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Capital assets, net (millions of dollars)

$6,147.9

$5,676.8

Long-term debt (net of sinking funds) (millions of dollars)

$6,239.2

$6,240.5

Shareholder’s equity (millions of dollars)

$2,802.3

$2,722.0

For the period ended March 31
Revenue (millions of dollars)
Profit (millions of dollars)
Oil production (bbls)
Realized oil price (CAD/bbl)
Electricity sales (GWh)
Regulated
Export – Hydro Québec
Export – other materials
Realized electricity price (CAD)
Capital expenditures (millions of dollars)
As at
Total assets (millions of dollars)

Debt to capital

68.3%

69.1%

FINANCIAL OVERVIEW
•

Realized $287.2 million in revenue, a marginal increase over Q1 2014.

•

Achieved profit of $29.5 million in Q1 2015, a 16% decrease from Q1 2014.

•

Continued the execution of Nalcor’s capital plan. Capital expenditures of $0.5 billion in Q1 2015, a 75% increase over Q1 2014.

•

Total assets, including regulatory deferrals continue to grow; $10.9 billion as of March 31, 2015, an increase of $0.3 billion over December 31, 2014.

•

Debt to capital is 68.3% as of March 31, 2015, a marginal decrease from December 31, 2014.
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SECTION 1: CORPORATE OVERVIEW
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 March 31, 2015 included the entities listed below:

Entity Name
Newfoundland and Labrador Hydro (Hydro)
Nalcor Energy – Oil and Gas Inc. (Oil and Gas)
Nalcor Energy – Bull Arm Fabrication Inc. (Bull Arm Fabrication)
Nalcor Energy Marketing Corporation (Energy Marketing)
Muskrat Falls Corporation (Muskrat Falls)
Labrador Transmission Corporation (Labrador Transco)
Labrador-Island Link Holding Corporation (LIL Holdco)
Labrador-Island Link Limited Partnership (LIL LP)
Labrador-Island Link General Partner Corporation (LIL GP)
Labrador-Island Link Operating Corporation (LIL OpCo)
Lower Churchill Management Corporation (LCMC)
Gull Island Power Corporation (GIPCo)
Lower Churchill Development Corporation (LCDC)
Churchill Falls (Labrador) Corporation Limited (Churchill Falls)
Twin Falls Power Corporation Limited (Twin Falls)

Description of Interest
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Limited partnership in which Nalcor, through LIL Holdco, owns
100% of the 75 Class A limited partnership units
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary
Wholly owned subsidiary (inactive)
51% owned subsidiary of Hydro (inactive)
65.8% owned joint operation of Hydro
33.3% owned joint venture of Churchill Falls

Nalcor is leading the development of the Province’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, contractors and the public.
Nalcor has segregated its business into seven reporting segments. Segregation of business segments allows senior management to
evaluate 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 management accountability. The following summary provides a
brief overview of the nature of the operations included in each of the Company’s business segments.
1.

Hydro 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 and 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 in Canada and the United States (US).

5.

Phase 1 Lower Churchill Project (Lower Churchill Project, LCP) includes construction of the Muskrat Falls hydroelectric plant, the
Labrador-Island Link and the Maritime Link between the island of Newfoundland and Nova Scotia.

6.

Bull Arm Fabrication consists of an industrial fabrication site which is currently leased for a major construction project.

7.

Corporate and Other Activities encompasses corporate support functions, business development activities and certain development
projects not yet sanctioned, including Phase 2 of the Lower Churchill Project (Gull Island or Phase 2 Lower Churchill Project).
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MANAGEMENT’S DISCUSSION & ANALYSIS
CORPORATE OVERVIEW
Nalcor maintains appropriate systems of internal control, policies and procedures which provide Management with reasonable assurance
that assets are safeguarded and its financial information is reliable. The following discussion and analysis is the responsibility of
Management and is as at May 13, 2015. The Board of Directors (the Board) carries out its responsibility for review of this disclosure
principally through its Audit Committee, comprised exclusively of independent directors. The Audit Committee has reviewed this
Management’s Discussion and Analysis (MD&A).
This MD&A should be read in conjunction with the unaudited condensed consolidated interim financial statements of Nalcor for the three
months ended March 31, 2015 and Nalcor’s annual audited consolidated financial statements for the year ended December 31, 2014.
Basis of Presentation
Unless otherwise noted, all financial information has been prepared in accordance with International Financial Reporting Standards (IFRS)
as issued by the International Accounting Standards Board (IASB).
All financial information is reported in Canadian dollars, unless otherwise noted.
Non-GAAP Financial Measures
Certain financial measures in this MD&A are not prescribed by IFRS as contained within Part I of the Chartered Professional Accountants
of Canada Handbook. These non-generally accepted accounting principles (GAAP) financial measures are defined in Section 8 - Non-GAAP
Financial Measures.
Forward-Looking Information
Certain statements in this MD&A are forward-looking statements, based on Nalcor’s current expectations, estimates, projections and
assumptions, subject to risks and uncertainties. Statements containing words such as “could”, “expect”, “may”, “anticipate”, “believe”,
“intend”, “estimate”, “plan” and similar expressions constitute forward-looking 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.

SECTION 2: SIGNIFICANT ITEMS AND RECENT DEVELOPMENTS
SIGNIFICANT ITEMS
Key Profit Drivers
Key profit drivers vary across 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 and 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 and
performance of each business segment to understand Nalcor’s consolidated performance.
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Statement of Financial Position
Nalcor’s total assets and regulatory deferrals at March 31, 2015 were $10.9 billion, an increase of $0.3 billion from December 31, 2014. The
composition of the Company’s assets at March 31, 2015 included property, plant and equipment of $6.1 billion (2014 - $5.7 billion), longterm investments and restricted cash from the proceeds of the Lower Churchill Project financing of $3.7 billion (2014 - $4.0 billion), and
other assets totaling $1.1 billion (2014 - $0.9 billion). The change in assets during Q1 2015 was primarily the result of capital expenditures
related to the Lower Churchill Project. Total liabilities increased by $90.8 million from December 31, 2014 primarily due to an increase in
deferred energy sales relating to the commercial arrangements with Emera Inc. for construction of the Maritime Link. Further details on
changes in the consolidated Statement of Financial Position are included in Section 3 – Consolidated Financial Highlights.
Capital
Year-to-date capital expenditures of $494.1 million are higher than the same period in 2014 by $212.2 million. The majority of the
increase relates to an increase in Lower Churchill Project capital expenditures of $207.0 million. Additional details on Nalcor’s capital
expenditures are provided in Section 5 – Liquidity and Capital Resources.
Q1 2015 Profit
Nalcor earned a $29.5 million profit in the first quarter of 2015 compared to a profit of $35.2 million for the same period in 2014, a yearover-year decrease of $5.7 million.
Oil and Gas’ profit for Q1 2015 is $10.0 million lower than that of 2014 primarily due to decreased production volumes and a lower
average dated Brent price per barrel. Energy Marketing had a decrease in profit of $6.9 million quarter-over-quarter due to lower export
market prices in 2015. Churchill Falls experienced a $8.3 million higher profit in Q1 2015 than Q1 2014 resulting from additional energy
sales from the former Twinco Block to Hydro. Hydro Regulated’s loss is $4.2 million lower than the same period in 2014 primarily due
to lower power purchased costs. Hydro has yet to receive approval of its proposed rates in its GRA. If Hydro had the January 1, 2015
rate implementation as proposed in its GRA, earnings for the first quarter 2015 would have been in excess of $20.0 million. A detailed
discussion of the performance of each of Nalcor’s segments is contained in Section 4 – Segmented Results and Analysis.
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MANAGEMENT’S DISCUSSION & ANALYSIS
SIGNIFICANT ITEMS AND RECENT DEVELOPMENTS
RECENT DEVELOPMENTS
HYDRO REGULATED
Hydro Regulated is regulated by the Newfoundland and Labrador Board of Commissioners of Public Utilities (PUB) and operates under a
cost of service regulation whereby it is entitled to the opportunity to recover, through customer rates, all reasonable and prudent costs
incurred in providing electricity service to its customers, in addition to a just and reasonable return on rate base in accordance with
Section 80 of the Public Utilities Act. During 2014, Hydro had significant regulatory activity related to obtaining new rates for 2014 and
2015, approval of major capital projects, and a reliability review arising from significant supply interruptions in early 2014.
General Rate Application
Hydro filed a General Rate Application (GRA) on July 2013 using a 2013 test year requesting a rate adjustment effective January 1, 2014.
Due to the length of time the GRA process required and the delay that it was having on obtaining a rate change, Hydro decided to file
an amended application on November 10, 2014. Hydro filed an amended GRA, now based on a 2014 and 2015 test year. The amended
GRA filing requested new rates for Industrial Customers (IC) effective January 1, 2015 and the remainder of customer rates effective
February 1, 2015. The filing also proposed a mechanism to provide interim earnings relief to Hydro effective January 1, 2015 until a final
regulatory decision could be obtained on the GRA. Approval of this application will enable Hydro to recover its costs and provide an
opportunity to attain a reasonable return on rate base for 2015. On December 24, 2014, the PUB approved interim rates for Labrador IC
effective January 1, 2015 but indicated it was unable to make a determination of proposed interim rates for Island IC and also expressed
the view that interim rates for Newfoundland Power (NP) customers should be determined at the same time as the Island IC rates. The
PUB directed Hydro to file another interim rate application setting out proposals for interim rates for these customers to be effective
March 1, 2015. Hydro complied and filed another interim rate application on January 28, 2015 proposing a rate decrease for the majority
of customers effective March 1, 2015. During the process, NP stated it did not support the interim rates application. Without support from
NP, implementation of the proposed rate decrease of 6.3% to customers of NP was not attainable for March 1, 2015. A schedule was set
by the PUB with final submissions on February 20, 2015. Hydro supported this schedule in an effort to be able to implement the proposed
rate decrease for the majority of customers by March 1, 2015. Two requests for extensions were requested by interveners and were
subsequently granted by the PUB. Hydro filed its final submission on February 25, 2015. On March 5, 2015, the PUB submitted additional
Requests for Information (RFI) related to this application which initiated another process of responses to RFIs, additional submissions
from interveners and required Hydro to file an additional final submission on March 30, 2015.
On May 11, 2015, the PUB approved certain aspects of Hydro's interim rates application effective July 1, 2015. However, even with the
approved order from the PUB, Hydro is still forecasting a deficiency of approximately $44.0 million in profit for 2015 primarily the result of
the delayed implementation date of July 1, 2015, as ordered by the PUB. Hydro has applied for recovery of this deficiency in its Amended
GRA Application filed November 10, 2014. This application is ongoing and to date there has been no PUB order received. While the
requests to the PUB for recovery of the amounts related to delayed rate implementation are justified, there remains regulatory risk until
the PUB rules on Hydro's application. As a result of Hydro not receiving regulatory approval for interim rates in Q1 2015, Hydro incurred
a loss of $1.6 million for the period ended March 31, 2015.
Prudence Review
On January 30, 2015, the PUB informed Hydro about a “prudence” review of certain Hydro expenditures. This review will be included
as part of the PUB’s review of Hydro’s General Rate Application. The PUB has engaged Liberty Consulting (Liberty) to provide assistance
relating to this review. This process will address issues that were initially part of the Supply Outage Inquiry, as well as the outstanding
rate base and cost recovery requests. There is approximately $156.5 million in capital projects, the largest being cost recovery of the
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123 megawatt (MW) combustion turbine, and approximately $55.6 million relating to cost deferrals which the PUB approved in 2014 that
are subject to this prudence review. The review commenced in March and is currently ongoing. It is anticipated that Liberty will file a
report with the PUB in June 2015. A schedule for RFIs and filing of evidence will be determined following the filing of Liberty's report.
Any public hearing would coincide with and form part of Hydro’s General Rate Application hearing.
Other Regulatory Activity
On March 30, 2015, the Phase I Hearing on reliability of the Island Interconnected power system up to the time of the Labrador and Island
Interconnection in 2017 was held with presentations from the public, Hydro and Newfoundland Power. The PUB’s report on Phase I of
the Supply Outage Inquiry has not yet been issued.
In 2014, the PUB’s April 2014 ruling on the matter of the Rate Stabilization Plan (RSP) payout was appealed to the Supreme Court of
Appeal. On February 19, 2015, the appeal was heard and on May 6, 2015, the Court of Appeal concluded that the PUB decision related to
the RSP payout was unreasonable and, accordingly, the PUB decision was quashed. The Court ordered the refund in the form of a rebate
to be made to Newfoundland Power’s customers and to Hydro’s island grid customers.
CHURCHILL FALLS
The arrangements under which Churchill Falls supplied the former 225 megawatt (MW) Twinco Block to Twin Falls expired on December 31,
2014. As a result, a new PPA effective as of January 1, 2015 was signed between Churchill Falls and Hydro for the sale of up to 225 MW of
power produced by the Churchill Falls Generating Station.
The Sub-lease between Twin Falls and Churchill Falls dated November 15, 1961, giving Twin Falls the right to develop hydroelectric power
on the Unknown River (the Sub-lease), expired on December 31, 2014. New sub-lease agreements were signed between Hydro, Churchill
Falls and Twin Falls, naming Hydro as the lessee of the transmission lines and related assets, for the period of January 1 to June 30, 2015.
Discussions continue between Churchill Falls, Twin Falls and Hydro regarding the commercial matters arising from the expiration of the 1961
Sub-lease, including the ownership of assets and the assumption of liabilities (including any environmental liabilities).
OIL AND GAS
Continued progress on the Hebron project in both Newfoundland and Labrador and Korea has been made towards a 2017 tow of the
Hebron Gravity Based Structure (GBS) to field. The GBS concrete slipforming is scheduled to resume in the summer of 2015. At White
Rose, the partners continue to evaluate options for the White Rose Extension (WRX) Project, including both subsea and wellhead platform
concepts. Drilling continues in the South White Rose Extension (SWRX) area of the field, with first oil anticipated in mid-2015. At Hibernia
South Extension (HSE), drilling to bring the second water injection well into service in the field is continuing. Planned installation of the
Ben Nevis-Avalon Project subsea infrastructure will commence in the summer of 2015.
In January 2015, Nalcor signed multi-client license agreements with TGS-Nopec for new regional 2D seismic survey data over frontier
areas of Newfoundland and Labrador’s offshore including the south coast, Labrador south and the Orphan basin areas. This new data
will be acquired in 2015 with data delivery available to the global industry in late 2015. Following the results of a positive test survey
in 2014, Nalcor signed a multi-client license agreement with Electromagnetic Geoservices ASA (EMGS) in the first quarter of 2015 for
new Controlled-Source Electromagnetic (CSEM) data to be acquired in 2015 over future license round areas in the eastern Newfoundland
offshore region. The new seismic and CSEM data will be used to evaluate Newfoundland and Labrador’s frontier oil and gas resource
potential in advance of future license rounds.

07

MANAGEMENT’S DISCUSSION & ANALYSIS
SIGNIFICANT ITEMS AND RECENT DEVELOPMENTS
ENERGY MARKETING
Since April 2009, Nalcor, through Hydro, has been marketing surplus recapture energy from Churchill Falls to markets outside of the
province through a contract with Emera Energy Incorporated (EEI). Since 2011, Nalcor has been building the necessary procedures,
systems and 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. As of March 31, 2015, Nalcor concluded the contract with EEI,
completing the final step in transitioning to in-house marketing of surplus recall energy abroad. This transition will result in future cost
savings relating to administrative service fees.
April 1, 2015 marked an important milestone for the Energy Marketing business when in-house energy marketing activities commenced.
Nalcor’s strategy has been to build capacity and in-house expertise to become fully self-sufficient, active and a direct player in energy
trading. This enables Nalcor to maximize the value of existing energy resources, while at the same time positioning for the future growth
and development of the province's vast electricity and hydrocarbon portfolio.
LOWER CHURCHILL PROJECT
The Lower Churchill Project is currently developing Phase 1, an 824 MW hydroelectric generating facility at Muskrat Falls, the LabradorIsland Link that will transmit power from Muskrat Falls to Soldiers Pond on the Avalon Peninsula, the Labrador Transmission Assets
connecting the Muskrat Falls facility to the existing plant at Churchill Falls and the Maritime Link connecting Newfoundland and Nova
Scotia, which is being constructed by a wholly owned subsidiary of Emera Inc. of Nova Scotia.
The Lower Churchill Project has made significant construction progress throughout the first quarter of 2015 and major milestones include
the following:
Muskrat Falls Generation Facility
• Continued progress by Astaldi Canada in the areas of concrete placement, foundation preparation, installation, formwork and
rebar placement.
• Continued progress on the manufacturing of the gates, turbines and generators by Andritz Hydro Canada.
• Completion of all infrastructure buildings at the Muskrat Falls site including the administration buildings and the sports complex.
• Commenced mobilization of Gilbert Newfoundland and Labrador Contracting Limited is proceeding for North Spur stabilization work.
• Reservoir clearing more than 70 percent complete.
Labrador-Island Link
• High Voltage direct current (HVdc) transmission line right-of-way clearing and tower assembly underway. As of March 31, 2015, 268
towers were assembled and 208 foundations and 65 guy anchors were installed.
• Manufacturing of the Strait of Belle Isle (SOBI) submarine cable in Japan continued, with the first cable completed, the second
nearing completion and the third cable in progress.
• Contract for the construction of electrode site facilities for SOBI and Dowden’s Point in Conception Bay, awarded to H. J. O’Connell
Construction Limited.
• Continued receiving HVdc transmission line materials at Argentia marshalling yard.
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Labrador Transmission Assets
• High Voltage alternating current (HVac) transmission construction and tower erection between Muskrat Falls and Churchill Falls
progressed on schedule. As of March 31, 2015, 624 towers were assembled, 266 were erected, 392 of a total of 519 guy anchors
installed have been tested and 890 foundations were installed.
• Commenced stringing of the power line wire (conductor) for the HVac transmission line. As of March 31, 2015, 813 meters of
conductor stringing was completed.

SECTION 3: CONSOLIDATED FINANCIAL HIGHLIGHTS
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME HIGHLIGHTS
				
For the period ended March 31 (millions of dollars)
			
Revenue 				
Fuels 				
Power purchased 				
Operating costs 				
Depreciation and depletion 				
Exploration and evaluation expense 				
Net finance income and expense 				
Other income and expense 				
Share of profit of joint arrangement 				
Profit, before regulatory adjustments 				
Regulatory adjustments 				
Profit for the period 				
Other comprehensive income for the period 				
Total comprehensive income for the period 				

Three months ended
2015
2014
Variance
287.2
286.6
0.6
(81.3)
(118.0)
36.7
(19.2)
(22.7)
3.5
(66.1)
(60.4)
(5.7)
(22.9)
(25.4)
2.5
(0.2)
(0.2)
(20.2)
(22.1)
1.9
(0.1)
(5.7)
5.6
0.1
(0.1)
77.2
32.4
44.8
(47.7)
2.8
(50.5)
29.5
35.2
(5.7)
13.5
5.2
8.3
43.0
40.4
2.6
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MANAGEMENT’S DISCUSSION & ANALYSIS
SIGNIFICANT ITEMS AND RECENT DEVELOPMENTS
Revenue
The increase in revenue for the quarter was primarily a result of increased energy sales in Hydro Regulated and Churchill Falls. This
was partially offset by decreased Oil and Gas revenues due to an overall decrease in production and a lower average dated Brent price
per barrel.
Fuels
The decrease in fuel costs for the quarter was driven by a lower price per barrel of No. 6 fuel in Hydro Regulated as a result of lower
world oil prices, partially offset by higher fuel consumption. The majority of this variance is offset through the RSP.
Power purchased
The decrease in power purchased for the quarter was due to lower capacity assistance requirements from non-utility generators in 2015
in Hydro Regulated as well as lower costs incurred for market power purchases in Energy Marketing, partially offset by increased market
purchase volumes to increase utilization of unused transmission.
Operating costs
The increase in operating costs for the quarter was largely a result of costs relating to the implementation of in-house energy marketing
which was not a factor in the first quarter of 2014, increased royalties paid by Churchill Falls as a result of increased sales during the
quarter and inflationary increases.
Depreciation and depletion
The decrease in depreciation and depletion for the quarter was a result of decreased levels of production combined with an increase in
proven and probable reserves relating to Oil and Gas which was partially offset by higher levels of depreciation in Hydro Regulated due
to increased levels of capital investment.
Net finance income and expense
Net finance income and expense includes interest income and expense, foreign exchange gains and losses and accretion expense on
long-term debt and long-term liabilities, less interest capitalized during construction. The change in net finance income and expense for
the quarter was primarily due to decreased interest costs related to debt that was retired and subsequent refinancing at lower interest
rates in 2014, as well as lower foreign exchange losses associated with No. 6 fuel purchases and higher capitalized interest costs, partially
offset by decreased interest revenue associated with sinking funds that were retired and other foreign exchange fluctuations.
Other income and expense
The favourable variance in other income and expense for the quarter is largely due a gain on commodity and transmission congestion
contracts partially offset by a loss on foreign exchange hedges in Energy Marketing.
Regulatory adjustments
The increase in regulatory adjustments for the quarter is primarily a result of increased RSP amortization and a reduction of fuel costs
deferred as a result of the normal operation of the RSP.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION HIGHLIGHTS
Significant changes in the consolidated Statement of Financial Position between March 31, 2015 and December 31, 2014 include:
			

Increase
(Decrease)
ASSETS		
Cash and cash equivalents
4.9
Restricted cash
147.9
				
				
				
Trade and other receivables
24.9
				
				
Inventories
(5.2)
Prepayments, excluding long-term
2.8
				
Property, plant and equipment
471.1
				
Intangible assets
2.3
Other long-term assets
(11.4)
				
				
Long-term investments
(419.1)
LIABILITIES AND EQUITY
Short-term borrowings
(11.0)
Trade and other payables
(5.2)
				
Derivative liabilities
4.9
Deferred credits (current and long-term)
103.9
				
				
				
				
Deferred contributions
(3.7)
Employee benefits liability
2.0
Shareholder contributions
37.3
				
Reserves
13.5
				
Retained earnings
29.5
Regulatory deferrals
48.1
				
(millions of dollars)

Explanation
See Section 5 - Liquidity and Capital Resources Section.
Increase due to cash balances held in accounts administered by a collateral
agent related to the Lower Churchill Project. The balance of these accounts
varies on a monthly basis as structured deposit notes mature and cash is
drawn to fund construction costs.
Increase due to current portion of advances paid to contractors on long-term
construction projects related to the Lower Churchill Project as well as
increased receivables in Hydro due to increased customer billings.
Decrease due to a decrease in the price per barrel of No.6 fuel.
Increase mainly due to an increase in the Hydro debt guarantee fee and
municipal tax prepayments.
Increase is primarily due to capital expenditures of $494.1 million less
depreciation and depletion.
Increase relates to the acquisition of seismic data in Oil and Gas.
Decrease primarily due to decreases in long-term receivables as a result
of reclassification of advances to current receivables, offset by sinking
fund additions.
Decrease due to maturities of structured deposit notes during the quarter.
Due to decrease of promissory notes in Hydro Regulated.
Decrease due to reduced capital accruals related to construction costs for the
Lower Churchill Project and reduced trade accruals.
Increase due to fluctuations in foreign exchange hedges.
Increase primarily due to deferred energy sales related to the Maritime Link.
See Note 10 – unaudited condensed consolidated interim financial statements.
In addition, contributions from Hydro-Québec for capital improvements to the
Menihek generating station were reclassified from deferred contributions to
deferred credits in Q1 2015.
Decrease relates to reclassification of Menihek contributions to deferred credits.
Increase due to current service and interest cost increases.
Increase due to equity contributions from the Province to fund offshore
developments in Oil and Gas.
Increase is primarily a result of favourable mark-to-market fair value variances
in available for sale financial instruments and cash flow hedges.
Increase due to profit earned in Q1 2015.
Increase due to RSP amortization, a reduction of fuel costs deferred, RSP
interest and the Rural Rate adjustment.
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MANAGEMENT’S DISCUSSION & ANALYSIS
CONSOLIDATED FINANCIAL HIGHLIGHTS
SECTION 4: SEGMENTED RESULTS AND ANALYSIS
The following presents an overview of the Company’s profit for the three months ended March 31, 2015, by business segment, in
comparison to the three months ended March 31, 2014. This discussion should be read in conjunction with Note 20 of the unaudited
condensed consolidated interim financial statements for the period ended March 31, 2015:
				
For the period ended March 31 (millions of dollars)
			
Hydro Regulated
Churchill Falls
Oil and Gas
Energy Marketing
Bull Arm Fabrication
Phase 1 Lower Churchill Project
Corporate and Other Activities
Profit for the period

Three months ended
2015
2014
Variance
(1.6)
(5.8)
4.2
24.4
16.1
8.3
1.5
11.5
(10.0)
6.8
13.7
(6.9)
4.4
3.8
0.6
(6.0)
(4.1)
(1.9)
29.5
35.2
5.7

HYDRO REGULATED
The operations of Hydro are influenced by many external factors including regulation, performance of the domestic economy, weather
patterns and fuel costs. The demand for electricity is met through a combination of hydroelectric generation, thermal generation and
power purchases including wind generation. Hydro uses the RSP, as directed by the PUB, to annually adjust customer rates, both as a
means to smooth rate impacts for island electricity consumers and to protect Hydro Regulated’s net income from variations in the HTGS
fuel costs. Fuel costs fluctuate as a result of variations in electricity sales, fuel prices and hydraulic production.
As Hydro’s GRA is currently ongoing and final rates have not been approved, the electricity rates in effect for 2015 were determined
during Hydro’s last GRA which was based on a 2007 cost of service with the exception of the annual adjustments to the cost of fuel
consumed at the HTGS which occur through the normal operation of the RSP. Hydro applied for interim relief for 2015 rates as final rates
have not yet been approved. On May 11, 2015 the PUB approved certain aspects of Hydro's interim rate application effective July 1, 2015.
Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Fuels
Power purchased
Operating costs
Depreciation
Net finance income and expense
Profit (loss) before regulatory adjustments
Regulatory adjustments
Loss for the period
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Three months ended
2015
2014
Variance
215.2
200.7
14.5
(81.3)
(118.0)
36.7
(18.2)
(22.5)
4.3
(34.6)
(32.6)
(2.0)
(15.5)
(14.1)
(1.4)
(19.5)
(22.1)
2.6
46.1
(8.6)
54.7
(47.7)
2.8
(50.5)
(1.6)
(5.8)
4.2

Revenue
The increase in revenue for the quarter was primarily due to an increase in energy sales volumes and increased RSP collections as a result
of the normal operation of the RSP. The impact of increased energy sales is offset in the Regulatory Adjustments line.
Fuels
The decrease in fuel costs for the quarter was primarily due to lower price per barrel of No. 6 fuel as a result of lower oil prices, partially
offset by higher fuel consumption. The majority of this variance is offset through the RSP in the Regulatory Adjustments line.
The following tables summarize fuel consumed and average price:
				
For the period ended March 31					
No. 6 fuel consumption: Millions of barrels
Average price (CAD/bbl)
Diesel fuel consumption: Millions of liters
Average price (CAD/liter)

Three months ended
2015
2014
994
979
$72.62
$111.48
4.6
5.3
$1.05
$1.17

Fuel costs are summarized below:
				
For the period ended March 31 (millions of dollars)					
No. 6 fuel and other
Diesel
			

Three months ended
2015
2014
76.5
111.8
4.8
6.2
81.3
118.0
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CONSOLIDATED FINANCIAL HIGHLIGHTS
Supply mix is summarized below:
				
For the period ended March 31 (GWh)				
Generation:
Hydraulic generation 1
Holyrood generation
Standby generation 1
Thermal diesel generation
Purchases 2
			
1
2

Three months ended
2015
2014 Variance
1,590.3
604.2
10.6
14.9
543.7
2,763.7

1,548.3
580.5
7.2
15.0
536.3
2,687.3

42.0
23.7
3.4
(0.1)
7.4
76.4

Includes Hydro generation only.
Purchases include generation from Exploits, recall energy for use in Labrador, wind and other sources.						

Electricity sales are summarized below:
				
For the period ended March 31 (GWh)				
Newfoundland Power
Hydro rural
Industrials
Losses
			

Three months ended
2015
2014 Variance
2,121.0
2,074.0
47.0
412.0
400.0
12.0
116.2
94.2
22.0
114.5
119.1
(4.6)
2,763.7
2,687.3
76.4

Power purchased
The decrease in power purchased for the quarter was primarily due to lower capacity assistance requirements from non-utility generators
in 2015.
Operating costs
The increase in operating costs for the quarter was primarily due to an increase in higher pension and employee future benefit costs,
normal inflationary increases and the timing of maintenance costs when compared to the same period in 2014.
Depreciation
The increase in depreciation for the quarter was due to increased levels of investment in property, plant and equipment.
Net finance income and expense
The change in net finance income and expense for the quarter was due to decreased interest costs related to debt that was retired and
subsequent refinancing at lower interest rates in 2014. This reduction in cost is combined with lower foreign exchange losses associated
with No. 6 fuel purchases and higher capitalized interest costs, partially offset by decreased interest revenue associated with the
retirement of sinking funds.
Regulatory adjustments
Regulatory adjustments resulted in an additional expense primarily due to an increase in RSP amortization and a reduction in fuel costs
deferred as a result of the normal operation of the RSP.
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CHURCHILL FALLS
Churchill Falls is the owner and operator of the Churchill Falls Generating Station, with a rated capacity of 5,428 MW. A power contract
with Hydro-Québec dated May 12, 1969 and expiring on August 31, 2016 (the Power Contract), and a Renewal Contract commencing
September 1, 2016 and expiring August 31, 2041, provide for the sale of electricity from this facility to Hydro-Québec.
Churchill Falls also sells electricity to Hydro for use in Labrador and export sales, as well as interruptible power. In addition, Churchill
Falls earns revenue from Hydro-Québec under the GWAC. The GWAC was signed with Hydro-Québec in 1998 and expires on August 31,
2041, and provides revenue from the sale of up to 682 MW of seasonal availability to Hydro-Québec during the months of November
through March.
During Q1 2015, Churchill Falls derived 44.4% of its revenue from sales to Hydro-Québec under the Power Contract (2014 – 53.4%), 36.9%
from the GWAC (2014 – 42.1%) and 18.7% from other revenue (2014 - 4.6%). Beginning in January 2015, other revenue now includes the
sale of the former Twinco Block to Hydro.
The strategy for Churchill Falls focuses on safely operating and maintaining its assets to optimize long-term value while maximizing
profit and cash flow.
Churchill Falls’ capital requirements are expected to continue to increase as investments are made to replace aging infrastructure.
Churchill Falls has in place a long-term asset management plan, which addresses capital requirements to keep assets in reliable operating
condition, which will in turn provide reliable operations for the long term.
Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Operating costs
Depreciation
Net finance income and expense
Share of profit of joint venture
Preferred dividends
Profit for the period

Three months ended
2015
2014 Variance
38.9
29.8
9.1
(12.3)
(11.5)
(0.8)
(3.6)
(3.5)
(0.1)
0.2
0.3
(0.1)
0.1
(0.1)
1.2
0.9
0.3
24.4
16.1
8.3

With the exception of revenue, operating costs and preferred dividends discussed below, other activities were consistent for the quarter
as compared to the same quarter in 2014.
Revenue
Revenue for the quarter increased due to additional energy sales from the former Twinco Block to Hydro, increased Annual Energy
Base (AEB) revenue and increased GWAC revenue.
Operating costs
The increase in operating costs for the quarter was due to an increase in royalty costs relating to higher energy sales for the period.
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SEGMENTED RESULTS AND ANALYSIS
Preferred dividends
The increase in preferred dividends for the quarter over the same quarter last year was due to higher profit for the period.
OIL AND GAS
Oil and Gas is currently a joint venture working interest partner in three developments in the Newfoundland and Labrador offshore. It
manages a 4.9% working interest in the Hebron oil field, the Province’s fourth offshore oil project which was sanctioned for development
on December 31, 2012; a 5.0% working interest in the WRX, which produced first oil from the North Amethyst field in May 2010; and a
10.0% working interest in the HSE, which produced first oil in June 2011. Oil and Gas will continue to acquire equity positions in future
development projects, consistent with the Province’s Energy Plan and Nalcor’s mandate and long-term strategic objectives.
Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Operating costs
Depreciation and depletion
Exploration and evaluation
Net finance income and expense
Other income and expense
Profit for the period

Three months ended
2015
2014 Variance
9.5
24.1
(14.6)
(5.5)
(5.8)
0.3
(3.7)
(7.6)
3.9
(0.2)
(0.2)
0.3
0.2
0.1
1.1
0.6
0.5
1.5
11.5
(10.0)

Revenue
The decrease in revenue for the quarter was a result of decreased production volumes totaling 114,258 bbls (2014 – 228,023 bbls) and a
lower average dated Brent price per barrel. The decrease in Q1 2015 production was primarily due to natural depletion of the producing
areas, combined with well downtime and efforts to optimize pressure maintenance at White Rose and HSE. Oil price data for Q1 2015
and Q1 2014 is summarized in the table below. The Average Dated Brent Price reflects prices available in the market. The Realized Price
(USD) includes the impact of oil commodity price hedges, and Realized Price (CAD) includes the impact of foreign exchange.
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For the period ended March 31 (dollars)					
Average Dated Brent Price (USD/bbl) 		
Realized Price (USD/bbl) 		

Three months ended
2015
2014
52.85
108.14
67.81
108.00

Realized Price (CAD/bbl) 		

85.05

119.96

Operating costs
The decrease in operating costs for the quarter was attributable to a decrease in processing and other variable project operating costs
due to decreased production volumes.
Depreciation and depletion
The decrease in depreciation and depletion for the quarter was a result of decreased levels of production.
Exploration and evaluation
This relates solely to the operating portion of Nalcor’s exploration expenditures. The increase for this quarter was due to an increase in
spending directly related to government funded programs.
Net finance income and expense
The change in net finance income and expense for the quarter was largely a result of foreign exchange fluctuations.
Other income and expense
The change in other income and expense for the quarter was due to gain on settlement of oil commodity contracts.
ENERGY MARKETING
The revenue and earnings in this segment are derived primarily from sales of available recapture energy. This electricity is sold to
markets in eastern Canada and the northern US, as well as to the iron ore industry in Labrador. In addition, revenue is generated through
the 18.7 MW Menihek Generating Station. In 2005, Hydro (subsequently assigned to Nalcor) entered into a 40-year PPA with HydroQuébec to supply electricity from the Menihek facility to Hydro-Québec for its customers in the Schefferville region.
Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Power purchased
Operating costs
Net finance income and expense
Other income and expense
Profit for the period

Three months ended
2015
2014 Variance
17.5
27.5
(10.0)
(1.0)
(1.2)
0.2
(7.7)
(6.5)
(1.2)
(0.8)
(0.2)
(0.6)
(1.2)
(5.9)
4.7
6.8
13.7
(6.9)
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Revenue
The decrease in revenue was mainly a result of lower export market prices in 2015. The export market price decrease is primarily the
result of a more normalized winter compared to a colder winter in 2014 resulting in less demand and lower energy prices. During Q1
2015, 87.3% of revenues related to export sales (2014 – 87.7%) and 12.7% of revenues were derived from other sources (2014 – 12.3%).
Prices for Q1 2015 and Q1 2014 for sales into export markets are summarized below. The Average Market Price reflects prices realized
in the market.
				
For the period ended March 31 (dollars)					
Average Market Price (USD) 		
Average Market Price (CAD) 		

Three months ended
2015
2014
42.59
90.66
53.76

100.71

Power purchased
The decrease in power purchased for the quarter is primarily a result of lower costs incurred for market power purchases, partially offset
by increased market purchase volumes to increase utilization of unused transmission.
Operating costs
The increase in operating costs for the quarter was primarily driven by a reclassification of Menihek’s cost recoveries from operating
costs to other revenue. In addition, an increase in salaries and system service fees was incurred associated with Energy Marketing’s
implementation plan to move energy trading operations in-house in 2015.
Net finance income and expense
The change in net finance income and expense for the quarter was a result of foreign exchange fluctuations.
Other income and expense
The change in other income and expense for the quarter was primarily due to a gain on commodity and transmission congestion hedges,
partially offset by a loss on foreign exchange contracts.
BULL ARM FABRICATION
Bull Arm Fabrication is Atlantic Canada’s largest industrial fabrication site. The site is an important asset for the Province for the
development of the oil and gas industry in Newfoundland and Labrador and the advancement of the Province's fabrication capacity. The
Bull Arm Fabrication site provides extensive benefits for existing and future generations through its infrastructure, technology, and the
continual development of an experienced labour force and related knowledge transfer.
Revenue is primarily generated through leasing arrangements associated with large construction projects. The site is currently under
lease to ExxonMobil Canada Properties until completion of the Hebron Project which is planned to be in 2017. Site project work consists
of construction of the GBS platform, fabrication of the Living Quarters module, as well as other construction and fabrication activities
related to the Hebron project.
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Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Operating costs
Net finance income and expense
Other income and expense
Profit for the period

Three months ended
2015
2014 Variance
4.9
4.4
0.5
(0.2)
(0.2)
(0.3)
(0.1)
(0.2)
(0.3)
0.3
4.4
3.8
0.6

Revenue
The increase in revenue for the quarter was due to a favourable foreign exchange rate on USD lease revenue.
Operating costs
Operating costs are consistent with the prior year.
Net finance income and expense
The change in net finance income and expense for the quarter was largely due to foreign exchange fluctuations.
Other income and expense
The change in other income and expense is a direct result of the implementation of hedge accounting for Bull Arm's 2015 foreign
exchange contracts. As a result, the mark-to-market on the fair value of these contracts for Q1 2015 was recorded in other comprehensive
income as opposed to other income and expense.
PHASE 1 LOWER CHURCHILL PROJECT
The Lower Churchill Project was sanctioned on December 17, 2012. The development of the Lower Churchill Project will provide a clean,
renewable source of electricity to meet the province’s growing energy demands. The costs included in the Lower Churchill Project contain
costs incurred by Nalcor’s subsidiaries in the construction of the Muskrat Falls hydroelectric plant, the Labrador-Island Link transmission
line and the Labrador transmission assets. The current capital cost estimate is $6.990 billion plus capitalized interest and financing costs.
The costs of the Maritime Link, which is owned and financed by a subsidiary of Emera Inc. (for 35 years at which time ownership will
transfer to Nalcor), is also included as capital expenditures in the unaudited condensed consolidated interim financial statements.
Financial Highlights
				
For the period ended March 31 (millions of dollars)				
Revenue
Operating costs
Net finance income and expense
Profit for the period

Three months ended
2015
2014 Variance
(0.2)
(0.2)
0.2
0.2
-
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Operating costs
Operating costs for Phase 1 of the Lower Churchill Project include corporate overhead, labour, audit fees and other general administrative
costs which are not eligible for capitalization in accordance with IFRS.
Net finance income and expense
The change in net finance income and expense is due to interest earned on cash contributions by Nalcor, in December 2014 to meet
pre-funded equity requirements associated with the Project Finance Agreements.
Capital expenditures
Capital expenditures increased by $207.0 million for the quarter compared to the same period in 2014. The breakdown by each component
of Phase 1 Lower Project is as follows:
				
Three months ended
For the period ended March 31 (millions of dollars)			
2015
2014 Total To Date
Muskrat Falls
118.1
99.2
1,375.1
Labrador transmission assets
47.0
26.5
351.9
Labrador-Island Link
119.0
31.0
697.7
Nalcor facilities capital costs
284.1
156.7
2,424.7
Capitalized interest and financing costs
36.3
31.1
230.1 1
Total capital costs for Nalcor project components
320.4
187.8
2,654.8
Maritime Link
99.7
25.3
432.0
Total capital expenditures
420.1
213.1
3,086.8
1

Excludes $42.2 million of allowance for funds used during construction on Nalcor’s Class A limited partnership units in the LIL LP that are eliminated
upon consolidation.

CORPORATE AND OTHER ACTIVITIES
Financial Highlights
				
For the period ended March 31 (millions of dollars)			
Revenue
Operating costs
Depreciation
Net finance income and expense
Other income and expense
Loss for the period

2015
(5.6)
(0.1)
(0.3)
(6.0)

Three months ended
2014
Variance
0.2
(0.2)
(3.8)
(1.8)
(0.2)
0.1
(0.2)
(0.1)
(0.1)
0.1
(4.1)
(1.9)

With the exception of operating costs, corporate and other activities was largely consistent over the quarter as compared to the
same period in 2014. The increase in operating costs for the quarter was primarily driven by increased professional fees, salaries and
inflationary increases.
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SECTION 5: LIQUIDITY AND CAPITAL RESOURCES
Nalcor’s capital resources consist primarily of cash from operations, cash and cash equivalents, short-term investments, long-term
investments and equity from the Province. These capital resources are used to fund the Company’s consolidated capital resource
requirements, which continue to include working capital needs, capital expenditures, development costs and the servicing and repayment
of consolidated debt. Additional liquidity is available through a $250.0 million committed credit facility that Nalcor maintains with its
primary banker.
While cash from operations depends on a number of factors, including commodity prices, foreign exchange rates and production
volumes, Management believes existing capital resources and credit lines will be sufficient to fund all capital resource requirements and
maintain adequate liquidity in 2015.
SOURCES AND USES OF CASH
Cash flows relating to operating, investing and financing activities are summarized in the following table:
				
For the period ended March 31 (millions of dollars)				
Cash provided from (used in):
Operating activities
Investing activities
Financing activities
Net increase (decrease) in cash and cash equivalents

Three months ended
2015
2014 Variance
76.0
51.4
(122.5)
4.9

34.3
(74.6)
(48.0)
(88.3)

41.7
126.0
(74.5)
93.2

OPERATING ACTIVITIES
The net cash provided from operating activities includes profit for the period and other non-cash items and changes in working capital.
The net cash provided from operating activities for the quarter was $41.7 million higher than the same period in 2014. The increase was
primarily due an increase in regulatory adjustments, offset by decreases in non-cash working capital balances and profit.
INVESTING ACTIVITIES
The net cash provided from investing activities for the quarter was $126.0 million higher than the prior period due to decreases in longterm investments in the amount of $419.1 million, compared to $285.8 million in Q1 2014, as well as repayments of long-term advances
and decreases in long-term receivables of $28.6 million, compared to increases of $89.6 million in Q1 2014. Cash provided from these
activities was offset by an increase in capital expenditures over the prior period of $137.6 million.
FINANCING ACTIVITIES
The net cash used in financing activities for the quarter was $74.5 million higher than the prior period, primarily resulting from an
increase in restricted cash of $147.9 million compared to $117.0 million in 2014, as well as a decrease in short-term borrowings over the
prior period of $11.0 million. Cash used from these activities was offset by cash provided from shareholder contributions of $37.3 million,
compared to $26.7 million in the same period in 2014.
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CAPITAL STRUCTURE
Nalcor’s consolidated capital structure and associated performance indicators are shown in the table below:
For the period ended (millions of dollars)			

Current portion of long-term debt
Long-term debt (net of sinking funds)
Short-term borrowings
Total debt
Total shareholder’s equity
Debt to capital
Fixed rate debt as percentage of total indebtedness

March 31, 2015 December 31, 2014
8.4
8.4
6,239.2
6,240.5
42.0
53.0
6,289.6
6,301.9
2,802.3
2,722.0
68.3%
69.1%
99.3%
99.2%

The above noted ratios are non-GAAP financial measures. Please refer to Section 8: Non-GAAP Financial Measures.
Capital structure is managed at the subsidiary level. As a result, Nalcor’s consolidated capital structure is driven largely by the longterm funding decisions made at the subsidiary level. When capital resource requirements exceed cash from operations for a particular
subsidiary, the difference is funded with long-term debt and/or equity contributions from Nalcor. The use of long-term debt to fund
capital resource requirements is limited to cases where there is reasonable certainty that operating cash flows will be sufficient to service
the debt while maintaining an appropriate level of stand-alone creditworthiness.
HYDRO REGULATED
Capital resource requirements for Hydro Regulated consist primarily of working capital needs, capital expenditures and debt servicing
and repayment. Hydro funds capital resource requirements through a combination of cash from operations, sinking funds and long-term
debt issuances.
Capital expenditures in excess of cash from operations are funded with proceeds from short-term debt issued under Hydro’s provincially
guaranteed $300.0 million promissory note program. Once borrowings under this program reach a pre-determined level, Management
will refinance promissory notes with proceeds from long-term debt. In addition, Hydro maintains a $50.0 million demand operating
facility with its primary bank.
Sinking funds were established for four of Hydro’s debt issues. These four debt issues have a par value of $875.0 million. The remaining
two debt issues, with par value of $425.0 million, will be refinanced in the capital markets at maturity.
CHURCHILL FALLS
Capital resource requirements for Churchill Falls consist primarily of working capital needs and capital expenditures, which the Company
funds mainly through cash from operations. Churchill Falls also maintains a $75.0 million reserve fund which can be drawn upon in
certain circumstances to fund capital expenditures, subject to the terms and conditions as established in the Shareholders’ Agreement.
In 2014, $23.4 million was withdrawn from the reserve fund to fund a portion of 2014 capital expenditures, and these funds will be
replaced over a five-year period beginning in 2015.
To ensure sufficient liquidity, Churchill Falls targets a minimum cash balance of $20.0 million (2014 - $18.0 million) and maintains a $10.0
million demand operating facility with its primary banker. As of March 31, 2015, there were no amounts drawn on the facility (2014 - $nil).
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OIL AND GAS
Capital resource requirements for Oil and Gas consist primarily of capital expenditures and working capital needs. While cash from
operations is sufficient to meet working capital needs and fund a portion of Oil and Gas’ capital expenditures, the primary source of
long-term financing for capital expenditures in the near term will continue to be equity from the Province. Equity contributions from
the Province totaled $37.2 million for the three months ended March 31, 2015 (2014 - $26.7 million). Liquidity is provided through a
$5.0 million demand operating facility the Company maintains with its primary banker. As of March 31, 2015, there were no amounts
drawn on the facility (2014 - $nil).
ENERGY MARKETING
Capital resource requirements for Energy Marketing are limited to working capital needs.
BULL ARM FABRICATION
Capital resource requirements for Bull Arm Fabrication are limited to working capital needs, which will continue to be funded through cash
from operations. Historically, cash from operations has exceeded the Company’s working capital requirements. Under the Company’s existing
dividend policy, cash and cash equivalents in excess of $1.0 million are distributed to Nalcor as a dividend at Management’s discretion.
LOWER CHURCHILL PROJECT
Capital resource requirements for LCP consist primarily of capital expenditures in connection with construction of the Lower Churchill
Project. The primary source of financing for Muskrat Falls, Labrador Transco and LIL LP will continue to be the credit facilities and equity
contributions from the Province as well as Emera Inc. relating to its limited partnership interest in the LIL LP. Muskrat Falls and Labrador
Transco have access to a $75.0 million working capital reserve account which can be used to meet any short-term funding requirements
that may arise between drawdowns under the Muskrat Falls / Labrador Transmission Assets Project Finance Agreement (MF/LTA PFA). LIL
LP has access to a $75.0 million working capital reserve account which can be used to meet any short-term funding requirements that
may arise between drawdowns under the LIL PFA.
CAPITAL EXPENDITURES
Capital expenditures, which significantly impact the cash used in investing activities, increased by $212.2 million for the quarter.
				
For the period ended March 31 (millions of dollars)					
Hydro Regulated 		
Churchill Falls 1 		
Oil and Gas 		
Energy Marketing 		
Phase 1 Lower Churchill Project 		
Corporate and Other Activities 		
Total Capital Expenditures before the following: 		
Maritime Link – Non Cash Additions 		
Total Capital Expenditures 		
1

Three months ended
2015
2014
18.1
11.6
2.4
4.6
52.6
52.2
0.1
0.1
320.4
187.8
0.8
0.3
394.4
256.6
99.7
25.3
494.1
281.9

Reflects Nalcor’s 65.8% ownership interest
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OBLIGATIONS AND COMMITMENTS
Outstanding commitments for capital projects to be incurred in the next five years totaled $3.8 billion as at March 31, 2015 (December 31,
2014 - $3.7 billion), primarily related to the Phase 1 Lower Churchill Project, Oil and Gas investments, Hydro Regulated and Churchill Falls.
Additional information about Nalcor’s obligations and commitments can be found in Note 18 of the unaudited condensed consolidated
interim financial statements for the period ended March 31, 2015.

SECTION 6: RISK MANAGEMENT PROCESS
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 operations are described in Nalcor’s annual MD&A for the year ended
December 31, 2014.
There were no material changes in the Nalcor’s significant business risks during Q1 2015 from those disclosed in the MD&A for the year
ended December 31, 2014.

SECTION 7: ACCOUNTING POLICIES AND SIGNIFICANT ACCOUNTING ESTIMATES
ACCOUNTING POLICIES
Nalcor’s significant accounting policies are described in Note 2 of the unaudited condensed consolidated interim financial statements for
the period ended March 31, 2015.
SIGNIFICANT ACCOUNTING ESTIMATES
Significant accounting estimates are those that require Management to make assumptions about matters that are highly uncertain at the
time the estimate is made. Significant 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. Significant accounting estimates and judgments are reviewed annually by the Audit Committee of
the Board. A description of Nalcor’s significant accounting estimates is provided in Note 3 of the annual audited consolidated financial
statements for the year ended December 31, 2014.

SECTION 8: 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 financial 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.
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NON-GAAP FINANCIAL MEASURES
Debt to capital

Total debt (promissory notes, long-term debt including current portion less sinking 		
funds), divided by total debt plus shareholder’s equity

Fixed rate debt as a percentage of

Long-term debt divided by total debt

total indebtedness

SECTION 9: SUMMARY OF QUARTERLY RESULTS
The following table outlines Nalcor’s unaudited quarterly results for the four quarters ended June 30th, 2014 through March 31, 2015.
The quarterly information has been obtained from Nalcor’s unaudited condensed consolidated interim financial statements for the
periods ended June 30, 2014, September 30, 2014 and March 31, 2015, and the annual audited consolidated financial statements for
the year ended December 31, 2014. These quarterly results are historical in nature and should not be used to estimate or project future
performance of Nalcor.
For the period ended (millions of dollars)

June 30, 2014
September 30, 2014
December 31, 2014
March 31, 2015
1

Revenue
179.6
123.7
206.2
287.2

Profit (loss) Capital Expenditures 1
12.0
403.0
(1.9)
553.0
69.8
550.9
29.5
394.4

Excludes Maritime Link

The financial performance of several of Nalcor’s business segments are impacted by seasonality. Specifically, electricity sales in Hydro
Regulated and Churchill Falls are typically highest during the first quarter and lowest during the summer months. In contrast, Energy
Marketing has the highest level of energy available to sell in export markets during the summer months and the least available to sell
in winter months. Electricity prices in the export markets tend to peak in winter and summer periods, but can vary by year depending
on temperatures, the specific market and other factors.
In addition to the seasonality of electricity consumption, Hydro Regulated experienced significant variances in profit quarter-over-quarter
due to the timing of regulatory approvals by the PUB. In 2014, the timing of regulatory approvals related to the deferral of $45.9 million
of 2014 costs and $9.6 million in capacity supply costs impacted quarterly earnings. Both deferrals above were approved on December
24, 2014 and were the major drivers for the large increase in profit for the period ended December 31, 2014. Recovery of these costs will
be subject to a future PUB order anticipated at the conclusion of Hydro’s GRA.
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ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES - NON-GAP FINANCIAL MEASURES
SECTION 10: ABBREVIATIONS
The following table shows the abbreviations used in the MD&A and the consolidated financial statements:
Measurement:
bbl

Barrel

GWh

Gigawatt hours

KWh

Kilowatt hours

MW

Megawatts

TWh

Terawatt hours

Currencies:
CAD

Canadian dollars

USD

United States dollars

Corporate information:
AEB

Annual Energy Base

CSEM

Controlled Source Electromagnetics

GAAP

Generally Accepted Accounting Principles

GBS

Gravity Based Structure

HSE

Hibernia South Extension Project

GWAC

Guaranteed Winter Availability Contract

HTGS

Holyrood Thermal Generating Station

MD&A

Management’s Discussion & Analysis

PPA

Power Purchase Agreement

WRX

White Rose Extension Project

Financial and Business environment:
EEI

Emera Energy Incorporated

GRA

General Rate Application

IC

Industrial Customers

PUB

Newfoundland and Labrador Board of Commissioners of Public Utilities

RSP

Rate Stabilization Plan
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
Unaudited
				
As at (millions of Canadian dollars)
Notes		

March 31
2015

December 31
2014

ASSETS 						
Current assets			
Cash and cash equivalents			
65.7
Restricted cash			
1,278.5
Short-term investments			
33.3
Trade and other receivables			
274.1
Inventories			
91.9
Current portion of sinking funds
6		
1.5
Prepayments			
19.2
Derivative assets			
13.5
Total current assets			
1,777.7
Non-current assets				
Property, plant and equipment
3		
6,147.9
Intangible assets
4		
15.2
Investment property			
1.0
Other long-term assets
6		
342.1
Investment in joint arrangement			
1.5
Long-term investments
7		
2,452.3
Total assets			
10,737.7
Regulatory deferrals
5		
124.6
Total assets and regulatory deferrals			
10,862.3
				
LIABILITIES AND EQUITY				
Current liabilities				
Short-term borrowings
8		
42.0
Trade and other payables			
666.9
Current portion of long-term debt
8		
8.4
Derivative liabilities
16		
6.5
Current portion of other liabilities			
6.0
Total current liabilities			
729.8
Non-current liabilities				
Long-term debt
8		
6,239.2
Class B limited partnership units
9		
81.1
Deferred credits
10		
436.3
Deferred contributions
11		
11.3
Decommissioning liabilities
12		
42.3
Long-term payables			
73.3
Employee benefits liability			
146.5
Total liabilities			
7,759.8
Shareholder’s equity				
Share capital			
122.5
Shareholder contributions			
1,506.4
Reserves			
(2.3)
Retained earnings			
1,175.7
Total equity			
2,802.3
Total liabilities and equity			
10,562.1
Regulatory deferrals
5		
300.2
Total liabilities, equity and regulatory deferrals			
10,862.3
				
See accompanying notes

Subsequent event (Note 21)
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60.8
1,130.6
34.4
249.2
97.1
1.5
16.4
11.8
1,601.8
5,676.8
12.9
1.0
353.5
1.5
2,871.4
10,518.9
124.2
10,643.1

53.0
672.1
8.4
1.6
5.3
740.4
6,240.5
79.4
333.1
15.0
42.1
74.0
144.5
7,669.0
122.5
1,469.1
(15.8)
1,146.2
2,722.0
10,391.0
252.1
10,643.1

CONSOLIDATED STATEMENT OF PROFIT AND
COMPREHENSIVE INCOME Unaudited
			
Three months ended
For the period ended March 31 (millions of Canadian dollars)
Notes		
2015		
2014
Energy sales			
276.4
279.1
Other revenue			
10.8
7.5
Revenue			
287.2
286.6
				
Fuels			
(81.3)
(118.0)
Power purchased			
(19.2)
(22.7)
Operating costs
14
(66.1)
(60.4)
Depreciation and depletion
3		
(22.9)
(25.4)
Exploration and evaluation expense			
(0.2)		
Net finance income and expense
15		
(20.2)
(22.1)
Other income and expense		
(0.1)
(5.7)
Share of profit of joint arrangement		
0.1
Profit, before regulatory adjustments		
77.2
32.4
				
Regulatory adjustments
5
(47.7)
2.8
Profit for the period			
29.5
35.2
				
Other comprehensive income for the period		
13.5
5.2
Total comprehensive income for the period		
43.0
40.4
See accompanying notes

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Unaudited

						 Employee		
			
Share
Shareholder Fair Value
Benefit
Retained
(millions of Canadian dollars)
Capital Contributions
Reserve
Reserve
Earnings
Balance at January 1, 2015
122.5
1,469.1
40.5
(56.3)
1,146.2
Profit for the period
29.5
Other comprehensive income
Net change in fair value of available-for-sale
		 financial instruments
16.4
Net change in fair value of cash flow hedge
(0.5)
Net change in fair value of financial
		 instruments reclassified to profit or loss
(2.4)
Total comprehensive income for the period
13.5
29.5
Capital contributions
37.3
Balance at March 31, 2015
122.5
1,506.4
54.0
(56.3)
1,175.7
								
Balance at January 1, 2014
122.5
1,141.8
11.3
(38.4)
1,030.6
Profit for the period
35.2
Other comprehensive income
Net change in fair value of available-for-sale
		 financial instruments
6.9
Net change in fair value of financial
		 instruments reclassified to profit or loss
(1.7)
Total comprehensive income for the period
5.2
35.2
Capital contributions
26.7
Balance at March 31, 2014
122.5
1,168.5
16.5
(38.4)
1,065.8

Total
2,722.0
29.5

16.4
(0.5)
(2.4)
43.0
37.3
2,802.3
2,267.8
35.2

6.9
(1.7)
40.4
26.7
2,334.9

See accompanying notes
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CONSOLIDATED STATEMENT OF CASH FLOWS
Unaudited
			
Three months ended
For the period ended March 31 (millions of Canadian dollars)
Notes		
2015		
2014
Cash provided from (used in)								
Operating activities								
Profit for the period		
29.5
35.2
Adjusted for items not involving a cash flow:			
		 Depreciation and depletion
3
22.9
25.4
		 Accretion
15
1.3
0.5
		 Amortization of deferred contributions
11
(0.2)
(0.2)
		 Employee benefits		
2.0
1.2
		 Regulatory adjustments
5
47.7
(2.8)
		 Loss on disposal of property, plant and equipment		
0.1
		 Share of profit of joint venture		
(0.1)
		 Other		
(1.0)
5.6
		 			
102.3
64.8
Changes in non-cash working capital balances
19
(26.3)
(30.5)
Net cash provided from operating activities		
76.0
34.3
			
Investing activities			
Additions to property, plant and equipment
20
(392.7)
(255.1)
Additions to intangible assets
4
(2.3)
Decrease (increase) in long-term receivables		
28.6
(89.6)
Decrease (increase) in short-term investments		
1.1
(10.6)
Contributions to sinking funds		
(2.4)
(5.1)
Decrease in long-term investments
7
419.1
285.8
Net cash provided from (used in) investing activities		
51.4
(74.6)
			
Financing activities			
Increase in restricted cash		
(147.9)
(117.0)
(Decrease) increase in short-term borrowings			
(11.0)
42.0
Decrease in long-term payable		
(1.6)
(0.5)
Increase in shareholder contributions		
37.3
26.7
Decrease in deferred contributions		
(3.5)
Increase in deferred credits		
4.2
0.8
Net cash used in financing activities		
(122.5)
(48.0)
			
Net increase (decrease) in cash and cash equivalents		
4.9
(88.3)
Cash and cash equivalents, beginning of period		
60.8
93.7
Cash and cash equivalents, end of period		
65.7
5.4
Supplementary cash flow information (Note 19)								
			
See accompanying notes
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NOTES TO THE CONDENSED CONSOLIDATED INTERIM
FINANCIAL STATEMENTS Unaudited
1. DESCRIPTION OF BUSINESS
Nalcor Energy (Nalcor or the Company) 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. John’s, 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), an 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 (Labrador 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. Labrador-Island Link Holding Corporation (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 LIL Holdco, created to control, manage and hold
Nalcor’s 65.0% interest in the LIL LP.
A 100.0% interest in Labrador-Island Link Operating Corporation (LIL Opco), created to operate and maintain the LIL.
A 100.0% interest in 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 Nalcor Energy Marketing Corporation (Energy Marketing), a subsidiary established to market Nalcor’s energy
throughout North America.
Nalcor also holds a 100.0% interest in Gull Island Power Corporation (GIPCo) and a 51.0% interest in Lower Churchill Development
Corporation (LCDC), both inactive.
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1.2 INVESTMENTS IN JOINT ARRANGEMENTS
Nalcor holds a 65.8% beneficial interest (through Hydro) 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% beneficial interest (through Churchill Falls) in Twin Falls Power Corporation (Twin Falls), a 225 MW 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 condensed consolidated interim financial statements. Nalcor has determined that it
is not the primary beneficiary of the Muskrat Falls/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.

2. SIGNIFICANT ACCOUNTING POLICIES
2.1 STATEMENT OF COMPLIANCE AND BASIS OF MEASUREMENT
These condensed consolidated interim financial statements have been prepared in accordance with International Accounting Standard
(IAS) 34 Interim Financial Reporting and have been prepared using accounting policies consistent with those used in the preparation of
the annual audited consolidated financial statements for the year ended December 31, 2014.
These condensed consolidated interim financial statements do not include all of the disclosures normally found in Nalcor’s annual
audited consolidated financial statements and should be read in conjunction with the 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 the winter months, revenue from electricity sales is higher during the first and
fourth quarters.
These condensed consolidated interim financial statements have been prepared on a historical cost basis, except for financial instruments
‘at fair value through profit or loss’ (FVTPL) and ‘available-for-sale’ (AFS) financial assets which have been measured at fair value. The
condensed consolidated interim 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 May 13, 2015.
2.2 BASIS OF CONSOLIDATION
The condensed consolidated interim 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 condensed consolidated interim financial statements. Intercompany
transactions and balances have been eliminated upon consolidation.
Effective June 18, 1999, Hydro, Churchill Falls, and Hydro-Québec entered into a shareholders’ agreement which provided, among
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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 holds a 65.8% ownership interest, the agreement changed the nature of the relationship between Hydro and HydroQuébec, with respect to Churchill Falls, from that of majority and minority shareholders, respectively, to that of a joint operation.
Accordingly, Hydro has recognized its share of assets, liabilities and profit or loss in relation to 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 condensed consolidated interim
financial statements reflect only Nalcor’s proportionate interest in such activities.

3. PROPERTY, PLANT AND EQUIPMENT
				 Petroleum			
			 Transmission and Natural			
		
Generation
and
Gas		 Construction
(millions of Canadian dollars)
Plant Distribution
Properties
Other in Progress
Cost						
Balance at January 1, 2014
1,477.2
662.3
596.2
199.9
1,368.8
Additions
0.4
237.5
1,784.0
Disposals
(2.1)
(1.8)
(1.3)
Transfers
49.7
57.6
18.8
(126.0)
Decommissioning liabilities and revisions
2.2
(0.1)
5.5
Balance at December 31, 2014
1,527.4
718.0
839.2
217.4
3,026.8
Additions
52.6
441.5
Disposals
(0.1)
Transfers
96.5
(96.5)
Other adjustments
(0.2)
188.6
(145.9)
Balance at March 31, 2015
1,623.7
717.9
891.8
406.0
3,225.9
						
Depreciation and depletion						
Balance at January 1, 2014
333.2
99.0
74.6
55.0
Depreciation and depletion
38.0
19.3
22.5
12.9
Disposals
(1.2)
(0.4)
(0.9)
Other adjustments
(0.5)
0.5
Balance at December 31, 2014
369.5
118.4
97.1
67.0
Depreciation and depletion
10.7
5.3
3.7
3.2
Other adjustments
42.5
Balance at March 31, 2015
380.2
123.7
100.8
112.7
						
Carrying value						
Balance at January 1, 2014
1,144.0
563.3
521.6
144.9
1,368.8
Balance at December 31, 2014
1,157.9
599.6
742.1
150.4
3,026.8
Balance at March 31, 2015
1,243.5
594.2
791.0
293.3
3,225.9

Total
4,304.4
2,021.9
(5.2)
0.1
7.6
6,328.8
494.1
(0.1)
42.5
6,865.3

561.8
92.7
(2.5)
652.0
22.9
42.5
717.4

3,742.6
5,676.8
6,147.9
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4. INTANGIBLE ASSETS
			
(millions of Canadian dollars)

Balance, beginning of period
Additions
Balance, end of period

March 31
2015
12.9
2.3
15.2

December 31
2014
12.9
12.9

Intangible assets consist of exploration investments in acquired seismic data and technical studies, used to identify and encourage
the development of areas with potential oil reserves off the coast of Newfoundland and Labrador. Intangible assets are amortized
on a straight-line basis over a six-year period. As at March 31, 2015 and December 31, 2014, there was no amortization or
impairment recognized.

5. REGULATORY DEFERRALS
									
Remaining
									
Recovery
						
January 1 Regulatory
March 31
Settlement
			 			
2015
activity
2015 Period (years)
Regulatory asset deferrals											
Foreign exchange losses			
58.4
(0.6)
57.8
26.75
Foreign exchange on fuel 			
0.3
0.2
0.5
n/a
Deferred lease costs			
3.7
0.7
4.4
n/a
2014 cost deferral			
45.9
45.9
n/a
Fuel supply deferral			
9.6
9.6
n/a
Deferred energy conservation costs			
6.3
0.1
6.4
n/a
					
124.2
0.4
124.6 		
Regulatory liability deferrals											
Rate stabilization plan (RSP)			
(246.0)
(48.3)
(294.3)
n/a
Insurance proceeds (net)			
(5.6)
0.2
(5.4)
n/a
Deferred power purchase savings			
(0.5)
(0.5)
12.25
						
(252.1)
(48.1)
(300.2)			
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5.1 REGULATORY ADJUSTMENTS RECORDED IN THE CONSOLIDATED STATEMENT OF PROFIT AND COMPREHENSIVE INCOME
				
For the period ended March 31 (millions of Canadian dollars)				
RSP amortization				
Rural rate adjustment				
RSP fuel deferral				
RSP interest				
Total RSP activity				
Amortization of deferred foreign exchange losses				
Deferred foreign exchange on fuel				
Deferred energy conservation costs				
Insurance proceeds (net)				
Deferred lease costs				
						

2015
20.5
3.5
19.6
4.7
48.3
0.6
(0.2)
(0.1)
(0.2)
(0.7)
47.7

Three months ended
2014
10.9
3.3
(20.5)
4.6
(1.7)
0.5
(0.6)
(0.1)
(0.1)
(0.8)
(2.8)

March 31
2015
8.6
13.6
34.5
286.9
343.6
(1.5)
342.1

December 31
2014
37.2
15.0
34.2
268.6
355.0
(1.5)
353.5

6. OTHER LONG-TERM ASSETS
				
(millions of Canadian dollars) 		

Long-term receivables 		
(a)
Long-term prepayments			
Reserve fund			
Sinking funds			
					
Less: current portion of sinking funds			
					

(a) As at March 31, 2015, long-term receivables include $4.9 million (2014 - $33.2 million) related to a long-term advance to a supplier in
relation to construction of the Muskrat Falls hydroelectric plant. The current portion of $88.2 million (2014 - $69.2 million) has been
included in trade and other receivables. The advance is secured by a letter of credit from a Canadian Schedule 1 Chartered bank.

7. LONG-TERM INVESTMENTS
As at March 31, 2015, long-term investments consist of structured deposit notes of $854.6 million (2014 - $1,023.8 million) related to
Muskrat Falls, $187.7 million (2014 - $224.8 million) related to Labrador Transco and $1,410.0 million (2014 - $1,622.8 million) related to
the LIL Partnership.
				
(millions of Canadian dollars) 		

Long-term investments, beginning of period
Redemptions
Earnings 		
Long-term investments, end of period

March 31
2015
2,871.4
(429.7)
10.6
2,452.3

December 31
2014
4,477.4
(1,667.4)
61.4
2,871.4
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8. DEBT
8.1 SHORT-TERM BORROWINGS
During 2014, Nalcor converted a $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 period ended March
31, 2015. Borrowings in CAD may take the form of Prime Rate Advances, Bankers Advances (BAs) and letters of credit. Borrowings in USD may
take the form of Base Rate Advances, London Interbank Offer Rates (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. Nalcor has issued seven irrevocable letters of credit, with a
total value of $10.9 million. Three of these letters, totaling $4.8 million are in favour of Oil & Gas to ensure compliance with regulations relating
to petroleum and natural gas exploration and production activities. The other four letters totaling $6.1 million are in favour of Energy Marketing
and relate to collateral requirements in the Quebec, Ontario, New York and New England electricity markets.
On March 2, 2015, the letter of credit issued by Nalcor Energy, in favour of Energy Marketing, to New York Independent System Operator was
increased from USD $1.4 million to USD $2.6 million.
Hydro maintains a $50.0 million CAD or USD equivalent unsecured demand operating credit facility with its banker and at the period ended
March 31, 2015, there were no amounts drawn on this facility (December 31, 2014 - $nil). 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 Hydro's bank accounts, with interest calculated at the Prime Rate. Hydro has issued one irrevocable letter of credit, for
$0.3 million, as a performance guarantee in relation to the Department of Fisheries and Oceans Fish Habitat Compensation Program.
Promissory notes outstanding in Hydro at the period ended March 31, 2015 were $42.0 million (December 31, 2014 - $53.0 million).
Churchill Falls maintains a $10.0 million CAD or USD equivalent unsecured demand operating credit facility with its banker and at the period
ended March 31, 2015, there were no amounts drawn on this facility (December 31, 2014 - $nil). 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 $2.0 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 period ended March 31, 2015
(December 31, 2014 - $nil).
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8.2 LONG-TERM DEBT
					

Face
Coupon
Year of
Year of
March 31
December 31
Value
Rate %
Issue
Maturity
2015
2014			
Hydro													
V*
0.3
10.50
1989
2014
0.3
0.3
X*
150.0
10.25
1992
2017
149.7
149.7
Y*
300.0
8.40
1996
2026
294.4
294.3
AB*
300.0
6.65
2001
2031
305.9
305.9
AD*
125.0
5.70
2003
2033
123.7
123.7
AE
225.0
4.30
2006
2016
224.7
224.6
AF
200.0
3.60
2014
2045
197.1
197.1
LIL LP													
Tranche A
725.0
3.76
2013
2033
725.3
725.3
Tranche B
600.0
3.86
2013
2045
600.1
600.1
Tranche C
1,075.0
3.85
2013
2053
1,075.2
1,075.2
Labrador Transco/Muskrat Falls												
Tranche A
650.0
3.63
2013
2029
650.2
650.2
Tranche B
675.0
3.83
2013
2037
675.1
675.1
Tranche C
1,275.0
3.86
2013
2048
1,275.2
1,275.3
Total debentures
6,300.3
			
6,296.9
6,296.8
Less: Sinking fund investments in own debentures					
49.3
47.9
							
6,247.6
6,248.9
Less: payments due within one year					
8.4
8.4
Total debentures					
6,239.2
6,240.5
(millions of Canadian dollars)

* Sinking funds have been established for these issues.
Hydro’s promissory notes and debentures are unsecured and unconditionally guaranteed as to principal and interest and, where
applicable, 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 50 basis points annually on total debt (net of
sinking funds) with a remaining term to maturity greater than 10 years. The fee for the period ended March 31, 2015 was $1.1 million
(December 31, 2014 - $0.9 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 PFA) with the Labrador- Island Link Funding
Trust (LIL Funding Trust). Under the terms and conditions of the IT PFA, 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 PFA, the $2.4 billion advance is held in an account administered by a collateral agent with a
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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 PFA.
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 lending 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 all 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 Labrador
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, B 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 on-lend the proceeds to Muskrat Falls and
Labrador Transco. Muskrat Falls and Labrador 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 Labrador 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 hydroelectric facility.
As security for these debt obligations, Muskrat Falls and Labrador 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.
Required repayments of long-term debt over the next five years will be as follows:
(millions of Canadian dollars)

Long-term debt repayment

2016
225.0

2017
150.0

2018
-

2019
-

2020
-

9. CLASS B LIMITED PARTNERSHIP UNITS
The Class B limited partnership units issued represent Emera Incorporated’s (Emera) interest in 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 net finance
income and expense and capitalized as non-cash additions to property, plant and equipment.
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The components of the change in balances in the Class B limited partnership units are as follows:
			

(millions of Canadian dollars)

Units
25
25

Class B limited partnership units, beginning of period
Accrued interest
Class B limited partnership units, end of period

March 31
December 31
2015
Units
2014
79.4 		 25
73.0
1.7
6.4
81.1 		 25
79.4

10. DEFERRED CREDITS
Deferred credits consist of funding from the Province, deferred energy sales from Emera and deferred lease revenue.
					
					
(millions of Canadian dollars) 		
Balance, beginning of period		
Additions		
Amortization		
Deferred credits, end of period		
Less: current portion		
		 			

Hydro Oil and Gas
Wind
Program
Credits
Funding
0.7
4.3
0.2
0.6
(0.5)
0.9
4.4
(0.9)
(1.5)
2.9

Deferred					
Energy				
Sales
Other
Total
330.0
1.5
336.5
99.7
3.9
104.4
(0.5)
429.7
5.4
440.4
(1.7)
(4.1)
429.7
3.7
436.3

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 is amortized to income directly against the related expenditures
as the costs are incurred.
Nalcor has recorded deferred revenue of $429.7 million (2014 - $330.0 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.

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.
			

(millions of Canadian dollars)

Deferred contributions, beginning of period
Additions
Disposals
Amortization
Deferred contributions, end of period
Less: current portion
			

March 31
2015
15.8
0.1
(3.6)
(0.2)
12.1
(0.8)
11.3

December 31
2014
11.3
5.2
(0.7)
15.8
(0.8)
15.0
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12. DECOMMISSIONING LIABILITIES
Nalcor has recognized liabilities associated with the retirement of portions of the Holyrood Thermal Generating Station, disposal of
Polychlorinated Biphenyls (PCBs) 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 March 31, 2015 and December 31, 2014
are as follows:
			

(millions of Canadian dollars)

Decommissioning liabilities, beginning of period
Liabilities incurred
Liabilities settled
Accretion
Revisions
Decommissioning liabilities, end of period
Less: current portion
		

March 31
2015
43.2
(0.1)
0.3
43.4
(1.1)
42.3

December 31
2014
33.9
5.9
1.3
2.1
43.2
(1.1)
42.1

13. EMPLOYEE FUTURE BENEFITS
13.1 PENSION PLAN
Employees participate in the Province’s Public Service Pension Plan, a multi-employer defined benefit plan. The employer’s contributions
of $2.3 million (2014 - $1.7 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. In 2015, cash payments to beneficiaries for its unfunded other
employee future benefits were $1.1 million (2014 - $1.5 million). An actuarial valuation was performed as at December 31, 2012, with an
extrapolation to December 31, 2015. The next actuarial valuation will be performed at December 31, 2015.
				
Three months ended
For the period ended March 31 (millions of Canadian dollars)		
2015		
2014
Component of benefit cost 				
Current service cost		
1.5		
1.2
Interest cost		
1.6		
1.5
Total benefit expense for the period		
3.1		
2.7
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14. OPERATING COSTS
				
Three months ended
For the period ended March 31 (millions of Canadian dollars)		
2015		
2014
Salaries and benefits expense
36.7 		
34.0
Transmission rental
5.0 		
5.0
Maintenance and materials
6.5 		
5.7
Oil and gas production costs
3.1 		
3.7
Professional services
4.8 		
4.6
Travel and transportation
2.1 		
2.2
Other operating costs
7.9 		
5.2
			

66.1 		

60.4

15. NET FINANCE INCOME AND EXPENSE
				
Three months ended
For the period ended March 31 (millions of Canadian dollars)		
2015		
2014
Finance income				
Interest on sinking fund		
3.5 		
4.9
Interest on reserve fund		
0.2 		
0.3
Interest on investments		
10.7 		
17.5
Interest on restricted cash		
2.7 		
1.4
Other interest income		
0.5 		
		 		
17.6 		
24.1
Finance expenses				
Long-term debt		
68.7 		
70.4
Class B Limited Partnership Units		
1.7 		
1.5
Foreign exchange loss		
2.2 		
3.2
Debt guarantee fee		
1.1 		
0.9
Accretion 		
1.3 		
0.5
Other		
0.4 		
0.3
		 		
75.4 		
76.8
Interest capitalized during construction		
(37.6)		
(30.6)
		 		
37.8 		
46.2
Net finance expense		
20.2 		
22.1

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
16.1 FAIR VALUE
The estimated fair values of financial instruments as at March 31, 2015 and December 31, 2014 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.
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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 1 that are observable for 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 (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. For assets and liabilities
that are recognized at fair value on a recurring basis, the Company determines whether transfers have occurred between levels in the
hierarchy by reassessing categorization (based on the lowest level input that is significant to the fair value measurement as a whole) at
the end of each reporting period. There were no transfers between Level 1, 2 and 3 fair value measurement during the period ended
March 31, 2015 and the year ended December 31, 2014.
				
			
Level

Carrying
Fair
Carrying
Fair
Value
Value
Value
Value
(millions of Canadian dollars)
March 31, 2015
December 31, 2014
Financial assets												
Cash and cash equivalents
1
65.7
65.7
60.8
60.8
Restricted cash
1
1,278.5
1,278.5
1,130.6
1,130.6
Short-term investments
1
33.3
33.3
34.4
34.4
Trade and other receivables
1
274.1
274.1
249.2
249.2
Derivative assets
2
13.5
13.5
11.8
11.8
Sinking funds - investments in same Hydro issue
2
49.3
66.2
47.9
62.3
Sinking funds - other investments
2
286.9
286.9
268.6
268.6
Long-term investments
2
2,452.3
2,457.2
2,871.4
2,872.4
Reserve fund
2
34.5
34.5
34.2
34.2
Long-term receivables
2
8.6
8.6
37.2
37.2
												
Financial liabilities												
Short-term borrowings
1
42.0
42.0
53.0
53.0
Trade and other payables
1
666.9
666.9
672.1
672.1
Derivative liabilities
2
6.5
6.5
1.6
1.6
Long-term debt including amount due within one year										
		 (before sinking funds)
2
6,296.9
8,098.6
6,296.8
7,626.7
Class B limited partnership units
3
81.1
81.1
79.4
79.4
Long-term payables
2
73.3
82.0
74.0
86.3
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The fair value of cash and cash equivalents, restricted cash, short-term investments, trade and other receivables, short-term borrowings
and trade and other payables and approximate their carrying values due to their short-term maturity.
16.2 RISK MANAGEMENT
Nalcor is exposed to certain credit, liquidity and market price risks through its operating, financing and investing activities. Financial risk
is managed in accordance with a Board approved policy, which outlines the objectives and strategies for the management of financial
risk, including the use of derivative contracts. Permitted financial risk management strategies are aimed at minimizing the volatility of
Nalcor’s expected future cash flows.
Market Risk
Foreign Currency and Commodity Exposure
On March 17, 2015, Oil and Gas entered into a series of eight commodity price swaps with a notional value of $4.5 million USD to mitigate
commodity price exposure. These contracts provide Oil and Gas with an average fixed price of $59.25 USD per barrel on an additional
75,410 barrels of production for the remainder of 2015 and the first quarter of 2016.

17. RELATED PARTY TRANSACTIONS
Nalcor enters into various transactions with its shareholder 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

Joint arrangement 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

Board of Commissioners of Public Utilities

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 power delivery claims
and other miscellaneous matters. Although the outcome of 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.
Outstanding commitments for capital projects total approximately $3,754.3 million as at March 31, 2015 (2014 - $3,740.7 million). In
addition, Oil and Gas has committed to fund its share of all exploration and development projects.
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19. SUPPLEMENTARY CASH FLOW INFORMATION
				
For the period ended March 31 (millions of Canadian dollars)		
Trade and other receivables
Prepayments		
Inventories
Trade and other payables
Changes in non-cash working capital balances		
		
Interest received
Interest paid

Three months ended
2015		
2014
(24.9)		
(27.7)
(1.4)		
(6.7)
5.2
(12.9)
(5.2)
16.8
(26.3)
(30.5)
14.2
34.2

19.2
34.2

20. SEGMENT INFORMATION
Nalcor operates in seven business segments. Hydro Regulated activities encompasses sales of electricity to customers within the
Province. Churchill Falls operates a hydroelectric generating facility which sells electricity to Hydro-Québec, Hydro 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. Bull Arm Fabrication consists of an industrial fabrication site which is leased for major construction of development projects.
Phase 1 of the Lower Churchill Project includes investments in the Muskrat Falls hydroelectric plant, the Labrador-Island Link and
the Labrador Transmission Assets. Corporate and other activities encompass development activities including Phase 2 of the Lower
Churchill Project and corporate activities. The segments’ accounting policies are the same as those described in Note 2 of the annual
audited consolidated financial statements. The designation of segments has been based on a combination of regulatory status and
management accountability.
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								 Phase 1
								 Lower Corporate
			
Hydro Churchill Oil and
Energy
Bull Churchill and Other
Inter(millions of Canadian dollars)
Regulated
Falls
Gas Marketing
Arm Project Activities Segment
Total
			
For the three months ended March 31, 2015
Revenue																		
Energy sales
214.3
38.8
7.1
16.2
276.4
Other revenue
0.9
0.1
2.4
1.3
4.9
1.2
10.8
		
215.2
38.9
9.5
17.5
4.9
1.2
287.2
Expenses																		
Fuels
(81.3)
(81.3)
Power purchased
(18.2)
(1.0)
(19.2)
Operating costs
(34.6)
(12.3)
(5.5)
(7.7) (0.2)
(0.2)
(5.6)
(66.1)
Depreciation and depletion
(15.5)
(3.6)
(3.7)
(0.1)
(22.9)
Exploration and evaluation
(0.2)
(0.2)
Net finance income and expense
(19.5)
0.2
0.3
(0.8) (0.3)
0.2
(0.3)
(20.2)
Other income and expense
1.1
(1.2)
(0.1)
Preferred dividends
1.2
(1.2)
Profit (loss) before regulatory adjustments
46.1
24.4
1.5
6.8
4.4
(6.0)
77.2
																	
Regulatory adjustments
(47.7)
(47.7)
(Loss) profit for the period
(1.6)
24.4
1.5
6.8
4.4
(6.0)
29.5
																		
Capital expenditures*
18.1
2.4
52.6
0.1
420.1
0.8
494.1
Total assets
2,175.3
513.6 846.6
13.5
3.9 6,986.6
332.0
(9.2) 10,862.3
* Capital expenditures include non-cash additions of $99.7 million related to the Maritime Link and $1.7 million related to Class B Limited Partnership
Unit accrued interest. Total assets include total-to-date amounts of $432.0 million related to the Maritime Link and $13.3 million related to Class B
Limited Partnership Unit accrued interest.
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								 Phase 1
								 Lower Corporate
			
Hydro Churchill Oil and
Energy
Bull Churchill and Other
Inter(millions of Canadian dollars)
Regulated
Falls
Gas Marketing
Arm Project Activities Segment
Total
			
For the three months ended March 31, 2014
Revenue																		
Energy sales
199.6
29.6
23.3
27.5
0.1
(1.0)
279.1
Other revenue
1.1
0.2
0.8
4.4
0.1
0.9
7.5
			
200.7
29.8
24.1
27.5
4.4
0.2
(0.1)
286.6
Expenses																		
Fuels
(118.0)
(118.0)
Power purchased
(22.5)
(1.2)
1.0
(22.7)
Operating costs
(32.6)
(11.5)
(5.8)
(6.5) (0.2)
(3.8)
(60.4)
Depreciation and depletion
(14.1)
(3.5)
(7.6)
(0.2)
(25.4)
Net finance income and expense
(22.1)
0.3
0.2
(0.2) (0.1)
(0.2)
(22.1)
Other income and expense
0.6
(5.9) (0.3)
(0.1)
(5.7)
Share of profit of joint venture
0.1
0.1
Preferred dividends
0.9
(0.9)
(Loss) profit before regulatory adjustments
(8.6)
16.1
11.5
13.7
3.8
(4.1)
32.4
																	
Regulatory adjustments
2.8
2.8
(Loss) profit for the period
(5.8)
16.1
11.5
13.7
3.8
(4.1)
35.2
																		
Capital expenditures*
11.6
4.6
52.2
0.1
213.1
0.3
281.9
Total assets
1,978.4 494.6
584.2
9.6
3.7 6,305.7
311.7
(7.9) 9,680.0
* Capital expenditures include non-cash additions of $25.3 million related to the Maritime Link and $1.5 million related to Class B Limited Partnership
Unit accrued interest. Total assets include total-to-date amounts of $118.8 million related to Maritime Link and $6.8 million related to Class B Limited
Partnership Unit accrued interest.

21. SUBSEQUENT EVENT
On April 1, 2015, Energy Marketing completed the transition to a full-service trading operation, selling and delivering recapture energy
directly into external energy markets. Prior to this date, these activities were carried out under a third party service contract with Emera
Energy Incorporated.
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Ed Martin
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1
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2
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3
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*Resigned April 15, 2015
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Auburn Warren

Ed Martin
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Robert Henderson
Vice President
Newfoundland and Labrador Hydro

Robert Hull

General Manager, Commercial,
Treasury and Risk

John MacIsaac
Vice President
Project Execution & Technical Services

Gerard McDonald
Vice President
Human Resources & Organizational
Effectiveness
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