
communities plus the Grand Chief and Deputy Grand Chief. What might be easiest would be to
have Nalcor’s board invite the Innu Nation board to join them for a tour of the Muskrat Falls
site some time next year - say April or May - when construction and employment numbers will
be back at peak levels. This would include a lunch that would be served in the site cafeteria
where there can be a fair bit of interaction with some of the Innu workers who are employed
with the catering contractor. We did something similar - with snacks instead of lunch - for their
board in September when the new Grand Chief was elected and it was very well received.
Nalcor now has four lnnu workers on staff and one on contract who could attend this tour, as
they did the last one, and help translate. We could do a joint briefing in the same building as
the cafeteria to keep it simple in which Ed or Gilbert can provide an overview of the kinds of
things we are doing to satisfy our IBA commitments, most of which are well beyond what we
are obliged to do. Ed has done this with the Grand Chief on a number of occasions but I do not
believe we have ever met with the full board. The Grand Chief may also use the opportunity to
share some thoughts or raise concerns, which would be appropriate.

If there’s an interest in pursuing this, we can do a number of things that will be very well
received by both boards, and the Innu Nation in particular. For example over the last couple of
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years Nalcor has awarded scholarships to a number of lnnu kids who are currently pursuing a
post secondary education. We could ask those kids who are still in the Province to come along

as well - we can find seats for them on the project’s charter which goes to Goose Bay quite

regularly and probably have them back on the Island the next day.

One other consideration - Nalcor often makes contributions or donations to worthwhile or
charitable causes. I don’t know what the plans are for 2015, but this could also serve as a great
opportunity to make an announcement for a service that is needed either in the Innu
communities or in Central Labrador in general. We have discussed this internally in the past
but may want to consult with the Innu Nation if there is a desire to move in this direction . You
may want to talk to Dawn before raising it with the Board.

Hope that helps. Call if you need anything specific.
Brian

Brian Crawley
LcP-Corporate Integration Manager
PROJECT DELIVERY TEAM
Lower Churchill Project

t. 709 7371499 c. 709 725-9145
e. BriarICrawley@lowerchurchlllDroiect.ca

w. muskratfalls.nalcorenergv.com

This email communication Is confidential and legally privileged. Any unauthorized reproduction, distribution or
disclosure of this email or any attachments Is strictly prohibited - Please destroy/delete this email
communication and attachments and notify me if this email was misdirected to you.

Peter Hickman Hi Brian. I tried calling you today but you weren’... 11/26/2014 05:34:13 PM

From: Peter HickmanlNLHydro
To: Brian Crawley/NLI-lydroNLHydro,
Date: 11/26/2014 05:34 PM
Sutect: Board Meeting with Innu

Hi Brian. I tried calling you today but you weren’t in your office and I then got tied up. I will be
in committee/board meetings for most of the day tomorrow so may not get a chance to call
you. can you outline in an email any details that I sure be aware of to mention to the Nalcor
board with respect to the proposed meeting with the Innu Board, ie. when would be a good
time, where would it be, how many bodies we talking about, etc.

Thanks,

Peter
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