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Requests for Information NP 2010 GRA

Q. Please provide the accounting standard used to determine the discount rate used in
respect of calculations of the accrued value of the OPEB obligation.

A. The determination of the discount rate used in respect of calculations of the accrued value
of the OPEB obligation is described in Section 3461.050-055 of the CICA Handbook and
is provided as Attachment A to this response.

Newfoundland Power Inc. — 2010 General Rate Application Page 1 of 1



CA-NP-314
Attachment A
Requests for Information NP 2010 GRA

Excerpt from the CICA Handbook
Section 3461.050-055

Newfoundland Power - 2010 General Rate Application



Knotia - CICA Standards & Guidance Collection Page 1 of 74

M docounting Handhnok
¥ ponounting Standards
e Soeeific tems {Sections 3068 — 38707
451 - Employas Futurs Benefiis

SPECIFIC ITEMS
SECTION 3461
employee future benefits

Additional |
| Resources |

TABLE OF CONTENTS Paragraph
Purpose .001
Ohisctive and basic principlas .002-.004
Scops .005-.008
refinitions .009

Defined contribution plans comparsd o defined benefit .010-.013
pians

Diefined contribulion plans .014-.023
Current service cost .016-.017
Interast cost on contributions 018
Past servics costs .019-.021
Intzrest income on plan surpius .022-.023

Defined benefit plans .024-.134
Dafinitions .024
Iniroduction .025-.028
Recogaition .029-.033
Measuramant .034-.065

Actuarnal valuaton mathoed .034-.037
Attripution .038-.041
Atribution method .042-.043

Measurement dats of lan assets and accorded banefit .044
ohilgation

Measuremeaent of cost for empoyees future benefity .045-.046

Avtuarial assumptions .047-.049

http://www.knotia.ca/Knowledge/View/Document.ctm ?printfriendly=2&kType=1&linkTy... 11/5/2005



Knotia - CICA Standards & Guidance Collection

Disoount rate

Future changes in compensation levels, benafits and

coat sharing
Madical costs
Plan assats
Betermination of cost for the perind
Componants of cost for the period
Current serviog Cost
Interest cost on accrued benafit obligation
Expectad rerurn on plan asseis
Past sarvice costs
Actuarial gains and ioszes
Tamporary deviation from the benefit plan
Entities with two or mors pians
Lirsit on the carrvieg amount of an accruad benafit agset

Settioments, insurance contracts and arrangements, and
surtaiiments

Definitions

Settismants compared o surtaiimenis

Settisments

insurance contracts and arrangemants

Curtailments

Helationabip between settaments and curiallments
Terminstion banefits

Discontinuad operations and dispoesai of & portion of g
business ssgment

Multismapioyer and muliipls-ampiover benafiy plans
Disciosure
{zeneral
Crefined contribuiion pians
Dafined benefit plans
pultiemployer plans
Special mrmination benefits
Transitional provigionsg
Glossary of defined terms
Dlustrative saxampiss
PURPOSE

.001  This Section establishes standards for the recognition, measurement, and
disclosure of the cost of employee future benefits. It requires an entity to
recognize the cost of retirement benefits and certain post-employment
benefits over the periods in which employees render services to the entity
in return for the benefits. Other post-employment benefits are recognized

when the event that obligates the entity occurs.
OBJECTIVE AND BASIC PRINCIPLES

.002  The objective of accounting for the cost of employee future benefits is to
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plan will continue in effect in the absence of evidence that it will not continue.

Discount rate

.050 + For a defined benefit plan, the discount rate used to determine the
accrued benefit obligation should be an interest rate determined by
reference to:

(8) market interest rates at the measurement date on high-quality debt
instruments with cash flows that match the timing and amount of
expected benefit payments; or

(b) the interest rate inherent in the amount at which the accrued benefit
obligation could be settled. [JAN. 2000]

.051  The objective of selecting a discount rate is to measure the single amount
that, if invested at the measurement date in a portfolio of high-quality debt
instruments, would provide the necessary pre-tax cash flows to pay the
accrued benefits when due. For example, the current market value of a
portfolio of high-quality zero coupon bonds acquired to pay the cost of
benefits, when due, equals the amount of the actuarial present value of the
benefits because cash inflows equal cash outflows in timing and amount.
There is no reinvestment risk in the yields to maturity of the portfolio.
However, in other than a zero coupon portfolio, such as a portfolio of long-
term debt instruments that pay interest semi-annually or have maturities
that do not extend far enough into the future to meet expected benefit
payments, the discount rate (the yield to maturity) needs to incorporate
reinvestment rates expected to be available in the future. Those
reinvestment rates are extrapolated from the existing yield curve at the
measurement date.

.052  When rates on high-quality corporate bonds are available, they are used
to determine the discount rate. When the maturities of corporate bonds do
not extend far enough into the future to match the cash flows inherent in
the accrued benefit obligation, the rates on government bonds are used to
determine the discount rate for the expected benefit payments that are
farther into the future than the corporate bond maturities.

.053 The discount rate reflects the estimated timing of benefit payments. When
some benefits are payable after the maturity of all available corporate or
government bonds, the present value of that portion of the benefits is
unlikely to vary significantly as a result of the selected discount rate. For
that portion of the benefits, an entity may use a discount rate based on the
yield of the last maturing corporate or government bond available.

.054  The discount rate is re-evaluated at each measurement date. When long-
term interest rates rise or decline, the discount rate changes in a similar
manner,

.055 Immediate settlement of an accrued benefit obligation may be possible
through, for example, the purchase of an insurance contract, such as an
annuity contract, that transfers the significant risks associated with the
accrued benefit obligation to a third-party insurer. In such circumstances,
the interest rate inherent in the amount at which the accrued benefit
obligation could be settled may be used in determining the discount rate.
Future changes in compensation levels, benefits and cost sharing

.056 + For a defined benefit plan, the accrued benefit obligation should be
measured on a basis that takes account of:

(a) future compensation levels;
(b) expected changes in benefits defined in monetary terms;

(c) automatic benefit changes specified by the plan that are expected to
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