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NEWFOUNDLAND

LIGHT &

POWER CO. LIMITED

Directors’ Report to the Shareholders

Your Directors submit herewith the audited
financial statements of the Company for the year

ended December 31, 1968.
The present Newfoundland Light & Power Co.

Limited was formed in September, 1966, when
all the utility companies supplying electricity to
the public in Newfoundland were amalgamated
into one province-wide undertaking . lts com-
ponent companies differed materially one from
another. Electricity was cheap in the cities but
in the country its cost was high. Accounting pro-
cedures, employee relations, local taxation, pen-
sion arrangements, rate structures and methods
of general administration had to be made uni-
form and the entire enterprise integrated into a

single harmonious whole.

The most difficult problem was the revision of
the rate structures. This was carried out in two
steps. On the authority of the Board of Commis-
sioners of Public Utilities of Newfoundland a
schedule of interim rates was made effective
commencing in the summer of 1967. For the time
being the price of electricity was graded, being
lowest in the cities, somewhat higher in the towns
and highest in the rural areas. The introduction
of the interim rates cost the Company, in loss of
revenue, approximately $465,000 in 1967 and
$1,500,000 in 1968, against which there were

some savings in operating expenses.

In its order approving the interim rates, the
Board had instructed the Company to prepare a
study of a scheule of uniform rates that would

be the same to all customers regardless of

whether they lived in city, town or country. In
the summer of 1968 the Company applied to the
Board for approval of a final schedule of rates,
submitting with its application studies of both
graded rates and uniform rates, based in each
case on the actual revenve produced by the
interim rates, the savings in the cost of power
supplied by the Newfoundland and Labrador
Power Commission and the actual cost of oper-
ating the amalgamated company. The Board,
after thorough investigation of the studies and
after hearing all interested parties at public
hearings, ordered the introduction of a revised
schedule of rates and charges uniformly applic-
able to all customers supplied from the Com-
pany’s interconnected transmission and distribu-
tion systems, wherever they might live, effective
from December 1, 1968.

In its order approving the new rates, the Board
ruled that an annual return of between 7%4%
and 8% on the Company’s rate base will be
considered reasonable. The rate base at any
time is closely equivalent to the amount of equity
capital invested in the business by the preferred
and common shareholders plus the sum of the

long-term debt and bank loans.

To bring about uniformity between town and
country, it was necessary to increase the rates
in the cities to make up for the reductions in the
rural areas. Such increase in a sense constituted
a break with tradition because this was the first
time the price of electricity in St. John's or Corner

Brook had ever been raised.



As regards the general level of the new rates,
a comparison with prices in effect elsewhere
indicates that a family living in a village in
Newfoundland and using an electric range and
water heater now pays less money for its elec-
tricity than any family using the same amount of
electricity in any village or town or city on the

Atlantic seaboards of Canada or the U.S.A.

The fact that the Company is able to deliver
electricity into the homes of the people of New-
foundland at a price that compares so favourably
results largely from the ability of the Newfound-
land and Labrador Power Commission and the
Company to work closely together, forming what
has proved to be a most effective combination.
The Commission generates electricity at low cost
in its large hydro plant at Bay d‘Espoir and
transmits it at high voltage to a number of con-
venient points, from which it is carried on through
the Company’s lower voltage lines and wide-
spread distribution systems to the ultimate con-
sumers. The Company is operating only its low
cost generating stations and apart from a new
standby plant on the Burin Peninsula and the
extension of the standby plant at Port Aux
Basques, is providing no additional generating
capacity. There is no duplication of facilities or

waste of effort.

The other changes that had to be made in the
Company’s operations, including the introduc-
tion of modern computer methods into the ac-
counting and billing departments, have also for

the most part been completed.

When major changes are being made in a

business, comparisons between the results ob-

tained in successive years can be misleading.
In this case due weight must be given to the fact
that the earnings in 1968 were derived under
conditions that were materially different from
those prevailing in 1967, and the conditions in
1969 will be different from those in 1968.

Compared with 1967, the quantity of elec-
tricity sold to the Company’s customers increased
by 20.9% but the gross revenue, held down by
the rate reductions, increased by only 6.1%.
Operating expenses were up by 7.7%, depre-
ciation by 8.3%, and interest on long-term debt
and bank loans by 13.1%. Taxes on income
amounted to $1,223,131 as against $1,524,764
reported for 1967. For tax purposes, in 1968
all general and administrative expenses were
treated as revenue deductions, whereas in 1967
any such expenses that were attributable to
capital expenditures were charged to capital
account; also higher rates of depreciation were
claimed in 1968 on transportation equipment
and certain other assets, If the 1968 procedures
had been used the income tax for 1967 would
have been $1,306,270. These changes with
respect to income tax were finally approved
by the department of national revenue on
April 8, 1969.

After all charges the earnings available for
the common shares amounted to 89.5 cents per
share, of which 50 cents was paid out in divi-
dends and 39.5 cents retained in the business.
The corresponding figures reported in 1967
were 87.5 cents, 45 cents and 42.5 cents respec-
tively, but if the income tax in 1967 had been

computed in the same way as in 1968, they



would have been 96.4 cents, 45 cents and 51.4
cents. The financial statements included in this
report have been restated to give effect to these

changes retroactive to Sept. 1966.

To enable the shareholders to follow the
Company’s future progress more closely, un-
audited statements of earnings and expenses
will henceforth be issued at the end of each

quarter,

In 1968 the Company generated 443,721,000
kilowatt-hours in its own power plants, and
purchased 264,987,000 kilowatt-hours from the
Newfoundland and Labrador Power Commission
and 114,799,000 from The Bowater Power Com-
pany. After losses in transmission and distribu-
tion and some non-recurring sales to the Com-
mission’s customers, 724,550,000 kilowatt-hours
were sold to the Company’s customers. The rate
of increase over sales in the preceding year was
20.9% which compares with the Canadian
national average for the same period of 7.6%.
The large increase was due in part to a greater
use of electric heat, to the connection of a
number of industries which formerly operated
their own plants by diesel power, and to the

connection of new industries.

Capital expenditures in 1968 amounted to
$7,900,511 of which $5,599,141 was for addi-
tions and improvements to the Company’s trans-
mission and distribution systems; $1,214,268 for
a 14,000 KW gas turbine generating plant to
provide standby service for the Burin Peninsula;
$302,466 for substation plant required for tak-

ing delivery of power from the Power Commis-

sion; and $623,882 for the new office building
being erected in St. John's which was com-
menced in July and was ready for occupation in
March at a total estimated cost of $960,000.

At the beginning of the year the Company
had outstanding long-term debt of $30,738,880
and bank loans of $6,280,000 against prop-
erty totalling $88,627,478. In January, 1968,
$3,000,000 First Mortgage 73 % 20-year bonds
were sold and in the course of the year $410,320
of long-term debt was retired. At the end of the
year the long-term debt stood at $33,696,060,
and bank loans at $7,600,000, against property
which stands on the Company’s books at
$97,422,828 but which would cost much more

if bought at present prices.

Unfortunately the financial situation has con-
tinued to deteriorate and the market for long-
term utility bonds at the end of the year had
almost ceased to exist. Unless the Government
of Canada can act with a high order of courage
and ability, it would seem that a period of pro-
gressively rising prices is in prospect bringing
with it the same distress that can be so clearly
seen in other countries where inflation has been

allowed to get out of control.

On July 1, Mr. V. A. Ainsworth, the General
Manager of the old Newfoundland Light and
Power Company Limited since 1953 and of the
amalgamated company since its inception in
September, 1966, having reached the age of
retirement, retired from active service and was
appointed a director of the Company. In his

fifteen years of service he contributed a great



deal to the old company. He was instrumental
in building up a competent staff and in establish-
ing sound employee relations in an atmosphere
of mutual trust, and he gave invaluable help to
the successful unification of the present organ-
ization. The Assistant General Manager, Mr.
D. S. Templeton, was appointed General Man-

ager in his stead.

The management and employees of the Com-
pany had a difficult but rewarding year. They
have welded the amalgamated companies into

a single united undertaking, serving the public

D. STAIRS,

Chairman

April 25, 1969

efficiently and well. They have earned our

heartfelt thanks.

Looking ahead, after two years of readjust-
ment and consolidation it is now safe to say the
business has been placed on a firm foundation.,
The amount of new money required in the next
few years will be moderate so there is no danger
of being crippled by the present breakdown in
the market for long-term capital. The Company’s
sales are growing, and from now onwards its
net earnings should likewise grow in reasonable

proportion,

Submitted on behalf of the board,

A. BAILEY,

President



NEWFOUNDLAND LIGHT

(Incorporated under th

BALANCE SHEET AS

Assets 1968 1967
FIXED ASSETS

Utility property, plant and equipment at values approved by the Board of
Commissioners of Public Utilities of the Province of Newfoundland as at
June 30, 1966 with subsequent additions at cost ....... ... iintn $97,422,828 $88,627,478

DEFERRED CHARGES (Note 1)

Unamortized debt discount and expense ...t 800,566 769,086
Unamortized capital stock issue expense ........ ..o 94,232 99,649
Amalgamalion COSIS .. cus cuemsieaiame s aieimassmiaaimis sais wace stie afbiens i 219,127 219127
Frequency CONVErsion COSES .. ....ccueeoeseesonsounnnaarenneeeroanninns 414,526 390,491
Rate hearing costs, computer installation costs and other deferred charges. . . .. 289,198 124,106
1,817,649 1,602,459

SPECIAL REFUNDABLE TAX . .o vnvie vaie viaie smimimimisimimnis sias sais wiain spein sisimin wince omis 108,211 125,654

CURRENT ASSETS

CEBR s oz v 6 SR Wi i SR SR Y B B G SN ST NS RS Pt HTi 124,775 238,834
Accounts receivable ... ... et 2,707,019 2,560,554
Income taxes: recoverable :icn ans vaaiaravian des s Ba Daris So0E S s dals vare 189,769 —
Bonds purchased for sinking fund at cost ........... ... ...l - 28,285
Inventories of materials and supplies at average cost ..................... 1,080,723 1,215,791
Prepaitl eXPBNses . ...euusevecenoueneens saenniansesas s e ssrase e 79,934 71,039
4,182,220 4,114,503

$103,530,908 $94,470,094

The accompanying notes to financial stc

Approved on behalf of the Board:
D. STAIRS, Director

C. F. MALLORY, Director



& POWER CO. LIMITED
aws of Newfoundland)

DECEMBER 31, 1968

Shareholders’ Equity and Liabilities 1968 1967

SHAREHOLDERS' EQUITY (Restated)

Capital stock (NOte 2) & wo woms wisir i sios chiatarasis wlah s wioss S ais siois Hats $11,523,390 $11,523,390

Contributed surplus — premiums received on capital stock ................. 1,400,374 1,400,374
Excess of appraised value of fixed assets over net book value

at dates of appraisal (Note 3) ... ... 1,237,932 1,237,932

Hydro production equalization reserve (deficit) (Note 4) .................. 80,521 (67,320)

Earnings retained and invested in the business ........................... 12,150,899 11,139,763

26,393,116 25,234,139

LONG TERM' DEBT {Note 51l <o i siow sursrcium siwse s siviessyassse 77 sses) siein, taseds/slete 33,302,060 30,738,880
ACCUMULATED PROVISION FOR DEPRECIATION (Note 1) ........c..vuvennn. 24,123,526 22,287,806
CONTRIBUTIONS IN AID OF CONSTRUCTION . ...... ... iy 1,286,529 1,063,801
CONTRIBUTIONS — RURAL ELECTRIFICATION SYSTEM (Note 6) ................ 2,874,681 922,022
DEFERRED INCOME TAXES (Note 7) .....cuiiivenuiennacnanrosiivasassns 4,822,167 4,732,100

CURRENT LIABILITIES

Bank: loanss oot moiie b emine s s S v s e e B St 7,600,000 6,280,000
Accounts payable and accrued charges ....... .. ... il 2,014,916 2,212,283
Intarest: accrued, ion: long Yenmdebt wo o s dan Se e de SEn e 359,764 258,080
Current installments on long term debl ... . viivonnmnnsns sannnre o cnns 394,000 367,500
Income taxes payable; . ... 5. . vas s e a5 i s AvE e WEE S Ju — 13,334
Dividends: Foyable: « . sir wiin a5 sl i Sistets stite aeis wateleisies sese ks 4 5ege 360,149 360,149

10,728,829 9,491,346

$103,530,908 $94,470,094

ants are an integral part of this statement.



NEWFOUNDLAND LIGHT & POWER CO. LIMITED
Statement of Income
For the year ended December 31, 1968
1968 1967
(Restated)
OPERATING: REVENUE. s oon s ssmemmmiass fa sish 555 s § 50 B 5605 3w $16,157,389 $15,220,295
OPERATING REVENUE DEDUCTIONS
Operating EXPEeNSES .. ...ttt te et 7,422,962 6,888,485
Provision tar:.depreciction (Note i) e vven won vws oui s oo 5 s sen Passros & 2,551,998 2,355,749
9,974,960 9,244,234
OPERATING: INCOME: : io. voi e simiars sas whi i o e s Sestass e Sa s 6,182,429 5,976,061
INCOME DEDUCTIONS
Interestion, long e idebt o s von venmnes wim v e Es 5 DEeE sa e BE 1,927,638 1,760,131
Other INTEIESt . o it ot et s e e e et e e e e e 335,013 240,569
Interest charged 5o CONSTIUCHON & e siesarvinis st 505 waS Soly 5 Sl oe G655 (58,395) (38,128)
Amortization of deferred charges (Note 1) ........ ... iiiiinin.,. 88,474 83,939
2,292,730 2,046,511
INCOME BEFORE INCOME TAXES . ...ttt et et 3,889,699 3,929,550
PROVISION FOR INCOME TAXES (Note 7)
CUITENE vttt it ie et it e e it eeeeansenasenasanacannsse sannannsanenss 1,133,065 1,094,394
Daferred « e cun son o Paios 15 Saty sl Teks SRR eItE S AR e e e 90,066 211,876
1,223,131 1,306,270
INCOME BEFORE TRANSFER TO OR FROM HYDRO PRODUCTION
EQUALIZATION RESERVE ; .:cv visis siwvs ivste s a5 spsi 470 Siin siavos Siasss s7ais s56t% et 4 2,666,568 2,623,280
TRANSFER (TO) OR FROM HYDRO PRODUCTION
EGUALZATION RESERVE (MNote d) .onnomms su sise s o o s ars wam svsiers (147,841) 67,320
MNET INCOME . .. 5 05 5nlis o5oh 500 a0 505405 T05 Sa5 T S50 ok < & ams st s Jen 3 $ 2,518,727 $ 2,690,600
Statement of Retained Earnings
For the year ended December 31, 1968
1968 1967
(Restated)
BALANCE AT BEGINNING OF YEAR
As: previously reported, = won sei son viie snh e s PR e s W o s G $10,880,209 $ 9,944,691
Prior years' adjustments (Note 7) ... .. ... oot i 259,554 41,060
S FOSIAtE = voven von s TETERRIRTNIDN SR SeTE B AT Sl e SV GRS SHESE e Sieke 11,139,763 9,985,751
NET INCOME FOR THE YEAR .......ccivrnciinrionscsassnancanssnsnnananss 2,518,727 2,690,600
DISCOUNT ON BONDS REDEEMED AND OTHER ITEMS ............. ... . ... .. 35,209 21,996
13,693,699 12,698,347
INCOME TAX ADJUSTMENTS AFFECTING PRIOR YEARS ...................... - 7,594
'APPRAISAL ADIUSTMENT . .:.5 con o som shp Seien aigd s ¢85 SEn SR de vy v s - 69,500
DIVIDENDS
Praferance: Sharas: & o s sw 5an S50 FH0E W S8l Fes S SRR SRR SO S e S 306,608 307,108
COMMON SHOTES © . v o ottt e e et et e e et e ettt e e 1,236,192 1,174,382
1,542,800 1,558,584
BALANCE AT END: OF YEAR 5 s o sun v et v Sl Dasie pets suis @908 sive S emras o $12,150,899 21,139,763

The accompanying notes to financial statements are an integral part of these statements.



NEWFOUNDLAND LIGHT & POWER CO. LIMITED

Statement of Source and Application of Funds
For the year ended December 31, 1968

1968 1967
(Restated)
SOURCE OF FUNDS
From operations
Net income Forthe s year - . ... v s S sies s o S 5,000 960 205 Fa S48 $2,518,727 $2,690,600
Non cash charges and credits
DOPraCIOHON .. ciscmmsioisisinin pioes sioisissviors spmne Siin Sdins S F65 5,40 5,005 e 2,551,998 2,355,749
Amortization of deferred charges ............... ... .. .. o0l 88,474 83,939
Deferred income taxes .........c.cuuiiiniiienniennnnnnnennnns 90,066 211,876
Transfer to or (from) hydro production equalization reserve ....... 147,841 (67,320)
2,878,379 2,584,244
5,397,106 5,274,844
Adjustmentiof Prior YEars OO . .- i sk aete) sietorasmmasies e svpp i - 16,519
Discount on bonds purchased ... .. cii s o s e Sais s5s aen dan Yaes oo 34,849 21,995
Contributions in ‘Aid Of CONSIUCHON. < vveiieisie v vosi sivse asmismavtsrs wiats s2n s Sesimm 309,575 233,120
Proceeds of DO SSUE: ... .c.cv onim oo siminie a6 sie s mmie 5o 360 slo0 F4T8 5070 4 5000 510 2,932,500 —
Incredise i bank FOaNS 1 i was 5ats Tmsisiaeie et st i Sivasaas fn dmenans 1,320,000 3,655,000
MisCellanEOoUS .ottt e e 17,806 11,889

10,011,836 9,213,367

APPLICATION OF FUNDS

Utility ‘property; plant dnd:equipment = saoves: san o seinamies vas 55 saine 7,900,511 5,910,891

Less: Salvage value of plant retired . ............. ... ... i, 254,693 260,727

7,645,818 5,650,164

Increase in deferred charges ..........oiriiniiniiee i, 236,164 390,491
Dividends

Preference shares .. .....oiitiir ittt e et 306,608 307,108

COMMON SROFES i —iin st e st Soaiaalel o Vet sar SEiaTaier S5t Sar Witk 1,236,192 1,174,382

Reduction in long term debt ... ... ... .. 436,820 398,050

9,861,602 7,920,195

INCREASE IN WORKING. ‘CAPITAL. (Note: 9) ... .cicivicivi ciore simin cvons snamsce semve siocis simsn 150,234 1,293,172

WORKING CAPITAL AT BEGINNING OF YEAR . .........c0iiiiiiinninnnnenans 903,157 (390,015)

WORKING  CAPITAL AT ENDEOF YEAR | v cioce wimre suwms o somicas simss swmsa srivs swze o stiars siims! wrasn $1,053,391 $ 903,157

The accompanying notes to financial statements are an integral part of this statement.



NEWFOUNDLAND LIGHT & POWER CO. LIMITED

Notes to Financial Statements

Nofe 1 — Amortization of deferred charges and provision for depreciation —
Deferred charges are being amortized as follows:
Debt discount and expense — over the life of the applicable issues,
Capital stock issue expenses — over a 25 year period to 1990.
Amalgamation costs — over a 10 year period commencing 1969.
Frequency conversion — over a 10 year period commencing 1969.
Rate hearing costs, computer installation costs and other deferred charges — over varying periods within 6 years.
Depreciation is provided in the accounts at rates approved by the Board of Commissioners of Public Utilities of
the Province of Newfoundland.

Note 2 — Capital Stock —
Avuthorized:
1,000,000 cumulative redeemable preference shares of a par value of $10.00 each, issuable in series.
3,500,000 common shares without nominal or par value.

Issued:

200,000 5%% cumulative redeemable preference shares Series A: redeemable at the option of the
company at a premium of 5% of the par value thereof ................................ $ 2,000,000

350,000 5%% cumulative redeemable preference shares Series B: redeemable at the option of the
company at a premium of 5% of the par value thereof ...... ... ... ... ... .. ... 3,500,000

21,430 6% cumulative redeemable preference.shares Series C: redeemable at the option of the
company at a premium of 6% of the par value thereof ................................ 214,300
571,430 preference shares .............. e e By o B e Tt S e ety sy 5,714,300
2,472,384 common Shares ... ... ...t e e 5,809,090
11,523,390

Note 3 — Appraisal Surplus —

As at December 31, 1968, the balance of excess of appraised value of fixed assets over net book value at dates of
appraisal is as follows:

Effective Net Appraisal Net Appraisal
Date of Value of Assets Surplus or
Predecessor Company Appraisal Name of Appraiser Appraised (Deficit)
Newfoundland Light December Montreal Engineering
and Power Company, Limited 31, 1948 Company, Limited $ 6,303,310 $ 876,623
United Towns Electric Company, December Power Corporation of
Limited 31, 1961 Canada Limited 16,227,349 (3,722)
The Union Electric Light December Power Corporation of
and Power Company, Limited 31, 1949 Canada Limited
June 30, Montreal Engineering
1966 Company, Limited 2,364,000 259,162
The Public Service Electric December A. W. Finlayson, Eng. 160,911 (26,445)
Company, Limited 31, 1965
The West Coast Power Company, June 30, A. W. Finlayson, Eng. 3,627,256 132,314
Limited 1966 1,237,932

Note 4 — Hydro Production Equalization Reserve —

The power required annually to supply its customers, in excess of that generated by its own plants, is purchased by
the Company. The annual output of its hydro plants varies with the natural stream-flow which in turn varies with
precipitation. Regardless of the amount of their annual output, the total cost of power generated each year in the
Company’s hydro plants does not vary significantly. The total annual cost of power generated and purchased will
thus vary depending on the precipitation. Accordingly, in 1967, by Order of the Board of Commissioners of Public
Utilities of the Province of Newfoundland, the Company set up o reserve designed to equalize such variations in
power cost. Transfers to or from this reserve, net of income tax, are based on the difference between the actual
output of the hydro plants adjusted for normal storage variations and the output which would have occurred in a
year of average natural stream-flow, the data for which has been provided from an engineering study by the Com-
pany's consultants, Montreal Engineering Company, Limited.

Note 5 — Long Term Debt —
First mortgage sinking fund bonds:

B Serias AL TdUB LOTON . it o s s AR S e T R A T e S R S $ 1,500,000
5 26 Series By cdUe: TIT2 oo mmni v {8 5 10 i o mmhm o nncme 2,323,500
4 % Series €, dUe 1075 e e s 1,340,000
5150 Series D] dia VIZ8 o e s s S e S R S S S 2,287,000
534% Series E, due TOBd . . 3,000,000
5Va06: Sariss 1B, due 19T2 wisiaeimaimmars Sl S e e e e R S R A S S e 460,000
4%% Series H, due 108 . e e 852,500
534% Saries (L due: YR8 cinvcnmmrars i wresiie ai sir e e e R e A R e R 1,758,500
5%% Series J,  due 1083 e e 1,137,500
7 9% Seriesull (U TP85 o i e s e AT T R S DA 1,855,000
6%2% Series L, due 1986

.................................................................... 939,000



539 Series M. idue {1990] (TS, S2:4B2I000). 0. s ot o s e s o ime it et e s Bre e e e 2,626,560
A% Series N, dUe 1074 et e e e e 805,000
81529 :Serles O, di@ P77 cvmviramimms s e mie s w e s T e e e e e e T 245,000
6%% Series P, due 1081 e e et 275,000
Ll Sl T o T (570 17 i S PO U S 179,500
7 % Series R, due 1080 ...t 4,925,000
75 Sarias S; dUB 19BB i vivaninm s svisas i e e T T e e R e e e 2,953,000
29,462,060
General mortgage sinking fund bonds:
4169 Serias; B dus 19747 c: oo e minisin ot o i s e e S 0 5t S S e e S ke o3 5T Rkt e 2,154,000
569 Series €. doelil978 oo e e e s e e e e s e s e 1,800,000
3,954,000
Obligation re purchase of property:
Payable in nine annual installments of $12,000 each and $172,000 in 1978 . ... .......iciviiiirnnnn. 280,000
33,696,060
Lass: Current INSHallMents: . i i it T e e o s e e Bl e orm e o meret S st o R ot e et e e mre e o 394,000

$33,302,060

The trust deeds securing the first mortgage and general mortgage bonds contain conditions precedent which if not
met restrict the payment of dividends. At December 31, 1968 these conditions had been met.

The first mortgage and general mortgage sinking fund bonds are redeemable as provided in the respective trust deeds.

Note & — Contributions — Rural Electrification System —

Under agreements with the Province of Newfoundland, the Company acquired the title to certain rural systems
constructed under the Provincial Rural Electrification Plan. Under similar agreements with the Government of Canada
the Company acquired title to certain systems constructed by that Government. To facilitate the accounting for the
eventual retirement of these properties the original cost and accumulated depreciation computed at Company rates
to the date of transfer have been added to the property accounts. The amount of $3,014,386, being the excess of
the deprecicted value over the consideration, has been credited to an account titled “Contributions —rural electrifi-
cation system”. This account is reduced by the annual charge for depreciation provided on the contributed portion
of the cost of the assets transferred.

The Province holds an option to reacquire at any time the property it so transferred.

Note 7 — Income Taxes —

Certain general overhead expenses which are capitalized in the Company’s accounts are now being claimed for income
tax purposes in the year incurred. As a result of this change the current income tax provision is approximately $241,000
less than the provision that would otherwise have been charged against income in the 1968 fiscal year. The balance
of retained earnings at December 31, 1967 has been restated from the amount previously reported to give retroactive
effect to this change and other reductions in income taxes payable, totalling $259,554. Of this amount $218,494 is
applicable to 1967 and has been reflected as a reduction in income tax expense for that year; the balance of $41,060
is applicable to the 1966 fiscal period and has been added to retained earnings at January 1, 1967.

Prior to 1967, the Company provided deferred income taxes on the capital cost allowances claimed in excess of the
depreciation provided in its accounts. Effective January 1, 1967 the Company ceased this practice to conform with
an order of The Board of Commissioners of Public Utilities of the Province of Newfoundland which recognizes only
the taxes actually payable ofter claiming maximum capital cost allowances, in setting consumer rates. Also, commenc-
ing in 1967, the Company provided for deferred income taxes on certain items claimed for income tax purposes which
have been deferred in the accounts.

This accounting treatment does not follow the tax allocation basis under which the income tax provision is based on
earnings reported in the accounts. If the tax allocation basis had been followed the provision for deferred income
taxes for the year would have increased by $804,000 ($641,000 in 1967) with a corresponding decrease in net
earnings. The cumulative amount to December 31, 1968 by which deferred income taxes would have been so increased
and the retained earnings decreased, is approximately $2,072,000.

Note 8 — Retirement of Employees —
The Company has no guaranteed or funded pension or refirement benefit plan for its employees. However, the present
practice of the Company is to pay a retirement income supplement to officers and employees charging the cost thereof
to current operations and the Company has advised them of the basis upon which such payments may be made.

Note 9 — Source and Application of Funds —

In the preparation of the statement of source and application of funds the Company’s bank loan has been considered
to be a non-current liability.



Auditors’ Report

To the Shareholders of
Newfoundland Light & Power Co. Limited.

We have examined the accompanying balance sheet of Newfoundland Light &
Power Co. Limited as at December 31, 1968 and the statements of income, retained earnings,
and source and application of funds for the year then ended and have obtained all the infor-
mation and explanations we have required. Our examination included a general review of the
accounting procedures and such tests of accounting records and other supporting evidence as
we considered necessary in the circumstances. We have relied on the calculations and
measurements supplied by the company in arriving at the transfer to the hydro production

equalization reserve referred to in Note 4.

In our opinion and according to the best of our information and the explanations
given to us and as shown by the books of the company, these financial statements are properly
drawn up so as to exhibit a true and correct view of the state of the affairs of the company
as at December 31, 1968 and the results of its operations and the source and application of
its funds for the year then ended in accordance with generally accepted accounting principles
applied, after giving retroactive effect to the change in the method of accounting for income
taxes as set forth in Note 7 to the financial statements, on a basis consistent with that of the

preceding year.

St. John's, Newfoundland JOHN R. PARSONS & COMPANY
March 14, 1969 Chartered Accountants
Montreal, P.Q. RIDDELL, STEAD, GRAHAM & HUTCHISON

March 14, 1969 Chartered Accountants
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