LABRADOR - ISLAND LINK OPERATING CORPORATION
CONDENSED INTERIM FINANCIAL STATEMENTS
June 30, 2018
(Unaudited)

LABRADOR - ISLAND LINK OPERATING CORPORATION
STATEMENT OF FINANCIAL POSITION
(Unaudited)

As at (thousands of Canadian dollars)

ASSETS
Current assets
Restricted cash
Short-term investments
Other receivables
Total current assets
Non-current assets
Prepaid rent
Total assets
LIABILITIES AND EQUITY
Non-current liabilities
Long-term payables
Total liabilities
Shareholder’s equity
Share capital
Shareholder contributions
Deficit
Total equity
Total liabilities and equity
Commitments and contingencies (Note 5)
See accompanying notes

June 30
2018

December 31
2017

1,326
11
2
1,339

10
1,321
1,331

24,900
26,239

24,900
26,231

148
148

104
104

1
26,204
(114)
26,091
26,239

1
26,204
(78)
26,127
26,231

LABRADOR - ISLAND LINK OPERATING CORPORATION
STATEMENT OF LOSS AND COMPREHENSIVE LOSS
(Unaudited)

For the period ended June 30 (thousands of Canadian dollars)

Finance income
Operating costs
Total loss and comprehensive loss for the period

Three months ended
2018
2017
5
18
(13)

1
11
(10)

Six months ended
2018
2017
7
43
(36)

2
23
(21)

LABRADOR - ISLAND LINK OPERATING CORPORATION
STATEMENT OF CHANGES IN EQUITY
(Unaudited)

(thousands of Canadian dollars)

Share Shareholder
Capital Contributions

Deficit

Total

Balance at January 1, 2018
Total comprehensive loss for the period
Balance at June 30, 2018

1
1

26,204
26,204

(78)
(36)
(114)

26,127
(36)
26,091

Balance at January 1, 2017
Total comprehensive loss for the period
Balance at June 30, 2017

1
1

17,081
17,081

(61)
(21)
(82)

17,021
(21)
17,000

LABRADOR - ISLAND LINK OPERATING CORPORATION
STATEMENT OF CASH FLOWS
(Unaudited)

For the period ended June 30 (thousands of Canadian dollars)

Operating activities
Loss for the period
Adjustments to reconcile loss to cash provided from
operating activities:
Change in long-term payables
Finance income
Changes in non-cash working capital balances
Change in other receivables
Interest received
Net cash provided from operating activities

Three months ended
2018
2017
(Note 6)

Six months ended
2018
2017
(Note 6)

(13)

(10)

(36)

(21)

18
(5)

12
(1)

44
(7)

24
(2)

5
5

1
2

1,320
6
1,327

989
2
992

Investing activity
Change in investments
Net cash used in investing activity

-

-

(1)
(1)

-

Financing activity
Change in restricted cash
Net cash used in financing activity

(5)
(5)

(2)
(2)

(1,326)
(1,326)

(992)
(992)

-

-

-

-

Net increase (decrease) in cash
Cash, beginning of period
Cash, end of period
See accompanying notes

LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
1.

DESCRIPTION OF BUSINESS
Labrador-Island Link Operating Corporation (LIL Opco or the Company), was incorporated on November 13, 2013
under the laws of Newfoundland and Labrador. LIL Opco is a 100% owned subsidiary of Nalcor Energy (Nalcor). LIL
Opco’s head office is located at 500 Columbus Drive, St. John’s, Newfoundland and Labrador, A1B 0M5, Canada.
LIL Opco was formed to operate and maintain the Labrador-Island Link (LIL). The LIL consists of equipment and
facilities constructed between the Labrador Transmission Assets (LTA) and the Newfoundland and Labrador Island
Interconnected System.
LIL Opco has entered into the LIL Lease Agreement (LIL Lease) with the Labrador-Island Link Limited Partnership (LIL
LP) and the Transmission Funding Agreement (TFA) with Newfoundland and Labrador Hydro (Hydro). As a result of
these agreements, LIL Opco will be the transmission owner for purposes of offering transmission service to Hydro
over the LIL during the term of the TFA.

2.

SIGNIFICANT ACCOUNTING POLICIES

2.1

Statement of Compliance and Basis of Measurement
These condensed interim financial statements have been prepared in accordance with International Accounting
Standard 34 - Interim Financial Reporting and have been prepared using accounting policies consistent with those
used in the preparation of the annual audited financial statements for the year ended December 31, 2017 except for
changes to the accounting for financial instruments and revenue from the adoption of IFRS 9 – Financial Instruments
and IFRS 15 – Revenue from Contracts with Customers, as described in Note 2.2.
These condensed interim financial statements do not include all of the disclosures normally found in LIL Opco’s
annual audited financial statements and should be read in conjunction with the annual audited financial statements.
These condensed interim financial statements have been prepared on a historical cost basis and are presented in
Canadian dollars with all values rounded to the nearest thousand, except when otherwise noted. The Board of
Directors of Nalcor approved the condensed interim financial statements on August 13, 2018.

2.2

Application of New and Revised International Financial Reporting Standards
IFRS 9 - Financial Instruments
IFRS 9 - Financial Instruments (as revised in July 2014) became effective for accounting periods commencing on
January 1, 2018. IFRS 9 introduces new requirements for the classification and measurement of financial assets and
financial liabilities, impairment for financial assets and general hedge accounting. Details of these new requirements
as well as their impact on LIL Opco’s financial statements are described below.
LIL Opco has applied IFRS 9 in accordance with the transition provisions set out in IFRS 9.

2.2.1 Classification and measurement of financial assets
The date of initial application of IFRS 9 is January 1, 2018. LIL Opco has applied the requirements of IFRS 9 to
instruments that have not been derecognized as at January 1, 2018 and has not applied the requirements to
instruments that have already been derecognized as at January 1, 2018. Comparative amounts in relation to
instruments that have not been derecognized as at January 1, 2018 have been restated where appropriate.
All recognized financial assets that are within the scope of IFRS 9 are required to be subsequently measured at
amortized cost or fair value on the basis of the entity’s business model for managing the financial assets and the
contractual cash flow characteristics of the financial assets.
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
Management reviewed and assessed LIL Opco’s existing financial assets as at January 1, 2018 based on the facts and
circumstances that existed at that date, and concluded that the initial application of IFRS 9 has had the following
impact on LIL Opco’s financial assets as regards to their classification and measurement:




financial assets classified as loans and receivables under IAS 39 that were measured at amortized cost continue
to be measured at amortized cost under IFRS 9 as they are held within a business model to collect contractual
cash flows and these cash flows consist solely of payments of principal and interest on the principal amount
outstanding;
investments classified as available-for-sale financial assets under IAS 39 have been classified as financial assets at
amortized cost under IFRS 9 as they are held within a business model whose objective is to collect contractual
cash flows, which consist solely of payments of principal and interest on the principal amount outstanding.

Note 2.2.5 illustrates the change in classification of LIL Opco’s financial assets upon application of IFRS 9.
2.2.2 Impairment of financial assets
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 LIL Opco 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 of the financial assets.
As at January 1, 2018, Management reviewed and assessed LIL Opco’s existing financial assets and amounts due from
customers for impairment using reasonable and supportable information that is available without undue cost or
effort in accordance with the requirements of IFRS 9 to determine the credit risk of the respective items at the date
they were initially recognized, and compared that to the credit risk as at January 1, 2017 and January 1, 2018. The
comparison made as at January 1, 2017, January 1, 2018 and June 30, 2018 determines whether 12 month expected
credit losses should be recognized or lifetime expected credit loss should be recognized where credit risk has
increased significantly for the respective financial instruments at that date. There was no adjustment resulting from
the application of the impairment model under IFRS 9 from what was previously recorded under IAS 39.
2.2.3 Classification and measurement of financial liabilities
The application of IFRS 9 has had no impact on the classification and measurement of LIL Opco’s financial liabilities.
2.2.4 General hedge accounting
The new general hedge accounting requirements retain the three types of hedge accounting. However, 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.
The application of the IFRS 9 hedge accounting requirements has had no impact on the results and financial position
of LIL Opco for the current and/or prior years.
2.2.5 Disclosures in relation to the initial application of IFRS 9
The table below illustrates the classification of financial assets and financial liabilities under IFRS 9 and IAS 39 at
January 1, 2018.
Financial instrument
Restricted cash
Short-term investments
Other receivables
Long-term payables

Category under IAS 39
Loans and receivables
AFS financial assets
Loans and receivables
Other financial liabilities

-2-

Category under IFRS 9
Amortized cost
Amortized cost
Amortized cost
Amortized cost

LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
IFRS 15 - Revenue from Contracts with Customers
IFRS 15 – Revenue from Contracts with Customers (as amended in April 2016) became effective for accounting
periods commencing on January 1, 2018. LIL Opco has applied IFRS 15 in accordance with the fully retrospective
transitional approach using practical expedients for completed contracts (IFRS 15.C5(a)), modified contracts (IFRS
15.C5(c)) and allowing both non-disclosure of the amount of the transaction price allocated to the remaining
performance obligations, and an explanation of when it expects to recognize that amount as revenue for all
reporting periods presented before the date of initial application (IFRS 15.C5(d)). Subsequent to adopting IFRS 15
there were no material adjustments to the amounts reported in LIL Opco’s financial statements.
IFRS 15 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.
IFRS 15 covers only revenue arising from contracts with customers. Under IFRS 15, a customer of LIL Opco is a party
that has contracted with LIL Opco to obtain goods or services that are an output of LIL Opco’s ordinary activities in
exchange for consideration. Unlike the scope of IAS 18, the recognition and measurement of interest income and
dividend income from debt and equity investments are no longer within the scope of IFRS 15. Instead, they are
within the scope of IAS 39.
As mentioned above, IFRS 15 establishes a single model to deal with revenue from contracts with customers. Its core
principle is that LIL Opco should recognize revenue to depict the transfer of promised goods or services to customers
in an amount that reflects the consideration to which LIL Opco expects to be entitled, in exchange for those goods or
services.
2.3

Revisions to Significant Accounting Policies

2.3.1 Financial Instruments
Financial assets and financial liabilities are recognized in the Statement of Financial Position when the Company
becomes a party to the contractual provisions of the instrument and are initially measured at fair value. Transaction
costs that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through profit or loss) are added to or deducted from the fair
value of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial liabilities at fair value through profit or loss are
recognized immediately in profit or loss. All recognized financial assets and financial liabilities are subsequently
measured in their entirety at either amortized cost or fair value, depending on the classification of the financial
assets and financial liabilities.
Classification of Financial Instruments
LIL Opco has classified each of its financial instruments into the following categories:
Financial instrument
Restricted cash
Short-term investments
Other receivables
Long-term payables

Category
Amortized cost
Amortized cost
Amortized cost
Amortized cost
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
(i) Effective Interest Method
The effective interest method is a method of calculating the amortized cost of a debt instrument and allocating
interest income or expense over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash receipts or payments (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) excluding expected credit
losses for debt financial assets, through the expected life of the debt instrument, or, where appropriate, a
shorter period to the gross carrying amount on initial recognition.
Income or expense is recognized on an effective interest basis for debt instruments other than those financial
assets and liabilities classified as at FVTPL.
Financial Assets
(ii) Financial assets at amortized cost
The amortized cost of a financial asset is the amount at which the financial asset is measured at initial
recognition minus the principal repayments, plus the cumulative amortization using the effective interest
method of any difference between that initial amount and the maturity amount, adjusted for any loss allowance.
The gross carrying amount of a financial asset is the amortized cost of a financial asset before adjusting for any
loss allowance.
Interest income is calculated by applying the effective interest rate to the gross carrying amount of a financial
asset, except for financial assets that have subsequently become credit-impaired. For financial assets that have
subsequently become credit-impaired, interest income is recognized by applying the effective interest rate to
the amortized cost of the financial asset. If, in subsequent reporting periods, the credit risk on the creditimpaired financial instrument improves so that the financial asset is no longer credit-impaired, interest income is
recognized by applying the effective interest rate to the gross carrying amount of the financial asset.
Interest income is recognized in profit or loss and is included in ‘Net Finance (Income) Expense’.
Financial Liabilities
(iii) Financial Liabilities at FVTPL
Financial liabilities are classified at FVTPL when the financial liability is contingent consideration of an acquirer in
a business combination to which IFRS 3 applies, held for trading, or it is designated as at FVTPL.
A financial liability is classified as held for trading if it has been acquired principally for the purpose of
repurchasing it in the near term; or on initial recognition it is part of a portfolio of identified financial
instruments that the Company manages together and has a recent actual pattern of short-term profit-taking; or
it is a derivative, except for a derivative that is a financial guarantee contract or a designated and effective
hedging instrument.
A financial liability other than a financial liability held for trading or contingent consideration of an acquirer in a
business combination 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 liability 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 Company’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 IFRS 9 permits the entire
combined contract to be designated as at FVTPL.
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
Financial liabilities at FVTPL are stated at fair value with any gains or losses arising on changes in fair value
recognized in profit or loss to the extent that they are not part of a designated hedging relationship. The net gain
or loss recognized in profit or loss incorporates any interest paid on the financial liabilities and is included in ‘Net
Finance (Income) Expense’.
For financial liabilities that are designated as at FVTPL, 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 recognized 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. The remaining amount of change in
the fair value of the liability is recognized in profit or loss. Changes in fair value attributable to a financial
liability's credit risk that are recognized in other comprehensive income are not subsequently reclassified to
profit or loss; instead, they are transferred to retained earnings upon derecognition of the financial liability.
(iv) Financial liabilities at amortized cost
Financial liabilities that do not meet the criteria of FVTPL or are not designated as such are subsequently
measured at amortized cost using the effective interest method.
2.3.2 Derecognition of Financial Instruments
The Company 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 Company neither transfers nor retains substantially all the risks and rewards of ownership and
continues to control the transferred asset, its retained interest in the asset and any associated liability for amounts it
may have to pay is recognized. If the Company retains substantially all the risks and rewards of ownership of a
transferred financial asset, it continues to recognize the financial asset and also recognizes the collateralized
borrowing for the proceeds received.
On derecognition of a financial asset measured at amortized cost, the difference between the asset's carrying
amount and the sum of the consideration received and receivable is recognized in profit or loss. The Company
derecognizes financial liabilities when, and only when, its obligations are discharged, cancelled or they expire. The
difference between the carrying amount of the financial liability derecognized and the consideration paid and
payable, including any non-cash assets transferred or liabilities assumed, is recognized in profit or loss.
2.3.3 Impairment of Financial Assets
The Company recognizes a loss allowance for expected credit losses on investments in debt instruments that are
measured at amortized cost or at FVTOCI. The amount of expected credit losses is updated at each reporting date to
reflect changes in credit risk since initial recognition of the respective financial instrument.
The Company always recognizes lifetime expected credit losses (ECL) for trade and other receivables. The expected
credit losses on these financial assets are estimated based on the Company’s historical credit loss experience,
adjusted for factors that are specific to the debtors, general economic conditions and an assessment of both the
current as well as the forecast direction of conditions at the reporting date, including time value of money where
appropriate. The Company also records 12-month ECL for those financial assets which have low credit risk and where
the low credit risk exemption has been applied. All classes of LIL Opco’s financial assets have been identified to have
low credit risk.
For all other financial instruments, the Company recognizes lifetime ECL when there has been a significant increase in
credit risk since initial recognition. If, on the other hand, the credit risk on the financial instrument has not increased
significantly since initial recognition, the Company measures the loss allowance for that financial instrument at an
amount equal to 12-month ECL. The assessment of whether lifetime ECL should be recognized is based on significant
increases in the likelihood or risk of a default occurring since initial recognition instead of on evidence of a financial
asset being credit-impaired at the reporting date or an actual default occurring.
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
Lifetime ECL represents the expected credit losses that will result from all possible default events over the expected
life of a financial instrument. In contrast, 12-month ECL represents the portion of lifetime ECL that is expected to
result from default events on a financial instrument that are possible within 12 months after the reporting date.
Significant increase in credit risk
In assessing whether the credit risk on a financial instrument has increased significantly since initial recognition, the
Company compares the risk of a default occurring on the financial instrument as at the reporting date with the risk of
a default occurring on the financial instrument as at the date of initial recognition. In making this assessment, the
Company considers both quantitative and qualitative information that is reasonable and supportable, including
historical experience and forward-looking information that is available without undue cost or effort. Forwardlooking information considered includes the future prospects of the industries in which the Company’s debtors
operate, obtained from economic expert reports, financial analysts, governmental bodies and other similar
organizations, as well as consideration of various external sources of actual and forecasted economic information
that relate to the Company’s core operations.
In particular, the following information is taken into account when assessing whether credit risk has increased
significantly since initial recognition:







an actual or expected significant deterioration in the financial instrument’s external (if available) or internal
credit rating;
significant deterioration in external market indicators of credit risk for a particular financial instrument;
existing or forecast adverse changes in business, financial or economic conditions that are expected to cause
a significant decrease in the debtor‘s ability to meet its debt obligations;
an actual or expected significant deterioration in the operating results of the debtor;
significant increases in credit risk on other financial instruments of the same debtor;
an actual or expected significant adverse change in the regulatory, economic, or technological environment
of the debtor that results in a significant decrease in the debtor’s ability to meet its debt obligations.

Irrespective of the outcome of the above assessment, the Company presumes that the credit risk on a financial asset
has increased significantly since initial recognition when contractual payments are more than 30 days past due,
unless the Company has reasonable and supportable information that demonstrates otherwise.
The Company assumes that the credit risk on a financial instrument has not increased significantly since initial
recognition if the financial instrument is determined to have low credit risk at the reporting date. A financial
instrument is determined to have low credit risk if the financial instrument has a low risk of default, the borrower has
a strong capacity to meet its contractual cash flow obligations in the near term and adverse changes in economic and
business conditions in the longer term may, but will not necessarily, reduce the ability of the borrower to fulfil its
contractual cash flow obligations. The Company considers a financial asset to have low credit risk when it has an
internal or external credit rating of ‘investment grade’ as per globally understood definition.
The Company regularly monitors the effectiveness of the criteria used to identify whether there has been a
significant increase in credit risk and revises them as appropriate to ensure that the criteria are capable of identifying
significant increase in credit risk before the amount becomes past due.
Definition of default
The Company considers that an event default has occurred when there is a breach of financial covenants by a
counterparty or information developed internally or obtained from external sources indicates that the debtor is
unlikely to pay its creditors, including the Company, in full. Irrespective of the outcome of the above assessment, the
Company considers that default has occurred when a financial asset is more than 90 days past due unless the
Company has reasonable and supportable information to demonstrate that a more lagging default criterion is more
appropriate.
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
Credit-impaired financial assets
A financial asset is credit-impaired when one or more events that have a detrimental impact on the estimated future
cash flows of that financial asset have occurred. Evidence that a financial asset is credit-impaired includes observable
data about significant financial difficulty of the issuer or the borrower; a breach of contract, such as a default or past
due event; the lender of the borrower, for economic or contractual reasons relating to the borrower’s financial
difficulty, having granted to the borrower a concession that the lender would not otherwise consider; it is becoming
probable that the borrower will enter bankruptcy or other financial reorganization; or the disappearance of an active
market for that financial asset because of financial difficulties.
Write-off policy
The Company writes off a financial asset when there is information indicating that the counterparty is in severe
financial difficulty and there is no realistic prospect of recovery. Financial assets written off may still be subject to
enforcement activities under the Company’s recovery procedures, taking into account legal advice where
appropriate. Any recoveries made are recognized in profit or loss.
Measurement and recognition of expected credit losses
The measurement of expected credit losses is a function of the probability of default, loss given default (i.e. the
magnitude of the loss if there is a default) and the exposure at default. The assessment of the probability of default
and loss given default is based on historical data adjusted by forward-looking information as described above. As for
the exposure at default, for financial assets, this is represented by the assets’ gross carrying amount at the reporting
date.
For financial assets, the expected credit loss is estimated as the difference between all contractual cash flows that
are due to the Company in accordance with the contract and all the cash flows that the Company expects to receive,
discounted at the original effective interest rate. For a lease receivable, the cash flows used for determining the
expected credit losses is consistent with the cash flows used in measuring the lease receivable in accordance with IAS
17 Leases.
Where lifetime ECL is measured on a collective basis to cater for cases where evidence of significant increases in
credit risk at the individual instrument level may not yet be available, the financial instruments are grouped by the
nature of the financial instruments; past due status; nature and size of industry of debtors; nature of collaterals for
finance lease receivables; and external credit ratings where available. The grouping is regularly reviewed by
Management to ensure the constituents of each group continue to share similar credit risk characteristics.
If the Company has measured the loss allowance for a financial instrument at an amount equal to lifetime ECL in the
previous reporting period, but determines at the current reporting date that the conditions for lifetime ECL are no
longer met, the Company measures the loss allowance at an amount equal to 12-month ECL at the current reporting
date.
The Company recognizes an impairment gain or loss in profit or loss for all financial instruments with a corresponding
adjustment to their carrying amount through a loss allowance account, except for investments that are measured at
FVTOCI, for which the loss allowance is recognized in other comprehensive income and accumulated in the
investment revaluation reserve, and does not reduce the carrying amount of the financial asset in the statement of
financial position.
3.

FINANCIAL INSTRUMENTS
Fair Value
The estimated fair values of financial instruments as at June 30, 2018 and December 31, 2017 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 disclosed are not necessarily indicative of the
amounts that LIL Opco might receive or incur in actual market transactions.
-7-

LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
As a significant number of LIL Opco’s assets and liabilities do not meet the definition of a financial instrument, the fair
value estimates disclosed do not reflect the fair value of LIL Opco 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 measurements during the periods ended June 30,
2018 and December 31, 2017.
As at June 30, 2018 and December 31, 2017, the Company did not have any Level 2 or Level 3 instruments. The fair
values of short-term investments and other receivables approximate their carrying values due to their short-term
maturity. The fair values of long-term payables approximate their carrying values due to the underlying nature of the
balances.
4.

RELATED PARTY TRANSACTIONS
LIL Opco enters into various transactions with its parent and other affiliates. These transactions occur within the
normal course of operations and are measured at the exchange amount, which is the amount of consideration
agreed to by the related parties. Related parties with which LIL Opco transacts are as follows:
Related Party
Nalcor
Hydro
Lower Churchill Management Corporation (LCMC)
LIL LP

LIL Construction Project Trust

Relationship
100% shareholder of LIL Opco
Wholly-owned subsidiary of Nalcor
Wholly-owned subsidiary of Nalcor
Limited partnership between Labrador-Island Link Holding
Corporation and Emera Newfoundland and Labrador Island
Link Inc.
Party to the LIL Project Finance Agreement (LIL PFA) and
the IT Project Finance Agreement

Outstanding balances due to or from related parties are non-interest bearing with no set terms of repayment, unless
otherwise stated.
(a) At June 30, 2018, LIL Opco has related party payables totaling $0.1 million (December 31, 2017 - $0.1 million)
with Nalcor and LCMC. These payables consist of various intercompany administrative expenses.
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LABRADOR - ISLAND LINK OPERATING CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
5.

COMMITMENTS AND CONTINGENCIES
(a) On November 30, 2013, LIL Opco entered into the LIL Lease to lease the LIL assets from LIL LP until January 1,
2075. Under the terms of the lease, LIL Opco assumes the responsibility for operating and maintaining the LIL
and will make rent payments to LIL LP as consideration for the LIL LP leasing, sub-leasing, assigning or licensing
as applicable, all assets and rights associated with the LIL. The rent payments will be sufficient to recover all
costs associated with the LIL over the term of its service life. LIL Opco’s obligation to make rent payments to LIL
LP is absolute, unconditional and irrevocable until the initial financing obtained by LIL LP has been paid in full.
(b) In conjunction with the LIL Lease, LIL Opco also entered into the TFA with Hydro. The TFA payments will be
sufficient for LIL Opco to recover all costs associated with rent payments under the LIL Lease, all costs associated
with operating and maintenance incurred by LIL Opco and an administrative fee of $30,000 per year. The
purpose of the TFA is to ensure LIL Opco can meet its obligations under the LIL Lease. Hydro’s obligation to make
payments under the TFA is absolute, unconditional and irrevocable once the LIL is commissioned.
(c) LIL Opco has irrevocably, absolutely and unconditionally guaranteed the due and timely payment of all
obligations of LIL LP in accordance with the LIL PFA, dated November 30, 2013. This guarantee is that of payment
and not merely a guarantee of collection. LIL Opco has also granted first ranking liens on all its respective
present and future assets other than excluded deposits and contributed surplus.
(d) LIL Opco is subject to various legal proceedings and claims in the normal course of business. Although the
outcome of such actions cannot be predicted with certainty, Management currently believes LIL Opco’s
exposure to such claims and litigation, to the extent not covered by insurance policies or otherwise provided for
will not materially affect its financial position.

6.

COMPARATIVE FIGURES
Certain comparative figures have been reclassified to conform with presentation adopted during the current
reporting period. The changes have been summarized as follows:

Three months ended June 30 (thousands of Canadian dollars)

Statement of cash flows
Adjustments to reconcile loss to cash provided from
operating activities:
Finance income
Interest received

Six months ended June 30 (thousands of Canadian dollars)

Statement of cash flows
Adjustments to reconcile loss to cash provided from
operating activities:
Finance income
Interest received
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Previously
reported

Reclassification

Reclassified
balance

-

(1)
1

(1)
1

Previously
reported

Reclassification

Reclassified
balance

-

(2)
2

(2)
2

