NALCOR ENERGY MARKETING CORPORATION
CONDENSED INTERIM FINANCIAL STATEMENTS
June 30, 2018
(Unaudited)

NALCOR ENERGY MARKETING CORPORATION
STATEMENT OF FINANCIAL POSITION
(Unaudited)

As at (thousands of Canadian dollars)

ASSETS
Current assets
Cash
Trade and other receivables
Prepayments
Derivative assets
Total current assets
Property, plant and equipment
Intangible assets
Long-term prepayment
Total non-current assets
Total assets
LIABILITIES AND EQUITY
Current liabilities
Trade and other payables
Derivative liabilities
Deferred liability
Total current liabilities
Employee future benefits
Total liabilities
Shareholder’s equity
Share capital
Reserves
Retained earnings
Total equity
Total liabilities and equity
Commitments and contingencies (Note 13)
See accompanying notes

Notes

11
3
4

11
5

6

June 30 December 31
2018
2017

8,408
2,567
353
9,173
20,501
141
534
10
685
21,186

1,727
23,235
554
31,554
57,070
155
653
10
818
57,888

5,002
11
15,502
20,515
712
21,227

4,153
1,384
31,003
36,540
653
37,193

1
(188)
146
(41)
21,186

1
(1,241)
21,935
20,695
57,888

NALCOR ENERGY MARKETING CORPORATION
STATEMENT OF (LOSS) PROFIT AND COMPREHENSIVE (LOSS) INCOME
(Unaudited)

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

Notes

Energy sales
Transmission and market fees
Operating costs
Power purchased
Depreciation and amortization
Net finance expense (income)
Other expense
Expenses
(Loss) profit for the period
Other comprehensive income
Total items that may or have been reclassified to profit or loss:
Net fair value (loss) gains on cash flow hedges
Reclassification adjustments related to:
Cash flow hedges recognized in profit or loss
Other comprehensive income for the period
Total comprehensive (loss) income for the period
See accompanying notes

Three months ended
2018
2017

Six months ended
2018
2017

12,753

11,165

27,597

22,302

5,833
1,239
2,905
67
16
3,080
13,140
(387)

6,116
1,290
772
66
5
1,961
10,210
955

11,676
2,506
3,892
133
(60)
6,239
24,386
3,211

12,293
2,551
1,965
133
7
347
17,296
5,006

6

(271)

219

757

498

6

322
51
(336)

109
328
1,283

296
1,053
4,264

83
581
5,587

8
9
3,4
10

NALCOR ENERGY MARKETING CORPORATION
STATEMENT OF CHANGES IN EQUITY
(Unaudited)

(thousands of Canadian dollars)

Balance at January 1, 2018
Profit for the period
Other comprehensive income
Net change in fair value of cash flow hedge
Net change in fair value of financial instruments reclassified to profit or loss
Total comprehensive income for the period
Dividends paid
Balance at June 30, 2018

Balance at January 1, 2017
Profit for the period
Other comprehensive income
Net change in fair value of cash flow hedge
Net change in fair value of financial instruments reclassified to profit or loss
Total comprehensive income for the period
Balance at June 30, 2017

Notes

6
6
7

6
6

Share
Capital

Fair
Value
Reserve

Employee
Benefit
Reserve

Retained
Earnings

Total

1
-

(1,053)
-

(188)
-

21,935
3,211

20,695
3,211

1

757
296
1,053
-

(188)

3,211
(25,000)
146

757
296
4,264
(25,000)
(41)

1
-

(310)
-

(221)
-

7,187
5,006

6,657
5,006

1

498
83
581
271

(221)

5,006
12,193

498
83
5,587
12,244

NALCOR ENERGY MARKETING CORPORATION
STATEMENT OF CASH FLOWS
(Unaudited)

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

Notes

Operating activities
Net (loss) profit
Adjustments to reconcile profit to cash provided from operating activities
Depreciation and amortization
3,4
Employee benefits
Loss on power purchase agreement balances
10(a)
Unrealized loss on other derivatives
Finance income
Finance costs
Changes in non-cash working capital balances
Interest received
Interest paid
Net cash provided from operating activities
Investing activities
Additions to financial transmission rights
Changes in non-cash working capital balances
Net cash used in investing activities
Financing activity
Dividends paid to Nalcor Energy
Net cash used in financing activity
Net increase in cash
Cash, beginning of period
Cash, end of period

See accompanying notes

Three months ended
2018
2017

Six months ended
2018
2017

(387)

955

3,211

5,006

67
30
3,211
324
(5)
21
3,261
293
5
(21)
3,538

66
26
2,089
331
(7)
12
3,472
(2,182)
7
(12)
1,285

133
59
6,912
386
(95)
35
10,641
21,718
95
(35)
32,419

133
52
353
897
(13)
20
6,448
1,245
13
(20)
7,686

11
14

(340)
(340)

(167)
(1)
(168)

(738)
(738)

(1,019)
(1)
(1,020)

7

3,198
5,210
8,408

1,117
11,346
12,463

(25,000)
(25,000)
6,681
1,727
8,408

6,666
5,797
12,463
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NALCOR ENERGY MARKETING CORPORATION
NOTES TO FINANCIAL STATEMENTS
1.

DESCRIPTION OF BUSINESS
Nalcor Energy Marketing Corporation (Energy Marketing or the Company) was incorporated under the Corporations
Act of Newfoundland and Labrador (the Province) on March 24, 2014. The purpose of Energy Marketing is to manage
Nalcor’s participation in extra-provincial electricity markets. Energy Marketing is a 100% owned subsidiary of Nalcor
Energy (Nalcor). Energy Marketing’s head office is located at 500 Columbus Drive, St. John’s, Newfoundland and
Labrador, A1B 0P5, Canada.

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 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 2.3.
These condensed interim financial statements do not include all of the disclosures normally found in Energy
Marketing’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 except for derivative
instruments which have been measured at fair value. The condensed interim financial statements are presented in
Canadian Dollars (CAD) and 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 Energy Marketing financial statements are described below.
Energy Marketing 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. Energy Marketing 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.
Management reviewed and assessed Energy Marketing’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 Energy Marketing’s financial assets as regards 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
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collect contractual cash flows and these cash flows consist solely of payments of principal and interest on the
principal amount outstanding;
financial assets that were measured at FVTPL under IAS 39 continue to be measured as such under IFRS 9.
Note 2.2.5 illustrates the change in classification of Energy Marketing’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 Energy Marketing 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 Energy Marketing’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 recognised where credit risk
has increased significantly for the respective financial instruments at that date. The change resulting from the
application of the impairment model under IFRS 9 has not resulted in a material adjustment 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 Energy Marketing’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.
Enhanced disclosure requirements about Energy Marketing’s risk management activities have also been introduced.
In accordance with IFRS 9’s transition provisions for hedge accounting, Energy Marketing has applied IFRS 9 hedge
accounting requirements prospectively from the date of initial application on January 1, 2018. Energy Marketing’s
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. Energy Marketing 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, Energy Marketing
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 Energy Marketing’s cash flow hedge relationships.
The application of the IFRS 9 hedge accounting requirements has had no impact on the results and financial position
of Energy Marketing for the current and/or prior years. Refer to note 10 for detailed disclosures regarding the Energy
Marketing’s risk management activities.
2.2.5 Disclosures in relation to the initial application of IFRS 9
The table below illustrates the classification and measurement of financial assets and financial liabilities under IFRS 9
and IAS 39 at January 1, 2018.
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Financial instrument
Cash and cash equivalents
Trade and other receivables
Derivative instruments
Trade and other payables

Category under IAS 39
Loans and receivables
Loans and receivables
FVTPL and financial instruments
used for hedging
Other financial liabilities

Category under IFRS 9
Amortized cost
Amortized cost
FVTPL and derivatives designated as
hedging instruments
Amortized cost

IFRS 15 – Revenue from Contracts with Customers
IFRS 15 – Revenue from Contracts (as amended in April 2016) with Customers became effective for accounting
periods commencing on January 1, 2018. Energy Marketing 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 Energy Marketing’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 Energy Marketing is
a party that has contracted with Energy Marketing to obtain goods or services that are an output of Energy
Marketing’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 Energy Marketing should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which Energy Marketing expects to be entitled, in
exchange for those goods or services.

2.3

Revisions to Significant Accounting Policies

2.3.1 Cash and Cash Equivalents
Cash and cash equivalents consist of amounts on deposit with Schedule 1 Canadian Chartered banks, as well as highly
liquid investments with maturities of three months or less.
2.3.2 Revenue from Contracts with Customers
Energy Marketing recognises revenue from contracts with customers related to the sale of energy to export markets
and other counterparties.
Revenue from the sale of energy is recognized when Energy Marketing satisfies its performance obligation by
transferring energy to the customer at rates under the terms of the applicable contracts or market rates.
Revenue is measured based on the consideration specified in a contract with a customer or by the market and
excludes amounts collected on behalf of third parties. Energy Marketing recognises revenue when it transfers control
of a product or service to a customer.
Energy Marketing will continue to recognize revenue as customers are invoiced per practical expedient IFRS 15.B16.
Energy Marketing recognizes revenue at the amount to which it has the right to invoice, which corresponds directly
to the value to the customer of Energy Marketing’s performance to date.
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2.3.3 Financial Instruments
Financial assets and financial liabilities are recognized in the Statement of Financial Position when Energy Marketing
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
Energy Marketing has classified each of its financial instruments into the following categories: financial assets at
FVTPL, financial liabilities at FVTPL, amortized cost and derivatives designated as hedging instruments.
Financial Instrument
Cash and cash equivalents
Trade and other receivables
Derivative instruments
Trade and other payables

Category
Amortized cost
Amortized cost
FVTPL and derivatives designated as hedging instruments
Amortized cost

(i) Effective Interest Method
The effective interest method is a method of calculating the amortized cost of a financial 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) through the
expected life of the financial instrument, or, where appropriate, a shorter period to the net carrying amount on
initial recognition.
Income or expense is recognized on an effective interest basis for financial 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 the ‘Net Finance (Income) Expense’ line.
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(iii) Financial Assets at FVTPL
Financial assets that do not meet the criteria for being measured at amortized cost or FVTOCI are measured at
FVTPL. Specifically:
 Investments in equity instruments are classified at FVTPL, unless Energy Marketing designates an equity
investment that is neither held for trading nor a contingent consideration arising from a business
combination at FVTOCI on initial recognition.
 Debt instruments that do not meet the amortized cost criteria or the FVTOCI criteria are classified at FVTPL.
In addition, debt instruments that meet either the amortized cost criteria or the FVTOCI criteria may be
designated at FVTPL upon initial recognition if such designation eliminates or significantly reduces a
measurement or recognition inconsistency that would arise from measuring assets or liabilities or
recognising the gains and losses on them on different bases.
Energy Marketing has not designated any debt instruments at FVTPL nor does Energy Marketing hold any equity
investments classified at FVTPL.
Financial assets at FVTPL are measured at fair value at the end of each reporting period, with any fair value gains
or losses recognized in profit or loss to the extent they are not part of a designated hedging relationship. The net
gain or loss recognized in profit or loss includes any dividend or interest earned on the financial asset and is
included in the ‘Net Finance (Income) Expense’ line.
Financial Liabilities and Equity Instruments
(iv) 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 Energy Marketing manages together and has a recent actual pattern of short-term profittaking; 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 Energy Marketing'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 the
”Net Finance (Income) Expense” line.
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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 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 Energy Marketing to manage risk. Energy Marketing’s 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.
Energy Marketing 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 Energy Marketing
actually hedges and the quantity of the hedging instrument that the entity actually uses to hedge that quantity
of hedged item. Energy Marketing 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. Energy Marketing 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 Consolidated Statement of Profit and
Comprehensive Income for the period in the “Other (Income) Expense” line.
Amounts recognized in other comprehensive loss are transferred to the Statement of (Loss) Profit and
Comprehensive (Loss) Profit 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.
2.3.4 Derecognition of Financial Instruments
Energy Marketing 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 Energy Marketing 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 Energy Marketing 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.
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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. In addition, on
derecognition of an investment in a debt instrument classified as at FVTOCI, the cumulative gain or loss previously
accumulated in the fair value reserve is reclassified to profit or loss. In contrast, on derecognition of an investment in
an equity instrument which Energy Marketing has elected on initial recognition to measure at FVTOCI, the
cumulative gain or loss previously accumulated in the fair value reserve is not reclassified to profit or loss, but is
transferred to retained earnings.
Energy Marketing 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.

2.3.4 Impairment of Financial Assets
Energy Marketing 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.
Energy Marketing always recognizes lifetime expected credit losses (ECL) for trade and other receivables. The
expected credit losses on these financial assets are estimated based on Energy Marketing’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. Energy Marketing 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 class of financial assets that have been identified to
have low credit risk are cash and cash equivalents.
For all other financial instruments, Energy Marketing 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, Energy Marketing 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,
Energy Marketing 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, Energy Marketing 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. Forward-looking information considered includes the future prospects of the industries in which Energy
Marketing’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 Energy Marketing’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,
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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, Energy Marketing 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 Energy Marketing has reasonable and supportable information that demonstrates otherwise.
Energy Marketing 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. Energy Marketing 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.
Energy Marketing 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
Energy Marketing 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 Energy Marketing, in full. Irrespective of the outcome of the above
assessment, Energy Marketing considers that default has occurred when a financial asset is more than 90 days past
due unless Energy Marketing 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
Energy Marketing 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 Energy Marketing’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.
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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 Energy Marketing in accordance with the contract and all the cash flows that Energy Marketing 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 Energy Marketing 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, Energy Marketing measures the loss allowance at an amount equal to 12 month ECL at the current
reporting date.
Energy Marketing 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.

PROPERTY, PLANT AND EQUIPMENT
Computer Hardware
and Furniture

(thousands of Canadian dollars)

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

223
2
(5)
220
220

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

36
30
(1)
65
14
79

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

187
155
141
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4.

INTANGIBLE ASSETS
Computer
Software

(thousands of Canadian dollars)

5.

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

1,187
1,187
1,187

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

297
237
534
119
653

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

890
653
534

DEFERRED LIABILITY
The deferred liability represents Energy Marketing’s current liability related to its expected commitments for 2018
under the power purchase agreement (PPA) with Newfoundland and Labrador Hydro (Hydro). The PPA, which
became effective on October 1, 2015, allows Energy Marketing to purchase available Recapture energy from Hydro
for resale in export markets or through agreements with counterparties. Additionally, the PPA allows for the use of
Hydro’s transmission service rights by Energy Marketing to deliver electricity, through rights which are provided to
Hydro pursuant to a Transmission Service Agreement with Hydro-Québec dated April 1, 2009. The PPA can be
terminated by either party with notice provided 60 days prior to the intended termination date. At June 30, 2018,
Management assessed the anticipated term of the contract and determined no change in the accounting treatment
was required.
The deferred liability is amortized into income on a straight-line basis over the assumed 12 month term of the
contract. The components of change are as follows:
June 30 December 31
2018
2017
31,003
51,148
31,003
(15,501)
(51,148)
15,502
31,003

As at (thousands of Canadian dollars)

Deferred liability, beginning of period
Additions
Amortization
Derferred liability, end of period
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6.

ACCUMULATED OTHER COMPREHENSIVE INCOME
The components of, and changes in, accumulated other comprehensive income are as follows:
Items that will not be reclassified to profit or loss:
(thousands of Canadian dollars)

2018

2017

Employee future benefits
Balance at January 1
Net actuarial gain (loss) on defined benefit plans
Balance at June 30

(188)
(188)

(221)
(221)

2018

2017

(1,053)
757
296
-

(310)
498
83
271

Items that have been or may be reclassified to profit or loss:
(thousands of Canadian dollars)

Cash flow hedges
Balance at January 1
Fair value gains during the year
Amounts reclassified to profit or loss
Balance at June 30
7.

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

(thousands of Canadian dollars)

8.

Six months ended
2018
2017
25,000
-

Three months ended
2018
2017

Six months ended
2018
2017

TRANSMISSION AND MARKET FEES

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

Transmission rental
Market fees

9.

Three months ended
2018
2017
-

5,660
173
5,833

5,866
250
6,116

11,234
442
11,676

11,762
531
12,293

OPERATING COSTS
Three months ended
2018
2017

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

Salaries and benefits
Professional services
Cost recoveries
Travel and transportation
Maintenance and materials
Other operating costs

903
158
103
14
3
58
1,239
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803
296
62
31
6
92
1,290

Six months ended
2018
2017
1,794
352
199
22
12
127
2,506

1,622
509
181
53
25
161
2,551
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10.

OTHER EXPENSE

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

Realized loss on commodity swap settlements
Hedge ineffectiveness
Realized loss (gain) on foreign exchange forward contracts
Mark-to-market of open market positions
Financial transmission rights income and amortization
Realized foreign exchange (gain) loss
Unrealized foreign exchange (gain) loss
Net PPA loss
Other income
Other expense
(a)

Six months ended
2018
2017
346
(4)
(50)
83
(135)
4
(570)
(416)
25
(20)
(264)
403
6,912
353
(25)
(56)
6,239
347

Three months ended
2018
2017

Six months ended
2018
2017

Net changes in PPA fair value

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

PPA gains
Amortization of deferral
Mark-to-market of derivative
PPA losses
Mark-to-market of derivative
Settlement of realized profit
Net PPA loss

11.

Three months ended
2018
2017
263
(1)
(1)
59
109
(43)
(100)
(237)
(414)
(7)
(35)
(165)
369
3,211
2,089
(56)
3,080
1,961

(7,750)
1,104
(6,646)

(12,787)
(12,787)

(15,501)
(15,501)

(25,574)
(25,574)

18
9,839
9,857
3,211

5,028
9,848
14,876
2,089

18
22,395
22,413
6,912

6,596
19,331
25,927
353

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

11.1 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 below are not necessarily indicative of the amounts
that Energy Marketing might receive or incur in actual market transactions.
As some of Energy Marketing’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 Energy Marketing 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).
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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, Energy Marketing
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 period ended June 30, 2018 and
the year ended December 31, 2017.

Level

Carrying
Value

Fair
Value
June 30, 2018

2
3

39
9,134

39
9,134

224
31,330

224
31,330

2

11

11

1,384

1,384

(thousands of Canadian dollars)

Financial Assets
Derivative assets
Derivative assets
Financial liabilities
Derivative liabilities

Carrying
Fair
Value
Value
December 31, 2017

The fair values of cash, trade and other receivables and trade and other payables approximate their carrying values
due to their short-term maturity.
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 derivative instruments are valued based on
observable commodity future curves, broker quotes or other publicly available data. Level 2 fair values of other risk
management assets and liabilities are determined using observable inputs other than unadjusted quoted prices, such
as interest rate yield curves and currency rates.
Level 3 financial instruments include the PPA derivative with Hydro and financial transmission rights.
The PPA derivative represents the forecasted energy sales net of recapture power purchases, for the 2018 calendar
year. It does not include the value of transmission rights or other transportation and market related costs.
Financial transmission rights are purchased contracts used to mitigate risk associated with congestion in export
markets.
The following table summarizes quantitative information about the valuation techniques and unobservable inputs
used in the fair value measurement of Level 3 financial instruments as at June 30, 2018.

(thousands of Canadian dollars)

Derivative asset (Financial transmission
rights)
Derivative asset (Power purchase derivative
asset)

Carrying
Value
544

Valuation
Techniques
Modelled
pricing

8,590
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Modelled
pricing

Significant
Unobservable
Input(s)
Price, seasonality and
market factors
Volumes (MWh)

Range
-17% to -24%

11% to 28% of
available generation
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Methodologies for calculating the fair values of financial transmission rights are determined by using underlying
contractual data as well as observable and unobservable inputs. Fair value methodologies are reviewed by
Management on a quarterly basis to assess the reasonability of the assumptions made and models are adjusted as
necessary for significant expected changes in fair value due to changes in key inputs. As at June 30, 2018, the effect
of using reasonably possible alternative assumptions regarding the unobservable implied volatilities may have
resulted in $87,400 to $124,200 change in the carrying value of the financial transmission rights.
The derivative asset arising under the PPA is designated as a Level 3 instrument as related volumes are not readily
determinable to estimate a portion of the fair value of the derivative asset. Hence, fair value measurement of this
instrument is based upon a combination of internal and external pricing and volume estimates. As at June 30, 2018,
the effect of using reasonably possible alternative assumptions for volume inputs to valuation techniques may have
resulted in -$245,100 to +$1.2 million change in the carrying value of the power purchase derivative asset.
11.2 Risk Management
Energy Marketing is exposed to certain credit, liquidity and market price risks through its operating, financing and
investing activities. Financial risk is managed in accordance with a Board approved policy, which outlines the
objectives and strategies for the management of financial risk, including the use of derivative contracts. Permitted
financial risk management strategies are aimed at minimizing the volatility of Energy Marketing’s expected future
cash flows.
Liquidity Risk
Energy Marketing is is exposed to liquidity risk with respect to its contractual obligations and financial liabilities,
including any financial instruments used for hedging related to hedging activities. Liquidity risk management is aimed
at ensuring cash is available to meet those obligations as they become due.
Short-term liquidity is mainly provided through cash on hand, funds from operations, financial support from Energy
Marketing’s parent, Nalcor, and a $20.0 million demand operating credit facility with its bank. This credit facility,
which is unconditionally and irrevocably guaranteed by Nalcor, had no amounts outstanding as of June 30, 2018
(December 31, 2017 - $nil), however $3.5 million of the limit was used to issue 2 irrevocable letters of credit
(December 31, 2017 - $nil). In April 2018, an irrevocable letter of credit issued by Energy Marketing to a bilateral
counterparty was increased from $0.5 million to $3.0 million.
As at June 30, 2018, Nalcor, on behalf of Energy Marketing, has issued $8.0 million in letters of credit to various
independent system operators, transmission providers, and bilateral counterparties in relation to power purchase
and sale contracts. These letters of credit have automatic renewal clauses, unless cancelled with appropriate notice
by the issuer or beneficiary.
In December 2017, Nalcor, on behalf of Energy Marketing, issued an unconditional guarantee in the amount of $10.0
million, in order to guarantee amounts under a power purchase and sale contract with a bilateral counterparty.
Market Risk
In the course of carrying out its operating, financing and investing activities, Energy Marketing is exposed to possible
market price movements that could impact expected future cash flow and the carrying value of certain financial
assets and liabilities. Market price movements to which Energy Marketing has significant exposure include those
relating to foreign exchange rates, most notably USD/CAD, and current commodity prices, most notably the spot
prices for electricity. These exposures are addressed as part of the Financial Risk Management Strategy.
Energy Marketing participates in the day-ahead market of several independent system operators and enters into
fixed price transactions with bilateral counterparties. Changes in fair value associated with the difference between
the committed energy price and real time energy during the hour the energy physically flows are included in energy
sales on the Statement of (Loss) Profit and Comprehensive (Loss) Income. For the period ended June 30, 2018, $2.0
million in realized gains (June 30, 2017 - $2.4 million in realized gains) related to these fair value differences were
included in energy sales.
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Foreign Currency and Commodity Exposure
Energy Marketing’s primary exposure to both foreign exchange and commodity price risk arises from its USD
denominated electricity sales. Exposures to USD denominated electricity sales are addressed in accordance with the
Board-approved Financial Risk Management Policy. Tactics include the use of forward rate agreements and fixed
price commodity swaps, when high correlation exists between the hedged item and the hedging item.
For the period ended June 30, 2018, total energy sales denominated in USD were $20.1 million USD (June 30, 2017 $16.4 million USD). To mitigate foreign exchange risk and commodity price risk on these sales, Energy Marketing
used foreign currency forward contracts and fixed price commodity swaps, respectively.
As at June 30, 2018, Energy Marketing had no remaining foreign exchange hedge contracts, as they matured during
the quarter. As these contracts have all been designated as hedging instruments, changes in fair value have been
recorded in other comprehensive income. During 2018, $50,000 in realized gains from foreign exchange forward
contracts were included in other expense (income) (2017 - $83,000 in losses) and no unrealized gains (2017 $271,000 in unrealized gains) remain in other comprehensive income. As at June 30, 2018, the fair value of the
foreign exchange forward contract liability presented on the Statement of Financial Position was $nil (December 31,
2017 - $212,000 asset).
As at June 30, 2018 Energy Marketing had no remaining commodity price swaps, as they matured during the quarter.
During 2018, $0.4 million in realized losses (2017 - $nil) have been included in other expense (income) related to
these contracts and no unrealized gains (2017 - $nil) remain in other comprehensive income. As at June 30, 2018, the
fair value of the commodity price swap presented on the Statement of Financial Position was $nil (December 31,
2017 - $1.3 million liability).
During 2018, additional financial transmission rights with notional values of $0.7 million were purchased to mitigate
risk on congestion for the remainder of 2018 and a significant portion of 2019. As the rights have not been
designated as hedging instruments, changes in fair value have been recorded in other expense (income).

- 15 -

NALCOR ENERGY MARKETING CORPORATION
NOTES TO FINANCIAL STATEMENTS
The components of change impacting the carrying value of derivative assets and liabilities for the six months period
June 30, 2018 and 2017 are as follows:
Commodity and
Forward Contracts
Other Derivatives
Total
(thousands of Canadian dollars)
Level II
Level II
Level III
Level II
Level III
Balance at January 1, 2018
(1,053)
(107)
31,330
(1,160)
31,330
Purchases
738
738
(1,053)
(107)
32,068
(1,160)
32,068
Changes to profit (loss)
Amortization
(572)
(572)
Mark-to-market
135
33
135
33
Settlements
(22,395)
(22,395)
Total
135
(22,934)
135
(22,934)
Changes in other comprehensive income
Mark-to-market
757
757
Settlements realized in profit (loss)
296
296
Total
1,053
1,053
Balance at June 30, 2018
28
9,134
28
9,134
Balance at January 1, 2017
Purchases
Changes to profit (loss)
Amortization
Mark-to-market
Hedge ineffectiveness
Settlements
Total
Changes in other comprehensive income
Mark-to-market
Settlements realized in profit (loss)
Total
Balance at June 30, 2017

12.

(313)
(313)

26
26

51,867
1,019
52,886

(287)
(287)

51,867
1,019
52,886

4
4

(4)
(4)

(846)
(6,647)
(19,331)
(26,824)

(4)
4
-

(846)
(6,647)
(19,331)
(26,824)

498
83
581
272

22

26,062

498
83
581
294

26,062

RELATED PARTY TRANSACTIONS
Energy Marketing enters into various transactions with its shareholder and other affiliates. These transactions occur
within the normal course of operations and are measured at the exchange amount, which is the amount of
consideration agreed to by the related parties. Related parties with which Energy Marketing transacts are as follows:
Related Party
Nalcor
Newfoundland and Labrador Hydro (Hydro)

Relationship
100% shareholder of Energy Marketing
Wholly-owned subsidiary of Nalcor

(a) For the period ended June 30, 2018, Energy Marketing was charged $10.0 million (2017 - $9.8 million) for the
use of firm transmission rights and $3.2 million (2017 - $1.5 million) for purchased power by Hydro, as agreed
upon in the PPA between Energy Marketing and Hydro.
(b) As at June 30, 2018, Energy Marketing has a payable to Hydro of $4.2 million (December 31, 2017 - $3.5 million)
primarily related to intercompany transmission rental and purchased power.
(c) As at June 30, 2018, Energy Marketing has a payable to Nalcor of $102,500 (December 31, 2017 - $19.8 million
receivable).
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(d) During the period, Energy Marketing paid dividends of $25.0 million (June 30, 2017 – $nil) to Nalcor.

13.

COMMITMENTS AND CONTINGENCIES
Energy Marketing 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 Energy Marketing’s exposure to such
claims and litigation, to the extent not covered by insurance policies or otherwise provided for, is not expected to
materially affect the financial position of Energy Marketing.

14.

SUPPLEMENTARY CASH FLOW INFORMATION
Three months ended
2018
2017
(456)
(708)
102
160
647
(1,635)
293
(2,183)

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
Operating activities
Investing activities

293
293
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(2,182)
(1)
(2,183)

Six months ended
2018
2017
20,668
(108)
201
361
849
991
21,718
1,244
21,718
21,718

1,245
(1)
1,244

