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a) Provide a detailed explanation of Hydro’s budgeting process.

b) Provide any guidelines issued to staff regarding the development of annual budgets.

a) The budget process begins with the request for updates of all major assumptions:

The forecast reflects a combination of direct input from the Industrial customers
and Newfoundland and Labrador Hydro’s (“Hydro”) Utility customer, Newfoundland
Power Inc. (“Newfoundland Power”), as well as Hydro’s internal load forecasts for
Newfoundland Power and the Rural Interconnected and Isolated systems. The
model produces the generation requirements, including power purchase

agreements and firm contractual commitments, to meet forecasted demand.

Capital budgets are submitted to the Hydro Board of Directors and the Board of

Commissioners of Public Utilities for approval.

The capital asset amortization budget is prepared based on capital asset additions

and projected in-service dates for construction projects in progress.

Depreciation and accretion expenses associated with asset retirement obligations

are estimated based on the timing of the settlement of the obligation.

Long-term debt-related payments are forecasted based on debt repayment

schedules.

Operating expenses are estimated based on the labour forecast and costs

associated with maintenance and operational activity.

The major operating cost components are derived using a zero-based budgeting
approach, including, but not limited to, salaries and benefits, professional services
and system equipment and maintenance costs. Operating costs that are expected to

be consistent in normal year-to-year operations are derived using a historical
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b)

average reflecting Hydro’s recent experience and expected pattern for the coming

period.

e Operating costs are prepared by business unit and reviewed and approved by the

Vice President of each area.

e Once the operating costs are approved by the respective Vice President, they are

submitted as part of Hydro’s total budget submission.

e All elements are consolidated and create a forecasted income statement by line of

business.

e The budgeted income statement and detailed operating costs are then presented to

the applicable Vice President for approval.

e The budgets for each line of business are then consolidated and reviewed in detail

with all Vice Presidents and CEO.

e Final review and approval is provided by the Hydro Board of Directors.

The operating costs for the test year were prepared during the 2025 Budget Cycle, where a
three-year budget estimate was completed for 2025, 2026 and 2027 Test Year, which is not
part of the typical budget process. During the 2026 budget process, Hydro updated
operating costs for targeted and known changes, including proposals in the 2026 General
Rate Application. All other items were updated during the 2026 budget cycle using the latest
load forecast and production plan and finalized in early 2026. This also included updated

depreciation and borrowing costs.

The approach and assumptions issued during the 2025 and 2026 budget cycles are attached
as PUB-NLH-010, Attachment 1 and PUB-NLH-010, Attachment 2, respectively.
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