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CA-NP-323

Requests for Information NP 2008 GRA

Q.

With reference to CA-NP-25, p. 1 of 2, please fully describe how the decision was
reached to proceed with the 2005 ERP which is described as "'a significant
contribution to labour cost stability since 2003."" Without limiting the generality of
the foregoing, please fully describe how management at NP concluded that NP
could adequately function with significantly less employees.

In planning the 2005 early retirement program (the “2005 ERP’’), management at
Newfoundland Power reviewed the appropriate cost and operating data and used its
experience to assess both the operating implications across its service territory and
overall cost impacts of the proposed offering.

Given the magnitude of the proposed offering (131 employees would be eligible to
participate), potential service delivery and associated staffing implications for many of
the Company’s 23 operational locations were specifically considered.

The potential costs associated with the proposed offering also were assessed particularly
in light of the voluntary nature of the proposed offering. In addition, an appropriate
regulatory accounting treatment for the costs and benefits of the 2005 ERP was assessed.

The overall result of Newfoundland Power’s management assessment was the
conclusions that (i) reasonable service levels could be maintained following the offering
of the 2005 ERP and (ii) the 2005 ERP would yield sustainable long-term cost
reductions.

In advance of offering the 2005 ERP, the Company made an application to the Board for
approval of the expensing and funding of the associated costs.

Attachment A is a copy of Newfoundland Power’s November 5, 2004 Application for
Approval of the Expensing and Funding of Costs Associated with the 2005 ERP. *

The assessment and execution effort, which was extensive, took months.
Please refer to the response to CA-NP-324 for further information on how Newfoundland

Power generally views the relationship between costs (including labour costs) and service
and specific detail associated with the 2005 ERP.

! The robustness of the Company’s participation assumptions were the subject matter of Board staff requests for

information on this Application. Attachment B contains copies of the Board staff requests for information.
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Application for Approval of the Expensing and Funding
of Costs Associated with a Proposed Voluntary
Early Retirement Program

November 5, 2004
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Newfoundland Power Inc.

NEWFUUNDMND ""“—"j::_

55 Kenmount Road

PO Box 8910
A FORTIS COMPANY St. John's, Newfoundland
A1B 3P6
Business: (709) 737-5600
Facsimile: {709) 737-2974
www.rewfoundlandpower.com

DELIVERED BY HAND

November 5, 2004

Board of Commissioners
of Public Utilities
P.O. Box 21040
120 Torbay Road
St. John's; Newfoundland AlA 5B2 i

Attention: ' Ms Choryl Blundon _ _
: - Director of Corporate Services
-and Board Secretary

* Ladies and Gentlemen:

Re:  Application for Approval of the Expensing and Funding of Costs Associated
*.with a Proposed Voluntary Early Retlrement Program (the “2005 Retirement
Program”) _

Please find enclosed fifteen (15) copies of an application (the “Application”) for approval of the
expensing and funding of the pension costs, and the expensing of tho retirement allowances,
associated with the 2005 Retirement Program

Description of the Application

The 2005 Retirement Program is described under A. Background in the Application.

In the Application, Newfoundland Power seeks the Board’s approval for (i) the funding and
expensing of the pension costs associated with the 2005 Retirement Program over a period of ten
years commencing in 2005 (the “Ten-Year Amortization Methodology) and (ii) the expensing

of the retirement allowances associated with the 2005 Retirement Program over a period of 24
months commencing in 2005 (the “T'wenty-Four Month Amortization Methodology™).
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Board of Commissioners
of Public Utilities

November 5, 2004
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Schedule A to the Application is a net present value (“NPV”) analysis of the pro-forma costs and
benefits' of the 2005 Retirement Program.

Scheduie B to the Application illustrates the pro-forma pension expense and funding requirements
associated with the 2005 Retirement Program. It is the Ten-Year Amortization Methodology, and
not the pro-forma amounts shown in Schedule B, for which Newfoundland Power is seeking Board
approval. Actual amounts will vary from the pro-forma amounts shown in Schedule B depending
upon which employees decide to participate in the 2005 Retirement Program. '

Schedule C to the Application illustrates the Twenty-Four Month Amortization Methodology. The
purpose of the Twenty-Four Month Amortization Methodology is to smooth, on an after-tax basis,

- the cost impacts of the retirement allowances associated with.the 2005 Retirement'Program Itis
the Twenty-Four Month Amortization Methodology, and not the pro-forma amounts shown in -
Schedule C, for which Newfoundland Power is seeking approval. Actual amounts will vary from
the pro-forma amounts shown in Schedule C depending upon which employees dec1de to
parﬁclpate in the 2005 Retlrement Pro gram. :

Schedule D to the Apphc:amon illustrates the pro-forma effect of the Ten-Year Amortlzatlon ,
Methodology on Newfoundland Power’s deferred pension asset which is included in its rate base.

Schedule E tothe Application is a letter from Emst & Young LLP, Newfoundland Power’s
auditors, confirming the accounting rules associated with the 2005 Retirement Program.

At this juncture, Newfoundland Power seeks only approval of accounting methodologies. _
Newfoundland Power is not seeking the Board’s approval of the prudency of the 2005 =
Retirement Program. A prudency review can only reasonably be undertaken once the costs of the
2005 Retirement Program are known. Newfoundland Power expects such a review to be-
undertaken at its next general rate proceeding,.

Pro-Forma Costs and Benefits of the 2005 Refirement Program

The 2005 Retirement Program is estimated to cost approximately $9.7 million on a pro-forma-
basis.

! The pro-forma costs and benefits described in the Application are based upon (i) employee eligibility to participate
in the 2005 Retirement Program being established as of December 31, 2004, (ii) retirement in April, 2005 for
participants in the 2005 Retirement Program and, (iii) approximately 57% of eligible employees (75/131) elecling
to participate in the 2005 Retirement Program and replacement of approximately 30% (23/75) of those
participants.
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The present value of the benefits of the 2005 Retirement Program in excess of costs is $13.6
million on a pro-forma basis over 10 years.

Based upon the Ten-Year Amortization and Twenty-Four Month Amortization Methodologies
proposed in the Application, costs associated with the 2005 Retirement Program will cause
Newfoundland Power’s pre-tax 2003 operating costs to increase by approximately $600,000 (net
of sa.lary savmgs) on a pro- forma basis.

O_ver the past 10 years or so, Newfoundland Power has implemented. a series of voluntary early _
retirement programs to ensure least-cost management. The 2005 Retirement Program represents
the latest installmerit of an ongomg effort by Newfoundland Power to achieve serwca cxcellence
at lcast cost. : : -

Justzﬁcatwn for, and .T unmg of, Approvals Sought

| The pnnmpal _]llStlfICatlon for the approvais sought in the Application is that they will enable
.implementation of the 2005 Retirement Program. The 2005 Retirement Program is clearly
consistent with the least cost management and operations of Newfoundland Power.

If Newfoundland Power was to recognize fully in 2005 the total costs associated with the 2005

" Retirement Program in accordance with Canadian generally accepted accounting principles
(“GAAP”), then it would not have the opportunity to earn a just and reasonable return in 2005.
Accordingly, Newfoundland Power’s implementation of the 2005 Retirernent Program is
dependent upon it receiving a Board order which would allow it to recogrize the resultant costs
in a manner other than that normally required by GAAP.

Newfoundland Power’s proposed treatment of costs associated w'ith‘the 2005 Retirement
Program is consistent previous approvals by the Board for Newfoundland Power’s larger
retirement programs.

The average age of the employees who are expected to be eligible to participate in the 2005
Retirement Program is 54.3 years. The ten-year timeframe therefore approximately reflects the
remaining time to ordinary retirement for the eligible employees. This tends to provide a
reasonable matching of the costs and benefits of the 2005 Retirement Program.

Accounting approval is being sought in advance of implementation to ensure that Newfoundland
Power would not be required to recognize the total costs of the 2005 Retirement Program in 2005.
In the absence of a Board order approving an alternate accounting treatment, GAAP would require
Newfoundland Power to expense all of the costs of the 2005 Retirement Program in 2005.
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In the circumstances, Newfoundland Power submits that the proposed accounting treatment for
the costs of the 2005 Retirement Program as set out in the Application is reasonable and prudent.
We trust that the above and enclosed are in order.

Yours very truly,

Peter Alteen _ _ _
- Vice President, Regulatory Affairs.
. & General Counsel . =

" Enclosures

T
5%

:’\i@l Joiit us in the fight against cancer,

Telephone: (702} 737-3853 Email: palteen@newfoundlandpower. com Fax: (709) 737-2874



IN THE MATTER OF the
Public Utilities Act, R.S.N.
1990, Chapter P-47 (the “Act”); and

IN THE MATTER OF an Application
by Newfoundland Power Inc. pursuant
to section 58 of the Act for the approval
of a variation from generally accepted
accounting principles concerning the
amortization of costs associated with a
proposed early retirement program.

TO: The Board of Cbmmissione_rs of Public Utilities (the “Board™)

A

L

o THE A;I_’JPLICATION OF Newfoundland Power Inc. (“Neﬁvfound_land Power”) SAYS THA_T:
| :Backgrom'_i.d:i B | | o

' Ne_wfo_ﬁndlan_d Power is a corpbratioﬁ organized and existing under the laws of the
. Province of Newfoundland and Labrador, is a public utility within the meaning of the Act

and is subject to the provisions of the Electrical Power Control Act, 1994.

‘Newfoundland Power proposes to offer an enhanced early retirement program to those of

its employees who will be either (1) 50 years of age or older and have a minimum of 30
years of service or (ii) 55 years of age or older and have an age and service combination
of 85 years (the “2005 Retirement Program™). It is proposed that employees who wish to
participate in the 2005 Retirement Program will be required, in early 2003, to indicate
their desire to do so. ' ' . '

It is expected that 131 employees of Newfoundland Power will be eligible to participate
on a voluntary basis in the 2005 Retirement Program. The average age of these
employees is 54.3 years.

Newfoundland Power estimates that the total costs of the 2005 Retirement Program will
be approximately $9.7 million (pre-tax), which is composed of the following amounts:

(a)  approximately $8.1 million in aggregate pension costs created in Newfoundland
' Power’s defined benefit retirement income plan (the “Plan”) as a result of the
2005 Retirement Program; and

(b)  approximately $1.6 million in aggregate retirement allowances offered as part of
the 2005 Retirement Program.

Newfoundland Power proposes to implement the 2005 Retirement Program to ensure that
the continued management and operation of its facilities results in power being delivered
to consumers in the province of Newfoundland and Labrador at the lowest possible cost
consistent with reliable service as required by section 3(b)(iii) of the Electrical Power
Control Act, 1994.
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Newfoundland Power Proposal:

Canadian generally accepted accounting principles (“GAAP”) require Newfoundland
Power to recognize the total costs associated with the 2005 Retirement Program at the
time employees who elect to participate in the 2005 Retirement Program indicate their
desire to so participate.

If Newfoundland Power were to recognize fully in 2005 the total costs associated with
the 2005 Retirement Program, then it would not have the opportunity to earn a just and
reasonable return in 2005, as provided by section 80(1) of the Act.

The net present value of the 2005 Retirement Program is estimated by N ewfoundland
Power to be approximately $13.6 million over a ten-year period.

| Schedule A to the Apphcanon contains, on a pro-forma basis, the details of the net
N present value of: the 2005 Retirement Program : .

. .Newfoundland Power proposes that the aggregate pension costs created in the Plan asa |
- result of the 2005 Retirement Program be amortlzed and funded over a ten—year perlod
and more specuﬁca]ly, by:

| (a) . charging pension expense assomated with the 2005 Retlrement Program to

operations based on a ten-year amortization period, commencing upon
implementation in 2005; and

(b)  funding the pension liability associated with a 2005 Retirement Program overa
‘ten-year amortization period, commencing upon implementation in 2005.

Schedule B to this Application contains details, on a pro-forma basis, of the proj_::osed
ten-year amortization of the aggregate pension costs associated with the 2005 Retirement
Program (collectively, the “Ten-Year Amortization Methodology™). :

Newfoundland Power also proposes that the aggregate retirement allowances be charged
to operating account over a period of 24 months commencing in the month during which
the retirement allowances are paid (the “Twenty-Four Month Amortization
Methodology™).

Schedule C to the Application illustrates, under the Twenty-Four Month Amortization
Methodology, on a pro-forma basis, the proposed amortization of retirement allowances
associated with the 2005 Retirement Program.

Justification of Newfoundland Power Proposal:

Newfoundland Power’s implementation of the 2005 Retirement Program is dependent
upon Newfoundland Power recognizing the costs associated with the 2005 Retirement
Program in a manner other than that normally required by GAAP as set out in
paragraph 6 of this Application.
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14

- 15,

16.

The Ten-Year Amortization Methodology results in the net benefits associated with the
2005 Retirement Program being amortized over a timeframe which is approximately
equivalent to the average remaining service life of those employees of Newfoundland
Power who will be eligible to participate in the 2005 Retirement Program as set out in
paragraph 3 of this Application.

The approval of the Ten-Year Amortization Methodology and the Twenty-Four Month
Amortization Methodology, will permit:

(a) the continued management and operation of Newfoundland Power’s facilities
‘consistent with section 3(b) (iii) of the Electrical Power Control Act, 1994; and

- (b) the opportunity for Newfoundland Power to earn a just and reasonable return in

2005 consistent w1th section 80 (1) of the Act _

_The approval of the Ten—Year Amortization Methodology and the Twenty—Four Month -

Amortization Methodology by the Board is consistent with past approvals of the Board

- relating to major retlrement 1mt1at1ves of Newfoundland Power

The approval of the Ten-Year Amontlzanon Methodology 18 expected to result ina

reduction in Newfoundland Power’s deferred pension asset, over the tén-year period.

Schedule D to this Application indicates, on a pro-forma baeis, the effects of the Ten-
Year Amortization Methodology upon Newfoundland Power’s deferred pension asset.

Timing of Application and Future Review:

The approval of the Ten-Year Amortization Methodology and the Twenty-Four Month
Amortization Methodology is being sought in advance of the implementation of the 2005
Retirement Program because current financial reporting standards effectively require
Newfoundland Power to recognize the costs associated with the 2005 Retirement
Program either:

- (a)  in accordance with what is normally considered to be GAAP, as set out in

paragraph 6 of this Application; or

(b)  in accordance with an Order of the Board.

Schedule E to this Application is a letter from Ernst & Youn g LLP, Newfoundland Power’s
auditors, which outlines the accounting rules relating to the costs associated with the 2005
Retirement Program.
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18.

19,

20.

This Application seeks the Board’s approval of the Ten-Year Amortization Methodology
and the Twenty-Four Month Amortization Methodology for costs associated with the
2005 Retirement Program. This approval is necessary because these amortization
methodologies constitute a variation by Newfoundland Power from what is normatly
considered to be GAAP.

‘This Application does not seek approval of the 2005 Retirement Program itself. As
actual costs of the 2005 Retirement Program will differ from the estimated costs reflected
in this Application, the prudence of the 2005 Retirement Program as implemented is
expected to be subject to full public review before the Board at Newfoundland Power’s
next general rate application.

Order Requested

' _'N ewfoundland Power requests the Board make an Order approving the Ten-Year
Amortization Methodology and the Twenty-Four Month Amortization Methodology for

costs associated with the 2005 Retirement Program, all as set out in this Application.

Communications:

Communications with respect to this Application should be forwarded to the attention of
Peter Alteen and Gerard Hayes, Counsel to Newfoundland Power.

| DATED at St John’s Newfoundland and Labrador, this 5 day of Novemher, 2004.

NEWFOUNDLAND POWER INC.

@w £on—

Peter Alteen and Gerard Hayes
Newfoundland Power Inc.
P.O. Box 8910
55 Kenmount Road

" St. John’s, Newfoundland
AlB 3P6

Telephone: (709) 737-5859
Telecopier: (709) 737-2974



IN THE MATTER OF the
Public Utilities Act, R.S.N.
1990, Chapter P-47 (the “Act”™); and

IN THE MATTER OF an Application
by Newfoundland Power Inc. pursuant
to section 58 of the Act for the approval
of a variation from generally accepted
accounting principles concerning the
amortization of costs associated with a
proposed early retirement prograr.

AFFIDAVIT

I, LISEI. A Hutchens, of St J ohn’s in the Provmce of Newfoundland and Labrador malce oath and R R

say as follows

1. . ThatTam Vice-President, Finance and Chief Financial Officer of Newfoundland

Power Inc. .

2. To thé best of my knowledge, information and beljef, all matters, facts and things set
* ‘out in this Applidation are true.

SWORN to before me at St. John's
in the Province of Newfoundland and Labrador
this 5 day of November 2004,

before me:

VM&”\

Barrister y[ﬁ’éa A Iflufcheﬁs




Newfonndiand Power Inc.

Net Present Vatue of the 2005 Encly Reﬁremﬁnl Program ‘
Pension Costs Funded Over 10 Years
Retirement Allownanees Funded in 20105

Pro-Farma
TOTAL COSTS TOTAL BENEFITS
Pension Fonding Net ' : Tax Deductinns Opemting Total Current Net Alter Tax
Retirement Specinl Current Fax Tax Afler Tax Reduction In Soleries ucc ucc oo CCA Expense = CCA/Expense Tax Afier Tax Cash Inflow
Yeur Allowanee Fundiap Service Deductions Savings Caost Capital Operting -~ Opening Reductions - End Of Year - Reduction Reduction Reducton Increnac Benelit (Outflow)
A B c D E F G H I ) K L M N o P Q
2005' (1,580,635) (797,0006) 333,276  (2,053,450) 741,706 (1311,744)] 1,219,554 1,225,167 - 1,219,554 1,148,698 - 70,856 1,225,167 1,296,023 {468,124) 1,976,397 G6id,854
2006 - (1,062,787} 466,630 (96,157) 215332 . (380825 1626072 1,633,556 L8698 1,626,072 2,546,817 237,953 1,633,356 1,361,509 (672,377) 2,587,251 2,106,426
2007 - (LO62,787) 497,740 {565,047) 204,005 (360,952)) L626072 1,633,336 2,546,817 1626072 - 3,782,474 390,415 - 1,633,556 2,023,971 {731,058) 2,528,570 2,167,618
2008 - (1.062,787} 530,841 {531.946) 192,139 {339,807 1626072 1,633,556 3,782.474 1,626,072 4,874,548 533,998 1,633,356 2,167,554 {782,921) 2,476,707 2,136,900
2009 - (1,062,787) 566,059 (496,729)  1794LE 317,010  L,626072 1,633,556 4874548 1,626,072 5,839,723 660,897 1,633,556 2,204,453 (828,756) 2,430,872 2,113,561
2010 - (1,062,787} 604,524 (459,263) 165,886 {253,377 1626072 1,633,556 5,835,723 1,624,072 6,502,144 LERiL 1,633,556 2,406,606 {B69,266) 2,399,352 2,096,985
2011 - ({1,062,707) 643,377 (419450 151,491 (267,919)) "1,626072 1,633,536 6,602,744 1,626,072 7,446,645 872,172 1,633,356 2,505,728 {D05,069) 2,354,559 2,086,540
012 - (1,062,187} 645,767 {377,020) 136,180 (240,841)] 1626072 1,633,556 7,446,645 1,626,072 B,112,042 250,975 1,633,556 2,593,331 {93611) 2,322917 2,082,076
2013 - (L062,787y 730,851 {331.935) 119,895 {212,040 1,626092 1,633,536 8,112,042 1626072  BI0D1BI5 1,037,199 1,633,556 2,670,754 (964,677) 2,294,951 2,082,911
2014 - (1.052,787) 178,799 {283,988) 102,577 (181412} 1,626,072 1,633,556 8,708,813 1,626,072 0,322,262 1,145,625 1,633,536 2,739,182 (989,393) 2,270,236 2,088,824
2015* - (265,697) 197,742 (67,855) 24,543 {43,410} 406,518 408,389 0,222.262 406,518 B,533,534 1,005,246 408,389 1,503,634 (543,113) 271,794 228305
CCA End Elfects 5,600,755 . 5,690,755 {2,055,501) {2,055,501) (2,055,501)
MNPV ut a Discavnl Rate of 7035, £ (3,281,995} 16,914,560 | § 13,632,565

Motes:

A i5 the retirement aljowances which nre based on 20 weeks solary for retiring employees,

B is the actunrinlly determfned funding requirements far the linhility created by the 2003 enrly retirement progmm .

C is the reduztion in current seevice funding requircments nigribntable ta the 2005 early retirement program,

D iy the tox deduetion claimed o8 o result of the pension funding and retirement aljowances, D = A+B+C.
E is D muliiplied by the tnx rate {ahsolute value), The income tox rate used is the statutory rale of 36.12%.

F {s the net ofier-tax cost of the 2005 enrly retirement program. F=D + E.

@ and H reflect the aflocation of savings in enlasies/pansicn costs 1o capital and operting, The alloestion of salaries is bozed on en analysis of the tnpimlfupemﬂng splils for ench mﬂlwdun] retires,
L is Lhe cumulative reduction in undeprecisted capitol cost (UCC) balnnce ot the end of the previous year,

T i5 the reduction in UCC during the current your 25 o eesult of the capital reduction shewn In 0.
K i5 the cumutntive redusction in the UCC balance at the end of the yzar. X=I1+J-L.

L is the reduction in the curment year CCA clnim cowsed by the cumulntive UCC reduction. 1 is based on an inu-zmcnlu! CCA role of appraximotely 11.627% wuh npp[lr:uliou ofthe CCA ali-year rule,

Itiscaloulmed ns L=({ x 11.62% )+ (] x 11.62% x 0.5)) x-1
M is the reduction in opemling expenses shown in H.
N {5 the 11l CCA nod cpernting expense reduction. M =L + M.

O s the tntal iocrense in inceme tox enused by the reduction in tax d:x!unuhlc operating expenses and CCA, O=N x 36,12% x -1,

P io the net after-tnx benefit of the 2(K} early retirement propma, P =G+ H+ 0.
Q is the net sfter tox cosh bopact of the 2005 early relirement propmm. Q=P+ F,

' Ninz months, April through December 2005,
 Three months, Jonvary through March 2015,

130 1 28eg
V a[npatpg
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Newfoundland Power Inc.

2005 Early Retirement Program
10 Year Amortization Schedule

Pro-Forma

- Year - Pension Expense’  Pension Funding’

2005 $1,206,656 $ 797,090

2006 | C 1_,585,978 1,062,787
2007 1,554,503 1,062,787
2008 - 1s21431 o 1,062,787

2009 1486433 1,062,787 - o

2010 1449351 1,062,787

2011 1411465 1,062,787

2012 1,372,193 1,062,787

2013 | 1,331,132 1,062,787

2014 1288203 1,062,787

2015 319,338 265,697

Represents the 10 year pro-forma increase in pension expen'se attributable to the 2003 early
retirement program before the reduction in current service costs attributable to the program.

Represents the actuarially determined 10 year pro-forma funding requirements for the
2005 early retirement program before the reduction in current service funding
attributable to the program. These funding amounts have an actuarially determined
net present value of approximately $8.1 million.
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Newfoundland Power Inc.

2005 Early Retirement Program
Retirement Allowances
Twenty-Four Month Amortization Schedule
Pro-Forma

Twenty-Four Month Amortization Methodology

To amortize the effective impacts of the payment of retirement allowances associated with the

2005 early retirement program over a multi-year period, the retirement allowances should be -

considered on a tax-effected basis. This reflects the fact that all retirement allowances are tax

~deductible in the year of payment. This Schedule describes the methodology by which

g ';Newloundland Power proposes to amortize the retuernent allowances assoclated with the 2005
early retirement pro gram over 24 months ' : :

A, Calculatlon of Mouthly Amortlzatlon A.mount

Total Retlrement Allowances : : ' $1.589,635.

Tax Effects (@ 36.12%) . 574.176
After-tax Retirement Allowances _ $1,015,459
Monthly Amortization Auibuntl' _ $ 42,311
B. Allocation of Retirement Allowances
2005 2006 2007 Total

9 Months 12 Months 3 Monihs 24 Months -

After-tax Retirement Allowances” $380,797 $507,729  $126,933  $1,015,459
Tax Effects’® 574.176 - - 574,176

Total Retirement Allowances _ :
Charged to Operating Account’ $954.,973 $507,729 $126,933  $1,589,635

Represents, on an after-tax basis, the amount of retirement allowances to be effectively charged to
operating account each menth ($1,015,459 + 24).

(X

Represents, on an after-tax basis, the total amount of retirement allowances effectively allocated to each
year (mumber of months multiplied by $42,311).

3 1In accordance with tax legislation, the income tax impact associated with the retirement allowances is
recognized in the year during which taxes are paid, which will be 2005. Accordingly, for expense
recognition in 2003, an amount equal to the tax effects of the total retirement allowances is allocated to 2005.

Represents the amount of retirement allowances charged to operating account in each year.
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2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
Total

Newfoundland Power Inc. '

2005 Early Retirement Program
Impact on Deferred Pension Asset

Pro-Forma
Pension Expense Pension F_undihg .
Program Current Net s Special Current Net Decrease in Deferred
Expense’ Service’ Expense” - Funding® - L Service’ o Funding® Pension Asset’
$ 1,206,656 $(262,436) $ 944,220 . $ 797,090 $ (333 276)‘ .' $ 463,814 $ (480,406)
1,585,978 (369,806) 1,216,172 1,062,787 (466,630) 596,157 (620,015)
1,554,503 (397,734) 1,156,769 1,062,787 . (497,740} © 565,047 (591,722)
1,521,431 (427,633) 1,093,798 1,062,787 (530,841) 531,946 (561,852)
1,486,433 (459,637) 1,026,796 1,062,787 (566,059) 496,728 (530,068)
1,449,351 (493,891) 955,460 1,062,787 (603,524} 459,263 (496,197)
1,411,465 (530,546) 880,919 1,062,787 (643,377) ' 419410 - (461,509)
1,372,193 (569,765) 802,428 1,062,787 (685,767) 377,020 (425,408)
1,331,132 (611,724) 719,408 1,062,787 (730,852) | -331,935 (387,473)
1,288,203 (656,605). 631,598 1,062,787 (778,199) - .- 283,988 (347,610)
319,338 (167,003) 152,335 265,697 (197,742) 67,955 (84,380)

Represents the 10 year pro-fnrma increase in pension expense attnbutable to the 2003 early retu'ement program before

the reduction in current service expense attributable to the program.

Represents the 10 year pro-forma reduction in current service expense attributable to the 2005 early retirement prog'rarn
Represents the 10 year pro-forma net increase in pension expense attributable to the 2005 early retirement program. -
Represents the actuarially determined 10 year pro-forma funding requirements for the 2005 early retirement program.
Represents the actuarially daterrmnecl 10 year pro-forma reduction in current service funding requirements attributable to the 2005 early retirement

program.

$ (4,986,639)

Represents the actuarially determined 10 year pru—forma net funding requuaments attributable to the 2005 early retirement program (special funding less
current service funding).
Represents the excess, on a pro-forma bams, of net pension expense over net pension fundmg durmg the 10 year amortization period, Pension funding is
based on actuarial determination by Newfoundland Power's actuary and is governed by pension leglslatmn whereas pension expense is determined in
accordance with CICA recommendations, Net pensmn expense over the 10 year period exceeds net pensmn funding by $4 986,039, This resultsin a
reduction in Newfoundland Power’s deferred pension asset. :

1 Jo [ 98eq
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The Fortls Bullding

7" Floor

139 Waler Street

St. John's, NL A1C 1B2

November 3, 2004

Néwfoundlaﬂd_Power Tnc.

- P.O. Box 8910

55 Kenmount Road
St. John's, NL.

A1B3P6

~ Attention: - Ms. Lisa Hutchens

* 'Vice President, Finance
. & Chief Financial Officer

.DéarMs Hutchens:

" Re: Accounting Treatment — 2005 Early Retu'ement Program

Special Termination Benefits

It is our understanding that Newfoundland Power Inc. (the “Company”) intends to offer an

- Early Retirement Program to qualifying employees (the “2005 ERP”). You have asked us to

confirm the accountmg treatment of the special termmahon benefits associated with the 2005

ERP.

We offer the following comments:

1.

Canadian generally accepted accounting principles (‘EGAAP”) with respeét to the
foregoing are set out in Emerging Issues Committee Abstract, EIC-134 and Section

" 3461 of the CICA Handbook. Paragraph 136 of Section 3461 states that an entity that

offers special termination benefits to employees for voluntary terminations shall
recognize a liability and an expense when employees accept the offer.

EIC-134 states that an offer of special termination benefits may also include an
enhancement of the retirement benefits provided to employees whose employment has
been terminated for “early retivement”. The committee reached a consensus that a
liability for early retirement and other enhancements to the.entity’s pension plan and/or
other post retirement benefit plans should be recognized as a liability and an expense
when employees accept the offer of the enhancements and the amount of the benefits
can be reasonably estimated.

a A mamher nf Fronct & Yo Internatinnal 140
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Tt is our understanding that the Company is making an application to the Board of
Commissioners of Public Utilities of Newfoundland and Labrador (the “Board”) for
approval of (i) a methodology pursuant to which the Company will expense and fund
the incremental pension costs of the 2005 ERP over a ten-year period commencing in
2005 and (if) the expensing of the after tax retiring allowances associated with the 2005
ERP on a straight line basis over a period of 24 months commencing in the month
during which the retirement allowances are paid. ‘

The Company is regulated by the Board who sometimes .prescribes accountmg
requirements related to specific assets, liabilities, expenses and revenues. The timing of
* the Company’s recognition of certain assets, liabilities, revenues and expenses as a

result of regulation may differ from that otherwise expected using Canadlau genera]ly. ) :

accepted accountmg pI',IIlGlplBS for entities not subj ect to rate regulation.

It is our understandmg that the timing of the Company 5 recogmtlon of certain assets,

liabilities revenue and expense as a result of regulation is in accordance with existing
Canadian generally accepted accounting principles for rate regulated entities provided
all of the criteria of paragraph 36 of section 1100 of the CICA Handbook are met. The
criteria are as follows: , '

(a) the rates for regulated services or products provided to its customers are estabhshed

by or are subject to approval by a regulator or govermng ‘body empowered by
. statute or contract to establish rates to be charged for services or products; '
(b) the regulated rates are designed to recover the cost of providjng the service or
. products ‘and,

(c) it is reasonable to assume that rates set at levels that w1]l TECOVEr costs can be
charged to and collected from customers in view of the demand for the service or
products and the level of direct or indirect competltlon '

- We trust the foregomg to be satlsfactory Should you require anyﬂ:mg further, please call.

Yours truly,

Bt gt

Chartered Accountants

= A member of Ernst & Youna Intermational. Lid.
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Newfoundiand Power inc.

NEHTOUHDMND:E«”‘:.."M“"
_ 55 Kenmount Road
i PO Box 8210
A FORTIS COMPANY 5t. John's, Newfoundland
A1B 3P6

Business: (709) 737-5600
Facsimile: {709) 737-2074
www.newfoundiandpower.com

DELIVERED BY HAND

November 26, 2004

Board of Commissioners of Pubhc Utlhtles :
P.C. Box 21040
120 TorbayRoad
- .St. John’s, Newfoundland AIA 5B2
. 'A_ttention: : Ms. Cheryl Blundon
e Director of Corporate Services
& Board Secrctary
Ladles & Gentlemen
Re: Apphcatlon for approval of a variation from generally accepted accounting
principles concerning the amortization of cosis associated with a proposed early

- . retirement program (the “2005 Retirement Program’)

| Enclosed are 15 copies of the Company s Responses to Information Requests PUB 1 .0 through
PUB-4.0. ' o

i you have any further questions, please feel free to contact us.

Yours very truly,

RN
Gerarr/cl;zi Hay F

Senior Counse

Enclosures

Ilmn'
q‘é Joln us In the ﬁﬂht agdinst cancer,

Telephone: (709) 737-5609 Email: ghayes @ newfoundlandpower.com Fax: (709) 737-2974




PUB-1.0
November 26, 2004

Q. The Net Present Value analysis of the 2005 Retirement Program includes an
assumption that 57% of eligible employees will take advantage of this offer. What is
the basis for this assumption?

A, On a pro-forma basis, 131 employees are eligible to participate in the 2005 Retirement
Program. In order to determine the most likely scenario for participation in the 2005
Retirement Program, the Company conducted a detailed review of ail eligible employees.
The review consisted of consultation with senior management and supervisory personnel
to obtain informed opinions on which eligible employees are likely to avail of the 20035
Retirement Program. As a result of this review, the Company identified 75 individuals
who are expected to parttmpate This represents a partlc:lpatmn rate of approximately-

- 57%.

- Asa reasonableness check the Compzmy also reviewed actual parhc:lpatlon inall of the -~
+ . Company’s early retirement programs since 1993. Of a total of 565 employees eligible to
- participate in those early retirement programs, 312 employees elected to participate. This
o represents an overall historic participation rate in the Company 5 early ret:rement
programs of: approxunate]y 55 %

Newfoundland Power — 2005 Early Retirement Program Page 1 of 1



PUB-2.0
November 26, 2004

Q. Please provide a Net Present Value analysis that includes the assumption that 100 %
of eligible employees, or 131 employees, will take advantage of this offer, and that
the company will replace 79 of the participants.

A The requested net present value analysis is attached as Appendix A. Under the
assumptions that all 131 eligible employees will participate and that 79 of the participants
will be replaced, the pro-forma net present value of the 2005 Retirement Program is
approximately $10.1 million.

The principal benefit of the 2005 Retirement Program is the reduction in salaries that is
aftributable to the reduction in the workforce. The Company’s estimates are based on the
' assumptlons that 75 employees will participate in the 2005 Retirement Program and that
- 23 of these participants will be replaced which yields a net workforce reduction of 52
~employees. The assumptions set out in PUB-2.0 also result in a net workforce reductlon
_-of 52 employees. Tharefore the present value of the benefits under each set of .
assumptlons is smnlar :

. The pri'ncipal Ccosts of the 2005 Retirement Program are the retirement allowances and the
~ funding of the incremental pension benefits. Under varied assumptions, these costs will
vary accordingly, and will result in deferences in the pro-forma net present value of the
2005 Retirement Program. :

Under the revised assump_tions posed in PUB-2.0, the 2005 Retirement Program remains
consistent with least cost management of the Company. '

Newfoundland Power — 2005 Early Retirement Program Page 1 of 1



Newfloundlond Power Inc,

Net Present Value of the 2005 E:nrly Retlrement Prngrr;‘m
Pension Costs Funded Over 10 Yenrs
Retirement Allowances Funded In 2005

Pro-Farma
TOTAL CO5TS TOTAL BENEFITS
Pcnsion Funding Met . Tox Deductions ‘Opemting Taial Cusrent Net Alter Tox
Retirment Special Currerl Tax Tax -Afer Tax Reduction In Selades ouec .uce Ut - CCA | Expense  CCA/Expense Tax After Tex Cash Inflow
Year Allowance Funding Scrvice Deductiopns Snvinps Cost Capitnl Opernting Opening Reductions  End Of Year'  Reduction  Redietion. Reduction Incrense Benefit (Outflaw)
A B [ n] E F a H | I K L M N o P Q

2005 14,762,142 (1,936,000) S§3,739 (3,624,402} 1,309,134 (2,315,268)| 1,212,797 1,115,549 - 212,797 1,142,334 .. 70,464 1,115,549 1,186,012 {428,388) [,899,959 (#1531}
2006 - {1,925,000) 816262  (1,111,738) 401,560 (710,178) 1,617,063 1,487,399 £,142,334 1,617,063 2,532,706 226,601 - E.487,390 t.714,08% (619,12} 2,485,333 1,775,155
2007 - {1,928,000) 869,319  (1,058,681) 382,395 (676,285) 1,687,063 1,487,359 2,132,906 1,417,063 3761517 . 388,252 1,487,399 1,875,650 (677.483) 2426977 1,150,691
2008 - (£,928,000) 0Z5,825  (1,002,175) 361986 (640,189 - (,6L7,043 1,467,369 3,161,557 16VT 065 0 4,547,541 331,040 1,487,392 2,018,438 (719,060) 2,375402 1,735,212
2609 - {1,928,000) 986,003 (54],998) 340,249 {601,747) 1,617,063 1,487,399 4,147,541 E,617,063 5,807,368 - - 647,236 1,487,308 2,144,634 {(774,642) 2,329,820 1,728,072
2010 - (1,5928,000) 1,050,093 (877,506} 317,100 (560,806) 1,617,063 1,487,399 . 5107,368 1,617,063 6,653,664 768,768 1,487,399 2,236,166 (814,927} 2,289,554 1,728,728
011 - (1,928,000  {,118,348 (809,650) 207,446 (517,204} 1,607,063 - 1,487,359 6,055,669 1,617,063 7,405,387 867,339 487,399 2334738 - (REQ531) 2,253,930 1,736,726
012 - (1,920.000% 1191042 {136957) 66,189 A70768) 1,617,063 1,487,399 7,205,387 - 1,617,063 1,067,993 054,457 1,487,399 2,441,856 (BB1,998) 2,222,463 1,751,695
2013 - (1,928,000) 1,268,460 (659,540) 238,226 {&21,314) 1,617,063 1,487,309 8,067,093 1,617,063 B,653,604 1,031,452 1,487,399 2,518,851 (500,800} 2,194,653 1,773,339
2014 - (1,928,000)  1,350.910 (577,000) 208,445 (368,645) 1,617,063 1,487,399 8,653,604 1617063 - 9171167 . 1,099,500 1,487,309 2,586,899 (434,388) 2,170,074 1,801,429
2015 - {482,000) 342,960 {139,039) 50,221 {B8,B18) 404,266 171,830 9,171,467 : 404,266 3.456,155 1,089,177 371,850 1,461,027 (527,723) 248,392 158,574
CCA End Effecis Tl 5659326 . | 5659,225  (2,044,112) (2,044,112} (2,044,112)
NPV 1t a Discount Rate of 7.03%. % {6,075,562) 16,174,147 1,098,586

Notes:

A is the retirement allowances which nre based on 20 weeks salary for retiring employzes,

B 15 the nctuarinily determined Tonding requirements for the Yinbilily created by the 2005 carly mtirement progeam ,

C is the reduction in cerrent secvice funding requirements astribuinble to the 2005 early retirement progrmm.

D ig the inx dedartion cloimed as a resuli of the pession funding ood retirement allowanees, D = A+B+C,
E is D multiptiad by the tnx rate (sbaolute valus). The income iox mte used B tha stalutory rate 0l 36,12,

F in the net nftzr-inx cost of the 2005 early retirement propram, F=D +E,

G and H reflect he allocation of savings it salodes/pension costs to capital and opessting, The allocation of salaries is based an an. nnalysis of the cuplmiinpzmling apllu [or ench Indivldunl retiree.
I is the cumulsidve reducticn in undeprecinted capital cost (UCC) balance 2t the end of the previcus yeer.

1 ig the reduction in UCC during the carrent yeor a5 o resubt of the capitel rzduction shown In 0.
K is the cumulntive redection in the UCC balonce at the end of the year, K=I+J-L,

L is the reduction In the eurrent year CCA claim enused by the cumulative UCC reduction, 1t ig based on an Inctemental CCA mie of appraximaiely 1 l G2% wilh applicotion of the CCA holf-year mls,

Itisealculsted ns L=((1 ® 10.62% )+ (] x 11.62% x 0.5)) x-1
Misihe reduction in npemiing expenses shown in H.
M ig the tatal CCA and operating expense reduction. N =L + M.

O is the (otal increase in income tax eovsed by the reduction In tnx deductible operting expenses and CCA. O =N x 36.12% x -1,

P is 1he net afier-tax benelit af the 2005 early relirement program. P=G + H+ 0,
Q is the net afier inx cash impact of the 2005 early retirement propmm, Q=P 4+ F,

! Niae mouths, Apeil through December 2005.
? Three months, Ianuncy through March 2015, -
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PUB-3.0
November 26, 2004

Q. Please provide a Net Present Value analysis that includes the assumption that 30%
of the eligible employees, or 39 employees, will take advantage of the offer, and that
the company will replace 0 of the participants.

A The requested net present value analysis is attached as Appendix A. Under the
assumptions that 39 eligible employees will participate and that none of the participants
will be replaced, the pro-forma net present value of the 2005 Retirement Program is
approximately $11.5 million.

The principal benefit of the 2005 Retirement Program is the reduction in salaries that is

~ attributable to the reduction in the workforce. Under the assumptions posed in PUB-3.0,
.the workforce is reduced by 39 employees, versus a net reduction of 52 employees under
the Company’s assumptions. As a result, the present value of the benefits of the 2005

- Retirement Program under the rev1sed assumptlons is somewhat lower than under the i
Company § assumpuons : : :

Under the I'BVISE:d assumptxons posed in PUB 3.0, the 2005 Retucment Program rcmams s

cou51stent w1th 1aast cost management of the Company

Newfoundland Power — 2005 Early Retirement Program Page 1 of 1



Newloundland Power Inc. .

Net Present Value of the 2005 Enrly Retivement Program

Penslon Costs Funded Over 10 Yeors
Retirement Ailownnces Funded in 2005

Pro-Formn
TOTAL COSTS "TOTAL BENEFITS
Peqsion Funding Net . Tax Deductions . Opemting ‘Tolal Current Nel Alter Tnx
Retirement Specinl Current Tax Tax Afier Tax Reduction In Szlaries uce ucc uce CCA - Espense . CCA/Expensc Toax After Tox Cash Inilow
Year Allownnee Funding Service Deductions Snvings Cosi Capital Operating QOpering Reductions  End Of Year - Reduclion © Reduction Redyction Incrense Renefit (Outilow)
A B c D E F G H 1 i KoL M N o P Q

2005 {838,565} {386,974) 180,318 (1,055,220} 381,145 {674,075} 1,131,671 724,282 - 1,131,611 1,065,921 - - 85,750 724,282 790,032 {285,359) 1,570,594 896,519
2006 - (529,298} 252,145 {377,153}y 104,108 (177,045) 1,508,895 965,709 1,065,921 1508895 2,363,290 211,527 - . 965,708 1,177,235 (425,218) 2,049,387 1,872,341
007 - {329,200} 268,534 {260,764} 04,188 {166,576} 1,508,805 565,709 - 2,163,200 1,508,895 3,509,904 362,281 Des, 09 1,327,950 (479,670} 1,994,934 1,828,358
2008 - (529,298} 285,989 (243,309} 47,883 (1554611 L508895 - 965,709 3,409,904 1,508,895 4,523,251 © - 485318 . OESTTR 1,461,227 (327,795} 1,046,800 1,751,383
2009 - (529,268) 304,578 (224,720) . B1,169 (143,551)] 1,508,895 . 965,709 4,523,341 ‘1,508,895 5418905 613,272 965,709 1,578,981 {570,328) 1,904,276 1,760,725
2010 - {520,298} 324,376 (204,922) 74,018 (130,904) 1,508,805 965,709 5,118,905 1,508,895 6,210456 . 717,344 965,709 1,683,032 {607.919) 1,866,686 1,735,781
2011 - (520,298) 345460 (183,838) 66,402 (117,436)| - 1508,895 . 965709 6210456 1,508,895 6,910,030 HOY,322 965,700 1,775,031 (641,141) 1,833,463 1,716,027
20]2 - (520,298) 157,915 ({161,383) 58,202 (103,091} 1,508,895 965,700 6,010,030 1,508,895 T.a28,313 - CESB61Z 965,708 1,856,321 (670,503) 1,804,101 1,701,010
2013 - (529,208) 391,830 (137,468) 49,654 (47,815} 1,508,895 965,709 7,428,313 1,508,895 8,074,751 962,437 965,705 1,925,156 (696,353} 1,778,151 1,690,336
014 B {320,290) 417,299 [§11,999) 40,454 (71,545)] 1,508,895 965,709 8,074,751 1,508,893 8,357,693 1,025,953 U65,709  1.991,652 (719,388) 1,755,216 1,683,671
2015* - {132,325} 105,941 {46,303} 9,530 (16,854} 317,124 241,427 8,557,693 317,224 7,918,597 - 1,016321 241,427 1,257,748 {454,299) 164,352 147,499
CCA End Effecis 5,280,672 5,280,672  (1,907,379) {1.907,379) 1,507,379}
NPV ot n Discount Rate of 7.03%. 5 (1,554,820) § 13100841 | & 11,546,011

Noies:

A i5 the retirement nllownnces which are bnsed on 20 weeks soltiry for retiring employees,

B is the nctunrinlly determined funding requirements [or the obility created by the 2005 earfy rl:lin:rn:nl. progrm .,

C is the reductivn i curent service funding requirements ottributnble to the 2005 early retfrement progam.
= A+B+C,

D is tha tox deducticn claimed o8 4 result of the pension funding znd reticement tllownnces. D

E is O multiplied by thie tax rale (absoluie value). The income 1nx rale used is the slasutory rate of 36.12%,

F is the net nfler-tax cost of the 2005 cardy retirement program, F=D + E,

G nnd H reflect the allocatlon of savings in salarics/pension costs o eopitel and operting. The nllocation of snltrics is based an ax azmlysla althe cupltallupenmag spli\s for r.at‘.h Sndivn!nn! metiree. -
1 is the cumulative reduction in undeprecinied capital cost (UCC) balance at the eod of the previous year.

7 is the reduction in UCC during the surrent year os o resolt of the capita) reduction shown In G.
K i the cumulntive reduetion in the UCC batonee ot the end of the year, K=1+J-L.

L is the reduetion in the current yens CCA claim coused by the cumulmtive UCE reduction, It is brsed on 21 {neremental CCA mte of nppmxlmnln]y 114 62% wilk npphnuuuu of lh: CCA balf-yenr rule,

Itiscalcufoled as L=({1 x 11.62% )+ () x 11.62% = 0.5)) -1
Mt the reduction In operating expenses shown fn H,
N i3 the toisl CCA and opernting expease reduction. N =L + M.

O is the totn] increase in income iax caused by the reduction in 1mx deductible operting expensed and CCA. Q=N x 36. 12% % -l

P is the et afterdnx benefit of the 2005 early retirement program. P=0 + H+ 0,
Q in the net nlier tnx cosh impeet of the 2005 enrly mtirement program. Q=P + F,

! Nine months, April through December 2005,
? Three manths, January thraugh Murch 2015,

1301288y
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PUB-4.0
November 26, 2004

Q. Please provide a Net Present Value analysis that includes the assumption that 10%
of the eligible employees, or 13 employees, will take advantage of the offer, and that
the company will replace O of the participants.

A. The requested net present value analysis is attached as Appendix A. Under the
assumptions that 13 eligible employees will participate and that none of the participants
will be replaced, the pro-forma net present value of the 2005 Retirement Program is
apprommately $3.7 million.

The prmmpal benefit of the 2005 Retirement Program is the reductlon in salaries that is
attributable to the reduction in the workforce. Under the assumptions posed in PUB-4.0,
the worlkforce is reduced by 13 employees, versus a reduction of 52 employees under the
Company’s assumptions. As a result, the present value of the benefits of the 2005
~ Retirement Program under the rev1sed assumptlons is mgmﬂcanﬂy lower than unde.r the
_ Company 8 assumpnons ' : : e :

Under the revised assumptmns posed in PUB-4.0, the 2005 Rctuement Program remams
con51stent w1th least cost management of the Company. :

Newfoundland Power — 2005 Early Retirement Program Page 1 of 1



Ni:wl'uundlnud Power Ine.

Net Present Value of the 2005 Eorly Retirement I’rngmm
Pesalon Coxts Funded Over 10 Years
Retirmment Allowances Fonded in 2005

Pro-Formu
TOTAL COSTS TOTAL BENEFITS
Pension Funding Net . Tnx Deductions . . Opemating Tatal Current Net After Tox
Relisement Speeinl Clrrent Tax Tax Afler Tax Reduttion In Solarics uce uce ‘ucc CCA | Expense  CCA/Expense Tox Alier Tax Cash Inflaw
Year Allowance Funding Servive Deductions Savings Cost Capital Opemting Opening Reductions . End Of Year © Reduction * Reduciion Reduction Incrense Hepehit {Ouiflow)
A B c D E F G H 1 b ‘ K ) L M N 0 P Q
2005 [215784) {145,683} 58,242 (366,225) 132,280 {233,944} 380,017 230,361 - 380,017 357,938 22,0 230,361 252,440 91,181) 519,187 285,253
2006 - {198,244} B1,442 (116,802) 42,189 (74,613) 306,689 307,149 157938 . 506,689 793,596 ~TL031 in7, 149 378,180 (136,558) 677,239 602,626
2007 - {198,244) H6,736 (111,508) 40,277 (71,232) 06,689 307,139 793,596 506,689 - 1,178,630 . 121,654 307,149 428,803 {154,884} 638,954 spT2
2008 - (198,244) 92,374 {[05,871) 36,240 (67,630) 506,689 307,148 1,178,630 506,689 1,518,924 166,395" 307,149 473,544 {171,044) 642,704 575,13
2008 - {198,244) 98,378 {99,866) 36,072 (63,795) 506,689 307,149 1,518,924 506,609 1,819,675 205938 . 307,149 513,086 (185,327) 628,511 564,716
2010 - {198,244) 104,773 (93,472) 33,762 (59,710) 506,689 307,148 1,819,675 506,689~ 2,085480 240,885 7,148 548,034 (197,950) 615,880 556,178
2011 - (198,244) 111,583 (B6,661) - 31,302 (55,359) 506,689 307,149 2,0R5,480 506,689 2,320,397 21,771 307,148 578,920 (209,106) 604,732 549,372
2012 - {198,244) 118,836 {74,409) 28,682 (5(1,726) 506,684 307,149 2,320,397 505,689 2,528,018 259,069 307,149 606,217 (218,966} 504,872 544,146
2013 - {108,244) 126,560 {71,684) 25,892 (45,792) 506,689 307,149 2,528,018 506,689 271,512 323,184 - 307,149 630,343 (227,680} 586,158 540,366
24 - (198,244) 134,786 (63,458) 22,521 (40,537) 506,680 307,149 2,711,512 506,689 2,873,685 © 344,516 307,149 651,665 {235,381} 578,456 537919
2015* - (49,361) 34,219 (15,342) 5,542 (9.801) 126,672 76,787 2.E73,685 126,672 2,659,075 - 341,282 76,161 418,060 {151,007 52,453 42,652
CCA End Effects ’ ’ B L773257 1,773,257 (640,500) (640,500 {f40,500)
MNPV oL a Discount Rote of 7.03%, § {634,039) 4318445 | § 3,084,406

Mulest A s the mtirement allowances which are based on 20 weeks solary [ar retiring employees,
B fs the setunrinlly determined {unding requiremnents for the linhility created by the 2003 early retirement program .

I8 1he reduction in eurrent service funding requirements attributables to the 2005 early retirement progrom.

D is the tnx deduction claimed na o resuft of the pension funding nod retirement allowences. D = A+B+C.

E is D multiplied by the tnx rate (absolute viluc), The income iax mte used is lhn sintutory rale r.-[ 36.12%.
F is the net nfter-iax cost of the 2005 casly retirement program. F=D +E.

G and H reflect the allocatlon af savicgs in sulorizs/pension costs to eopital and operating, The nllocation of salsrdes is bosed oo on analysis urum canln[lnpcmung splils for car.:h individunl retiree.
[ is the cumulative reduction in undepreeiated cnpital cost (UCC) batunce ot the end of the previous year.
114 the reductian in UCC during the cumcal year as a result of the copital reduction shown in G,

X is the cumtintive reduction in the UCC balanee ot the ead of the year, K=I+J-L,

L. is tha reduction in the current ysar CCA elaim coused by the cumnulative UCC reduction, It i3 based on on incrementnl CCA mie of npproximately 11.62% with npphl:almn of the CCA half-year mule.

Ttis caleulated as L= {(I x 11.62% )+ (J x 1L.62% x 0.5)} x-1
M is the reduction in opemting expeases shown in H.

M 5 the totnl CCA nod npmﬁng cxpense reduction, N = L + M.

0 is the lotn] increase in income tax enuged by the reduction In tax deductible operating expanses aud CCA. O=N x 3612% x -1.
P Is the net afies-tox benefit al the 2005 early retirement progmm. P=G+H+ 0.
@Q Is the net oftar tux cash Impact of the 2005 early retirement program, Q=P+ F.

! Mine months, April throngh Becember 2005,
? “Three maonths, Jonuary through Mareh 2015,
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