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Q. With reference to CA-NP-25, p. 1 of 2, please fully describe how the decision was 1 
reached to proceed with the 2005 ERP which is described as "a significant 2 
contribution to labour cost stability since 2003." Without limiting the generality of 3 
the foregoing, please fully describe how management at NP concluded that NP 4 
could adequately function with significantly less employees. 5 

 6 
A. In planning the 2005 early retirement program (the “2005 ERP”), management at 7 

Newfoundland Power reviewed the appropriate cost and operating data and used its 8 
experience to assess both the operating implications across its service territory and 9 
overall cost impacts of the proposed offering. 10 

 11 
Given the magnitude of the proposed offering (131 employees would be eligible to 12 
participate), potential service delivery and associated staffing implications for many of 13 
the Company’s 23 operational locations were specifically considered. 14 
 15 
The potential costs associated with the proposed offering also were assessed particularly 16 
in light of the voluntary nature of the proposed offering.  In addition, an appropriate 17 
regulatory accounting treatment for the costs and benefits of the 2005 ERP was assessed. 18 
 19 
The overall result of Newfoundland Power’s management assessment was the 20 
conclusions that (i) reasonable service levels could be maintained following the offering 21 
of the 2005 ERP and (ii) the 2005 ERP would yield sustainable long-term cost 22 
reductions. 23 

 24 
 In advance of offering the 2005 ERP, the Company made an application to the Board for 25 

approval of the expensing and funding of the associated costs. 26 
 27 
 Attachment A is a copy of Newfoundland Power’s November 5, 2004 Application for 28 

Approval of the Expensing and Funding of Costs Associated with the 2005 ERP. 1 29 
 30 
 The assessment and execution effort, which was extensive, took months. 31 
 32 
 Please refer to the response to CA-NP-324 for further information on how Newfoundland 33 

Power generally views the relationship between costs (including labour costs) and service 34 
and specific detail associated with the 2005 ERP. 35 

                                                 
1  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. 



  CA-NP-323 
Attachment A 

Requests for Information   NP 2008 GRA 

Newfoundland Power - 2008 General Rate Application  

Application for Approval of the Expensing and Funding 
of Costs Associated with a Proposed Voluntary 

Early Retirement Program 
 

November 5, 2004 



Newfoundland Power Inc. 

- ~~ 

A FORTIS COMPANY 

55 Kenmount Road 
PO Box 891 0 
St. John's, Newfoundland 
A1 B 3P6 
Business: (709) 737-5600 
Facsimile: (709) 737-2974 
w.newfwndbndpower.mm 

DELIVERED BY HAND 

November 5,2004 

Board of Commissioners 
of Public Utilities 

P.O. Box 21040 
120 Torbay Road 
St. John's, Newfoundland A1A 5B2 

Attention: Ms. Cheryl 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 Retirement 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 the retirement allowances, 
associated with the 2005 Retirement Program. 

The 2005 Retirement Program is described under A. Bnc1g~-o~nzd in the Application. 

In the Application, Newfoundland Power seelcs the Board's approval for (i) the funding and 
expensing of the pension costs associated with the 2005 Retirement Program over aperiod 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 aperiod of 24 
months commencing in 2005 (the "Twenty-Four Month Amortization Methodology"). 
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Schedule A to the Application is a net present value ("NPV") analysis of the pro-forma costs and 
benefits1 of the 2005 Retirement Program. 

Schedule 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. It is 
the Twenty-Four Month Amortization Methodology, and not the pro-fonna amounts shown in 
Schedule C, for which Newfoundland Power is seeking approval. Actual amounts will vary from 
the pro-foma amounts shown in Schedule C depending upon which employees decide to 

gram. 

Schedule D to the Application illustrates the pro-forma effect of the Ten-Year Amortization 
Methodology on Newfoundland Power's deferred pension asset which is included in its rate base. 

Schedule E to the Application is a letter from Ernst & Young U P ,  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 
undertalcen at its next general rate proceeding. 

Pro-Fornza Costs and Benefits of tlze 2005 Retirement Progranz 

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, (ui) approximately 57% of eligible employees (751131) electing 
to participate in the 2005 Retirement Program and replacement of approximately 30% (23175) 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 2005 operating costs to increase by approximately $600,000 (net 
of salary savings) on a pro-forma basis. 

Over 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 installment of an ongoing effort by Newfoundland Power to achieve service excellence 
at least cost. 

Justificatiolz for, and Tinzing of, Approvals Souglzt 

The principal justification for the approvals sought in the Application is that they will enable 
implementation of the 2005 Retirement Program. The 2005 Retirement Program is clearly 

A - - 
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 Retirement Program is 
dependent upon it receiving aBoard order which would allow it to recognize the resultant costs 
in a manner other than that normally required by GAAP. 

Newfoundland Power's proposed treatment of costs associated with 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 implemei~tatiou 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. 

@ Join ui is thc /igllt agoinst cancer. 

Telepilone: (709) 737-SS59 Et~lail: p u l i c m O n e w / r r ~ ~ n d l ~ ~ ~ ~ d p u ~ e r . ~ ~ ~ ~ ~  Fur (709) 737-2974 



Board of Commissioners 
of Public Utilities 

November 5,2004 
Page 4 of 4 

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, 

TLb+!$vf- J 

Peter Alteen 
Vice President, Regulatory Affairs 

& General Counsel 

Enclosures 



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

I N  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 Commissioners of Public Utilities (the 'Board") 

THE APPLICATION OF Newfoundland Power Inc. ("Newfoundland Power") SAYS THAT: 

A. Baclcground: 

1. Newfoundland Power is a corporation 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 Colztrol Act, 1994. 

2. Newfoundland Power proposes to offer an enhanced early retirement program to those of 
its employees who will be either (i) 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 2005, to indicate 
their desire to do so. 

3. 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. 

4. 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 

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

5. 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@)(iii) of the Elecb-ical Power 
Corztrol Act, 1994. 



B. Newfoundland Power Proposal: 

6. 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. 

7. 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. 

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

Schedule A to the Application contains, on apro-forma basis, the details of the net 
present value of the 2005 Retirement Program. 

9. Newfoundland Power proposes that the aggregate pension costs created in the Plan as a 
result of the 2005 Retirement Program be amortized and funded over a ten-year period, 
and more specifically, by: 

(a) charging pension expense associated with the 2005 Retirement Program to 
operations based on a ten-year amortization period, commencing upon 
implementation in 2005; and 

@) funding the pension liability associated with a 2005 Retirement Program over a 
ten-year amortization period, commencing upon implementation in 2005. 

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

10. 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. 

C. Justification of Newfoundland Power Proposal: 

11. 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. 



12. The Ten-Year Amortization Methodolorn 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 ~e t i rekent  Program as set out in 
paragraph 3 of this Application. 

13. 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@) (iii) of the Elech-ical Power Colztial Act, 1994; and 

@) the opportunity for Newfoundland Power to earn a just and reasonable return in 
2005 consistent with section 80 (1) of the Act. 

14. 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 retirement initiatives of Newfoundland Power. 

15. The approval of the Ten-Year Amoritization Methodology is expected to result in a 
reduction in Newfoundland Power's deferred pension asset over the ten-year period. 

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

D. Timing of Application and Future Review: 

16. 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 

@) in accordance with an Order of the Board. 

Schedule E to this Application is a letter from Emst &Young LLP, Newfoundland Power's 
auditors, which outlines the accounting rules relating to the costs associated with the 2005 
Retirement Program. 



17. This Application seelcs 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 normally 
considered to be GAAP. 

18. This Application does not seek approval of the 2005 Retirement Program itself. As 
actual costs of the 2005 Retirement Promam will differ from the estimated costs reflected 

s 2  

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. 

E. Order Requested: 

19. Newfoundland 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. 

F. Communications: 

20. 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 November, 2004. 

NEWFOUNDLAND POWER INC. 

Peter Alteen and Gerard Hayes 
Newfoundland Power Inc. 
P.O. Box 8910 
55 Kenmount Road 
St. John's, Newfoundland 
A1B 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 OP 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. 

I, Lisa A. Hutchens, of St. John's in the Province of Newfoundland and Labrador, make oath and 

say as follows: 

1. That I am Vice-President, Finance and Chief Financial Officer of Newfoundland 

Power Inc. 

2. To the best of my knowledge, information and belief, all matters, facts and things set 

out in this Application 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: 
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Newfoundland Power Inc. 

2005 Early Retirement Program 
10 Year Amortization Schedule 

Pro-Forma 

Year Pension ~ x ~ e n s e '  Pension Funding? 

' Represents the 10 year pro-forma increase in pension expense attributable to the 2005 early 
retirement program before the reduction in current service costs attributable to the program. 

Represents the actuariauy 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 imuacts of the oavment of retirement allowances associated with the . - 
2005 early retirement program over amulti-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 
Newfoundland Power proposes to amortize the retirement allowances associated with the 2005 
early retirement program over 24 months. 

A. Calculation of Monthly Amortization Amount 

Total Retirement Allowances 
Tax Effects (@ 36.12%) 

After-tax Retirement Allowances $1,015,459 

Monthly Amortization  mount' $ 42,311 

B. Allocation of Retirement Allowances 

2005 2006 2007 Total 
9 Months 12 Months 3 Months 24 Months 

After-tax Retirement Allowances2 $380,797 $507,729 $126,933 $1,015,459 
Tax ~ f f e c t s ~  574.176 - - 574.176 

Total Retirement Allowances 
Charged to Operating ~ c c o u n t ~  $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 month ($1,015,459 + 24). 

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

In 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 2005, an amount equal to the tax effects of the told retirement allowances is allocated to 2005. 

Represents the anlouni of retireuiant allowances charged to operating account in each year. 



Newfoundland Power Inc. 

Pension Expense 

2005 Early Retirement Program 
Impact on Deferred Pension Asset 

Pro-Forma 

Program Current Net 
J%xpensel service2 J%xpense3 

2005 

2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

Total 

Pension Funding 

Special Current Net 
Funding4 services Funding6 

$ 797,090 $ (333,276) $463,814 

1,062,787 (466,630) 596,157 

1,062,787 (497,740) 565,047 

1,062,787 (530,841) 531,946 

1,062,787 (566,059) 496,728 

1,062,787 (603,524) 459,263 

1,062,787 (643,377) 419,410 

1,062,787 (685,767) 377,020 

1,062,787 (730,852) 331,935 

1,062,787 (778,799) 283,988 

265,697 (197,742) 67,955 

Decrease in Deferred 
Pension Asset7 

' Represents the 10 year pro-forma increase in pension expense attributable to the 2005 early retirement 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 program. 
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 determined 10 year pro-forma reduction in current service funding requirements attributable to the 2005 early retirement 
program. 
Represents the actuarially determined 10 yearpro-forma net funding requirements athibutable to the 2005 early retirement program (special funding less 
current service funding). ' Represents the excess, on a pro-forma basis, of net pension expense over net pension funding during the 10 year amortization period. Pension funding is 
based on actuarial determination by Newfoundland Power's actuary and is governed by pension legislation whereas pension expense is determined in 
accordance with CICArecommendations. Net pension expense over the 10 year period exceeds net pension funding by $4,986,639. This results in a 
reduction in Newfoundland Power's deferred pension asset 
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n Ernst a Young LLP a ERNST & YOUNG Chartered Accountants 
Phone: 709-726-2640 
Fax: 709-726-0345 

The Fortis Bulldins 
7" Floor 

- 
. 
139 Waler Street 
St  John's, NL A I C  182 

November 3,2004 

Newfoundland Power Inc. 
P.O. Box 8910 
55 ICenmount Road 
St. John's, NL 
A1B 3P6 

Attention: Ms. Lisa Hutchens 
Vice President, Finance 
& Chief Financial Officer 

Dear Ms. Hutchens: 

Re: Accounting Treatment - 2005 Early Retirement 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 accounting treatment of the special termination benefits associated with the 2005 
ERP. 

We offer the following comments: 

1. Canadian generally accepted accounting principles C'GAAP"') with respect 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 
offms 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 retirement". The committee reached a consensus that a 
liability for early retirement and other enhancements to the entity's pension plan andlor 
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 re&onably estimated. 

A rnmmher nf Fmst R Vnnrnn lnt~rnatinnsl I trl 
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2. It is our understanding that the Company is making an application to the Board of 
commissioners of Public Utilities of Newfoundland and Labrador (the Y30ard") 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 (ii) 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 accounting 
requirements related to specsc 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 W e r  from that otherwise expected using Canadian generally 
accepted accounting principles for entities not subject to rate regulation. 

It is our understanding that the timing of the Company's recognition 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 established 
by or are subject to approval by a regulator or governing body empowered by 
statute or contract to establish rates to be charged for services or products; 

@) the regulated rates are designed to recover the cost of providing the service or 
products; an4 

(c) it is reasonable to assume that rates set at levels that will recover 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 competition. 

We trust the foregoing to be satisfactory. Should you require a n e g  further, please call. 

Yours truly, m+w LL? 

Chartered Accountants 

A member of Ernst & Youno International. Lid. 
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Application for Approval of the Expensing and Funding 
Of Costs Associated with a Proposed Voluntary 

Early Retirement Program 
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A FORTIS COMPANY 

Newfoundland Power Inc. 

55 Kenmount Road 
PO Box 8910 
St. John's, Newfoundland 
A1 B 3P6 
Business: (709) 737-5600 
Facsimile: (709) 737-2974 
www.newfwndbndpower.axn 

DELIVERED BY HAND 

November 26,2004 

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

Attention: Ms. Cheryl Blundon 
Director of Corporate Services 

&Board Secretary 

Ladies & Gentlemen: 

Re: Application for approval of a variation from generally accepted accounting 
prh&p!es coneeriiiiig :he morti'lzaiion UP costs associated wiin a proposed eariy 
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. 

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

Yours very truly, 

Senior COU~IS& 

Enclosures 

Join 115 in t l ~ e  P9ht against cancer. 

Telephone: (709) 737-5609 Elltail: gha)~es@neufofoundla~tdpai~~er.con~ Far: (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 all eligible employees. 
The review consisted of consultation with senior management and supervisory personnel 
to obtain informed opinions on which eligible employees are Wcely to avail of the 2005 
Retirement Program. As aresult of this review, the Company identified 75 individuals 
who are expected to participate. This represents aparticipation rate of approximately 
57%. 

As a reasonableness check, the Company also reviewed actual participation in all 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 
represents an overall historic participation rate in the Company's early retirement 
programs of approximately 55%. 
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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 
assum&ons that ail 131 eligible employees will participate and that 79 of the participants 
will be replaced, the pro-forma net present value of the 2005 Retirement Promam is 

- - 
approximately $10.1 million. 

The principal benefit of the 2005 Retirement Program is the reduction in salaries that is 
attributable to the reduction in the workforce. The Company's estimates are based on the 
assumptions.that 75 employees will participate in the 2005 Retirement Program and that 
23 of these participants will be replaced, which yields anet workforce reduction of 52 
employees. The assumptions set out in PUB-2.0 also result in anet workforce reduction 
of 52 employees. Therefore, the present value of the benefits under each set of 
assumptions is similar. 

The principal costs 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 differences in the pro-formanet present value of the 
2005 Retirement Program. 

Under the revised assumptions posed in PUB-2.0. the 2005 Retirement P m g r u  reroainins 
consistent with least cost management of the Company. 
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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 $1 1.5 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 PUB9.0, 
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 20 
Retirement Program under the revised assumptions is somewhat lower than under th 
Company's assumptions. 

Under the revised assumptions posed in PUB3.0, the 2005 Retirement Program remains 
consistent with least cost management of the Company. 
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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 0 of the participants. 

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

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-4.0, 
the workforce 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 revised assumptions is signif~cantly lower than under the 
Company's assumptions. 

Under the revised assumptions posed in PUB-4.0, the 2005 Retirement Program remains 
consistent with least cost management of the Company. 
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