MUSKRAT FALLS CORPORATION
CONDENSED INTERIM FINANCIAL STATEMENTS
June 30, 2018
(Unaudited)

MUSKRAT FALLS CORPORATION
STATEMENT OF FINANCIAL POSITION
(Unaudited)
As at (thousands of Canadian dollars)

ASSETS
Current assets
Restricted cash
Current portion of long-term investments
Current portion of advances
Trade and other receivables
Prepayments
Total current assets
Non-current assets
Property, plant and equipment
Intangible assets
Long-term investments
Advances
Long-term prepayments
Total assets
LIABILITIES AND EQUITY
Current liabilities
Trade and other payables
Non-current liabilities
Long-term debt
Total liabilities
Shareholder’s equity
Share capital
Shareholder contributions
Reserves
Deficit
Total equity
Total liabilities and equity
Commitments and contingencies (Note 13)
See accompanying notes

Notes

5
6

3
4
5
6

7

8

June 30
2018

December 31
2017

489,781
462,007
110,047
17,721
7,403
1,086,959

551,990
570,947
76,144
38,493
1,522
1,239,096

4,664,104
375
2,510
8,607
5,762,555

4,295,484
160
155,769
292
5,690,801

247,473

187,311

3,606,290
3,853,763

3,606,335
3,793,646

1
1,974,990
(58,860)
(7,339)
1,908,792
5,762,555

1
1,964,050
(60,395)
(6,501)
1,897,155
5,690,801

MUSKRAT FALLS CORPORATION
STATEMENT OF LOSS AND COMPREHENSIVE INCOME (LOSS)
(Unaudited)

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

Operating costs
Other expense
Loss for the period
Other comprehensive income (loss) for the period
Cash flow hedges
Net fair value losses on cash flow hedges
Reclassification adjustments for amounts recognized in
profit or loss
Total items that may or have been reclassified to profit or loss
Total comprehensive income (loss) for the period
See accompanying notes

Notes

10

8

Three months ended
2018
2017

Six months ended
2018
2017

358
5
(363)

177
850
(1,027)

730
108
(838)

271
885
(1,156)

-

(51,959)

-

(51,959)

767
767
404

114
(51,845)
(52,872)

1,535
1,535
697

324
(51,635)
(52,791)

MUSKRAT FALLS CORPORATION
STATEMENT OF CHANGES IN EQUITY
(Unaudited)

(thousands of Canadian dollars)

Balance at January 1, 2018
Loss for the period
Net change in fair value of cash flow hedges
Total comprehensive income (loss) for the period
Shareholder contributions
Balance at June 30, 2018
Balance at January 1, 2017
Loss for the period
Net change in fair value of cash flow hedges
Total comprehensive loss for the period
Shareholder contributions
Balance at June 30, 2017
See accompanying notes

Notes

8

8

Share Shareholder
Capital Contributions

Reserves

Deficit

Total

1
1

1,964,050
10,940
1,974,990

(60,395)
1,535
1,535
(58,860)

(6,501)
(838)
(838)
(7,339)

1,897,155
(838)
1,535
697
10,940
1,908,792

1
1

1,345,187
203,888
1,549,075

(9,807)
(51,635)
(51,635)
(61,442)

(4,947)
(1,156)
(1,156)
(6,103)

1,330,434
(1,156)
(51,635)
(52,791)
203,888
1,481,531

MUSKRAT FALLS 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 prepayments
Reserves amortized to profit or loss
Finance income
Finance expense
Changes in non-cash working capital balances
Net cash (used in) provided from operating activities
Investing activities
Additions to property, plant and equipment
Additions to intangible assets
Change in advances
Change in investments
Interest received
Changes in non-cash working capital balances
Net cash provided from (used in) investing activities
Financing activities
Change in long-term debt
Interest paid
Change in restricted cash
Increase in shareholder contributions
Settlement of cash flow hedges
Net cash (used in) provided from financing activities
Net increase (decrease) in cash
Cash, beginning of period
Cash, end of period
See accompanying notes

Notes

8

14

3
4
5
14

7

8

Three months ended
2018
2017
(Note 15)

Six months ended
2018
2017
(Note 15)

(363)

(1,027)

(838)

(1,156)

(8,351)
767
(4,496)
4,496
13
(7,934)

569
114
(3,387)
3,387
(8)
(352)

(8,315)
1,535
(9,303)
9,303
47
(7,571)

1,382
324
(3,966)
3,966
1
551

(214,813)
(188)
(14,764)
175,833
4,525
76,268
26,861

(278,176)
(127)
(30,000)
2,368
22,410
(283,525)

(314,936)
(403)
(36,413)
264,709
9,230
71,287
(6,526)

(421,315)
(232)
(81,705)
48,678
3,015
24,066
(427,493)

(59,050)
29,183
10,940
(18,927)

1,506,024
(41,672)
(1,128,516)
(51,959)
283,877

(59,052)
62,209
10,940
14,097

1,506,024
(41,674)
(1,189,337)
203,888
(51,959)
426,942

-

-

-

-

MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
1.

DESCRIPTION OF BUSINESS
Muskrat Falls Corporation (Muskrat Falls or the Company) was incorporated on November 13, 2013 under the laws
of Newfoundland and Labrador. Muskrat Falls is a 100% owned subsidiary of Nalcor Energy (Nalcor). Muskrat Falls’
head office is located at 500 Columbus Drive, St. John's, Newfoundland and Labrador, A1B 0M4, Canada.
Muskrat Falls was formed to design, develop, construct, finance and operate the Muskrat Falls hydroelectric facility
rated at 824 megawatts.
Muskrat Falls has entered into a power purchase agreement (PPA) with Newfoundland and Labrador Hydro (Hydro)
for the sale of energy and capacity from the Muskrat Falls hydroelectric plant until January 1, 2068. Muskrat Falls
has also entered into the Generator Interconnection Agreement (GIA) with Hydro and Labrador Transmission
Corporation (Labrador Transco) which governs the development and operation of the Labrador Transmission Assets
connecting the Muskrat Falls plant to the existing hydroelectric facility in Churchill Falls. Under the terms of the GIA,
Muskrat Falls is required to pay for all costs associated with the Labrador Transmission Assets. Under the terms of
the PPA, Muskrat Falls will recover all costs associated with the Muskrat Falls hydroelectric facility as well as the costs
incurred by Muskrat Falls under the GIA. Hydro’s obligation to pay for the costs under the PPA is absolute, nonconditional and irrevocable.

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 (IAS) 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 Muskrat Falls’
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 Muskrat Falls’ financial statements are described below.
Muskrat Falls 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. Muskrat Falls 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.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
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.
Management reviewed and assessed Muskrat Falls’ 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 Muskrat Falls’ financial assets as regards to their classification and measurement:
 financial assets classified as held-to-maturity and 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.
Note 2.2.5 illustrates the change in classification of Muskrat Falls’ 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 Muskrat Falls 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 Muskrat Falls’ 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 Muskrat Falls’ 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.
In accordance with IFRS 9’s transition provisions for hedge accounting, Muskrat Falls has applied IFRS 9 hedge
accounting requirements prospectively from the date of initial application on January 1, 2018. Muskrat Falls’
qualifying hedging relationships in place as at January 1, 2018 qualified for hedge accounting in accordance with IFRS
9 and were therefore regarded as continuing hedging relationships. No rebalancing of any of the hedging
relationships was necessary on January 1, 2018. As the critical terms of the hedging instruments match those of their
corresponding hedged items, all hedging relationships continue to be effective under IFRS 9’s effectiveness
assessment requirements. Muskrat Falls has not designated any hedging relationships under IFRS 9 that would not
have met the qualifying hedge accounting criteria under IAS 39. Consistent with prior periods, Muskrat Falls has
continued to designate the change in fair value of the entire forward contract, i.e. including the forward element, as
the hedging instrument in Muskrat Falls’ cash flow hedge relationships.
The application of the IFRS 9 hedge accounting requirements has had no impact on the results and financial position
of Muskrat Falls for the current and/or prior years.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
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
Trade and other receivables
Long-term investments (including
current portion)
Advances
Trade and other payables
Long-term debt

Category under IAS 39
Loans and receivables
Loans and receivables
Held-to-maturity investments

Category under IFRS 9
Amortized cost
Amortized cost
Amortized cost

Loans and receivables
Other financial liabilities
Other financial liabilities

Amortized cost
Amortized cost
Amortized cost

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. Muskrat Falls 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 Muskrat Falls’ 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 Muskrat Falls is a
party that has contracted with Muskrat Falls to obtain goods or services that are an output of Muskrat Falls’ 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 Muskrat Falls should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which Muskrat Falls 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 Muskrat Falls
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 (FVTPL)) 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 FVTPL 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
Muskrat Falls has classified each of its financial instruments into the following categories:
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NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
Financial instrument
Restricted cash
Trade and other receivables
Long-term investments (including current portion)
Advances
Trade and other payables
Long-term debt

Category
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost

(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
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NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
 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.
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.
(v) Derivative Instruments and Financial Instruments used for Hedging
Derivative instruments are utilized by Muskrat Falls to manage risk. Muskrat Falls’ policy is not to utilize
derivative instruments for speculative purposes. 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.
Muskrat Falls may choose to designate derivative instruments as hedges and apply hedge accounting if there is
an economic relationship between the hedged item and the hedging instrument; the effect of credit risk does
not dominate the value changes that result from that economic relationship; and the hedge ratio of the hedging
relationship is the same as that resulting from the quantity of the hedged item that Muskrat Falls actually
hedges and the quantity of the hedging instrument that the entity actually uses to hedge that quantity of
hedged item. Muskrat Falls formally documents all hedges and the related risk management objectives at the
inception of the hedge. Derivative instruments that have been designated and qualify for hedge accounting are
classified as either cash flow or fair value hedges. Muskrat Falls does not hold any fair value hedges.
Hedges which meet the criteria for hedge accounting are accounted for as follows:
Cash Flow Hedges
The effective portion of the gain or loss on the hedging instrument is recognized directly in other comprehensive
loss, while any ineffective portion is recognized immediately in the Statement of Loss and Comprehensive
Income for the period in ‘Other Expense’.
Amounts recognized in other comprehensive loss are transferred to the Statement of Loss and Comprehensive
Income for the period when the hedged transaction affects profit or loss, such as when the hedged financial
income or financial expense is recognized or when a forecast sale occurs.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
2.3.2 Derecognition of Financial Instruments
Muskrat Falls 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 Muskrat Falls 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 Muskrat Falls 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. Muskrat Falls
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
Muskrat Falls recognizes a loss allowance for expected credit losses on investments in debt instruments that are
measured at amortized cost or at fair value through other comprehensive income (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.
Muskrat Falls always recognizes lifetime expected credit losses (ECL) for trade and other receivables. The expected
credit losses on these financial assets are estimated based on Muskrat Falls’ 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. Muskrat Falls also records 12-month ECL for those financial assets which have low credit risk and where
the low credit risk exemption has been applied. The classes of financial assets that have been identified to have low
credit risk are restricted cash and long term investments.
For all other financial instruments, Muskrat Falls 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, Muskrat Falls 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.
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,
Muskrat Falls 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,
Muskrat Falls 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 Muskrat Falls’ 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 Muskrat Falls’ core operations.
In particular, the following information is taken into account when assessing whether credit risk has increased
significantly since initial recognition:
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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, Muskrat Falls 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 Muskrat Falls has reasonable and supportable information that demonstrates otherwise.
Muskrat Falls 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. Muskrat Falls 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.
Muskrat Falls 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
Muskrat Falls 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 Muskrat Falls, in full. Irrespective of the outcome of the above assessment,
Muskrat Falls considers that default has occurred when a financial asset is more than 90 days past due unless
Muskrat Falls has reasonable and supportable information to demonstrate that a more lagging default criterion is
more appropriate.
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
Muskrat Falls 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 Muskrat Falls’ 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.
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For financial assets, the expected credit loss is estimated as the difference between all contractual cash flows that
are due to Muskrat Falls in accordance with the contract and all the cash flows that Muskrat Falls 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 Muskrat Falls 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, Muskrat Falls measures the loss allowance at an amount equal to 12 month ECL at the current reporting
date.
Muskrat Falls 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.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
3.

PROPERTY, PLANT AND EQUIPMENT
Project Support
Assets

Construction in
Progress

Total

Cost
Balance at January 1, 2017
Additions
Other adjustments
Balance at December 31, 2017
Additions
Other adjustments
Balance at June 30, 2018

183,831
10,027
(196)
193,662
8
(2)
193,668

3,089,522
1,149,399
4,238,921
380,318
4,619,239

3,273,353
1,159,426
(196)
4,432,583
380,326
(2)
4,812,907

Depreciation
Balance at January 1, 2017
Depreciation
Balance at December 31, 2017
Depreciation
Balance at June 30, 2018

114,611
22,488
137,099
11,704
148,803

-

114,611
22,488
137,099
11,704
148,803

Carrying value
Balance at January 1, 2017
Balance at December 31, 2017
Balance at June 30, 2018

69,220
56,563
44,865

3,089,522
4,238,921
4,619,239

3,158,742
4,295,484
4,664,104

(thousands of Canadian dollars)

Capitalized Borrowing Costs
The construction of the Muskrat Falls hydroelectric facility is being financed through the issuance of long-term debt
and contributed capital. For the period ended June 30, 2018, $53.5 million (December 31, 2017 - $99.9 million) of
borrowing costs were capitalized.
4.

INTANGIBLE ASSETS
Computer Software

(thousands of Canadian dollars)

Cost
Balance at January 1, 2017
Additions
Balance at December 31, 2017
Additions
Balance at June 30, 2018

2,225
322
2,547
403
2,950

Amortization
Balance at January 1, 2017
Amortization
Balance at December 31, 2017
Amortization
Balance at June 30, 2018

2,068
319
2,387
188
2,575

Carrying value
Balance at January 1, 2017
Balance at December 31, 2017
Balance at June 30, 2018

157
160
375
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
5.

INVESTMENTS
Year of
Maturity

As at (thousands of Canadian dollars)

June 30 December 31
2018
2017

$75.0 million Floating Rate Deposit Note, with interest paid at the onemonth Canadian Dollar Offered Rate (CDOR) plus 0.20%.

2019

60,750

60,750

$483.8 million Amortizing Floating Rate Deposit Note, with interest paid at
the one-month CDOR plus 0.20%.

2019

160,503

266,386

2019

240,754
462,007
462,007
-

399,580
726,716
570,947
155,769

$725.7 million Amortizing Fixed Rate Deposit Note, with interest paid at a
rate of 1.679% per annum.
Long-term investments, end of period
Less: redemptions to be received within one year

Muskrat Falls recognizes its ratable share of the investments, which is based on its cumulative portion of actual debt
drawn for the construction of the Muskrat Falls hydroelectric facility. As of June 30, 2018, Muskrat Falls' portion was
81% (December 31, 2017 - 81%).
6.

ADVANCES
Advances consist of deposits paid to contractors on long-term construction contracts in relation to the Muskrat Falls
hydroelectric facility. Advances are secured by a letter of credit from a Canadian Schedule 1 Chartered bank.
June 30 December 31
2018
2017
112,557
76,144
110,047
76,144
2,510
-

As at (thousands of Canadian dollars)

Total advances
Less: current portion
Total long-term advances
7.

LONG-TERM DEBT
The following table represents the value of long-term debt measured at amortized cost:

As at (thousands of Canadian dollars)

Tranche A
Tranche B
Tranche C
Tranche 1-10
Tranche 11-20
Tranche 21-30
Tranche 31-40
Tranche 41-50
Tranche 51-60
Tranche 61-64
Total debentures

Face
Value
526,500
546,750
1,032,749
165,858
181,669
204,602
233,430
268,140
308,678
136,124
3,604,500

Coupon
Rate %
3.63
3.83
3.86
1.14-1.75
1.84-2.37
2.41-2.64
2.66-2.80
2.81-2.86
2.84-2.86
2.85

Year of
Issue
2013
2013
2013
2017
2017
2017
2017
2017
2017
2017

Year of
Maturity
2029
2037
2048
2020-2025
2025-2030
2030-2035
2035-2040
2040-2045
2045-2050
2050-2052

June 30 December 31
2018
2017
526,634
526,640
546,821
546,822
1,032,931
1,032,934
165,893
165,897
181,721
181,724
204,707
204,711
233,675
233,681
268,428
268,433
309,100
309,107
136,380
136,386
3,606,290
3,606,335

Muskrat Falls and Labrador Transco are jointly and severally liable for the debt. Muskrat Falls recognizes its ratable
share, which is based on its cumulative portion of actual debt drawn for the construction of Muskrat Falls
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
hydroelectric facility. As of June 30, 2018, Muskrat Falls’ cumulative portion of actual debt drawn was 81%
(December 31, 2017 – 81%).
8.

ACCUMULATED OTHER COMPREHENSIVE LOSS
The components of, and changes in, accumulated other comprehensive loss are as follows:
(thousands of Canadian dollars)

Cash flow hedges
Balance at January 1
Net fair value losses on cash flow hedges
Reclassification adjustments for amounts recognized in profit or loss
Balance at June 30
9.

Finance income
Interest on investments
Other interest income
Finance expense
Interest and fees on long-term debt
Bank fees
Interest capitalized during construction
Net finance expense

(60,395)
1,535
(58,860)

(9,807)
(51,959)
324
(61,442)

Three months ended
2018
2017

Six months ended
2018
2017

2,555
1,941
4,496

453
2,934
3,387

5,508
3,795
9,303

501
3,465
3,966

31,395
3
31,398
(26,902)
4,496
-

26,852
2
26,854
(23,467)
3,387
-

62,794
5
62,799
(53,496)
9,303
-

46,338
4
46,342
(42,376)
3,966
-

OTHER EXPENSE
Three months ended
2018
2017
866
5
(19)
3
5
850

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

Cash flow hedge ineffectiveness
Realized foreign exchange loss (gain)
Unrealized foreign exchange loss
Other expense
11.

2017

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

10.

2018

Six months ended
2018
2017
866
108
16
3
108
885

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 Muskrat Falls might receive or incur in actual market transactions.
As a significant number of Muskrat Falls’ assets and liabilities do not meet the definition of a financial instrument, the
fair value estimates disclosed do not reflect the fair value of Muskrat Falls as a whole.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
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 3 instruments.

Level

Carrying
Value

Fair
Value
June 30, 2018

Financial assets
Investments

2

462,007

461,812

726,716

726,362

Financial liabilities
Long-term debt

2

3,606,290

3,885,195

3,606,335

3,895,223

(thousands of Canadian dollars)

Carrying
Fair
Value
Value
December 31, 2017

The fair values of restricted cash, trade and other receivables and trade and other payables approximate their
carrying values due to their short-term maturity. The fair value of advances approximate their carrying value due to
the contractual terms of the instruments.
The fair values of Level 2 financial instruments are determined using quoted prices in active markets, which in some
cases are adjusted for factors specific to the asset or liability. Level 2 fair values of other risk management assets and
liabilities and long-term debt are determined using observable inputs other than unadjusted quoted prices, such as
interest rate yield curves.
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MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
12.

RELATED PARTY TRANSACTIONS
Muskrat Falls enters into various transactions with its parent and other 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 Muskrat Falls transacts are as follows:
Related Party
Nalcor
Hydro
Labrador Transco
Lower Churchill Management Corporation (LCMC)
Labrador-Island Link Limited Partnership (LIL LP)

Relationship
100% shareholder of Muskrat Falls
Wholly-owned subsidiary of Nalcor
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.

Routine operating transactions with related parties are settled at prevailing market prices under normal trade terms.
(a) As at June 30, 2018, Muskrat Falls has related party payables totaling $16.7 million (December 31, 2017 - $11.5
million) with LCMC and Nalcor and related party receivables totaling $2.5 million (December 31, 2017 - $6.0
million) with LIL LP and Labrador Transco. These payables and receivables consist of various intercompany
operating and construction costs.
(b) For the period ended June 30, 2018, Muskrat Falls has received contributions from Nalcor totaling $10.9 million
(June 30, 2017 – $203.9 million).
13.

COMMITMENTS AND CONTINGENCIES
(a) Muskrat Falls has entered into the PPA with Hydro, whereby Muskrat Falls has committed to design, construct,
operate and maintain the Muskrat Falls hydroelectric facility, and provide such other services as agreed to
ensure safe and reliable transmission of electricity. Muskrat Falls has also entered into the GIA with Labrador
Transco and Hydro, whereby Muskrat Falls is required to pay for all costs associated with the LTA with recovery
to occur from Hydro under the terms of the PPA upon commissioning.
(b) As part of the MF/LTA Project Finance Agreement (MF/LTA PFA), Muskrat Falls has pledged its present and
future assets as security to the Collateral Agent.
(c) In July 2012, Nalcor entered into the Energy and Capacity Agreement with Emera Inc. (Emera) providing for the
sale and delivery of the Nova Scotia Block, 0.986 TWh of energy annually for a term of 35 years. In October,
2015 Nalcor assigned this agreement to Muskrat Falls. As a result of this assignment, Nalcor and Muskrat Falls
are jointly liable for the delivery of the Nova Scotia Block to Emera.
(d) Muskrat Falls is subject to legal proceedings in the normal course of business. Although the outcome of such
actions cannot be predicted with certainty, Management currently believes Muskrat Falls’ exposure to such
claims and litigation, to the extent not covered by insurance policies or otherwise provided for, is not expected
to materially affect its financial position.
(e) Outstanding commitments for capital projects, total approximately $448.3 million as at June 30, 2018
(December 31, 2017 - $695.9 million). Pre-funded equity requirements associated with MF/LTA PFA total
approximately $837.7 million as at June 30, 2018 (December 31, 2017 - $837.7 million). Pre-funded equity is
used to fund capital and borrowing costs.
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NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
14.

SUPPLEMENTARY CASH FLOW INFORMATION

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

Trade and other receivables
Prepayments
Trade and other payables
Changes in non-cash working capital balances
Related to:
Operating activities
Investing activities
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Three months ended
2018
2017
3,996
(19,376)
(6,657)
246
78,942
41,532
76,281
22,402

Six months ended
2018
2017
20,800
2,841
(5,881)
246
56,415
20,980
71,334
24,067

13
76,268
76,281

47
71,287
71,334

(8)
22,410
22,402

1
24,066
24,067

MUSKRAT FALLS CORPORATION
NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (Unaudited)
15.

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

Three months ended (thousands of Canadian dollars)

Statement of cash flows
Operating activities
Adjustments to reconcile loss to cash provided from
operating activities:
Accretion of long-term debt
Finance income
Finance expense
Investing activities
Additions to property, plant and equipment
Interest received
Changes in non-cash working capital balances
Financing activities
Change in long-term debt
Interest paid

Previously
Reported

Reclassification

Reclassified balance
at June 30, 2017

(12)
-

12
(3,387)
3,387

(3,387)
3,387

(301,643)
5,142

23,467
2,368
17,268

(278,176)
2,368
22,410

1,507,467
-

(1,443)
(41,672)

1,506,024
(41,672)

Previously

Reclassified balance

Reported

Reclassification

at June 30, 2017

(18)

18

-

Finance income

-

(3,966)

(3,966)

Finance expense

-

3,966

3,966

(463,691)

42,376

(421,315)

-

3,015

3,015

26,358

(2,292)

24,066

1,507,467

(1,443)

1,506,024

(41,674)

(41,674)

Six months ended (thousands of Canadian dollars)

Statement of cash flows
Operating activities
Adjustments to reconcile loss to cash provided from
operating activities:
Accretion of long-term debt

Investing activities
Additions to property, plant and equipment
Interest received
Changes in non-cash working capital balances
Financing activities
Change in long-term debt
Interest paid
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