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Independent Auditor’s Report
To the Directors of Labrador-Island Link Limited Partnership
We have audited the accompanying consolidated financial statements of Labrador-Island Link Limited
Partnership which comprise the consolidated statement of financial position as at December 31, 2014 and
the consolidated statements of comprehensive loss, changes in partners’ deficit and cash flows for the
year then ended, and a summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Labrador-Island Link Limited Partnership as at December 31, 2014 and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Chartered Professional Accountants
March 18, 2015

LABRADOR - ISLAND LINK LIMITED PARTNERSHIP
CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at December 31 (thousands of Canadian dollars)

ASSETS
Current assets
Cash and cash equivalents
Restricted cash
Trade and other receivables
Current portion of advances
Prepayments
Total current assets
Non-current assets
Property, plant and equipment
Investments
Advances
Long-term prepayments
Total assets
LIABILITIES AND PARTNER'S DEFICIT
Current liabilities
Trade and other payables
Non-current liabilities
Long-term debt
Deferred revenue
Class A limited partnership units
Class B limited partnership units
Total liabilities
Partners’ deﬁcit
Deﬁcit
Total partners’ deﬁcit
Total liabilities and partners’ deﬁcit

2014

2013

5
6
7
10

1,904
425,447
13,407
5,305
2,185
448,248

1,952
136,707
2,400
1,726
142,785

8
9
10

714,678
1,622,761
3,647
5,616
2,794,950

234,629
2,273,421
4,039
2,654,874

11

163,135

40,305

12
13
14
14

2,400,618
8,000
144,715
79,402
2,795,870

2,400,643
8,000
133,009
72,979
2,654,936

(920)
(920)
2,794,950

(62)
(62)
2,654,874

Notes

Commitments and contingencies (Note 18)
See accompanying notes

On behalf of the Board:

DIRECTOR

DIRECTOR

LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
CONSOLIDATED STATEMENT OF COMPREHENSIVE LOSS

For the year ended December 31 (thousands of Canadian dollars)

Operating costs
Loss for the year, being total comprehensive loss for the year
See accompanying notes

Notes

2014

2013

(858)
(858)

(62)
(62)

LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
CONSOLIDATED STATEMENT OF CHANGES IN PARTNERS’ DEFICIT

Allocation to Class A
Limited Partner

Allocation to Class B
Limited Partner

Total Deficit

Balance at January 1, 2014
Total comprehensive loss for the year
Balance at December 31, 2014

(37)
(554)
(591)

(25)
(304)
(329)

(62)
(858)
(920)

Balance at January 1, 2013
Total comprehensive loss for the year
Balance at December 31, 2013

‐
(37)
(37)

‐
(25)
(25)

‐
(62)
(62)

(thousands of Canadian dollars)

See accompanying notes

LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended December 31 (thousands of Canadian dollars)

Cash provided from (used in)
Operating activities
Loss for the year
Adjusted for items not involving a cash flow:
Accretion of long‐term debt
Changes in non‐cash working capital balances
Increase in advances
Increase in prepayments
Net cash provided from operating activities
Investing activities
Additions to property, plant and equipment
Decrease (Increase) in investments
Net cash provided from (used in) investing activities
Financing activities
Issue of long‐term debt
Increase in restricted cash
Issue of Class B limited partnership units
Increase in deferred revenue
Net cash (used in) provided from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplementary cash flow information (Note 20)

Notes

2014

2013

(858)

(62)

(25)
111,823
(8,952)
(2,036)
99,952

‐
33,340
‐
(5,765)
27,513

8
9

(461,920)
650,660
188,740

(91,807)
(2,273,421)
(2,365,228)

12

‐
(288,740)
‐
‐
(288,740)

2,400,643
(136,707)
67,731
8,000
2,339,667

20

14
13

(48)
1,952
1,904

1,952
‐
1,952

LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1.

DESCRIPTION OF BUSINESS
Labrador‐Island Link Limited Partnership (the Partnership or LIL LP) was formed on July 31, 2012 under the laws of
the Province of Newfoundland and Labrador. The Partnership’s head office is located in St. John's, Newfoundland
and Labrador.
The Partnership has two limited partners, Labrador‐Island Link Holding Corporation (LIL Holdco), a wholly‐owned
subsidiary of Nalcor Energy (Nalcor), and Emera Newfoundland and Labrador Island Link Inc. (Emera NL). LIL Holdco
holds 75 partnership units (Limited A units) and one Class C unit (Limited C unit) while Emera NL holds 25 partnership
units (Limited B units). The Partnership is expected to terminate on December 31, 2081, unless terminated earlier or
extended in accordance with the Labrador‐Island Link Limited Partnership Agreement (the Partnership Agreement or
LIL‐LPA).
The Partnership was formed to carry on the business of designing, engineering, constructing, commissioning, owning,
financing, operating and maintaining the assets and property constituting the Labrador‐Island Link (the LIL). LIL LP
has entered into the LIL Lease Agreement and the Transmission Funding Agreement with Labrador‐Island Link
Operating Corporation (LIL Opco) and Newfoundland and Labrador Hydro (Hydro), both of which are wholly‐owned
subsidiaries of Nalcor. These agreements effectively provide for a lease of the LIL assets to Hydro. LIL Opco will
maintain and operate the LIL on behalf of the Partnership.
The general partner of the Partnership is Labrador‐Island Link General Partner Corporation (the General Partner or
LIL GP), a wholly‐owned subsidiary of Nalcor. Although the General Partner holds legal title to the assets, the
Partnership is the beneficial owner and assumes all risks and rewards of the assets.

2.

SIGNIFICANT ACCOUNTING POLICIES

2.1

Statement of Compliance and Basis of Measurement
These annual audited consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS), as issued by the International Accounting Standards Board (IASB). LIL LP has
adopted accounting policies which are based on the IFRS applicable as at December 31, 2014, and includes individual
IFRS, International Accounting Standards (IAS), and interpretations made by the IFRS Interpretations Committee
(IFRIC) and the Standing Interpretations Committee (SIC).
These annual audited consolidated financial statements have been prepared on a historical cost basis. The annual
audited financial statements are presented in Canadian dollars and all values rounded to the nearest thousand,
except when otherwise noted.
The annual audited financial statements reflect the financial position and financial performance of LIL LP and do not
include other assets, liabilities, revenue, and expenses of the partners.
These annual audited financial statements were approved by the General Partner on March 5, 2015.

2.2

Basis of Consolidation
These consolidated financial statements include the financial statements of the Partnership and the LIL Construction
Project Trust (Project Trust or the IT).
The IT was formed for the purpose of borrowing funds from the Labrador‐Island Link Funding Trust (the Funding
Trust) in accordance with the IT Project Finance Agreement (IT PFA), and to on‐lend the proceeds to the Labrador‐
Island Link Limited Partnership (LIL LP) in accordance with the LIL Project Finance Agreement (LIL PFA). The proceeds
of the debt facility are to be used exclusively for the construction of the Labrador‐Island Link assets as part of Phase
One of the Lower Churchill Project.
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LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
The Partnership includes the financial statements of investees (including structured entities) only when it has control
as defined in IFRS 10 – Consolidated Financial Statements (IFRS 10). In accordance with IFRS 10, control is achieved
when the Partnership:
 has power over the relevant activities of the investee;
 is exposed, or has rights, to variable returns from its involvement with the investee; and
 has the ability to use its power to affect those variable returns.
Based on the criteria outlined in IFRS 10, the Partnership has determined that it controls the IT for financial reporting
purposes. The IT is a structured entity created for the purpose of obtaining financing and lending the proceeds to the
Partnership. The Partnership used judgement in assessing many factors to determine control of the IT, including its
exposure to variability in the IT’s investments and its role in the formation of the IT. The Partnership has determined
that it does not control the Labrador‐Island Link Funding Trust (Funding Trust) and as such has not included the
accounts of the Funding Trust in these consolidated financial statements.
2.3

Cash and Cash Equivalents
As at December 31, 2014, cash and cash equivalents consist of amounts on deposit with Schedule 1 Canadian banks.
Cash and cash equivalents are recorded at cost which approximates fair value.

2.4

Restricted Cash
Cash held in accounts administered by a Collateral Agent is classified as restricted cash.

2.5

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

2.6

Property, Plant and Equipment
Items of property, plant and equipment are recognized using the cost model and thus are recorded at cost less
accumulated depreciation and accumulated impairment losses, if any. Cost includes materials, labour, contracted
services, professional fees and borrowing costs capitalized in accordance with LIL LP’s accounting policy outlined in
Note 2.7. Costs capitalized with the related asset include all those costs directly attributable to bringing the asset into
operation.

2.7

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

2.8

Impairment of Non‐Financial Assets
At the end of each reporting period, the Company reviews the carrying amounts of its non‐financial assets to
determine whether there is any indication that those assets may be impaired. If any such indication exists, the
recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any).
Where it is not possible to estimate the recoverable amount of an individual asset, the Company estimates the
recoverable amount of the cash‐generating unit (CGU) to which the asset belongs. Where a reasonable and
consistent basis of allocation can be identified, corporate assets are also allocated to individual CGUs, or otherwise
they are allocated to the smallest group of CGUs for which a reasonable and consistent allocation basis can be
identified.

‐2‐

LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
The recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash
flows have not been adjusted. If the recoverable amount of an asset (or CGU) is estimated to be less than its carrying
amount, the carrying amount of the asset (or CGU) is reduced to its recoverable amount. An impairment loss is
recognized immediately in profit or loss.
2.9

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

2.10 Revenue and Expense Recognition
Revenue is recognized on an accrual basis as earned when recovery is probable and revenue can be reliably
measured. Expenses are recorded as incurred and consist of organizational, operational and other expenses
associated with the operation of the Partnership.
2.11 Net Finance Income and Expense
For all financial instruments measured at amortized cost, interest income or expense is recorded using the effective
interest rate, which is the rate that exactly discounts the estimated future cash payments or receipts through the
expected life of the financial instrument or a shorter period, where appropriate, to the net carrying amount of the
financial asset or liability.
2.12 Foreign Currencies
Transactions in currencies other than the Partnership’s functional currency (foreign currencies) are recognized using
the prior month end close rate. At the end of each reporting period, monetary items denominated in foreign
currencies are translated at the rates of exchange in effect at the period end date. Foreign exchange gains and losses
resulting from fluctuations associated with borrowing costs are capitalized.
2.13 Income Taxes
Provision has not been made in the accompanying financial statements for Canadian federal, provincial, or local taxes
since any such liabilities are the responsibility of the individual partners.
2.14 Financial Instruments
Financial assets and financial liabilities are recognized in the Statement of Financial Position when the Partnership
becomes a party to the contractual provisions of the instrument and are initially measured at fair value. Subsequent
measurement is based on classification. Financial instruments are classified into the following specified categories:
financial assets ‘at fair value through profit or loss (FVTPL)’, AFS financial assets, loans and receivables, held‐to‐
maturity investments, financial liabilities ‘at FVTPL’, financial instruments used for hedging and other financial
liabilities. The classification depends on the nature and purpose of the financial instruments and is determined at the
time of initial recognition.
Classification of Financial Instruments
The Partnership has classified each of its financial instruments into the following categories: loans and receivables,
held‐to‐maturity investments and other financial liabilities.
Cash and cash equivalents
Restricted cash
Trade and other receivables
Investments

Loans and receivables
Loans and receivables
Loans and receivables
Held‐to‐maturity investments
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LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Trade and other payables
Deferred revenue
Long‐term debt
Partnership unit liabilities

Other financial liabilities
Other financial liabilities
Other financial liabilities
Other financial liabilities

Financial Assets
(i) Effective Interest Method
The effective interest method is a method of calculating the amortized cost of a financial instrument and
allocating interest income over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash receipts (including all fees on points paid or received that form an integral part of the
effective interest rate, transaction costs and other premiums or discounts) through the expected life of the
financial instrument, or, where appropriate, a shorter period to the net carrying amount on initial recognition.
Income is recognized on an effective interest basis for financial instruments other than those financial assets
classified as at FVTPL.
(ii) Financial Assets at FVTPL
Financial assets are classified as at FVTPL when the financial asset is either held for trading or it is designated as
at FVTPL.
A financial asset is classified as held for trading if:
 it has been acquired principally for the purpose of selling it in the near term; or
 on initial recognition it is part of a portfolio of identified financial instruments that the Partnership manages
together and has a recent actual pattern of short‐term profit‐taking; or
 it is a derivative that is not designated and effective as a hedging instrument.
A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial
recognition if:
 such designation eliminates or significantly reduces a measurement or recognition inconsistency that would
otherwise arise; or
 the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and
its performance is evaluated on a fair value basis, in accordance with the Partnership’s documented risk
management or investment strategy, and information about the grouping is provided internally on that basis;
or
 it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments:
Recognition and Measurement permits the entire combined contract (asset or liability) to be designated as at
FVTPL.
Financial assets at FVTPL are stated at fair value, with any gains or losses arising on re‐measurement recognized
in profit or loss. The net gain or loss recognized in profit or loss incorporates any dividend or interest earned.
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LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(iii) Loans and Receivables
Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in
an active market are classified as ‘loans and receivables’. Loans and receivables are measured at amortized cost
using the effective interest method, less any impairment. Interest income is recognized by applying the effective
interest rate, except for short‐term receivables when the recognition of interest would be immaterial.
(iv) Held‐to‐Maturity Investments
Non‐derivative financial assets with fixed or determinable payments and fixed maturity dates that the
Partnership has the positive intent and ability to hold to maturity are classified as held‐to‐maturity investments.
Held‐to‐maturity investments are measured at amortized cost using the effective interest method less any
impairment, with revenue recognized on an effective yield basis.
(v) AFS Financial Assets
AFS financial assets are non‐derivative financial assets that are designated as available for sale or are not
classified in any of the previous categories. Gains and losses arising from changes in fair value are recognized in
other comprehensive income and accumulated in the fair value reserve with the exception of impairment losses,
interest calculated using the effective interest method, and foreign exchange gains and losses on monetary
assets, which are recognized in profit or loss. Where the investment is disposed of or is determined to be
impaired, the cumulative gain or loss previously accumulated in the fair value reserve is reclassified to profit or
loss.
Financial Liabilities and Equity Instruments
(vi) Classification as Debt or Equity
Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangement.
(vii) Financial Liabilities at FVTPL
A financial liability may be classified as at FVTPL if the contracted liability contains one or more embedded
derivatives, and if the embedded derivative(s) significantly modify the cash flows or is (are) not closely related to
the host liability.
(viii) Other Financial Liabilities
Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.
Other financial liabilities are subsequently measured at amortized cost using the effective interest method, with
interest expense recognized on an effective yield basis.
(ix) Derivative Instruments and Financial Instruments Used for Hedging
A derivative is a financial instrument or other contract whose value changes in response to a change in its
underlying variables, requires little or no net investment and is settled at a future date. Derivatives are initially
measured at fair value at the date the derivative contracts are entered into and are subsequently measured at
their fair value at the end of each reporting period. The resulting gain or loss is recognized in profit or loss
immediately unless the derivative is designated and effective as a hedging relationship.
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LABRADOR ‐ ISLAND LINK LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
2.15 Derecognition of Financial Instruments
The Partnership derecognizes a financial asset only when the contractual rights to the cash flows from the asset
expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the asset to
another entity. If the Partnership neither transfers nor retains substantially all the risks and rewards of ownership
and continues to control the transferred asset, its retained interest in the asset and an associated liability for
amounts it may have to pay is recognized. If the Partnership retains substantially all the risks and rewards of
ownership of a transferred financial asset, it continues to recognize the financial asset and also recognizes a
collateralized borrowing for the proceeds received. The Partnership derecognizes financial liabilities when, and only
when, its obligations are discharged, cancelled or they expire.
2.16 Impairment of Financial Assets
Financial assets are assessed for indicators of impairment at the end of each reporting period. Financial assets are
impaired where there is objective evidence that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows of the investment have been affected.
Evidence of impairment could include:
 significant financial difficulty of the issuer or counterparty; or
 default or delinquency in interest or principal payments; or
 it becoming probable that the borrower will enter bankruptcy or financial re‐organization.
For certain categories of financial assets, such as trade receivables, assets that are assessed not to be impaired
individually are, in addition, assessed for impairment on a collective basis. Objective evidence of impairment for a
portfolio of receivables could include the Partnership’s past experience of collecting payments, an increase in the
number of delayed payments in the portfolio past the average credit period, as well as observable changes in
national or local economic conditions that correlate with defaults on receivables.
For financial assets carried at amortized cost, the amount of the impairment is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted at the financial asset’s original
effective interest rate.
The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the
exception of trade receivables, where the carrying amount is reduced through the use of an allowance account.
When a trade receivable is considered uncollectible, it is written off against the allowance account. Subsequent
recoveries of amounts previously written off are credited to the allowance account. Changes in the carrying amount
of the allowance account are recognized in profit or loss.
When an AFS financial asset is considered to be impaired, cumulative gains or losses previously recognized in other
comprehensive income (loss) are reclassified to profit or loss in the period.
If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognized, the previously recognized impairment loss is reversed
through profit or loss to the extent that the carrying amount of the investment at the date the impairment is
reversed does not exceed what the amortized cost would have been had the impairment not been recognized.
2.17 Adoption and Amendments to IFRSs
In the current year, the Partnership has applied a number of amendments to IFRSs that are mandatorily effective for
an accounting period that begins on or after January 1, 2014.
Amendments to IFRS 10, IFRS 12 and IAS 27 Investment Entities
The Partnership has applied the amendments to IFRS 10, IFRS 12 and IAS 27 Investment Entities for the first time in
the current year. The amendments to IFRS 10 define an investment entity and require a reporting entity that meets
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the definition of an investment entity not to consolidate its subsidiaries but instead to measure its subsidiaries at fair
value through profit or loss in its consolidated and separate financial statements.
To qualify as an investment entity, a reporting entity is required to:
• obtain funds from one or more investors for the purpose of providing them with investment management services;
• commit to its investor(s) that its business purpose is to invest funds solely for returns from capital appreciation,
investment income, or both; and
• measure and evaluate performance of substantially all of its investments on a fair value basis.
Consequential amendments have been made to IFRS 12 and IAS 27 to introduce new disclosure requirements for
investment entities.
The Partnership is not an investment entity (assessed based on the criteria set out in IFRS 10 as at January 1, 2014),
the application of the amendments had no impact on the disclosures or the amounts recognized in the Partnership’s
financial statements.
Amendments to IAS 32 Offsetting Financial Assets and Financial Liabilities
The Partnership has applied the amendments to IAS 32 Offsetting Financial Assets and Financial Liabilities for the first
time in the current year. The amendments to IAS 32 clarify the requirements relating to the offset of financial assets
and financial liabilities. Specifically, the amendments clarify the meaning of ‘currently has a legally enforceable right
of set‐off’ and ‘simultaneous realisation and settlement’.
As the Partnership does not have any financial assets and financial liabilities that qualify for offset, the application of
the amendments had no impact on the disclosures or on the amounts recognized in the Partnership’s financial
statements.
Amendments to IAS 36 Recoverable Amount Disclosures for Non‐Financial Assets
The Partnership has applied the amendments to IAS 36 Recoverable Amount Disclosures for Non‐Financial Assets for
the first time in the current year. The amendments to IAS 36 remove the requirement to disclose the recoverable
amount of a CGU to which goodwill or other intangible assets with indefinite useful lives had been allocated when
there has been no impairment or reversal of impairment of the related CGU. Furthermore, the amendments
introduce additional disclosure requirements applicable to when the recoverable amount of an asset or a CGU is
measured at fair value less costs of disposal. These new disclosures include the fair value hierarchy, key assumptions
and valuation techniques used which are in line with the disclosure required by IFRS 13 Fair Value Measurements.
The application of these amendments had no material impact on the disclosures in the Partnership’s financial
statements.
Amendments to IAS 39 Novation of Derivatives and Continuation of Hedge Accounting
The Partnership has applied the amendments to IAS 39 Novation of Derivatives and Continuation of Hedge
Accounting for the first time in the current year. The amendments to IAS 39 provide relief from the requirement to
discontinue hedge accounting when a derivative designated as a hedging instrument is novated under certain
circumstances. The amendments also clarify that any change to the fair value of the derivative designated as a
hedging instrument arising from the novation should be included in the assessment and measurement of hedge
effectiveness.
As the Partnership does not have any derivatives that are subject to novation, the application of these amendments
had no impact on the disclosures or on the amounts recognized in the Partnership’s financial statements.
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3.

SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS
The preparation of these financial statements in accordance with IFRS requires management to make judgments,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, revenues and expenses including, but not limited to, allocations of costs among entities. Actual results may
materially differ from these estimates. The estimates and underlying assumptions are reviewed on an on‐going basis.
Revisions to accounting estimates are recognized in the period in which the estimate is reviewed if the revision
affects only that period or future periods.

3.1

Use of Estimates and Judgment
Partnership Unit Liabilities
The Partnership determines the fair value of the Limited A and Limited B units at each financial reporting date. These
units represent the limited partners’ ownership interests in the Partnership. Due to the nature of the liabilities and
lack of comparable market data, the fair value of the Limited A and Limited B units is determined using the present
value of future cash flows. Significant assumptions used in the determination of fair value include estimates of the
amount and timing of future cash flows and the discount rate.
The process of valuing financial liabilities for which no published market price exists is based on inherent
uncertainties and the resulting values may differ from values that would have been used had a ready market existed
for the liability. These differences could be material to the fair value of the financial liability.
Consolidation of Structured Entities
Management applies its judgment when determining whether to consolidate structured entities in accordance with
the criteria outlined in IFRS 10. Management has determined that the Partnership should consolidate the Project
Trust but should not consolidate the Funding Trust.

4.

FUTURE CHANGES IN ACCOUNTING POLICIES
LIL LP has not applied the following new and revised IFRSs that have been issued but are not yet effective:
IFRS 9
Financial Instruments1
IFRS 15
Revenue from Contracts with Customers2
Amendments to IAS 16 and IAS 38
Clarification of Acceptable Methods of Depreciation and Amortization3
1
Effective for annual periods beginning on or after January 1, 2018, with earlier application permitted.
2
Effective for annual periods beginning on or after January 1, 2017, with earlier application permitted.
3
Effective for annual periods beginning on or after January 1, 2016, with earlier application permitted.

4.1

IFRS 9 – Financial Instruments
IFRS 9 issued in November 2009 introduced new requirements for the classification and measurement of financial
assets. IFRS 9 was subsequently amended in October 2010 to include requirements for the classification and
measurement of financial liabilities and for de‐recognition, and in November 2013 to include the new requirements
for general hedge accounting. Another revised version of IFRS 9 was issued in July 2014 mainly to include:
a) impairment requirements for financial assets, and
b) limited amendments to the classification and measurement requirements by introducing a ‘fair value through
other comprehensive income’ (FVTOCI) measurement category for certain simple debt instruments.
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Key Requirements of IFRS 9:
•

All recognized financial assets that are within the scope of IAS 39 Financial Instruments: Recognition and
Measurement are required to be subsequently measured at amortized cost or fair value. Specifically, debt
investments that are held within a business model whose objective is to collect the contractual cash flows, and
that have contractual cash flows that are solely payments of principal and interest on the principal
outstanding are generally measured at amortized cost at the end of subsequent accounting periods. Debt
instruments that are held within a business model whose objective is achieved both by collecting contractual
cash flows and selling financial assets, and that have contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments of principal and interest on the principal amount
outstanding, are measured at FVTOCI. All other debt investments and equity investments are measured at
their fair value at the end of subsequent accounting periods. In addition, under IFRS 9, entities may make an
irrevocable election to present subsequent changes in the fair value of an equity investment (that is not held
for trading) in other comprehensive income, with only dividend income generally recognized in profit or loss.

•

With regard to the measurement of financial liabilities designated as at fair value through profit or loss, IFRS 9
requires that the amount of change in the fair value of the financial liability that is attributable to changes in
the credit risk of that liability is presented in other comprehensive income, unless the recognition of the
effects of changes in the liability’s credit risk in other comprehensive income would create or enlarge an
accounting mismatch in profit or loss. Changes in fair value attributes to a financial liability’s credit risk are not
subsequently reclassified to profit or loss. Under IAS 39, the entire amount of the change in the fair value of
the financial liability designated as fair value through profit or loss is presented in profit or loss.

•

In relation to the impairment of financial assets, IFRS 9 requires an expected credit loss model, as opposed to
an incurred credit loss model under IAS 39. The expected credit loss model requires an entity to account for
expected credit losses and changes in those expected credit losses at each reporting date to reflect changes in
credit risk since initial recognition. In other words, it is no longer necessary for a credit event to have occurred
before credit losses are recognized.

•

The new general hedge accounting requirements retain the three types of hedge accounting mechanisms
currently available in IAS 39. Under IFRS 9, greater flexibility has been introduced to the types of transactions
eligible for hedge accounting, specifically broadening the types of instruments that qualify for hedging
instruments and the types of risk components of non‐financial items that are eligible for hedge accounting. In
addition, the effectiveness test has been overhauled and replaced with the principle of an ‘economic
relationship’. Retrospective assessment of hedge effectiveness is also no longer required. Enhanced disclosure
requirements about an entity’s risk management activities have also been introduced.

Management anticipates that the application of IFRS 9 in the future may have a material impact on amounts
reported in respect of the Partnership’s financial assets and financial liabilities. However, it is not practicable to
provide a reasonable estimate of the effect of IFRS 9 until the Partnership undertakes a detailed review.
4.2

IFRS 15 Revenue from Contracts with Customers
In May 2014, IFRS 15 was issued and establishes a single comprehensive model for entities to use in accounting for
revenue arising from contracts with customers. IFRS 15 will supersede the current revenue recognition guidance
including IAS 18 revenue, IAS 11 Construction Contracts and the related interpretations when it becomes effective.
The core principle of IFRS 15 is that an entity should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. Specifically, the Standard introduces a five‐step approach to revenue
recognition:
Step 1: Identify the contract(s) with a customer.
Step 2: Identify the performance obligations in the contract.
Step 3: Determine the transaction price.
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Step 4: Allocate the transaction price to the performance obligations in the contract.
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.
Under IFRS 15, an entity recognizes revenue when (or as) a performance obligation is satisfied, i.e. when ‘control’ of
the goods or services underlying the particular performance obligation is transferred to the customer. Far more
prescriptive guidance has been added in IFRS 15 to deal with specific scenarios. Furthermore, extensive disclosures
are required by IFRS 15.
Management anticipates that the application of IFRS 15 in the future may have a material impact on the amounts
reported and disclosures made in the Partnership’s financial statements. However, it is not practicable to provide a
reasonable estimate of the effect of IFRS 15 until Management performs a detailed review.
4.3

Amendments to IAS 16 and IAS 38 Clarification of Acceptable Methods of Depreciation and Amortization
The amendments to IAS 16 prohibit entities from using a revenue‐based depreciation method for items of property,
plant and equipment. The amendments to IAS 38 introduce a rebuttable presumption that revenue is not an
appropriate basis for amortization of an intangible asset. This presumption can only be rebutted in the following two
limited circumstances:
a)
b)

When the intangible asset is expressed as a measure of revenue, or
When it can be demonstrated that revenue and consumption of the economic benefits of the intangible
asset are highly correlated.

The amendments apply prospectively for annual periods beginning on or after January 1, 2016. Currently, the
Partnership uses the straight‐line method for depreciation of its property, plant and equipment. Management
believes that the straight‐line method is the most appropriate method to reflect the consumption of economic
benefit inherent in the respective assets and accordingly does not anticipate that the application of these
amendments to IAS 16 and IAS 38 will have a material impact on the Partnership’s financial statements.
5.

CASH AND CASH EQUIVALENTS
As at December 31, 2014, cash and cash equivalents consist entirely of cash.

6.

RESTRICTED CASH
Restricted cash is held in accounts administered by a Collateral Agent for the sole purpose of funding construction
costs related to the LIL. The Partnership draws funds from this account on a monthly basis in accordance with
procedures set out in the LIL Project Finance Agreement (LIL PFA).

7.

TRADE AND OTHER RECEIVABLES
The composition of other receivables is as follows:
2014
558
12,849
13,407

(thousands of Canadian dollars)

Receivables due from related parties
Other receivables

2013
‐
2,400
2,400

Other receivables are comprised primarily of government input tax credits and a small amount of accrued interest.
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8.

PROPERTY, PLANT AND EQUIPMENT
Capitalized costs related to the construction of the LIL for the years ended 2014 and 2013 are shown in the table
below:
Construction in Progress
2014
2013

(thousands of Canadian dollars)

Cost
Balance at January 1
Additions
Balance at December 31

234,629
480,049
714,678

126,816
107,813
234,629

As at December 31, 2014, all amounts recorded in construction in progress relate to the development of the LIL.
Capitalized Borrowing Costs
The construction of the LIL was sanctioned in December 2012 and is expected to take several years to complete. The
construction is being financed, in part, through the issuance of long‐term debt. During 2014, $55.8 million (2013 ‐
$2.6 million) of borrowing costs associated with long‐term debt were capitalized. The effective interest rate of the
debt is 3.83%. The Partnership also capitalized borrowing costs associated with the Limited A units and Limited B
units of $18.1 million (2013 ‐ $16.0 million) as non‐cash additions to property, plant and equipment.
9.

INVESTMENTS
In December 2013 the Partnership purchased three structured deposit notes using the proceeds from the issue of
long‐term debt.
Details on the investments are as follows:
2014

2013

$75.0 million Floating Rate Deposit Note, with interest paid at the one‐month
Canadian Dealer Offer Rate (CDOR) plus 0.38%.

75,000

75,000

$883.5 million Amortizing Floating Rate Deposit Note, with interest paid at the
One‐Month CDOR plus 0.38%.

619,104

879,369

928,657
1,622,761

1,319,052
2,273,421

(thousands of Canadian dollars)

$1,325.3 million Amortizing Fixed Rate Deposit Note, with interest paid at a rate
of 1.6182% per annum.

10.

ADVANCES
As at December 31, 2014, amounts recorded as advances consist of amounts paid to contractors on long‐term
construction contracts in relation to the LIL.
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11.

TRADE AND OTHER PAYABLES
The composition of trade and other payables is as follows:
(thousands of Canadian dollars)

Trade payables
Payables due to related parties
Accrued interest payable
Other payables

12.

2014
144,348
10,028
7,650
1,109
163,315

2013
33,534
4,442
1,283
1,046
40,305

2014
725,288
600,110
1,075,220
2,400,618

2013
725,304
600,114
1,075,225
2,400,643

LONG‐TERM DEBT
Details of the long‐term debt are as follows:
Face
Value

Coupon
Rate %

Year of
Issue

Year of
Maturity

3.76
3.86
3.85

2013
2013
2013

2033
2045
2053

(thousands of Canadian dollars)

Tranche A
Tranche B
Tranche C
Total debentures

725,000
600,000
1,075,000
2,400,000

On November 29, 2013, the IT entered into the IT Project Finance Agreement (IT PFA) with the Labrador‐Island Link
Funding Trust (Funding Trust). Under the terms and conditions of the IT PFA, the 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 IT,
which itself proceeded to on‐lend this amount to the Partnership under the terms of the LIL PFA. The purpose of the
Funding Trust is to issue long‐term debentures to the public, which debt is guaranteed by the federal government of
Canada and to on‐lend the proceeds to the IT, which in turn on‐lends funds to the Partnership. 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 where drawn down by way of a single advance
to the IT 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 portion of the funds invested in structured deposit notes. The Partnership draws funds from
this account on a monthly basis in accordance with procedures set out in the LIL PFA. As at December 31, 2014 the IT
has advanced $401.4 million to the Partnership under the LIL PFA.
The role of the Collateral Agent is to act on behalf of the lending parties, including the 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 Partnership 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.
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13.

DEFERRED REVENUE
LIL Opco may be required to prepay rent in accordance with the LIL Lease Agreement. For the year ended December
31, 2014, LIL Opco had a prepayment balance of $8.0 million (2013 ‐ $8.0 million) to the Partnership. The Partnership
has recognized these prepayments as deferred revenue which will be amortized to income once the LIL is in‐service.

14.

PARTNERSHIP UNITS LIABILITIES
Debt and equity instruments issued by the Partnership are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangements and the definitions of a financial liability and an
equity instrument.
The Partnership has four classes of units; Class A, Class B, Class C and the General Partner unit. The Class A and B unit
holders and the General Partner are each entitled to voting rights, mandatory distributions and allocations of profit
and loss as provided by the terms of the Partnership Agreement. The Class C unit holder is not entitled to voting
rights, distributions or allocations of profit and loss, but may share in the remaining assets of the Partnership in a
liquidation after full recovery of the outstanding capital accounts of the Limited A and Limited B units.

14.1 Description of the Class A and Class B Limited Partnership Unit Liabilities
Limited A units and Limited B units issued to the limited partners represent LIL Holdco’s and Emera NL’s interests in
the Partnership, respectively. The Limited A units and Limited B units have certain rights and obligations, including
mandatory distributions, that result in the classification of these units as liabilities. The partnership units are
measured at amortized cost using the effective interest method. The return on the units is classified as a finance
expense. All finance expenses associated with the Limited A and Limited B units have been capitalized.
14.2 Class A Limited Partnership Unit Liabilities
In 2012, the Limited A units were issued as consideration for LIL assets the Partnership received from LIL Holdco. The
components of the change in balances in the Limited A units are as follows:
(thousands of Canadian dollars)
Class A limited partnership units liabilities at beginning of year
Accrued interest
Class A limited partnership units liabilities at end of year

Units
75
‐
75

2014
133,009
11,706
144,715

Units
75
‐
75

2013
122,251
10,758
133,009

14.3 Class B Limited Partnership Unit Liabilities
In 2013, the Limited B units were issued as consideration for cash contributed by Emera NL. The components of the
change in balances in the Limited B units are as follows:
(thousands of Canadian dollars)
Class B limited partnership units liabilities at beginning of year
Units issued
Accrued interest
Class B limited partnership units liabilities at end of year
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Units
25
‐
‐
25

2014
72,979
‐
6,423
79,402

Units
‐
25
‐
25

2013
‐
67,731
5,248
72,979
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15.

NET FINANCE INCOME AND EXPENSE
2014

For the year ended (thousands of Canadian dollars)

Finance income
Interest on investments
Other interest income
Finance expense
Interest on long‐term debt
Interest on partnership unit liabilities
Interest capitalized during construction
Net finance income and expense
16.

2013

33,385
2,711
36,096

1,088
747
1,835

(91,866)
(18,127)
73,897
(36,096)
‐

(4,442)
(16,006)
18,613
(1,835)
‐

FINANCIAL INSTRUMENTS

16.1 Fair Value
The estimated fair values of financial instruments as at December 31, 2014 and December 31, 2013 are based on
relevant market prices and information available at the time. Fair value estimates are based on valuation techniques
which are significantly affected by the assumptions used including the amount and timing of future cash flows and
discount rates reflecting various degrees of risk. As such, the fair value estimates below are not necessarily indicative of
the amounts that LIL LP might receive or incur in actual market transactions.
As a significant number of LIL LP’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 LIL LP 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 Partnership 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 years ended December 31, 2013 and
December 31, 2014.
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Level
(thousands of Canadian dollars)

Carrying
Value
2014

Fair
Value

Carrying
Value
2013

Fair
Value

Financial assets
Cash and cash equivalents
Restricted cash
Trade and other receivables
Investments

1
1
1
2

1,904
425,447
13,407
1,622,761

1,904
425,447
13,407
1,623,626

1,952
136,707
2,400
2,273,421

1,952
136,707
2,400
2,272,618

Financial liabilities
Trade and other payables
Long‐term debt
Class A limited partnership units
Class B limited partnership units

1
2
3
3

163,135
2,400,618
144,715
79,402

163,135
2,871,521
144,715
79,402

40,305
2,400,643
133,009
72,979

40,305
2,437,351
133,009
72,979

The fair value of cash and cash equivalents, restricted cash, trade and other receivables and trade and other payables
approximate their carrying values due to their short‐term maturity.
The table below sets forth a summary of changes in fair value of the Partnership’s level 3 financial liabilities given a
percent change in the discount rate while holding other variables constant:
(thousands of Canadian dollars)

Class A limited partnership units
Class B limited partnership units
Total

1% increase in discount rate
(2,787)
(1,381)
(4,168)

1% decrease in discount rate
2,759
1,370
4,129

16.2 Financial Risk Management
The Partnership is exposed to credit, liquidity and market risks through its operating, investing and financing
activities.
(a) Credit Risk
The Partnership’s expected future cash flows are exposed to credit risk through financing activities, based on the
risk of non‐performance by counterparties to financial instruments.
Credit risk on cash and cash equivalents, restricted cash and investments is minimal, as the Partnership’s
deposits are held by Canadian Schedule 1 Chartered Banks with ratings of A+ and AA‐ (Standard and Poor’s).
The degree of exposure to credit risk on trade and other receivables and advances is determined by the financial
capacity and stability of the counterparties whereby the maximum risk is represented by their carrying value on
the consolidated balance sheet at the reporting date.
(b) Liquidity Risk
The Partnership is exposed to liquidity risk with respect to its contractual obligations and financial liabilities.
Activities around liquidity risk management are directed at ensuring cash is available to meet those obligations
as they become due. Short‐term liquidity is provided through cash and cash equivalents on hand. The
Partnership can access the funds drawn down from the LIL Construction Facility and equity contributions for the
payment of construction costs as well as interest payments.
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The following are the contractual maturities of the Partnership’s financial liabilities, including principal and
interest, as at December 31, 2014:
(thousands of Canadian dollars)

Trade and other payables
Long‐term debt (including interest)
Unit A partnership units
Unit B partnership units

< 1 Year
163,165
91,808
‐
‐
254,973

1‐3 Years
‐
183,615
‐
‐
183,615

3‐5 Years
‐
183,615
49,843
73,150
306,608

> 5 Years
‐
4,769,762
94,872
6,252
4,870,886

Total
163,165
5,228,800
144,715
79,402
5,616,082

(c) Market Risk
The Partnership is exposed to possible market price movements that could impact expected future cash flow and
the carrying value of certain financial assets and liabilities.
Interest Rates
Changes in prevailing interest rates will impact the fair value of financial assets and liabilities. Expected future
cash flows from these assets and liabilities are also impacted in certain circumstances.
Foreign Currency and Commodity Exposure
The Partnership does not hold any financial instrument whose value would vary due to changes in a commodity
price or fluctuations in foreign currency exchange rates. Cash flow exposure to commodity price and foreign
exchange risk arises primarily through investing activities, most notably US dollar and Euro denominated capital
expenditures, and regular procurement activities. Exposure arising from capital expenditures is evaluated on a
case by case basis. Where possible, contracts are denominated in Canadian dollars.
17.

RELATED PARTY TRANSACTIONS
The LIL LP enters into various transactions with its affiliates. These transactions occur in 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 LIL LP transacts are as follows:
Related Party
LIL Holdco
Emera NL
Nalcor Energy (Nalcor)
LIL Opco
LIL GP
Funding Trust
Lower Churchill Management Corporation
Labrador Transmission Corporation
Muskrat Falls Corporation

Relationship
Limited Partner holding 75 Class A limited partnership units of LIL LP
Limited Partner holding 25 Class B limited partnership units of LIL LP
100% shareholder of LIL Holdco
Wholly‐owned subsidiary of Nalcor
General partner of LIL LP, wholly‐owned subsidiary of Nalcor
Party to the IT PFA
Wholly‐owned subsidiary of Nalcor
Wholly‐owned subsidiary of Nalcor
Wholly‐owned subsidiary of Nalcor

(a) The Partnership receives engineering, technical, management and administrative services from Nalcor and
Lower Churchill Management Corporation.
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18.

COMMITMENTS AND CONTINGENCIES
(a) The Partnership is required to make mandatory distributions in accordance with the Partnership Agreement. The
amount of periodic distributions will be determined by the General Partner and will commence once
construction of the LIL is complete.
(b) As part of the LIL PFA, the Partnership has pledged its current and future assets as security to the Collateral
Agent. Under the terms and conditions of the IT PFA, the Partnership has also provided a guarantee of the IT’s
payment obligations to the Collateral Agent for the benefit of the Funding Trust.
(c) As at December 31, 2014, the Partnership had outstanding commitments for construction costs related to the LIL
of $1,478.8million (2013 ‐ $296.1 million).

19.

CAPITAL MANAGEMENT
The capital structure of the Partnership is comprised of partner capital (issued units, cash calls and retained earnings)
and long‐term debt. The capital structure is adjusted through the amount of distributions paid to the Partners as well
as capital contributions.
The Partnership’s objective when managing capital is to fund the construction of the LIL while providing its partners a
required return. The Partnership’s requirements for capital in the future are expected to increase, coincident with
the development of the LIL. The focus of the capital management policy is to provide flexibility to ensure cash
continues to be available to satisfy capital requirements. Managing the level of distribution payments and cash calls
from the Limited Partners is a key aspect of ensuring the availability of funding to develop the LIL. Nalcor, as well as
the Province of Newfoundland and Labrador have provided guarantees of equity support in relation to the
construction of the LIL. These guarantees, together with the, proceeds from long‐term debt will be sufficient to fund
the development and construction of the LIL.

20.

SUPPLEMENTARY CASH FLOW INFORMATION
(thousands of Canadian dollars)

Trade and other receivables
Trade and other payables
Changes in non‐cash working capital balances
Interest received
Interest paid
21.

2014
(12,328)
124,151
111,823

2013
(2,400)
35,740
33,340

36,236
88,019

1,333
1

COMPARATIVE FIGURES
Certain comparative figures including prepayments, long‐term prepayments and property, plant and equipment have
been reclassified to conform to the presentation adopted during the current reporting period.

22.

SUBSEQUENT EVENTS
Subsequent to December 31, 2014, LIL LP entered into new capital commitments totalling $55.4 million.
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