Caring. Connected. Committed.
2006 Annual Report

caring

To our employees, delivering service excellence means:
about customers’ needs and
expectations; staying
to customers so that we can improve our business in the
areas that will benefit them; and, demonstrating that we are
to providing safe,
reliable, low-cost electricity every day.

connected

committed

Corporate Profile
Newfoundland Power Inc. (“Newfoundland Power”)
operates an integrated generation, transmission and
distribution system throughout the island portion of
Newfoundland and Labrador.

Gulf of St. Lawrence

For nearly 120 years, we have been committed to
providing customers with safe, reliable electricity in the
most cost-efficient manner possible. Our Company serves
over 229,000 customers making up approximately 85%
of all electricity consumers in the province.
Working together, Newfoundland Power and its
employees continue to provide customers with the
service they expect and deserve in an environmentally
and socially responsible manner.
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Our vision is to be a leader among North American
electric utilities in terms of customer service, reliability,
safety and efficiency.
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All the common shares of Newfoundland Power are
owned by Fortis Inc. (TSX:FTS), a diversified, international
electric utility holding company with assets exceeding
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Highlights

Financial

2006

2005

Revenue ($000s)

421,264

419,963

1,119,820

1,085,106

Long-term Debt ($000s)

414,489

395,298

Common Shareholder’s Equity ($000s)

335,887

323,972

30,078

30,729

2.91

2.98

229,500

227,301

89

89

92.1

94.6

7.0

7.0

36.5

43.9

Total

135.6

145.5

Peak Demand (MW)1

1,166

1,124

Electricity Sales (GWh)

4,995

5,004

212

218

Property, Plant and Equipment ($000s)

Earnings Applicable to Common Shares ($000s)
Earnings per Common Share ($)

Operating
Customers (#)
Customer Satisfaction Rating (%)
Installed Generating Capacity (MW)
Hydroelectric
Diesel
Gas Turbine

Operating Cost per Customer ($)2

1 The 2006 peak occured on January 23, 2006.
2 Operating cost per customer is calculated excluding pension and early retirement program costs.

Customer Satisfaction Rating

Outages per Customer

90%

6

$240

85%

5

$230

80%

4

$220

75%

3

$210
$200

2

70%
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Report to Shareholders

In 2006, Newfoundland Power once again delivered strong results in the areas of
customer service, reliability, safety and operational efficiency. Our annual customer
satisfaction rating of 89% speaks to our success over the past year, which was made
possible through the dedication of our employees to provide service excellence to all of
our customers every day.
Earnings of $30.1 million in 2006 were similar to earnings of $30.7 million in 2005.
Electricity sales of 4,995 gigawatt hours (“GWh”) in 2006 were down from 5,004 GWh
in 2005 due primarily to a reduction in the average use of electricity by both residential
and commercial customers. In addition, interest revenue was lower in 2006 and the
Company experienced cost increases associated with purchased power, pension plans,
amortization of capital assets and finance charges. Strict control of operating expenses
and lower income taxes mitigated the impact of these cost increases.
A dedicated focus on continually improving our business has enabled us to further reduce
our operating costs for the benefit of customers. Our operating cost per customer was
$212 in 2006 compared to $218 in 2005. We have successfully reduced our operating
cost per customer by approximately 32% over the past 10 years on an inflation adjusted
basis.
Our customers’ electricity rates reflect both the supply costs of Newfoundland and
Labrador Hydro (“Hydro”) and Newfoundland Power’s costs.
Our customers experienced a 4.8% increase in electricity rates in July 2006, primarily
due to projected higher oil costs required by Hydro’s oil-fired facility in Holyrood. In
addition, in January 2007, the Newfoundland and Labrador Board of Commissioners of
Public Utilities (the “PUB”) approved a further increase in electricity rates of approximately
0.07% on an interim basis. The January 2007 increase reflects a combination of higher
Hydro costs as a result of a negotiated settlement of Hydro’s 2006 General Rate
Application and a lower Newfoundland Power return on equity for 2007.
The negotiated settlement is subject to final approval by the PUB. Newfoundland Power’s
rate-setting return on equity was reduced from 9.25% in 2006 to 8.60% in 2007 as a
result of the operation of the PUB approved annual Automatic Adjustment Formula.
Although electricity rates for our customers have been increasing largely as a result of
rising oil prices, the net contribution of the Company’s costs to customer electricity rates
has declined by approximately 2% over the past 10 years. This reflects our continued
focus on effective cost management.
We recognize any rate increase is significant to our customers and continue to help our
customers manage their energy usage. We focus on sharing easy, practical tips on how
to save energy throughout homes and businesses through our Bright Ideas campaign,
joint initiatives with Hydro and many community events. In May 2006, we received an
award for our Bright Ideas campaign from the Newfoundland and Labrador Chapter
of the International Association of Business Communicators for Excellence in Marketing
Communications.
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In combination with providing customers assistance on energy efficiency, we have also
focused on maximizing the quality of service we deliver while reducing the cost of service.
We will work even harder in 2007 to make doing business with us more convenient and
efficient for our customers.
A key component of customer service is keeping the power on for customers - 24 hours
a day, 365 days a year. In 2006, the Company was successful in decreasing the length
of outages by 12% compared to 2005, its best result on record. These results are
attributable to the improved condition of our assets, which is being achieved through
targeted capital investment and preventative maintenance throughout our service territory.
In 2006, we invested approximately $58.6 million in our electricity system. A primary
focus remained upgrading distribution lines in our electricity system that were experiencing
the poorest reliability. We also rebuilt three major transmission lines and completed an
overhaul of our oldest hydroelectric plant. At the same time, we successfully completed
more customer-driven work than planned.
In 2007, we will invest an additional $62.2 million to strengthen our electricity system
and enhance reliability for customers, including an $18.8 million refurbishment of our
Rattling Brook Hydroelectric Plant in Central Newfoundland.
Safety is a core value of Newfoundland Power. That is evident in the safety performance
of our employees, and our
commitment to customer and
public safety. In 2006, we
responded to an increase in
public contacts involving the
electricity system. Of particular
concern to us was a number of
incidents involving cut trees falling
into power lines and incidents
involving contractors. Throughout
the year, we enhanced our safety
information and advertising
efforts to continue to remind the
general public, employers and
contractors about the dangers
surrounding the electricity system.
We will continue to maintain
high safety standards and always
strive for zero accidents.
In June 2006, the employees
of Newfoundland Power were
honoured with the Newfoundland
and Labrador Environmental
Award in the Business category.
This award was a tribute to

Karl Smith, President and Chief Executive Officer,
and David Norris, Chair, Board of Directors
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In addition to
our in-kind
donation of
approximately
$130,000,
over $92,000
in cash was
donated to The
Power of Life
Project.

the dedication of our employees in making a difference to the environment, and
acknowledged the Company’s comprehensive Environmental Management System and
employee-driven community environmental programs.
While our primary responsibility is to provide safe, reliable, least-cost electricity to
customers, we have a strong connection to the communities in which we live and
work. We volunteer our time and provide financial assistance in a wide variety of areas
including health, safety, environment, education, arts and cultural programs.
Our main corporate charity for the past four years has been The Power of Life
Project, which supports cancer treatment, patient support, education, awareness
and prevention in Newfoundland and Labrador. In 2006, in addition to our in-kind
donation of approximately $130,000, over $92,000 in cash was donated to the
Project. Approximately $53,000 of that was allocated to furnish the new Gander and
Grand Falls-Windsor cancer clinics.
The Company expects 2007 to be another busy year as we execute our capital program
and continue to provide customers with the service they deserve. The Company also
expects to file a general rate application with the PUB in 2007 to set customer electricity
rates for 2008.
At our Annual General Meeting in April 2006, Mr. Bruce Chafe retired as Chair of our
Board of Directors after six years. While Mr. Chafe continues to serve on our Board of
Directors, we take this opportunity to acknowledge his vision and support in meeting the
challenges of an ever-changing industry. We would also like to thank Ms. Dell Texmo
who retired after six years on our Board of Directors.
We welcomed two new Directors to our Board in 2006: Mr. Trevor Adey, Chief Executive
Officer of Consilient Technologies Corporation, a wireless software company; and,
Dr. Georgina Hedges, owner and operator of The Doctor’s Inn, a tourism, art and
antique business located in Eastport, Newfoundland and Labrador.
To summarize our success, our customer service remained among the best in the nation,
our operations were solid, and our employees’ dedication was exceptional. We extend
a sincere thank you to all of our employees who worked extremely hard to provide our
customers with safe, reliable, least-cost service every day of the year. We are confident,
as we go forward, that will not change.
Sincerely,

David Norris						
Chair							
Board of Directors					
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Karl Smith		
President and
Chief Executive Officer

We are connected to our customers by over 10,000 kilometres
of distribution and transmission lines on the island portion of
Newfoundland and Labrador.
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Report on Operations

Customer Service
To our employees, delivering high quality service means: caring about customers’ needs
and expectations; staying connected to customers so that we can improve our business in
the areas that will benefit them; and, demonstrating that we are committed to providing
safe, reliable, least-cost electricity every day. Focusing on these values has allowed us
to achieve consistently high customer satisfaction ratings, including an 89% satisfaction
rating in 2006.
For the past 10 years, customer satisfaction surveys have placed our Company near
the top of industry rankings for overall customer service. However as electricity prices
continue to rise, our customers expect better service from us. We are meeting the
challenge by focusing on the quality of customer service, reducing the cost of service
delivery, and providing energy efficiency information and programs to our customers.
Since 2002, our customers have experienced a 27% increase in electricity rates,
mainly due to the high cost of oil being incurred by Hydro. We have worked hard to
assist customers in reducing their electricity usage and costs. A customer satisfaction
survey conducted in December 2006 revealed that 95% of our customers agree that
Newfoundland Power encourages energy efficiency.
Our team of energy efficiency advisors talked one-on-one with customers, delivered
seminars to seniors and special interest groups, set up mall displays, attended trade
shows and appeared on local television and radio stations to deliver energy efficiency
information. Throughout the year we promoted energy efficiency to thousands of
customers at more than 50 trade shows and public events.
We also worked closely with Hydro to deliver energy efficiency advice to all customers
throughout the province. We enhanced the energy efficiency section of our website so
that the information we provide is practical and user-friendly for customers. Over one
million brochures on energy efficiency were distributed directly to customers through our
billing system, trade shows and other public events.
Our Bright Ideas energy efficiency campaign is receiving great reviews for its effectiveness
in promoting easy, practical energy savings tips. In fact, the campaign was recognized
by the Newfoundland and Labrador Chapter of the International Association of Business
Communicators in May 2006 for Marketing Excellence.
From July to September 2006, the Company enhanced its Wrap Up for Savings program
to assist customers in lowering their electricity costs for the heating season. This program
provides rebates and financing for insulation upgrades in electrically-heated homes.
To improve customer response times we introduced wireless technology for Technicians
which enables our employees to respond more quickly to customer requests.
Improvements have also been made to how we communicate with customers regarding
power interruptions. In addition, we upgraded our Integrated Voice Response telephone
system with more self-serve options, such as enabling customers to request final meter
readings.
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Delivering quality service means caring about our customers,
understanding their individual needs and making sure we meet
them. Providing energy efficiency advice is very important to us.

Customer Service

More and more of our customers are choosing to use our online services. Customer visits
to our website increased 24% in 2006 compared to 2005. The number of customers
who receive their bills electronically also increased by 58% compared to 2005. This is
a more convenient billing option for customers and is more cost-effective, which helps
keep rates down.
As we continue to improve customer service in the future, we will focus on ways to make
it easier for customers to do business with us and provide more convenient and efficient
service options for customers.

Reliability Performance & Capital Investments

Approximately
55% of
our capital
expenditure in
2006 replaced
existing
plant and
equipment.

In 2006 we experienced the best reliability performance in the history of the Company
with respect to the duration of outages. We decreased the length of outages by 12%
compared to the previous year. For our customers, that meant our electricity system was
operating successfully and delivering their power 99.96% of the time in 2006.
Reliability performance is, to a large extent, a function of the condition of electricity
system assets. In 2006, we invested approximately $58.6 million throughout our service
territory. Approximately 55% of our capital expenditure in 2006 replaced existing plant
and equipment. Replacing our assets before they fail enables us to deliver reliable
service at the lowest possible cost.
A primary focus in improving our distribution system is to target the distribution lines that
have the poorest reliability performance. In 2006, we rebuilt seven distribution lines, all
of which were in rural communities, including: Bell Island, Summerville, Greenspond,
Glovertown, Gander Bay, Lewisporte and Botwood areas. A total of $3.4 million was
invested to improve distribution lines for the approximately 7,900 customers who are
served by these lines.
Projects to automate distribution lines continued in 2006. The replacement of old
breaker relays and reclosers with modern technology allows the distribution lines to be
remotely controlled from our System Control Centre, which improves customer service
and operating efficiency. In 2006, 19 distribution lines were automated. Forty-two per
cent of our electricity system is now remotely controlled.
Early in 2006, we began using mobile computing devices to capture inspection
information on padmount distribution transformers in the field. This eliminated the need
to manually enter the information into our asset management system, which improves
productivity.
We take a proactive approach to maintaining our transmission system because
it can impact a large number of customers if a transmission line fails. We have a
ten-year transmission line strategic plan. We will upgrade transmission lines built prior
to the adoption of modern engineering standards in the early 1960s. This year, our
three major transmission line rebuilds were on the Bay de Verde Peninsula, on the
Bonavista Peninsula and in the Bay St. George area. The total cost of these projects was
approximately $2.8 million.
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Our employees are committed to providing electricity around
the clock and in all types of weather.

Reliability Performance

In 2006, we developed a strategy to improve the way in which substation work is
planned and executed. The new approach will focus on coordinating major operating
maintenance and capital work on a geographic basis to improve reliability and
productivity. With this new approach, 80% of our substations will be refurbished and
modernized on a priority basis over the next 10 years.

In 2006, we
rebuilt seven
feeders, all
of which
were in rural
communities.

Our Petty Harbour Hydroelectric Plant, which was commissioned in 1900 as
Newfoundland’s first hydroelectric plant, received a $1.8 million overhaul in 2006.
Small hydro is an economical and environmentally friendly form of power generation,
so we continue to invest in this plant and rely on it to provide low-cost, renewable
electricity to our customers.
Our hydro plant availability was 97.5% in 2006 compared to 95.9% in 2005. This was
achieved as a result of timely response to issues, including the unforeseen failure of our
Cape Broyle Hydroelectric Plant and loss of Rocky Pond Hydroelectric Plant for half of
the year due to a fire in 2005. Our plant availability was outstanding and compares
favourably with the Canadian Electricity Association (“CEA”) national average plant
availability of 91.3%.
In 2006, we received regulatory approval for our Rattling Brook Hydroelectric Plant
Refurbishment Project to commence in 2007. The Rattling Brook project accounts for
approximately 30%, or $18.8 million, of our total capital program of $62.2 million in
2007. This is the largest project, in dollar terms, ever to be undertaken by the Company.
After the refurbishment is completed, plant production will improve 9%, from 69.8 GWh
to 76.0 GWh. The improvements to the Rattling Brook Hydroelectric Plant will provide
additional clean energy that will displace approximately 10,500 barrels of oil on an
annual basis. Given the current cost of fuel, this project comes at a very good time for
our customers.
2006 turned out to be a busier year than planned due to an increase in
customer-driven capital work. The majority of the increase in customer-driven work
related to expanding our electricity system to provide connections to cottage areas. Two
areas alone, Thorburn Lake and Howley, resulted in an investment of approximately
$2 million.
While pressures to complete planned capital upgrades and unplanned customer-driven
work at times competed for resources, we successfully managed our capital budget and
responded to customer-driven work. To complete these projects, we deployed portable
generation to improve productivity and minimize the length of power interruptions for
customers. While this approach did result in more frequent outages, they were of a
shorter duration, which was more beneficial to customers overall.
Our business continuity plan for a potential loss of our System Control and Data
Acquisition and Communications systems was put to the test on October 20, 2006,
when the primary telecommunications system in Newfoundland failed, which impacted
about 100,000 customers in the St. John’s area, including Newfoundland Power. We
rely on the telecommunications system to provide the data networks that support our
electricity system, as well as maintain contact with our customers. While our robust
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Our employees are committed to making reliability
enhancments that provide a direct benefit to the customers
and communities we serve.

Capital Investments

business continuity plan was successfully executed, it was the knowledge and dedication
of our employees that got us through this incident with no impact on customers or
system reliability.
As in the past, effective management of our annual capital and preventative maintenance
programs will continue to be key to meeting the expectations of our customers for safe,
reliable, low-cost electricity.

Safety Priority
Safety is a core value of Newfoundland Power. Whether it’s reading meters or energizing
a new distribution line, the safety of our customers, employees and the general public
is our number one priority.
Each year we continue to refine our safety management program, including safety
education and safe work practices. In 2006, we developed new safety procedures
and purchased arc protective clothing to address hazards associated with high voltage
switchgear located in a number of our substations and all generating plants. We also
introduced new procedures and equipment around tension stringing.
Throughout
the year, we
enhanced
our safety
information
and advertising
efforts to
continue to
remind the
general public,
employers and
contractors
about the
dangers
surrounding
the electricity
system.

Research tells us that approximately 30% of all accidents that occur in the workplace
involve individuals under the age of 25. Given that we have a number of young power
line technician apprentices in our Company, we provide close supervision and guidance
to these employees to ensure that they develop a safety mindset right from the start.
For nearly 25 years, we have maintained a strong partnership with the Newfoundland
and Labrador Association of Fire Chiefs and Firefighters that involves providing electrical
safety training to its members. Since 2000, our employees have provided training to
nearly 2,100 firefighters.
In 2006, we responded to an increase in public contacts involving the electricity system.
Of particular concern to us was a number of incidents involving cut trees falling into
power lines and incidents involving contractors. Throughout the year, we enhanced
our safety information and advertising efforts to continue to remind the general public,
employers and contractors about the dangers surrounding the electricity system.
Our corporate website was enhanced in 2006 to give more visibility to the importance of
electrical safety and improve public access to information. Throughout the year, we also
partnered with Hydro, the Workplace Health, Safety and Compensation Commission,
and the Newfoundland and Labrador Construction Safety Association to promote
electrical safety.
To heighten electrical safety awareness amongst children and youth, the Company
increased the number of safety presentations in the provincial elementary and junior
high schools to 146 visits and nearly 3,800 students in 2006. We also launched a new
“KidZone” on our corporate website, which is devoted entirely to promoting electrical
safety and energy conservation to children, parents and educators.
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Every day our employees demonstrate the knowledge and skills
necessary to keep the lights on while remaining committed
to safety.

Safety Priority

As a supplement to the Company’s safety program, self-taught training materials were
published on the Company’s intranet. This technology provides a flexible and cost
effective means for employees to complete safety training requirements.
As we move forward, we will continue to maintain high safety standards and always
strive for zero accidents.

Employee Commitment
Whether it’s taking a 5 a.m. outage call, helping a customer with a payment plan,
or organizing a community event, our employees represent the commitment of our
Company every day.
Throughout
2006, we
delivered
training to
improve the
leadership
and coaching
skills of our
front-line
supervisors.

Ongoing employee training and development is the foundation of our ability to deliver
service excellence. Throughout 2006, we delivered training to improve the leadership
and coaching skills of our front-line supervisors.
We also introduced performance feedback for non-managerial employees, who are in
most cases, the employees who interact directly with our customers. Through one-onone discussions, all our employees are now being provided with feedback and direction
on the role they play in meeting customers’ expectations.
Another important initiative is our wellness program, Good For You!, which was
enhanced in 2006. The focus of this program is not only on healthy living, but also on
how the overall health and well-being of employees and retirees can significantly reduce
health benefit costs.
The cost of employee and retiree health benefits has risen approximately 35% over the
last five years and is expected to continue to escalate into the future. To address this
issue, we implemented a Benefit Strategy in 2006. While the goal of the strategy was to
ensure that we provide a comprehensive, competitive benefits program at a reasonable
cost, we are also engaging employees and retirees in managing the future cost of
benefits.
Recruitment and succession planning will be a key factor in our success over the coming
decade, as there is an aging population and anticipated skilled labour shortage in
the electricity sector worldwide. Although we are not currently experiencing a labour
shortage, we have a long-term workforce strategy that addresses our hiring needs, in
particular the recruitment of power line technicians. In addition to hiring power line
technician apprentices, our recruitment focus in 2006 included participation in the
engineering cooperative and trade apprenticeship programs.
Customers rely on us to provide for their electricity needs around the clock, every day.
Meeting their needs requires dedicated and diligent employees willing to go the extra
mile and we have over 500 of them.
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Our employees are key to serving our customers. We provide
them with the tools and technology that enable them to stay
connected and promptly respond to customer needs.

Employee Commitment

Environmental Diligence
We care greatly about protecting and improving the environment and continue to invest
in improving our environmental performance.
In 2006, an external audit pertaining to our ISO 14001 Registration for our generation
section was completed and a company-wide ISO 14001 Environment Management
System audit was completed. These audits were successful in confirming the Company’s
continued compliance with the revised ISO 14001 international standard.

In June 2006,
our employees
were
honoured
with the
Newfoundland
and Labrador
Environmental
Award.

Throughout the year we worked towards achieving our goal to phase-out PCBs in all
oil-filled distribution equipment by 2009. In 2006, we phased-out PCBs on 28 distribution
lines and phased-out PCBs in four substations. We have phased-out PCBs in all major
substation equipment, such as breakers and substation transformers.
In 2006, we organized a workshop dealing with the Memorandum of Understanding
(“MOU”) regarding fish habitat which was entered into between the Canadian Electricity
Association and the federal Department of Fisheries and Oceans. The workshop educated
participants on the MOU and identified power producer habitat issues. Also, we hosted
a tour of our Seal Cove Hydroelectric Plant for employees of the provincial Department
of Environment and Conservation to provide them with a better understanding of the
environmental matters pertaining to hydro generation. These initiatives fostered better
working relationships between our Company, industry and governments.
To recognize our unwavering commitment to the environment, the Government of
Newfoundland and Labrador honoured all of our employees with the 2006 Environmental
Award in the Business category. This was the eighth environmental award we received
in the past eight years.
Our commitment to the environment runs deep into the communities we serve. We
continue to support community-based projects related to the environment, such as Fish
Friends, Tree Canada and our employee-driven EnviroFest. Even after its ninth year, the
enthusiasm towards and participation in EnviroFest remains strong.
We believe that environmental stewardship benefits our customers. We are determined
to continue meeting the needs of our customers with good environmental practices.

Community Care
Our commitment is not limited to operating an electricity system. We have a strong
connection and commitment to the communities we serve. Each year, our employees
and retirees invest their time, talent and energy to help improve the quality of life in their
neighbourhoods.
As a Company, we are pleased to support our employees’ efforts by making in-kind
and financial contributions in the areas of safety, health, environment, youth, education,
arts and culture. In 2006, our total charitable giving was valued at approximately
$550,000.
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We go the extra mile in caring for the environment, like when
we relocate osprey nests from our power lines to their own
structures.

Environmental Diligence

September 2006 marked the fourth anniversary of our corporate charity, The Power of
Life Project. Given its success and our commitment to supporting cancer care in this
province, The Power of Life Project will continue to be the Company’s main corporate
charity.

In 2006,
our total
charitable
giving was
valued at
approximately
$550,000.

Some of the more tangible highlights of The Power of Life Project in 2006 include
an $18,000 donation to purchase chemotherapy chairs and personal televisions for
the treatment area of the newly renovated Cancer Centre in Gander, and a $35,000
donation to provide all of the furnishings and equipment for the chemotherapy suite in
the newly constructed Cancer Centre in Grand Falls-Windsor.
In addition to ongoing fundraising for cancer care in this province, in 2006 we continued
our “You have the Power!” campaign, which was launched late in 2005. Together with
the Dr. H. Bliss Murphy Cancer Care Foundation and the provincial government, we
are promoting early detection and screening for cervical, prostate, breast and colorectal
cancers. Through our billing system, we distributed approximately one million pieces of
cancer education and awareness material to our customers.
Through our Partners for Life sponsorship, Newfoundland Power employees, family and
friends generously gave 335 blood donations to Canadian Blood Services in 2006,
and a total of 641 since we joined their corporate donor program two years ago. Our
donations were the highest made by any of the 22 organizations involved in the Partners
for Life program in 2006. To accomplish this, we held mobile blood donor clinics,
promoted blood drives and encouraged employees to get their family and friends
involved in the program.
Newfoundland Power was a platinum sponsor of the 2006 Newfoundland and Labrador
Winter Games in the Humber Valley on the province’s west coast. We support the
winter and summer games programs in our province bi-annually to demonstrate our
commitment to youth and the development of excellence through sports.
We will remain committed to maximizing the volunteerism of our employees and
retirees, and providing financial contributions in areas that have a direct impact on our
customers and communities. In the years ahead, there’s no doubt that our employees
and retirees will be found enthusiastically helping out whenever there is a need in their
communities.
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Caring about the people we serve is what sets our employees
apart. We donated approximately $53,000 to furnish and equip
cancer centres in Gander and Grand Falls-Windsor in 2006.

Community Care

Caring. Connected. Committed.
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Management Discussion & Analysis

January 31, 2007
The following material should be read in conjunction with Newfoundland Power Inc.’s (the “Company” or “Newfoundland Power”)
annual financial statements and notes thereto for the year ended December 31, 2006. The material has been prepared in accordance
with National Instrument 51-102 relating to management discussion and analysis. The Company includes forward-looking statements
in this material which reflect management’s expectations regarding the Company’s future growth, results of operations, performance
and business prospects and opportunities. Wherever possible, words such as “anticipate”, “believe”, “expects”, “intend” and similar
expressions have been used to identify the forward-looking statements. These statements reflect management’s current beliefs and
are based on information currently available to the Company’s management. By their very nature, forward-looking statements are
based on underlying assumptions and are subject to inherent risks and uncertainties surrounding future expectations generally. Such
risks and uncertainties include, but are not limited to general economic, market and business conditions, regulatory developments,
weather and competition. Newfoundland Power cautions readers that should certain risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results, performance or achievements may differ significantly from those contemplated
in the forward-looking statements. For additional information with respect to certain of these factors, reference should be made to
the Company’s continuous disclosure materials filed from time to time with Canadian securities regulatory authorities including those
factors described under the heading “Business Risk Management” in the following Management Discussion and Analysis for the year
ended December 31, 2006. The Company disclaims any intention or obligation to update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.

Corporate Overview
Newfoundland Power is a regulated electric
utility that owns and operates an integrated
generation, transmission and distribution system
throughout the island portion of the Province of
Newfoundland and Labrador. The Company is
regulated by the Newfoundland and Labrador Board
of Commissioners of Public Utilities (the “PUB”)
and serves over 229,000 customers comprising
approximately 85% of all electricity consumers in the
province. The Company generates approximately
10% of its electricity needs and purchases the
remainder from Newfoundland and Labrador Hydro
(“Hydro”).

Financial Highlights
Electricity Sales (gigawatt hours (“GWh”))
Residential
Commercial & Street Lighting
Total Electricity Sales1
Operating Results ($millions, except per share)
Revenue1
Purchased Power
Net Margin
Operating Expenses
Pension and Early Retirement Program Costs
Amortization of Capital Assets (net of regulatory deferral)2
Finance Charges
Income Taxes
Net Income
Dividends on Preference Shares
Earnings Applicable to Common Shares
Basic and Diluted Earnings per Common Share ($)

2006

2005

2,981.1
2,014.0
4,995.1

2,986.7
2,017.3
5,004.0

421.3
257.2
164.1
46.7
7.3
33.1
32.7
13.6
30.7
0.6
30.1
2.91

420.0
256.0
164.0
47.4
6.4
32.1
31.4
15.4
31.3
0.6
30.7
2.98

1 Electricity sales and associated revenue for 2006 are recorded on an accrual basis (i.e., as service is delivered to
customers). Corresponding amounts for 2005 are recorded on a billed basis (i.e., as customers are billed for the service
they receive). The change to the accrual method had no material impact on electricity sales.
2 Amount for 2006 is net of a regulatory deferral of $5.8 million, as approved by the PUB.
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Financial Highlights
Earnings applicable to common shares were $30.1 million for the year
ended December 31, 2006 compared to $30.7 million in 2005. Electricity
sales in 2006 were down slightly compared to 2005, interest revenue
was lower and the Company experienced cost increases associated
with purchased power, pension plans, amortization of capital assets
and finance charges. Strict control of operating expenses and lower
income taxes mitigated the impact of these cost increases.

Regulation
In January 2006, the Company received approval from the PUB of its
final 2006 electricity rates, which remained unchanged from 2005. The
rates were based on a range of rate of return on rate base of 8.50%
to 8.86%, which includes an allowed ROE of 9.24%, also unchanged
from 2005.
Adoption of the accrual method of revenue recognition for regulatory
and financial reporting purposes, approved by the PUB effective
January 1, 2006, gave rise to a $23.6 million balance sheet accrual
for unbilled revenue at December 31, 2005 (the “2005 Unbilled
Revenue”). Prior thereto, electricity revenue was recorded on a billed
basis. The accrual method better matches revenue and expenses,
and is consistent with mainstream Canadian utility practice. The
change in revenue recognition policy had no material impact on 2006
earnings.
Pursuant to an order by the PUB, Newfoundland Power recorded
$3.1 million of the 2005 Unbilled Revenue as revenue in 2006 to offset
the income tax effects of changing to the accrual basis of revenue
recognition. The PUB also ordered, in effect, that the Company defer
recovery of a $5.8 million increase in 2006 capital asset amortization.
This deferral establishes a regulatory asset to be recovered from
customers in a future period.

Results of Operations

Revenue
Revenue for the year ended December 31, 2006 increased by
$1.3 million to $421.3 million compared to $420.0 million in 2005. The
increase was due primarily to the $3.1 million recognition of the 2005
Unbilled Revenue as approved by the PUB to offset the income tax
effects of changing to the accrual basis of revenue recognition. The
recognition of the $3.1 million was partially offset by lower electricity
sales and lower interest revenue. In 2005, the Company recorded
interest revenue of $2.1 million resulting from the settlement of an
income tax issue with the Canada Revenue Agency in that year.
There was no similar revenue item in 2006.
Purchased Power
Purchased power cost is based on a wholesale demand and energy
rate structure, as approved by the PUB effective January 1, 2005.
For the year ended December 31, 2006, the cost of purchased power
increased by $1.2 million to $257.2 million compared to $256.0 million
in 2005. The primary reason for the increase was additional demand
charges under the wholesale demand and energy rate structure
as compared to 2005. The unit cost per kilowatt hour (“kWh”) of
purchased power increased to 5.289 cents per kWh in 2006 compared
to 5.261 cents per kWh in 2005.
Operating Expenses
Operating expenses for the year ended December 31, 2006 decreased
by $0.7 million to $46.7 million compared to $47.4 million in 2005.
The decrease was due primarily to lower labour costs resulting from
a 2005 early retirement program, a reduction in PUB assessments in
2006, and a reduction in other non-labour costs due to the Company’s
on-going focus on operating expense reduction initiatives. Operating
cost per customer was $212 in 2006 compared to $218 in 2005.
Pension and Early Retirement Program (“ERP”) Costs
Pension and ERP costs for the year ended December 31, 2006
increased by $0.9 million to $7.3 million compared to $6.4 million in
2005. The increase was due to higher pension costs resulting from
a reduction in the discount rate used to determine annual pension
expense, partially offset by the performance of pension plan assets.

Electricity Sales
Electricity sales for the year ended December 31, 2006 decreased by
8.9 GWh to 4,995.1 GWh compared to 5,004.0 GWh in 2005. The
decrease was due to a reduction in the average use of electricity
by both residential and commercial customers partially offset by an
increase in the number of customers. Adoption of the accrual method
of revenue recognition had no material impact on 2006 electricity
sales.
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Amortization of Capital Assets (net of regulatory deferral)
Amortization of Capital Costs
($millions)

Amortization of Capital Assets
Regulatory Deferral1
Amortization of Capital Assets - net
1

2006

2005

38.9
(5.8)
33.1

32.1
32.1

1 The regulatory deferral, referred to under “Regulation” on page 21, offsets the increase in
amortization of capital assets resulting from conclusion of a $5.8 million amortization
adjustment as of December 31, 2005.

Amortization of capital assets for the year ended December 31, 2006
increased by $1.0 million to $33.1 million compared to $32.1 million in
2005. The increase related to continued investment in property, plant
and equipment required to provide electricity service.
In the Company’s 2003 General Rate Order, the PUB approved the
amortization of an accumulated amortization reserve variance of
$17.2 million over three years at a rate of approximately $5.8 million
per year beginning in 2003. As in 2003 and 2004, amortization of
capital assets for 2005 was reduced accordingly.

Financial Position

On December 23, 2005, the Company received approval from the
PUB to defer recovery of the additional amortization incurred in 2006
resulting from the expiry of the amortization adjustment until the
Company’s next general rate application. This deferral is recorded as
a regulatory asset to be recovered from customers in a future period.
Finance Charges
Finance charges for the year ended December 31, 2006 increased by
$1.3 million to $32.7 million compared to $31.4 million in 2005. The
increase was due to the August 2005 replacement of lower cost shortterm borrowings with 5.441%, 30-year first mortgage sinking fund
bonds in the amount of $60 million, and additional borrowings under
the Company’s credit facilities required to finance on-going investment
in property, plant and equipment.
Income Taxes
Income taxes for the year ended December 31, 2006 decreased by
$1.8 million to $13.6 million compared to $15.4 million in 2005. The
decrease was due primarily to elimination of the Large Corporations
Tax and increased capital cost allowance rates enacted as a result of
the 2006 Federal Budget, together with the income tax treatment of
regulatory amortizations and deferrals.

Significant Changes in Balance Sheets
Between December 31, 2005 and December 31, 2006
($millions)

Balance Sheet Account

Increase
(Decrease)

Capital Assets

Explanation

18.1

Increased capital investment offset by amortization of capital assets and contributions from
customers.

Accounts Receivable

2.9

Higher consumer receivables due to an average rate increase of 4.8% effective
July 1, 2006 resulting from normal operation of Hydro’s Rate Stabilization Plan (“RSP”)
and higher electricity consumption due to colder weather in December 2006 compared to
December 2005. Neither of these items had an impact on revenue.

Deferred and Other Charges

5.1

Additional defined benefit pension plan funding in excess of pension expense.

Regulatory Assets (short and long-term)

13.0

Deferred recovery of capital asset amortization ($5.8 million), an increase in the regulatory
asset associated with other post employment benefits (“OPEB”) ($4.8 million), and increases
in the rate stabilization account ($1.5 million) and the weather normalization account
($1.7 million) due to their normal operation.

Accounts Payable and Accrued Charges

8.4

Similar to the increase in consumer receivables, purchased power payable increased
$5.4 million due to an increase in the RSP rate charged to the Company by Hydro and
colder weather. Neither of these items had an impact on purchased power cost. The
remainder of the increase was due to timing of capital expenditures compared to 2005.

Long-term Debt (including current portion)

19.2

Financing of the 2006 capital program increased borrowings under the committed credit
facility.

Other Liabilities

5.1

Increase in the OPEB liability as a result of lower discount rate.

Regulatory Liabilities (short and
long-term)

(2.8)

Reduction in 2005 Unbilled Revenue partially offset by an increase in the purchased power
unit cost variance reserve.
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An increase in customer contributions of $1.4 million, less additional
funds used to redeem preference shares, accounts for the remaining
increase in cash from financing activities.

Liquidity
Summary of Cashflows
($millions)

(Bank Indebtedness) Cash, Beginning of Year
Cash From (Used In)
Operating
Financing
Investing
Bank Indebtedness, End of Year

2006

2005

(0.8)

0.5

57.1
3.8
(60.5)
(0.4)

67.8
(13.3)
(55.8)
(0.8)

Operating Activities
Cash from operating activities during the year ended December
31, 2006 decreased by $10.7 million to $57.1 million compared to
$67.8 million in 2005. The decrease was primarily income tax
related.
Resolution of an income tax matter with the Canada Revenue Agency
in 2005 resulted in the receipt of a corporate income tax refund and
related interest totalling approximately $9.0 million. The remaining
decrease in cash from operating activities in 2006 was due to the
higher income tax instalments paid in 2006 compared to 2005.
The Company expects that it will generate sufficient cashflow from
operations to meet its obligations with respect to operating costs,
interest on debt, and distributions to the Company’s common
shareholder; and to have surplus funds available for investment in
capital assets. However, additional financing will be required in the
normal course to fully fund the Company’s capital program and to
meet maturing debt obligations.
Financing Activities
Cash from financing activities during the year ended December 31,
2006 increased by $17.1 million compared to 2005. The Company
increased its borrowings in 2006 by an additional $10.8 million
compared to 2005. The additional debt financing was obtained through
the Company’s committed credit facility, and the proceeds were used
to help finance 2006 capital expenditures.
The Company’s quarterly common share dividend decreased from
$0.56 per common share in 2005 to $0.44 per common share in 2006.
The decrease was made to maintain a capital structure that includes
approximately 45% equity, and resulted in a $5.0 million increase in
cash from financing activities in 2006.

Investing Activities
The Company invested $58.6 million in capital expenditures in 2006
compared to $53.0 million in 2005. The increase in capital expenditures
was due to higher customer driven work, especially connection of
seasonal residences. The Company’s capital expenditure program
is financed using a combination of internally generated funds and
existing credit facilities.
Credit Facilities
Newfoundland Power has unsecured bank credit facilities of
$120 million which are comprised of a syndicated $100 million
committed revolving term credit facility, which matures on January
20, 2009, and a $20 million uncommitted demand facility. Borrowings
under the committed credit facility have been classified as long-term.
The following table outlines the balance of credit facilities available as
at December 31, 2006 and 2005.
Credit Facilities
($millions)

Total Credit Facilities
Short-term borrowings
Long-term borrowings
Credit Facilities Available

2006

2005

120.0
(0.3)
(34.4)
85.3

120.0
(0.1)
(11.0)
108.9

Contractual Obligations
Contractual obligations over the next five years and thereafter consist
solely of long-term debt redemptions as shown in the following table.
Contractual Obligations
($millions)

Long-term Debt

Total

Less
than
1 year

1-3
years

4-5
years

After 5
years

414.5

35.7

42.1

7.7

329.0

The Company’s long-term debt consists of the long-term credit facility,
as discussed above and first mortgage sinking fund bonds. The first
mortgage sinking fund bonds require an annual sinking fund payment
of 1% of the original principal balance and have maturity dates ranging
from 2007 to 2035.
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Shares at or below par value. In 2006, the Company redeemed 5,700
Series D First Preference Shares at $10 each.

Capital Resources
The Company requires ongoing access to capital to allow it to build and
maintain the electricity system within its service territory. On average,
60% of the Company’s capital program is for refurbishment of existing
capital assets, 25% for extension of the electricity network to meet
increasing customer service requirements and 15% for information
system upgrades and general improvements.
To ensure continued access to capital, the Company endeavours
to maintain its current credit ratings and target a long-term capital
structure that includes approximately 55% debt and 45% equity.

($millions)

415.2
9.4
335.9
760.5

(%)

54.6
1.2
44.2
100.0

($millions)

396.1
9.4
324.0
729.5

The Company provides services to, and receives services from, its
parent company, Fortis Inc. (“Fortis”), and other subsidiaries of Fortis
at fair market value. The Company also incurs charges from Fortis for
the recovery of general corporate expenses incurred by Fortis. These
transactions are in the normal course of business and are recorded
at their exchange amounts based on fair market value or cost, as
appropriate.
The amounts included in accounts receivable due to transactions with
related parties as of December 31, 2006 and 2005 were $0.1 million
and $0.2 million, respectively.

Summary of Capital Structure
As at December 31
2006
2005
Total Debt1
Equity Preference Shares
Common Shareholder’s Equity
Total

Related Party Transactions

(%)

54.3
1.3
44.4
100.0

The amounts included in revenue and operating expenses due to
transactions with related parties for the year ended December 31,
2006 and 2005 were as follows:

1 Net of cash or bank indebtedness.

Related Party Transactions

As of May 31, 2006 the Company discontinued its rating relationship
with Standard and Poors on the basis that the credit ratings of
Dominion Bond Rating Service (“DBRS”) and Moody’s Investor
Services (“Moodys”) were sufficient to meet creditors’ requirements
and maintain capital market access. The DBRS and Moody’s credit
ratings assigned to the Company’s first mortgage sinking fund bonds
are unchanged from December 31, 2005 as follows:
DBRS		
Moodys		

A
Baa1

Outstanding Share Data
At January 31, 2007, the Company had issued and outstanding
10,320,270 common shares, 179,225 Series A First Preference
Shares, 337,983 Series B First Preference Shares, 212,165 Series
D First Preference Shares, and 205,950 Series G First Preference
Shares.
All dividends declared payable by the Company are designated as
eligible dividends within the meaning of s.89(1) of the Income Tax Act
(Canada).
Pursuant to the operation of purchase funds, the Company has the
right to purchase limited amounts of Series D and G First Preference
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($millions)

Included in Revenue
Included in Operating Expenses

2006

2005

3.7
1.0

3.7
0.9

Critical Accounting Estimates
Preparation of the Company’s financial statements in accordance
with Canadian Generally Accepted Accounting Principles (“Canadian
GAAP”) requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenue and expenses during
the reporting periods. By their nature, these estimates are subject to
measurement uncertainty. The effect on the financial statements of
changes in such estimates in future periods could be material.
Pension Costs
The main assumptions utilized by management in determining the
costs and obligation associated with the defined benefit pension plan
are: the discount rate for the accrued benefit obligation, the expected
long-term rate of return on plan assets, the average rate of
compensation increase, the average remaining service period of the
active employee group, and employee and retiree mortality rates.

In 2006, the Company reviewed the assumptions and, with the
exception of the discount rate, all assumptions remained unchanged
from 2005. This discount rate is changed each December 31st based
on prescriptive requirements of the Canadian Institute of Chartered
Accountants (“CICA”) Handbook and is reported in the notes to the
Company’s annual audited financial statements. The change in
discount rate resulted in an increase in pension expense from 2005 to
2006 of approximately $2.4 million. This increase was partially offset
by the performance of pension plan assets.
Other Post Employment Benefits (“OPEB”) Liability
The main assumptions utilized by management in determining the
OPEB liability are: the discount rate for the accrued benefit obligation,
the average rate of compensation increase, the average remaining
service period of the active employee group, the health care cost trend
increase rate, and employee and retiree mortality rates.
In 2006, the Company reviewed the assumptions and, with the
exception of the discount rate, all assumptions remained unchanged
from 2005. The discount rate is changed each December 31st based
on prescriptive requirements of the CICA Handbook and is reported in
the notes to the Company’s annual audited financial statements. The
Company recognizes the costs of these benefits on a cash basis, as
prescribed by the PUB, therefore, changes in the discount rate do not
impact earnings.
Amortization of Capital Assets
Amortization of capital assets, by its nature, is an estimate based
primarily on the expected service life of assets. Every five years the
Company conducts a study that examines the service life of its capital
assets. From the results of that study, the appropriate rates at which
to amortize those assets are determined and presented to the PUB for
approval on a prospective basis.
A study was recently completed based on plant in service as of
December 31, 2005. As a result of the study, the Company will
request approval to implement changes in amortization rates on a
prospective basis and to dispose of an accumulated reserve variance
of approximately $0.7 million as part of a general rate application to be
filed in 2007 for the purpose of setting customer rates for 2008. The
implementation of these recommendations will not materially impact
future amortization of capital assets.
Unbilled Revenue
Approximately one half of the total value of electricity delivered
to customers in December of each year is billed in January of the
following year. Actual energy produced and purchased in December

and forecast energy to be billed to customers in January, taking
into account seasonality and normal weather conditions, is used to
establish an accrual of the unbilled revenue at December 31st each
year.

Change in Accounting Policies
Effective January 1, 2006, the Company changed from the billed basis
of revenue recognition to the accrual basis, as approved by the PUB.
Changing to the accrual basis had no material impact on earnings,
however it did result in the recognition of a transitional amount of
$3.1 million in 2006, as discussed under “Regulation” on page 21.
On April 1, 2006, the Company adopted EIC-159 Conditional Asset
Retirement Obligations (“EIC-159”). EIC-159 requires an entity to
recognize a liability for the fair value of an asset retirement obligation
(“ARO”) even though the timing or method of settlement is conditional
on future events. While conditional AROs have been identified, no
amounts have been recorded as they are immaterial to the Company’s
results of operations and financial position.

Future Accounting Pronouncements
Accounting Changes: In June 2006, the CICA issued a new
accounting standard with respect to accounting policies, changes in
accounting estimates and errors. Under this new standard, voluntary
changes in accounting policy are made only if they result in the
financial statements providing reliable and more relevant information.
Such changes in accounting policy would also require additional
disclosures. For Newfoundland Power, the new accounting standard
becomes effective for the fiscal year beginning January 1, 2007. The
Company does not believe the application of this pronouncement
will have a material impact on its financial results or required annual
disclosures.
Financial Instruments, Hedges and Comprehensive Income:
New accounting standards for financial instruments (recognition,
measurement, presentation and disclosure), hedges and
comprehensive income have been issued by the CICA and are
applicable to Newfoundland Power for the fiscal year beginning
January 1, 2007. These standards address the criteria for recognition
and presentation of financial instruments on the balance sheet,
the measurement of financial instruments according to prescribed
classifications and the recognition of related gains and losses on the
income statement or as other comprehensive income. In addition,
existing requirements for hedge accounting are extended and
clarified.
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Under the new standards, deferred financing costs are no longer
recognized as a deferred asset and the Company expects to
recognize unamortized deferred financing costs as part of its debt
balances. These costs are required to be amortized using the
effective interest method versus the straight line method. This
change in methodology is not expected to have a material impact on
the Company’s earnings. Currently, the Company limits the use of
free-standing derivative financial instruments, and therefore does not
expect that the recognition of derivatives at fair value upon adoption of
the new financial instrument standards will have a material impact on
the Company’s financial statements. The Company is in the process
of finalizing its assessment of contracts for embedded derivatives,
including debt prepayment options, to determine whether or not they
are considered closely related to the host contract and require fair
value recognition.

Business Risk Management
The following is a summary of the Company’s significant business
risks:
Regulation: The Company operates under cost of service regulation
and therefore is subject to the normal uncertainties facing any
regulated entity. These uncertainties include the approval by the PUB
of customer rates that permit a reasonable opportunity to recover on
a timely basis the estimated costs of providing service, including a fair
and reasonable return on rate base. The ability to recover the actual
costs of providing services and to earn the approved rates of return
depends on achieving the forecasts established in the rate-setting
process.
Generally, allowed returns for regulated utilities are exposed to
changes in interest rates. At Newfoundland Power, customer rates
are adjusted annually, for years to which a general rate application
does not apply, through the operation of the Automatic Adjustment
Formula (the “Formula”). The Formula annually adjusts the cost of
common equity to be recovered in electricity rates based on changes
in Government of Canada 30-year bond yields. The Company’s
earnings are therefore exposed to changes in interest rates which
affect the allowed rate of return through the operation of the Formula.

Power purchases from its main energy supplier, Hydro. The demand
and energy rate structure increases the risk of volatility in purchased
power cost due to the uncertainty in forecasting energy sales and peak
billing demand.
In conjunction with the purchased power rate structure, the PUB
approved a temporary reserve that will help limit the volatility in
purchased power cost caused by variances in the unit cost of purchased
power during the three-year phase-in period beginning in 2005. The
purchased power unit cost variance reserve incorporates a pre-tax
threshold amount of $0.7 million for 2006. The threshold amount for
2007 has not yet been determined. The difference between the actual
unit cost of purchased power and the forecast unit cost of purchased
power, in excess of the threshold amount, will be transferred to or from
the reserve and will, as a result, have the effect of either increasing or
decreasing purchased power cost. The PUB has retained discretion
as to disposition of the reserve, taking into account Newfoundland
Power’s response with respect to energy conservation and demand
management.
Economic Conditions: Electricity sales are expected to grow
approximately 1.0% in 2007. Electricity sales are influenced by
economic factors in the Company’s service territory such as changes
in employment levels, personal disposable income, energy prices and
housing starts. Changes in the province’s population also affect future
electricity sales. The province’s population is continuing to decline
due to out-migration, declining birth rates and increasing death rates
associated with an aging population.
Energy Supply: Newfoundland Power purchases approximately
90% of its electricity requirements from Hydro, the major source of
energy on the island portion of the province. Hydro and the rate it
charges Newfoundland Power are regulated by the PUB under the
same legislative regulatory framework as the Company.

During 2007, the Company expects to file a general rate application
with the PUB for the purpose of setting customer rates for 2008.

In August 2006, Hydro filed a general rate application seeking approval
of, among other things, a new schedule of rates to be charged to its
customers, including Newfoundland Power. On December 14, 2006,
a negotiated settlement was reached and interim rates were approved
by the PUB to be effective January 1, 2007. The interim rates result in
a 3.1% increase to the combined demand and energy rate charged to
Newfoundland Power. The final rates to be charged by Hydro in 2007
are pending PUB approval.

Purchased Power Cost: Effective January 1, 2005, the PUB approved
a demand and energy rate structure for the energy Newfoundland

The new purchased power rates from Hydro are a flow-through of costs
from Hydro and are not expected to have an impact on Newfoundland
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Power’s earnings. However, the new rates are structured such that
for each additional unit of electricity sold in excess of forecast the
additional cost will be higher than the additional revenue. Consequently,
as growth in electricity sales increases so may the frequency of the
Company’s applications for rate relief.
Electricity Prices: Recent and proposed increases in customer
electricity rates are expected to negatively influence electricity sales
over the next few years. Electricity rates continue to be primarily
influenced by Hydro’s price of Bunker C fuel oil. While increases in
purchased power cost are customarily recoverable from customers,
continued increases in the price of electricity may result in modest
growth of future electricity sales and earnings. However, the Company
does not anticipate any significant loss in heating market share as long
as oil prices remain high.
Regulatory Assets and Liabilities: The accounting methods utilized,
the eventual recovery of regulatory assets and settlement of regulatory
liabilities are based on approval by the PUB. The manner in which
these assets and liabilities are eventually recovered or settled may
impact the Company’s future cashflow.
Environmental Regulation: The Company follows federal, provincial
and municipal environmental regulations that are subject to change.
Failure to comply could lead to government orders requiring the
Company to take specific actions or could subject the Company to
fines, penalties, or claims by third parties.
Interest Rates: The majority of Newfoundland Power’s assets have
been financed with long-term debt, however not all interest costs are
fixed. New capital requirements and the payment of sinking fund
obligations are, in part, financed with monies borrowed at short-term
rates. As short-term interest rates vary, the Company’s overall cost of
providing electricity varies accordingly.

Selected Annual Information
The following table sets forth annual financial information for the
years ended December 31, 2006, 2005 and 2004. This information
has been prepared in accordance with Canadian GAAP including
certain accounting treatments that differ from those used by entities
not subject to rate regulation. These differences are disclosed in the
notes to the Company’s annual audited financial statements.

Selected Annual Information
($millions, except per share)

Revenues
Net Income
Earnings Applicable to Common Shares
Earnings per Share ($)
Cash Dividends Declared
Common, per share ($)
Preferred, aggregate of all shares ($)
Total Assets
Total Long-term Liabilities

2006

20051

2004

421.3
30.7
30.1
2.91

420.0
31.3
30.7
2.98

404.4
31.7
31.1
3.02

1.76
2.56
888.8
430.5

2.24
2.56
850.1
442.1

1.38
2.56
825.3
370.7

1 Certain comparative figures have been reclassified to conform with current year presentation.

The increase in revenue from 2004 to 2005 was due to a 5.4%
increase in electricity rates effective July 1, 2004 as a result of the
flow-through of an increase in the rate Hydro charges the Company for
purchased power. This rate change also resulted in a corresponding
increase in purchased power costs and therefore had no impact on the
Company’s earnings. The increase in total assets from 2004 to 2005
was due to the Company’s capital expenditure program. The increase
in total long-term liabilities from 2004 to 2005 was primarily due to the
issue of first mortgage sinking fund bonds in August 2005.
The differences from 2005 and 2006 have been previously
discussed.

Quarterly Results
The following table sets forth the unaudited quarterly financial
information for each of the eight quarters ended March 31, 2005
through December 31, 2006. This information has been obtained
from the Company’s unaudited interim financial statements which, in
the opinion of management, have been prepared in accordance with
Canadian GAAP including certain accounting treatments that differ
from those used by entities not subject to rate regulation. These
differences are disclosed in the notes to the Company’s annual
audited financial statements.
The comparability of 2006 and 2005 quarterly earnings has been
impacted by a shift in quarterly revenue resulting from the change to
the accrual basis of revenue recognition, effective January 1, 2006.
Annual earnings have not been materially impacted by the change.
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Summary of Quarterly Results
(Unaudited)
($millions, except per share)

Quarter Ended

March 31, 2005
June 30, 2005
September 30, 2005
December 31, 2005
March 31, 2006
June 30, 2006
September 30, 2006
December 31, 2006

Revenue

Earnings
Applicable
to
Common
Shares

135.4
105.7
77.5
101.4
131.8
97.3
78.5
113.7

13.0
11.5
3.4
2.8
10.7
8.0
2.6
8.8

Earnings
per
Common
Share

1.25
1.12
0.33
0.28
1.03
0.78
0.25
0.85

March 2006/March 2005
Earnings in the first quarter of 2006 were $10.7 million. Had revenue
continued to be recognized on a billed basis in 2006, earnings for the
first quarter would have been $12.7 million compared to earnings of
$13.0 million in the same quarter in 2005.
Billed electricity sales in the first quarter of 2006 declined by
9.6 GWh compared to 2005. The decline was due to a 2.0% decrease
in average use by both residential and commercial customers, and
had a negative impact on first quarter revenue. However, the Company
also experienced a 1.1% increase in the number of customers
compared to the first quarter in 2005. This resulted in an increase
in basic customer charges that is not consumption related, and had a
mitigating positive impact on revenue for the quarter.
Lower operating expenses, lower purchased power cost and
adjustments approved by the PUB as a result of the Company’s 2006
Accounting Policy Application had a positive impact on first quarter
earnings. This was partially offset by higher amortization, finance
charges and pension and ERP costs for the quarter compared to
2005.
June 2006/June 2005
Earnings for the second quarter of 2006 were $8.0 million. Had revenue
continued to be recognized on a billed basis in 2006, earnings in the
second quarter would have been $11.6 million compared to earnings
of $11.5 million in the same quarter in 2005.
Billed electricity sales in the second quarter of 2006 declined by
8.5 GWh compared to 2005. The decline was due to a 1.8% decrease
in average use by both residential and commercial customers,
and had a negative impact on second quarter revenue. However,
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the Company also experienced a 1.1% increase in the number of
customers compared to the second quarter in 2005. This resulted in
an increase in basic customer charges that is not consumption related,
and had a mitigating positive impact on revenue for the quarter.
Lower operating expenses, a reduced effective income tax rate and
adjustments approved by the PUB as a result of the Company’s 2006
Accounting Policy Application had a positive impact on second quarter
earnings. The positive impacts were partially offset by higher finance
charges compared to 2005.
September 2006/September 2005
Earnings for the third quarter of 2006 were $2.6 million. Had revenue
continued to be recognized on a billed basis in 2006, earnings in the
third quarter would have been $2.4 million compared to earnings of
$3.4 million in the same quarter in 2005.
Billed electricity sales in the third quarter of 2006 declined by
7.2 GWh compared to 2005. The decline was due to a 1.4% decrease
in average use by both residential and commercial customers, and had
a negative impact on third quarter revenue. However, the Company
also experienced a 1.1% increase in the number of customers
compared to the third quarter in 2005. This resulted in an increase
in basic customer charges that is not consumption related, and had a
mitigating positive impact on revenue for the quarter.
Third quarter earnings decreased compared to the same quarter in
2005 due to an after tax increase in purchased power expense. The
increase in purchased power expense was associated with a change in
quarterly production estimates from the Company’s own hydroelectric
generating facilities and additional charges from Hydro under the
wholesale demand and energy rate structure compared to 2005.

Fourth Quarter Results
Financial Highlights
(Unaudited)
Fourth Quarter Ended December 31

Electricity Sales (GWh)
Residential
Commercial & Street Lighting
Accrual Adjustment2
Total Electricity Sales
Operating Results ($millions, except per share)
Revenue1
Purchased Power
Net Margin
Operating Expenses
Pension and Early Retirement Program Costs
Amortization of Capital Assets
Finance Charges
Income Taxes
Net Income
Dividends on Preference Shares
Earnings Applicable to Common Shares
Basic and Diluted Earnings per Common
Share ($)

2006

2005

717.0
487.0
149.4
1,353.4

710.8
480.7
1,191.5

113.7
69.2
44.5
12.6
2.2
8.9
8.3
3.6
8.9
0.1
8.8

101.4
69.1
32.3
12.3
1.7
6.2
8.0
1.2
2.9
0.1
2.8

0.85

0.28

1

1 Electricity sales and associated revenue for 2006 are recorded on an accrual basis (i.e., as
service is delivered to customers). Corresponding amounts for 2005 are recorded on a billed
basis (i.e., as customers are billed for the service they received).
2 Represents the difference between electricity sales delivered to customers during the latter half
of September 2006 and the latter half of December 2006.

Earnings for the fourth quarter of 2006 increased by $6.0 million to
$8.8 million compared to $2.8 million in the fourth quarter of 2005. The
increase in earnings is related to the change in revenue recognition.
Had revenue continued to be recognized on a billed basis in 2006,
earnings in the fourth quarter would have been $3.1 million compared
to earnings of $2.8 million in the same quarter in 2005.
Electricity sales in the fourth quarter increased by 161.9 GWh to
1,353.4 GWh, compared to 1,191.5 GWh in the fourth quarter of 2005.
Changing to the accrual basis of revenue recognition resulted in a
shift in quarterly electricity sales in 2006. Electricity sales in the fourth
quarter of 2006 increased by 149.4 GWh compared to 2005 as a result
of changing to the accrual basis of revenue recognition. The remaining
increase was due to normal variances in meter reading schedule and
an increase in the number of customers in 2006, partially offset by
lower average use.

Revenue for the fourth quarter increased by $12.3 million to
$113.7 million compared to $101.4 million in the fourth quarter of
2005. The increase in revenue was mainly attributed to the change
to the accrual basis of revenue recognition effective January 1, 2006.
Also contributing to the increase was the recognition of 2005 Unbilled
Revenue, as previously discussed under “Regulation” on page 21, and
higher billed electricity sales in the fourth quarter of 2006.
Purchased power cost for the fourth quarter increased by $0.1 million
to $69.2 million, compared to $69.1 million in the fourth quarter of
2005. Additional charges under the wholesale demand and energy
rate structure and higher electricity sales in the fourth quarter resulted
in an increase in purchased power cost. The increase was reduced,
however, based on the Company’s own hydroelectric generation as
compared to the fourth quarter in 2005.
Pension and early retirement program costs for the fourth quarter
increased by $0.5 million to $2.2 million, compared to $1.7 million
in the fourth quarter of 2005. This increase was due primarily to a
reduction in the discount rate used to determine pension expense in
2006.
Amortization of capital assets for the fourth quarter increased by
$2.7 million to $8.9 million, compared to $6.2 million in the fourth quarter
of 2005. Amortization of capital assets continues to be allocated
quarterly based on contribution margin which impacts quarterly
comparability. Amortization was $2.6 million higher in the fourth
quarter as a result of the change in quarterly allocation. Continued
investment in capital assets resulted in the remaining increase.
Finance charges for the fourth quarter increased by $0.3 million to
$8.3 million, compared to $8.0 million in the fourth quarter of 2005.
The increase was due to higher borrowings under the Company’s
credit facilities used to finance on-going investment in property, plant
and equipment.

Outlook
2007 Capital Program
The Company will invest $62.2 million in capital expenditures in 2007
focusing on the replacement of aging equipment to strengthen the
electricity system and the Company’s obligation to meet the demands
of customer and electricity sales growth. Approximately $18.8 million
of the 2007 capital program will be used to refurbish the Rattling Brook
Hydroelectric Plant in Central Newfoundland. The Company’s 2007
capital program was approved by the PUB in September 2006.
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2007 Amortization and Cost Deferral Application
On September 13, 2006, the Company filed an application with
the PUB requesting approval of amortization and cost deferrals in
2007 similar to those approved for 2006. On December 5, 2006,
the PUB approved the Company’s application as filed allowing (i)
the amortization of $2.7 million of 2005 Unbilled Revenue to offset
the income tax impact of changing to the accrual basis of revenue
recognition, (ii) the deferred recovery of capital asset amortization of
$5.8 million due to the conclusion of an amortization adjustment in
2005, and (iii) the deferred recovery of $1.1 million related to the cost
of Rattling Brook replacement energy.
Automatic Adjustment Formula
In accordance with the operation of the Formula, the Company’s
rate of return on common equity, for the purpose of setting rates,
was reduced from 9.24% for 2006 to 8.60% for 2007. As a result,
on December 7, 2006 the Company received an Order from the PUB
reducing the Company’s rate of return on rate base from 8.68%, with
a range of 8.50% to 8.86% for 2006, to 8.47%, with a range of 8.29%
to 8.65% for 2007.
2007 Customer Rates
On December 14, 2006, in conjunction with the PUB approval of
Hydro’s interim rates as discussed under “Energy Supply” on page
26, the PUB also approved, on an interim basis, the Company’s
application to increase customer rates by an average of 0.07% effective
January 1, 2007. The increase in customer rates is comprised of:
(i) a 3.1% increase due to a change in the wholesale power rate on
the Company’s 2007 purchased power costs, which resulted from
negotiated settlements during Hydro’s general rate application; (ii) a
2.5% decrease due to a one-time adjustment to the historical balance
of Hydro’s rate stabilization plan to be recovered from customers,
which also resulted from negotiated settlements during Hydro’s general
rate application; and (iii) a 0.5% decrease due to the operation of the
Formula on the Company’s rate of return on rate base, as previously
discussed. The rate changes as per items (i) and (ii) are a flow-through
of costs from Hydro to Newfoundland Power’s customers and will have
no earnings impact for Newfoundland Power.
2008 Newfoundland Power General Rate Application
During 2007, the Company expects to file a general rate application
with the PUB for the purpose of setting customer rates for 2008.

Management’s Evaluation of Disclosure and Internal
Controls
The President and Chief Executive Officer and the Vice President,
Finance and Chief Financial Officer, together with management, have
established and maintained disclosure controls and procedures for
the Company in order to provide reasonable assurance that material
information relating to the Company is made known to them in a timely
manner, particularly during the period in which the annual filings
are being prepared. Management has evaluated the effectiveness
of disclosure controls and procedures as of December 31, 2006,
and based on that evaluation has concluded that these controls are
effective in providing such reasonable assurance.
The President and Chief Executive Officer and the Vice President,
Finance and Chief Financial Officer, are also responsible for the
design of internal controls over financial reporting in order to provide
reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes
in accordance with Canadian GAAP. These officers, together with
management, have evaluated the design of the Company’s internal
controls over financial reporting as of December 31, 2006, and based
on that evaluation have concluded that the design is effective to
provide such reasonable assurance.
There has been no material change in the Company’s internal control
over financial reporting during the fourth quarter of 2006.

Strategy and Vision
Newfoundland Power’s strategy and vision to be a leader among North
American electricity utilities in terms of customer service, reliability and
efficiency remains unchanged.
For nearly 120 years, Newfoundland Power has been committed
to providing customers with safe, reliable electricity in the most
cost-efficient manner possible. The Company’s employees are
committed to providing customers with the service they expect in an
environmentally and socially responsible manner.

Additional Information
Additional information, including the Company’s annual information
form, management information circular and annual report, is available
on SEDAR at www.sedar.com.
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Management Report

The accompanying Financial Statements of Newfoundland Power Inc. and all information in the 2006 Annual Report have been prepared
by management, who are responsible for the integrity of the information presented, including the amounts that must of necessity be based
on estimates and informed judgments. These Financial Statements were prepared in accordance with accounting principles generally
accepted in Canada, including selected accounting treatments that differ from those used by entities not subject to rate regulation. Financial
information contained elsewhere in the 2006 Annual Report is consistent with that in the Financial Statements.
In meeting its responsibility for the reliability and integrity of the Financial Statements, management has developed and maintains a system
of accounting and reporting which provides for the necessary internal controls to ensure transactions are properly authorized and recorded,
assets are safeguarded and liabilities are recognized. The systems of the Company focus on the need for training of qualified and professional
employees, management guidelines and policies, and effective communication between management and employees. The effectiveness of
the internal controls of Newfoundland Power Inc. is evaluated on an ongoing basis.
The Board of Directors oversees management’s responsibility for financial reporting through an Audit & Risk Committee which is composed
entirely of outside independent directors. The Audit & Risk Committee oversees the external audit of the Company’s Annual Financial
Statements and the accounting and financial reporting and disclosure processes and policies of the Company. The Audit & Risk Committee
meets with management, the shareholders’ auditors and the internal auditor to discuss the results of the audit, the adequacy of internal
accounting controls and the quality and integrity of financial reporting. The Company’s Annual Financial Statements are reviewed by the
Audit & Risk Committee with each of management and the shareholders’ auditors before the financial statements are recommended to the
Board of Directors for approval. The shareholders’ auditors have full and free access to the Audit & Risk Committee.
The Audit & Risk Committee has the duty to review the adoption of, and changes in, accounting principles and practices which have a
material effect on the Financial Statements and to review and report to the Board on policies relating to accounting and financial reporting and
disclosure processes. The Audit & Risk Committee has the duty to review financial reports requiring Board approval prior to submission to
securities commissions or other regulatory authorities, to assess and review management judgments material to reported financial information
and to review shareholders’ auditor’s independence and auditor’s fees.
The December 31, 2006 Financial Statements and Management Discussion and Analysis contained in the 2006 Annual Report were reviewed
by the Audit & Risk Committee and, on their recommendation, were approved by the Board of Directors of Newfoundland Power Inc. Ernst
& Young, LLP, independent auditors appointed by the shareholders of Newfoundland Power Inc. upon recommendation of the Audit & Risk
Committee, have performed an audit of the 2006 Financial Statements and their report follows.

Karl Smith						
President							
and Chief Executive Officer					

Jocelyn Perry
Vice President, Finance
and Chief Financial Officer
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Auditors’ Report

To the Shareholders,
Newfoundland Power Inc.
We have audited the balance sheets of Newfoundland Power Inc. as at December 31, 2006 and 2005 and the statements of income, retained
earnings and cashflows for the years then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and perform
an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at December 31, 2006
and 2005 and the results of its operations and cashflows for the years then ended in accordance with Canadian generally accepted accounting
principles.

Chartered Accountants
St. John’s, NL Canada
January 19, 2007
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Statements of Income

For the years ended December 31
($thousands)

2006

Revenue
Purchased Power
Net Margin

2005

$ 421,264
257,157
164,107

$ 419,963
255,954
164,009

46,653
7,343
38,922
(5,793)
32,677
119,802

47,443
6,369
32,143
31,369
117,324

Income Before Income Taxes
Income Taxes (Note 6)

44,305
13,639

46,685
15,368

Net Income
Dividends on Preference Shares

30,666
588

31,317
588

$ 30,078
$
2.91

$ 30,729
$
2.98

Operating Expenses
Pension and Early Retirement Program Costs
Amortization of Capital Assets
Regulatory Deferral (Note 4)
Finance Charges (Note 5)

Earnings Applicable to Common Shares
Basic and Diluted Earnings per Common Share

Statements of Retained Earnings
For the years ended December 31
($thousands)

2006

Balance, Beginning of the Year
Net Income
Dividends
Preference shares
Common shares
Balance, End of the Year

2005

$ 253,651
30,666

$ 246,039
31,317

(588)
(18,163)
$ 265,566

(588)
(23,117)
$ 253,651

See accompanying notes to financial statements.
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Balance Sheets

As at December 31
($thousands)

Assets
Capital Assets (Note 7)
Property, plant and equipment
Less: accumulated amortization
Current Assets
Accounts receivable
Materials and supplies
Prepaid expenses
Regulatory assets (Note 4)
Deferred and Other Charges (Note 8)
Regulatory Assets (Note 4)
Shareholders’ Equity and Liabilities
Shareholders’ Equity
Common shares (Note 9)
Retained earnings
Common shareholder’s equity
Preference shares (Note 9)
Current Liabilities
Bank indebtedness
Short-term borrowings (Note 11)
Accounts payable and accrued charges
Income tax payable
Current portion of long-term debt (Note 12)
Regulatory liability (Note 4)

2006

2005

$ 1,119,820
450,283
669,537

$ 1,085,106
433,648
651,458

61,604
4,923
1,222
10,793
78,542
95,201
45,517
$ 888,797

58,730
5,206
1,211
9,284
74,431
90,128
34,042
$ 850,059

$

$

400
320
65,213
97
35,720
11,328
113,078
378,769
31,208
20,502
$ 888,797

Future Income Taxes
Long-term Debt (Note 12)
Other Liabilities (Note 13)
Regulatory Liability (Note 4)

APPROVED ON BEHALF OF THE BOARD:

					
					
See accompanying notes to financial statements.
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70,321
265,566
335,887
9,353
345,240

David Norris			
Director				

Bruce Chafe
Director

70,321
253,651
323,972
9,410
333,382

772
50
56,767
1,726
4,250
10,966
74,531
1,375
391,048
26,092
23,631
$ 850,059

Statements of Cashflows

For the years ended December 31
($thousands)

2006

Cash From (Used In) Operating Activities
Net income
Items not affecting cash:
Amortization of capital assets
Amortization of deferred charges
Amortization of regulatory assets and liabilities
Regulatory deferrals
Future income taxes
Accrued employee future benefits
Change in non-cash working capital
Cash From (Used In) Financing Activities
Proceeds from long-term debt
Repayment of long-term debt
Short-term borrowings
Contributions from customers and security deposits
Redemption of preference shares
Dividends
Preference shares
Common shares
Cash From (Used In) Investing Activities
Capital expenditures (net of salvage)
Other deferred charges
Long-term portion of finance programs
Increase (Decrease) in Cash
(Bank Indebtedness) Cash, Beginning of the Year
Bank Indebtedness, End of the Year

2005

$ 30,666

$ 31,317

38,922
313
(5,349)
(4,451)
(1,375)
(4,745)
3,070
57,051

32,143
353
1,812
(1,683)
(126)
(5,814)
9,848
67,850

23,441
(4,250)
270
3,166
(57)

70,990
(4,250)
(58,059)
1,749
(7)

(588)
(18,163)
3,819

(588)
(23,117)
(13,282)

(60,235)
(59)
(204)
(60,498)
372
(772)
$ (400)

(55,399)
(465)
57
(55,807)
(1,239)
467
$ (772)

See accompanying notes to financial statements.
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Notes to Financial Statements

December 31, 2006
Tabular amounts are in thousands of dollars unless otherwise noted.
1.

Description of Business
Newfoundland Power Inc. (“the Company” or “Newfoundland Power”) is a regulated electric utility that operates an integrated generation, transmission
and distribution system throughout the island portion of Newfoundland and Labrador. The Company is regulated by the Newfoundland and Labrador
Board of Commissioners of Public Utilities (the “PUB”) and serves over 229,000 customers comprising approximately 85% of all electricity consumers
in the province. The Company generates approximately 10% of its energy needs and purchases the remainder from Newfoundland and Labrador
Hydro (“Hydro”).

2.

Summary of Significant Accounting Policies
These financial statements have been prepared in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”), including
selected accounting treatments that differ from those used by entities not subject to rate regulation. The timing of the recognition of certain assets,
liabilities, revenues and expenses as a result of regulation may differ from that otherwise expected under Canadian GAAP. These differences are
discussed below and in Note 4.
All amounts presented are in Canadian dollars unless otherwise stated.
Regulation
The Company operates under cost of service regulation as administered by the PUB under the Public Utilities Act.
The Public Utilities Act provides for the PUB’s general supervision of the Company’s utility operation and requires the PUB to approve, among other
things, customer rates, capital expenditures and the issue of securities of Newfoundland Power. The Public Utilities Act also entitles the Company an
opportunity to recover all reasonable and prudent costs incurred in providing electricity service to its customers, including a just and reasonable return
on its rate base. The rate base consists of the net assets required by the Company to provide service to customers.
The determination of the forecast return on rate base, together with the forecast of all reasonable and prudent costs, establishes the revenue requirement
upon which the Company’s customer rates are determined through a general rate hearing. In between general rate hearings, customer rates are
adjusted annually through the operation of an automatic adjustment formula that sets an appropriate annual rate of return on rate base based upon
changes in the forecast cost of common equity. The forecast cost of common equity reflected in customer rates for 2006 was 9.24% (2005 – 9.24%).
Revenue Recognition
Prior to January 1, 2006, revenue derived from electricity sales was recognized as bills were rendered to customers. The difference between revenue
recognized on a billed basis versus an accrual basis (“unbilled revenue”) was deferred and reported on the balance sheet as a regulatory liability.
Effective January 1, 2006, the Company received approval from the PUB to change its revenue recognition policy for financial and regulatory reporting
purposes from a billed basis to an accrual basis. This is in accordance with the manner in which the Company’s 2006 rates and returns were set, as
regulated by the PUB. Under the accrual basis, electricity consumed but not yet billed to customers is estimated at the end of each reporting period
and the associated revenue, calculated using approved rates, is accrued as of that date.
In conjunction with this change in accounting policy, a portion of the unbilled revenue as of December 31, 2005 will be recognized as revenue in future
periods, as approved by the PUB. The Company has received PUB approval to recognize $3.1 million as revenue in 2006 and $2.7 million as revenue
in 2007, to offset the income tax impact associated with the transition to the accrual basis of revenue recognition for income tax purposes. Disposition
of the remaining regulatory liability has been deferred until the Company’s next general rate application which is currently anticipated to be filed in 2007
for the purpose of setting electricity rates for 2008.
Rates approved by the PUB are bundled to include generation, transmission and distribution services.
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Other Revenue
Other revenues are recognized as earned.
Capital Assets
Property, plant and equipment are stated at values approved by the PUB as at June 30, 1966, with subsequent additions at cost. Property, plant and
equipment are classified according to the following categories.
Distribution assets are used to distribute electricity at lower voltages (25.0 kilovolts or less). These assets include poles, towers and fixtures,
low-voltage wires, transformers, overhead and underground conductors, street lighting, metering equipment and other related equipment. These
assets have a service life range of 16 to 65 years with an average remaining service life currently estimated to be 23 years.
Transmission and substations assets are used to transmit electricity at higher voltages (66 or 138 kilovolts). These assets include poles, wires and
conductors, substations, support structures and other related equipment. These assets have a service life range of 31 to 65 years with an average
remaining service life currently estimated to be 26 years.
Generation assets are used to generate electricity. These assets include hydroelectric and thermal generating stations, gas and combustion turbines,
dams, reservoirs and other related equipment. These assets have a service life range of 13 to 75 years with an average remaining service life currently
estimated to be 32 years.
Transportation and communications assets include vehicles and telephone, radio and other communications equipment. These assets have a service
life range of 5 to 30 years with an average remaining service life currently estimated to be 5 years.
Land, buildings and equipment include Company owned land, buildings and structures, and various types of equipment used generally in the
provision of electricity service but not specifically in the distribution, transmission or generation of electricity or specifically related to transportation and
communication activities. These assets have a service life range of 5 to 70 years. The average remaining service life of the Company’s buildings and
equipment is currently estimated to be 27 years and 5 years, respectively.
Cost includes general expenses capitalized (“GEC”) which are overhead costs not directly attributable to specific capital assets but relate to the
Company’s overall capital expenditure program. The methodology for calculating and allocating GEC among classes of capital assets is established
by PUB order. In the absence of rate regulation only those overhead costs directly attributable to construction activity would be capitalized. In 2006,
GEC totalled $2.7 million (2005 - $3.1 million).
Contributions in aid of construction, which are funds received from customers and governments toward the cost of the asset, are netted against the
asset cost. The net capital asset cost is then amortized over the asset’s estimated service life.
The PUB permits interest during construction (“IDC”) to be capitalized. In the absence of rate regulation only interest incurred or accrued on related
debt would be capitalized, whereas IDC recorded by the Company is based upon the Company’s rate of return on rate base which includes return on
equity. The Company’s IDC is deducted from finance charges, as disclosed in Note 5. In 2006, IDC of approximately $146,000 (2005 - $125,000) was
calculated by implicit reference to the Company’s return on equity by virtue of the Company’s use of rate of return on rate base to calculate IDC.
Amortization of capital assets is recorded using the straight-line method based on the amortization rates disclosed in Note 7. The amortization method
and estimated service lives of plant and equipment are subject to periodic review. In 2002, an amortization study was conducted by an external expert
on behalf of the Company. As part of this study a comparison was made between the accumulated amortization recorded by the Company and the
theoretical accumulated amortization based on the amortization rates recommended in the study. A difference of $17.2 million was identified and
treated as an amortization adjustment which, by PUB order, reduced amortization of capital assets by approximately $5.8 million per year for three
years ended in 2005. On December 23, 2005, the Company received approval from the PUB to defer the recovery of the additional amortization of
capital assets incurred in 2006 resulting from the expiry of the amortization adjustment until the Company’s next general rate application. A similar
deferral with respect to the additional amortization of capital assets in 2007 was approved by the PUB on December 5, 2006.
As capital assets are retired or disposed of the original cost of the asset is removed from the capital asset accounts. The original cost of the
asset is also removed from the accumulated amortization accounts, net of salvage. Any gain or loss is, therefore, charged to accumulated
amortization and reflected in future amortization expense when it is refunded or collected through customer rates. In 2006, approximately $4.8 million
(2005 - $5.8 million) of losses on the retirement and disposition of capital assets was charged to accumulated amortization.
Included in accumulated amortization is a provision for the amount collected through customer electricity rates for capital asset removal and site
restoration costs that are expected to be incurred in the future. Actual costs of removal and site restoration, net of salvage proceeds, are recorded
against this balance when incurred. In the absence of rate regulation, capital asset removal and site restoration costs would have been recognized
as incurred as an operating expense rather than over the life of the asset through amortization expense. During 2006, the amount included in
amortization expense associated with the provision for future capital asset removal and site restoration was $3.2 million (2005 - $2.5 million) and capital
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asset removal and site restoration costs, net of salvage proceeds, recorded against the provision was $1.4 million (2005 - $1.0 million). Included
in the accumulated amortization balance at December 31, 2006 was the remaining provision for future capital asset removal and site restoration of
$47.6 million (2005 - $45.8 million).
Materials and Supplies
Materials and supplies represent fuel and materials required for construction or maintenance activities. These assets are carried at the lower of
average cost and net realizable value.
Deferred Debt and Financing Costs
Deferred debt costs are amortized on a straight-line basis over the life of each debt issue. Amortization is charged to finance charges as per Note 5
and the unamortized balance is shown in deferred and other charges per Note 8.
Financing Programs
The Company offers its customers financing programs for energy efficiency upgrades and new service requests. In the case of new service requests,
the construction costs charged to the customer, and the repayment terms, are prescribed by the PUB. Payments are made through the customer’s
monthly electric bill. Repayment schedules up to 120 months can be arranged with interest based on the interest rate in effect at the time of purchase,
and loans may be repaid at any time without penalty. The balance receivable within the following year is grouped in current accounts receivable with
the long-term portion shown in deferred and other charges per Note 8.
Future Income Taxes
Effective January 1, 1981, pursuant to PUB order, future income tax liabilities are recognized solely on temporary differences in capital cost allowance
in excess of amortization of capital assets, excluding GEC. Current customer rates do not include the recovery of future income taxes related to certain
other temporary differences between the tax basis of assets and liabilities and their carrying amounts for regulatory purposes, but these taxes are
expected to be collected in future customer rates when the taxes become payable. In the absence of rate regulation, the future tax liability would have
been higher by approximately $77.5 million at December 31, 2006 (2005 - $81.3 million).
Security Deposits
Security deposits are advance cash collections from customers to guarantee the payment of electric bills. The security deposit liability includes interest
credited to customer deposits. The current portion is reported in accounts payable and accrued charges, with the balance grouped in other liabilities.
Employee Future Benefits (pensions)
Employee future benefits provided by the Company include defined benefit and defined contribution pension plans. The pension costs and obligations
of the defined benefit pension plans are actuarially determined using the projected benefit method pro-rated on service and management’s best
estimate of expected plan investment performance, salary escalation and retirement ages of employees. Pension plan assets are valued using the
market-related value where investment returns in excess of or below expected returns are recognized in asset value over a period of three years. The
excess of the net actuarial gain or loss over 10 per cent of the greater of the accrued benefit obligation and the market-related value of plan assets is
amortized over the estimated average remaining service period of active employees. The cumulative difference between pension fund contributions
and pension costs for the funded plan is recorded as deferred pension costs and grouped with deferred and other charges per Note 8.
On January 1, 2000, the Company prospectively applied Section 3461 of the CICA Handbook. The Company is amortizing the resulting transitional
obligation on a straight-line basis over 18 years, the expected average remaining service period of the plan members at that time.
The costs of the defined contribution pension plan are expensed as incurred.
Other Post Employment Benefits (other than pensions)
The Company provides other post employment benefits (“OPEB”) including retirement allowances, extended health care and life insurance benefits to
qualified employees and retirees.
The costs of these benefits are expensed in the year paid, as these costs are recoverable in rates from customers at that time. In the absence of rate
regulation these costs would be recognized on an accrual basis as actuarially determined. The portion of the actuarially determined expense that is
expected to be recovered from customer rates in future is deferred as a regulatory asset.
The accrued OPEB liability is determined using the projected benefits method prorated on service and management’s best estimate of salary escalation
and retirement ages of employees. The excess of the net actuarial gain or loss over 10 per cent of the accrued benefit obligation, along with past
service costs from benefit amendments, is amortized over the estimated average remaining service period of active employees.
On January 1, 2000, the Company prospectively applied Section 3461 of the CICA Handbook. The Company is amortizing the resulting transitional
obligation on a straight-line basis over 18 years, the expected average remaining service period of the plan members at that time.
Effective December 31, 2005, full and separate disclosure of the OPEB liability and regulatory asset has been provided on the balance sheet.
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Asset Retirement Obligations
Under Canadian GAAP, a Company is required to record the fair value of future expenditures necessary to settle legal obligations associated with asset
retirements even though the timing or method of settlement is conditional on future events. Newfoundland Power has determined that there are asset
retirement obligations (“ARO”) associated with its generation assets and some parts of its transmission and distribution system.
With respect to generation assets, the legal obligation is associated with the environmental remediation of the land and water-ways to protect fish habitat.
However, this obligation is conditional on the decision to decommission generation assets and the Company currently has no plans to decommission
any of its generation assets as these assets are effectively operated in perpetuity. Therefore, the nature of this obligation is indeterminable and
consequently, the fair value of the legal obligation associated with the retirement of generation assets cannot be estimated at this time.
With respect to the transmission and distribution system, the legal obligations pertain to the proper disposal of fuel storage tanks, used oil and
asbestos. The fair value of these legal obligations was determined to be immaterial and no liability has therefore been recognized.
The Company will recognize an ARO and offsetting capital asset when the nature and timing can reasonably be determined and the amount is
material.
Use of Estimates
The preparation of financial statements in conformance with Canadian GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reporting periods. Estimates are based on historical experience, current condition and various
other assumptions believed to be reasonable under the circumstances. Changes in facts and circumstances may result in revised estimates and actual
results could differ from those estimates.
3.

Change in Accounting Policy
As discussed under Revenue Recognition in Note 2, the Company prospectively changed its revenue recognition policy from a billed basis to an
accrual basis effective January 1, 2006. As a result of the change in revenue recognition policy, revenue during the year ended December 31, 2006
increased by $0.4 million.
On April 1, 2006, the Company adopted EIC-159 Conditional Asset Retirement Obligations (“EIC-159”). EIC-159 requires an entity to recognize a
liability for the fair value of an ARO even though the timing or method of settlement is conditional on future events. While conditional AROs have been
identified, no amounts have been recorded as the fair value of the legal obligations cannot be estimated at this time or are immaterial to the Company’s
results of operations and financial position, as discussed in Note 2.

4.

Regulatory Assets and Liabilities
Regulatory assets and liabilities arise as a result of the rate-setting process. Regulatory assets are amounts expected to be recovered from customers
in future periods through the rate-setting process. Regulatory liabilities are amounts expected to be refunded or applied for the benefit of customers in
future periods through the rate-setting process.
The accounting methods utilized and the eventual recovery of regulatory assets and settlement of regulatory liabilities are based on approval by the
PUB. The manner in which these assets and liabilities are eventually recovered and settled will impact the Company’s cashflows.
Changes arising from subsequent PUB orders would be reflected in the financial statements at that time. Based on existing regulatory orders, the
Company has recorded the following amounts which are expected to be reflected in customer rates in future periods.
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Regulatory Assets and Liabilities
Rate stabilization account
Municipal tax asset
Total current regulatory assets
Other post employment benefits asset
Weather normalization account
Early retirement program costs
Regulatory deferral
Unbilled revenue increase reserve
Total long-term regulatory assets
Total current regulatory liability - municipal tax liability
Unbilled revenue liability
Purchased power unit cost variance reserve
Total long-term regulatory liabilities

2006

2005

$ 3,554
7,239
$ 10,793
$ 27,782
11,809
133
5,793
$ 45,517
$ 11,328
$ 19,160
1,342
$ 20,502

$ 2,405
6,879
$ 9,284
$ 22,976
10,100
671
295
$ 34,042
$ 10,966
$ 23,631
$ 23,631

Rate Stabilization Account
The rate stabilization account passes through to the Company’s customers amounts related to changes in the cost and quantity of fuel burned by Hydro
to produce the electricity sold to the Company. Operation of this account has no earnings impact on the Company. On July 1 of each year customer
rates are recalculated in order to amortize over the subsequent twelve months the balance in the rate stabilization account as of December 31 of the
previous year. In the absence of rate regulation these transactions would be accounted for in a similar manner, however, the amount recovered, or
refunded, and the recovery, or refund, period would not be subject to regulatory approval.
Municipal Tax Asset and Liability
A predetermined percentage of current year electricity revenue is accrued to cover the following year’s business and property taxes, as collectable
from customers and payable to municipalities. The asset, net of amounts already collected from customers in the current year, and the liability are
classified under current regulatory assets and liabilities, respectively, on the balance sheet. In the absence of rate regulation these balances would
be reversed with no earnings impact.
Other Post Employment Benefits Asset
As discussed in Note 2, the cumulative difference between (i) OPEB expense actually recognized by the Company under the PUB approved cash
method of accounting for OPEBs, and (ii) OPEB expense that would have been recognized under the accrual method of accounting is reported as a
regulatory asset. In the absence of rate regulation the OPEB expense in 2006 would have been $4.8 million higher (2005 - $5.5 million higher).
The recovery period for this regulatory asset has not yet been determined. The Company is required to file a report with the PUB no later than its next
general rate application which addresses the potential use of the accrual method to account for OPEBs.
Weather Normalization Account
The weather normalization account reduces earnings volatility by adjusting electricity purchases and sales to eliminate variances caused by the
difference between normal weather conditions, based on long-term averages, and actual weather conditions. In the absence of rate regulation these
fluctuations would be recorded on the income statement in the period in which they occurred.
As part of the Company’s 2003 general rate application, it was determined that $5.6 million of the balance in this account was not expected to
reduce over time. This amount is being amortized and recovered through rates on a straight-line basis over a five-year period ending in 2007.
This amortization increases purchased power expense by approximately $1.7 million per year and decreases income tax expense by approximately
$0.6 million per year.
The recovery period for the remaining balance in the weather normalization account is not determinable as it depends on future weather conditions. In
the absence of rate regulation, revenue in 2006 would have been $16.5 million lower (2005 - $10.6 million lower) and purchased power cost in 2006
would have been $13.3 million lower (2005 - $11.2 million lower).
Early Retirement Program Costs
In 2005 the PUB authorized the Company to amortize $1.7 million of retirement allowances associated with a voluntary early retirement program
(“ERP”) at a rate of $1.0 million in 2005, $0.5 million in 2006 and $0.2 million in 2007. The unamortized balance is reported as a regulatory asset.
As discussed in Note 2, in the absence of rate regulation these retirement allowances would have been previously recognized on an accrual basis
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over the estimated period of employment as actuarially determined. Amounts paid in 2005 but determined by the actuaries not to have been accrued
previously would have been expensed in 2005 when the ERP was accepted by employees. The financial impact on 2005 and 2006 is not material to
the Company’s results of operations in those years.
Regulatory Deferral
In accordance with a PUB order, in 2006 the Company deferred recovery of a $5.8 million increase in capital asset amortization. This amount will be
recovered in a future period as determined by the PUB. In the absence of rate regulation the deferral would not have been recorded and net income
in 2006 would have been $5.8 million lower (2005 - $nil).
Unbilled Revenue Increase Reserve
Prior to 2006, an unbilled revenue increase reserve account was established to record the net difference arising from: (i) recognizing approved rate
increases or decreases according to the billing cycle rather than the implementation date; and (ii) delayed implementation of an approved rate increase
for 1999. In the absence of rate regulation such revenue would be recorded in the period earned and in 2005 revenue would have been $0.1 million
lower.
Effective January 1, 2006, the Company received approval from the PUB to dispose of this reserve by applying the balance thereof against the
regulatory liability associated with unbilled revenue as of December 31, 2005, as described under Revenue Recognition in Note 2.
Unbilled Revenue Liability
As discussed in Notes 2 and 3, the Company prospectively changed its revenue recognition policy from a billed basis to an accrual basis, effective
January 1, 2006. As a result, the $23.6 million cumulative difference between billed revenue as of December 31, 2005 and revenue that would have
been recognized to December 31, 2005 on the accrual basis was reported on the balance sheet as a regulatory liability.
Pursuant to a PUB order, the Company amortized $3.1 million of this regulatory liability in 2006. In the absence of rate regulation 2006 revenue would
have been $3.1 million lower (2005 - $0.1 million lower).
Purchased Power Unit Cost Variance Reserve
The PUB has approved the creation of a purchased power unit cost variance reserve to limit variations in the cost of purchased power associated with
the implementation of a demand and energy wholesale rate structure, effective January 1, 2005. Operation of the reserve limits purchased power
cost volatility within a range approved by the PUB. The approved range for 2006 was +/- $714,000 (2005: +/- $588,000). If the variance is within the
approved range, no adjustment to the reserve or purchased power expense is recorded. The balance in reserve is reviewed by the PUB each year
for disposition at their discretion.
In the absence of rate regulation fluctuations in purchased power cost would be recorded on the income statement in the period in which they occurred.
In 2006 purchased power cost would have been $2.1 million lower (2005 - $Nil).
5.

Finance Charges
Finance Charges
Interest on long-term debt
Interest on long-term committed credit facility
Interest on short-term uncommitted demand facility
Amortization of deferred debt issue costs
Amortization of deferred finance costs
Interest earned
Interest during construction

2006

2005

$ 32,759
748
561
193
62
(1,210)
(436)
$ 32,677

$ 31,046
1,287
248
201
64
(1,158)
(319)
$ 31,369
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6.

Income Taxes
Taxes on income vary from the amount that would be determined by applying statutory income tax rates to earnings. The following is a reconciliation
of the combined statutory rates to the effective income tax rate.
Effective Income Tax Rate

2006

2005

36.1%
(3.1)
(2.2)
(4.4)
6.3
(4.7)
3.6
(0.8)
30.8%

36.1%
1.6
(0.3)
(2.3)
(4.5)
2.3
32.9%

2006

2005

$ 14,817
(1,178)
$ 13,639

$ 15,739
(371)
$ 15,368

Statutory income tax rate
Large corporations tax
Future income tax
General expenses capitalized
Pension costs less than pension funding
Amortization of capital assets in excess of capital cost allowance
Regulatory deferral
Change in revenue recognition policy
Other timing differences not recorded
Effective tax rate
The Company’s income tax provision is comprised as follows:
Income Tax Provision
Current income taxes
Future income taxes

At December 31, 2006, the Company has approximately $298,600 (2005 - $646,000) in capital losses carried forward from previous years. These
capital losses can be carried forward indefinitely and applied against future capital gains. The potential benefit associated with these capital losses
has not been recognized in the financial statements.
7.

Capital Assets
Capital Assets
Accumulated
Amortization

Cost
2006
Distribution
Transmission and substations
Generation
Land, buildings and equipment
Transportation and communications
Construction in progress
2005
Distribution
Transmission and substations
Generation
Land, buildings and equipment
Transportation and communications
Construction in progress
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$

640,760
211,233
137,863
95,810
33,237
917
$ 1,119,820

$

$

$

619,018
203,487
132,921
94,825
33,886
969
$ 1,085,106

$

$

256,011
93,180
45,299
39,298
16,495
450,283

$

245,784
90,839
42,695
37,368
16,962
433,648

$

$

$

Net Book
Value

Composite
Amortization Rate

384,749
118,053
92,564
56,512
16,742
917
669,537

3.3%
2.8
2.3
6.8
8.5
3.5%

373,234
112,648
90,226
57,457
16,924
969
651,458

3.3%
2.8
2.3
6.8
8.7
3.5%

8.

Deferred and Other Charges
Deferred and Other Charges
Deferred pension costs (Note 15)
Deferred finance costs
Finance programs

9.

2006

2005

$ 90,122
3,351
1,728
$ 95,201

$ 84,999
3,606
1,523
$ 90,128

Capital Stock
Authorized
(a)	an unlimited number of Class A and Class B Common Shares without nominal or par value. The shares of each class are inter-convertible on
a share-for-share basis and rank equally in all respects including dividends. The Board of Directors may provide for the payment, in whole or in
part, of any dividends to Class B shareholders by way of a stock dividend;
(b)	an unlimited number of First Preference Shares without nominal or par value except that Series A, B, D and G First Preference Shares have a
par value of $10 each. Series A, B, D and G First Preference Shares are cumulative redeemable voting shares. Each series of First Preference
Shares is redeemable at the option of the Company at a premium not in excess of the annual dividend rate. Series D and G First Preference
Shares are subject to the operation of purchase funds and the Company has the right to purchase limited amounts of Series D and G First
Preference Shares at or below par; and,
(c) an unlimited number of Second Preference Shares without nominal or par value.
Capital Stock
As at December 31
2006

Class A Common Shares
First Preference Shares
5.50% Series A
5.25% Series B
7.25% Series D
7.60% Series G

Number of
Shares (#)

2005
Amount

Number of
Shares (#)

Amount

10,320,270

$ 70,321

10,320,270

$ 70,321

179,225
337,983
212,165
205,950
935,323

1,792
3,380
2,122
2,059
9,353

179,225
337,983
217,865
205,950
941,023

1,792
3,380
2,179
2,059
9,410

$

$

During 2006, the Company redeemed 5,700 Series D First Preference Shares for cash consideration of $57,000.
All dividends declared payable by the Company are designated as eligible dividends within the meaning of s.89(1) of the Income Tax Act (Canada).
10. Related Party Transactions
The Company provides services to, and receives services from, its parent Company, Fortis Inc. (“Fortis”), and other subsidiaries of Fortis. The
Company also incurs charges from Fortis for the recovery of general corporate expenses incurred by Fortis. These transactions are in the normal
course of business and are recorded at their exchange amounts based on fair market value or cost, as appropriate.
The amount included in revenue and operating expenses due to transactions with related parties for the years ended December 31, 2006 and 2005
were measured at the exchange amounts and are as follows:
Related Party Transactions
Included in revenue
Included in operating expenses

2006

2005

$ 3,730
$ 1,038

$ 3,696
$
894
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The amounts included in accounts receivable as of December 31, 2006 and 2005 due to transactions with related parties were measured at the
exchange amount and are as follows:
Related Party Balance

2006
Included in accounts receivable

$

2005

119

$

241

11. Credit Facilities
Newfoundland Power has unsecured bank credit facilities of $120 million comprised of a syndicated $100 million committed revolving term credit facility
which matures on January 20, 2009 and a $20 million uncommitted demand facility. Borrowings under the committed credit facility have been classified
as long-term because this amount will remain outstanding under the agreement for a period extending beyond one year from the balance sheet date.
The following table outlines the balance of credit facilities available as at December 31, 2006 and 2005.
Credit Facilities
Total credit facilities
Short-term borrowings
Long-term borrowings
Credit facilities available

2006

2005

$ 120,000
(320)
(34,431)
$ 85,249

$ 120,000
(50)
(10,990)
$ 108,960

2006

2005

12. Long-term Debt
Long-term Debt
First mortgage sinking fund bonds
11.875% Series AC, due 2007
10.550% Series AD, due 2014
10.900% Series AE, due 2016
10.125% Series AF, due 2022
9.000% Series AG, due 2020
8.900% Series AH, due 2026
6.800% Series AI, due 2028
7.520% Series AJ, due 2032
5.441% Series AK, due 2035
Long-term classification of credit facilities (Note 11)
Less: current portion

$

31,870
31,753
34,000
34,400
35,200
36,035
46,000
72,000
58,800
34,431
414,489
35,720
$ 378,769

$

32,270
32,153
34,400
34,800
35,600
36,435
46,500
72,750
59,400
10,990
395,298
4,250
$ 391,048

First mortgage sinking fund bonds are secured by a first fixed and specific charge on property, plant and equipment owned or to be acquired by the
Company and by a floating charge on all other assets. The first mortgage sinking fund bonds require an annual sinking fund payment of 1% of the
original principal balance. Annual payments required to meet sinking fund instalments, maturities of long-term debt and long-term credit facilities are
as follows:
		
2007
$ 35,720,000
		
2008
$ 3,850,000
		
2009
$ 38,281,000
		
2010
$ 3,850,000
		
2011
$ 3,850,000
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13. Other Liabilities
Other Liabilities

2006
Security deposits
OPEB liability (Note 15)
Defined benefit pension liability - unfunded (Note 15)
Defined contribution pension liability

$

$

736
27,782
1,486
1,204
31,208

2005
$

$

804
22,976
1,250
1,062
26,092

14. Supplementary Information to Statements of Cashflows
Supplementary Information
Net interest paid
Income taxes paid

2006

2005

$ 32,858
$ 14,492

$ 31,423
$ 13,238

15. Employee Future Benefits
The Company provides pension benefits and other post employment benefits to qualified employees through both defined contribution and defined
benefit arrangements.
The Company’s expenses related to the defined contribution arrangements are based upon employee earnings. The Company’s expenses related to
these arrangements in 2006 amounted to $839,000 (2005 - $741,000).
The Company’s defined benefit arrangements include a funded defined benefit plan and an unfunded pension uniformity plan (“PUP”). Both plans are
closed to new entrants and provide benefits based on a percentage of the highest three consecutive years average base earnings and the employee’s
years of service.
The Company’s defined benefit pension plan asset allocation at December 31, 2006 and 2005 was as follows:
Plan Assets
Fixed income
Equities
Foreign equities

2006

2005

37%
42
21
100%

40%
40
20
100%

For the Company’s defined benefit pension plans, beginning in 2004, the accrued benefit obligation and the market-related value of plan assets are
measured for accounting purposes as at December 31 of each year. The most recent actuarial valuation of the defined benefit pension plans for
funding purposes was as of December 31, 2005 and the next required valuation will be, at the latest, as of December 31, 2008.
For the Company’s OPEB arrangements, the accrued benefit obligation is measured for accounting purposes as at December 31 of each year. The
most recent actuarial valuation was as of December 31, 2004 and the next required valuation will be, at the latest, as of December 31, 2007.
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Employee Future Benefits
As at December 31
2006

2005

Unfunded
Funded
Change in accrued benefit obligation
Balance, beginning of year
Current service costs
Interest cost
Benefits paid
Net transfer out
Actuarial losses
Plan amendments
Balance, end of year
Change in fair value of plan assets
Balance, beginning of year
Expected return on assets
Benefits paid
Net transfer out
Actuarial gains
Employee contributions
Employer contributions
Balance, end of year
Funded status
(Deficit) surplus, end of year
Unamortized net actuarial loss
Unamortized transitional obligation
Unamortized past service costs
Accrued benefit asset (liability), end of year
Effect of 1% increase in health care cost trends on:
Accrued benefit obligation
Service costs and interest cost
Effect of 1% decrease in health care cost trends on:
Accrued benefit obligation
Service costs and interest cost
Significant assumptions
Discount rate during year
Discount rate as at December 31
Expected long-term rate of return on plan assets
Rate of compensation increases
Health care cost trend increases as at December 31
Expected average remaining service of active employees
Net benefit expenses
Current service costs
Interest cost
Expected return on plan assets
Amortization of transitional obligation
Amortization of net actuarial loss
Amortization of past service costs
Regulatory adjustment (Note 4)
Net benefit expense
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Unfunded

PUP

OPEB

Funded

2,287
1
125
(204)
235
251
2,695

$ 66,397
1,350
3,518
(2,837)
1,376
$ 69,804

$ 182,961
3,676
11,717
(12,218)
(1,140)
30,452
11,277
$ 226,725

$

$

(2,837)
2,837
$
-

$ 197,906
14,160
(12,218)
(1,140)
12,865
1,221
10,576
$ 223,370

$

PUP

OPEB

2,123
5
128
(170)
201
2,287

$ 55,972
1,066
3,347
(1,317)
7,329
$ 66,397

$ 226,725
4,578
11,769
(12,295)
4,973
3,426
$ 239,176

$

$ 223,370
15,790
(12,295)
11,234
1,216
10,911
$ 250,226

$

$ 11,050
52,353
14,158
12,561
$ 90,122

$ (2,695)
696
512
1
$ (1,486)

$ (69,804)
26,881
15,141
$ (27,782)

$ (3,355)
62,069
15,445
10,840
$ 84,999

$ (2,287)
477
559
1
$ (1,250)

$ (66,397)
26,852
16,569
$ (22,976)

-

-

$ 12,296
942

-

-

$ 8,622
767

-

-

(9,552)
(712)

-

-

(6,786)
(589)

5.25%
5.25%
7.50%
4.00%
15 years

5.25%
5.25%
4.00%
15 years

5.25%
5.25%
4.00%
4.50%
15 years

6.25%
5.25%
7.50%
4.00%
16 years

6.25%
5.25%
4.00%
16 years

6.00%
5.25%
4.00%
4.50%
15 years

1
125
47
16
251
440

$ 1,350
3,518
1,428
1,347
(4,806)
$ 2,837

$

$ 1,066
3,347
1,428
956
(5,480)
$ 1,317

$

3,362
11,769
(15,790)
1,287
3,455
1,706
$ 5,789

$

$

$

$

(204)
204
-

$

2,456
11,717
(14,160)
1,287
2,316
969
$ 4,585

$

$

$

(170)
170
-

5
128
47
4
184

$

(1,317)
1,317
$
-

The accrued benefit asset (liability) is included in the Company’s balance sheet in deferred pension costs and other liabilities, respectively. Other
liabilities include accrued liabilities for both defined contribution and defined benefit arrangements.
Total cash payments made for all pension arrangements in 2006 were $13.0 million (2005 - $12.6 million).
16. Financial Instruments
The Company’s financial instruments consist of accounts receivable, bank indebtedness, short-term borrowings, accounts payable and accrued
charges, and long-term debt. These financial instruments, with the exception of long-term debt, have a fair value, which approximates carrying
value.
Fair Value
The estimated fair value of the Company’s first mortgage bonds was $505.9 million at December 31, 2006 (2005 - $517.2 million). Fair value was
estimated using present value techniques based on borrowing rates at year-end for debt with similar terms and maturities. The fair value estimate does
not include exchange or settlement costs, as the Company does not intend to retire the debt prior to maturity.
Credit Risk
Accounts receivable do not represent a significant concentration of credit risk as amounts are owed by a large number of customers on normal credit
terms.
Exchange Risk
Any exposure to foreign exchange rate fluctuations is immaterial.
Interest Rate Risk
Long-term debt bears fixed interest rates, thereby minimizing cash flow and interest rate exposures.
17. Comparative Figures
Certain comparative figures have been reclassified to conform with the current period’s presentation.
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Caring. Connected. Committed.

T

Ten Year Summary
2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

Revenue

421,264

419,963

404,447

384,150

369,627

359,305

348,413

342,001

335,751

343,677

Purchased power

257,157

255,954

244,012

227,964

210,764

202,479

199,266

192,755

191,586

190,711

53,996

53,812

51,755

51,799

50,767

52,908

52,486

52,709

52,641

57,555

Income Statement Items ($thousands)

Operating, pension and ERP costs
Amortization of capital assets

2

33,129

32,143

30,987

29,372

35,442

34,003

29,625

29,638

28,067

26,800

Finance charges

32,677

31,369

30,393

30,009

26,853

26,700

26,641

26,488

25,233

24,949

Income taxes

13,639

15,368

15,586

14,945

16,381

13,730

13,296

16,927

16,027

18,105

Earnings applicable to common shares

30,078

30,729

31,122

29,460

28,807

28,862

26,473

22,858

21,571

24,931

1,119,820 1,085,106 1,050,913 1,009,448

949,478

914,735

865,406

844,598

817,820

790,290

Balance Sheet Items ($thousands)
Property, plant and equipment
Accumulated amortization

450,283

433,648

420,836

407,319

381,003

369,659

353,078

344,506

330,453

319,209

Net capital assets

669,537

651,458

630,077

602,129

568,475

545,076

512,328

500,092

487,367

471,081

Total assets

888,797

850,059

825,310

744,375

704,598

667,289

628,252

608,336

588,320

564,394

Long-term debt

414,489

395,298

328,558

332,208

335,858

263,758

280,158

283,208

286,258

238,808

Preference shares

9,353

9,410

9,417

9,429

9,709

9,709

9,890

9,890

9,890

9,890

Common equity

335,887

323,972

316,360

299,480

279,515

260,203

250,331

242,848

229,485

227,512

Total capital

759,729

728,680

654,335

641,117

625,082

533,670

540,379

535,946

525,633

476,210

4,876

4,873

4,841

4,725

4,604

4,495

4,432

4,292

4,259

4,244

Operating Statistics (GWh)
Sources of Electricity (normalized)
Purchased
Generated

417

426

424

425

424

416

423

450

429

424

5,293

5,299

5,265

5,150

5,028

4,911

4,855

4,742

4,688

4,668

Residential

2,981

2,987

2,972

2,909

2,843

2,775

2,707

2,672

2,652

2,669

Commercial and street lighting

2,014

2,017

2,007

1,973

1,922

1,892

1,848

1,828

1,788

1,769

Total

4,995

5,004

4,979

4,882

4,765

4,667

4,555

4,500

4,440

4,438

9.0

9.0

8.3

8.1

7.8

7.5

6.9

6.4

6.3

6.1

198,568

196,412

193,912

191,314

188,925

186,828

185,287

183,921

182,324

181,168

30,932

30,889

30,552

30,339

30,147

30,051

29,923

29,720

29,786

29,518

Total

Sales (normalized)

Electricity sales per employee

Customers (year-end)
Residential
Commercial and street lighting

229,500

227,301

224,464

221,653

219,072

216,879

215,210

213,641

212,110

210,686

Operating cost per customer ($)3

Total

212

218

220

225

223

231

230

235

243

262

Number of regular full-time employees

552

556

599

606

610

626

656

703

705

726

1 Certain comparative figures have been reclassified to conform with current year presentation.
2 Amount for 2006 is net of a regulatory deferral of $5.8 million, as approved by the PUB.
3 Operating cost per customer is calculated excluding pension and early retirement program costs.
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Board of Directors

Mr. Trevor Adey

Ms. Peggy Bartlett

Mr. Bruce Chafe

Mr. William Daley

Mr. Ed Drover

Mr. Peter Fenwick

Mr. Chris Griffiths

Ms. Georgina Hedges

Mr. Stanley Marshall

Mr. David Norris

Mr. Karl Smith

Mr. John Walker

Chief Executive Officer
Consilient Technologies Corporation
St. John’s, Newfoundland & Labrador

Regional Director
Freedom55 Financial
St. John’s, Newfoundland & Labrador

President & Chief Executive Officer
Fortis Inc.
St. John’s, Newfoundland & Labrador

President
Bartlett Enterprises Inc.
Grand Falls-Windsor,
Newfoundland & Labrador
Owner/Operator
Inn at the Cape
Cape St. George,
Newfoundland & Labrador
Corporate Director
St. John’s, Newfoundland & Labrador

Corporate Director
St. John’s, Newfoundland & Labrador

President & Chief Executive Officer
Garrison Guitars
St. John’s, Newfoundland & Labrador

President & Chief Executive Officer
Newfoundland Power Inc.
St. John’s, Newfoundland & Labrador

President & Chief Executive Officer
FortisOntario Inc.
Fort Erie, Ontario

Owner/Operator
The Doctor’s Inn
Eastport, Newfoundland & Labrador

President & Chief Executive Officer
FortisBC Inc.
Kelowna, British Columbia
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Mr. Peter Alteen, Vice President, Regulatory Affairs and General Counsel; Ms. Jocelyn
Perry, Vice President, Finance and Chief Financial Officer; Mr. Karl Smith, President
and Chief Executive Officer; Ms. Lisa Hutchens, Vice President, Customer Relations and
Corporate Services; and, Mr. Phonse Delaney, Vice President, Engineering and Operations.

Executive Team
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Connected to our Communities

We are proud to provide our customers with safe, reliable service, and we are equally as proud that community
groups throughout the province can count on us for support. In addition to supporting our primary corporate
charity, The Power of Life Project, we were pleased to provide financial, in-kind and hands-on contributions
to the following organizations and many more in 2006:

HEALTH

The Dr. H. Bliss Murphy Cancer Care Foundation, The Burin Peninsula
Health Care Foundation, The Western Memorial Health Care
Foundation, The Children’s Wish Foundation, The Newfoundland
& Labrador Down Syndrome Society, Juvenile Diabetes Association,
Arthritis Society of Newfoundland & Labrador, Alzheimer Society of
Newfoundland & Labrador, Trinity Conception Health Foundation,
Janeway Children’s Hospital Foundation, Newfoundland & Labrador
Region of the Canadian Red Cross, Mazol Shriners, Community
Food Sharing Association, Coats for Kids, Leaning Disabilities
of Newfoundland & Labrador, Heart and Stroke Foundation of
Newfoundland & Labrador, Canadian Blood Services

SAFETY

Newfoundland and Labrador Fire Chiefs and Firefighters Association,
Firefighter Electricity Safety Training, Learn Not to Burn Program, Child
Find Newfoundland & Labrador, School Electricity Safety Program,
Safe Communities, Newfoundland & Labrador Safety Council, Crime
Stoppers, Newfoundland & Labrador Snowmobile Association

ENVIRONMENT

Atlantic Salmon Federation, Tree Canada, Newfoundland & Labrador
Home Builders’ Association, Hughes Brook Aquatic Centre, Thomas
Howe Demonstration Forest, Trans Canada Trail Foundation,
Marystown Community Pride, Rennies River Development Foundation

EDUCATION & YOUTH

Junior Achievement of Newfoundland & Labrador, Memorial University
of Newfoundland, College of the North Atlantic, Brother T.I. Murphy
Resource Learning Centre, Newfoundland Science Fair Councils,
Newfoundland Science Centre, Newfoundland & Labrador High
School Athletic Federation, Scouts Canada, YMCA-YWCA, C.L.B.,
Newfoundland & Labrador School for the Deaf, R.E.A.L. Program,
Special Olympics, Big Brothers and Big Sisters

ARTS & CULTURE

Newfoundland Symphony Orchestra, Kiwanis Music Festivals,
Newfoundland Symphony Youth Choir, Resource Centre for the Arts
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Investor Information
Head Office
55 Kenmount Road, P.O. Box 8910
St. John’s, NL A1B 3P6
Tel: (709) 737-2802
Fax: (709) 737-2903

Website
www.newfoundlandpower.com
E-mail
contactus@newfoundlandpower.com

Share Transfer Agent and Registrar
Computershare Trust Company of Canada
1500 University Street, Suite 700
Montreal, QC H3A 3S8
Tel: (514) 982-7888
Fax: (514) 982-7635
www.computershare.com
2006 Annual General Meeting
Wednesday, April 25, 2007 at 8:00 a.m.
Main Boardroom, 3rd Floor
Newfoundland Power Inc.
55 Kenmount Road
St. John’s, NL A1B 3P6
Investor Information
Peter Alteen, Corporate Secretary
55 Kenmount Road, P.O. Box 8910
St. John’s, NL A1B 3P6
Tel: (709) 737-5859
e-mail: palteen@newfoundlandpower.com

Fortis Websites
Fortis Inc.
		 www.fortisinc.com
FortisAlberta Inc.
		 www.fortisalberta.com
FortisBC Inc.
		 www.fortisbc.com
FortisOntario Inc.
		 www.fortisontario.com
Maritime Electric Company, Limited
		 www.maritimeelectric.com
Belize Electricity Limited
		 www.bel.com.bz
Caribbean Utilities Company, Ltd.
		 www.cuc-cayman.com
Fortis Properties Corporation
www.fortisproperties.com

Photography
Doug Greenslade, St. John’s
Ned Pratt, St. John’s
Lee Ann Surette, St. John’s
Design & Production
Corporate Communications
Newfoundland Power Inc.
Printing
Dicks and Company Limited
St. John’s

Newfoundland Power Inc.
P.O. Box 8910
St. John’s, NL
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www.newfoundlandpower.com

