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MANAGEMENT’S AND AUDITORS’ REPORTS

Responsibility

MANAGEMENT'S REPORT

The accompanying financial statements are the responsibility of management. The financial statements
have been prepared according to Canadian generally accepted accounting principles and include amounts
based on management’s best estimates and judgments.

Management has established and maintains accounting and internal control systems that include written
policies, procedures and a comprehensive internal audit program. These systems are designed to provide
reasonable assurance that our financial records are reliable and form a proper basis for the timely and
accurate preparation of financial statements, and that our assets are properly safeguarded.

The board of directors oversees management’s responsibilities for financial reporting primarily through
the audit committee. The financial statements have been reviewed and approved by the board of directors
on recommendation from the audit committee. The audit committee is also responsible for making
recommendation with respect to the appointment of the independent auditors and for approving their
remuneration and terms of engagement. Other responsibilities of the audit committee include meeting
periodically with the independent auditors, management and the internal auditors to review accounting,
auditing, internal controls, litigation, financial reporting and other matters. The internal auditors and

the shareholders’ external auditors have free access to the audit committee both with and without
management present.

Our independent auditors, Ernst & Young LLP, have audited our financial statements. The accompanying
auditors’ report outlines the scope of their examination and their opinion.
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Jay Forbes " Glen LeBlanc
President and chief executive officer Senior vice-president and chief financial officer
January 26, 2006

AUDITORS’ REPORT

We have audited the consolidated balance sheets of Aliant Inc. (the “company”) as at December 31, 2005
and 2004, and the consolidated statements of income, retained earnings and cash flows for the years then
ended. These consolidated 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 consolidated financial statements present fairly, in all material respects, the financial
position of the company as at December 31, 2005 and 2004, and the results of its operations and its cash
flows for the years then ended in accordance with Canadian generally accepted accounting principles.

St + MLLP

Ernst & Young LLP

Chartered accountants

Halifax, Canada

January 26, 2006, except as to note 23 which is as of April 12, 2006
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CONSOLIDATED FINANCIAL STATEMENTS

Statements

CONSOLIDATED BALANCE SHEETS

As at December 31
(thousands of dollars) Notes 2005 2004
(as restated, note 1)
Assets
Current assets
Cash and cash equivalents 195,009 138,265
Note receivable from related party 20 - 185,000
Accounts receivable 2,20 296,148 251,054
Inventory 29,279 22,654
Prepayments 21,410 22,642
Future income tax asset 3 5,510 1,624
Income tax receivable 15,010 28,299
562,366 649,538
Capital investments 4
Property, plant and equipment 1,783,848 1,796,788
Finite-life intangibles 121,178 123,494
1,905,026 1,920,282
Other assets
Deferred charges 5 24,301 56,107
Future income tax asset 3 43,281 41,278
Accrued benefit asset 6 266,878 172,680
Indefinite-life intangibles 7 3,726 2,952
Goodwill 8 61,351 60,783
399,537 333,800
Total assets 2,866,929 2,903,620
Liabilities and shareholders’ equity
Current liabilities
Notes payable and bank advances 9 11,208 9,101
Payables and accruals 10, 20 195,691 263,490
Dividends payable 20 37,577 —
Income tax payable 78,537 1,865
Future income tax liability 3 8,746 6,464
Long-term debt due within one year 11 6,623 153,043
338,382 433,963
Future income tax liability 3 19,821 8,395
Long-term debt 11 897,880 743,342
Accrued benefit liability 6 182,038 170,344
Deferred credits 12,20 11,324 11,660
1,449,445 1,367,704
Non-controlling interest 5,588 5,242
Shareholders’ equity
Capital stock 13 1,176,035 1,216,993
Contributed surplus 886 —
Retained earnings 234,975 313,681
1,411,896 1,530,674
Total liabilities and shareholders’ equity 2,866,929 2,903,620

See accompanying notes to the consolidated financial statements

Signed on behalf of the board of directors

\

(signet) Charles White

(signed) Edward Reevey

Chairman Director

ALIANT INC.
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CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31

(thousands of dollars, except per share amounts) Notes 2005 2004
(as restated, note 1)
Operating revenues 14 2,096,682 2,033,470
Expenses
Operating expenses 1,310,569 1,294,282
Depreciation and amortization 391,255 397,337
Restructuring charge 10 - 72,288
1,701,824 1,763,907
Operating income 394,858 269,563
Other income (expenses) 15 (3,206) 4,342
Interest charges
Interest on long-term debt 72,738 74,377
Other interest expense 1,027 662
73,765 75,039
Income before underlisted items 317,887 198,866
Income taxes 3
Current tax expense 109,409 74,540
Future tax expense (recovery) 6,569 (8,100)
115,978 66,440
Income before non-controlling interest 201,909 132,426
Non-controlling interest 2,546 1,774
Net income 199,363 130,652
Earnings per common share 16
Basic and diluted 1.46 0.91
See accompanying notes to the consolidated financial statements
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
For the years ended December 31
(thousands of dollars) Notes 2005 2004
(as restated, note 1)
Retained earnings, beginning of year, as previously reported 360,351 415,866
Changes in accounting policies 1 (46,670) (40,281)
Retained earnings, beginning of year, as restated 313,681 375,585
Net income 199,363 130,652
Dividends declared on preferred shares (9,537) 9,537)
Dividends declared on common shares (153,196) (146,313)
Excess of repurchase of common shares over stated value 13 (115,336) (36,706)
Retained earnings, end of year 234,975 313,681

See accompanying notes to the consolidated financial statements
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CONSOLIDATED FINANCIA

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31

L STATEMENTS

(thousands of dollars) Notes 2005 2004
(as restated, note 1)
Cash from (used in) operating activities
Net income 199,363 130,652
Adjustments to reconcile net income to cash from operating activities
Depreciation and amortization 391,255 397,337
Gain on disposal of assets (2,136) (1,855)
Future income taxes 6,569 (8,100)
Net benefit plans cost 6 90,133 64,026
Funding of defined benefit pension
and other post-employment benefit plans 6 (172,639) (87,078)
Non-controlling interest 2,546 1,774
Other non-cash items 3,299 2,509
Change in non-cash working capital 5,937 76,530
524,327 575,795
Cash from (used in) financing activities
Repurchase of accounts receivable 2 (5,000) (5,000)
Collection of long-term receivable 4,823 4,874
Net proceeds (repayments) of notes payable and bank advances 2,108 (4,725)
Proceeds of long-term debt 11 149,109 —
Repayments of long-term debt 11 (151,352) (100,081)
Repayments of capital lease obligations (2,500) (244)
Decrease in non-controlling interest (3,598) (583)
Issuance of common shares 1,152 1,922
Repurchase of common shares 13 (161,404) (50,631)
Cash dividends paid on preferred shares (9,537) (9,537)
Cash dividends paid on common shares (111,661) (140,895)
(287,860) (304,900)
Cash from (used in) investing activities
Purchase of capital investments (363,241) (293,354)
Proceeds on sale of capital investments 44 4,056
Purchase of indefinite-life intangibles 7 (774) 227)
Business acquisitions, net of cash 17 (568) (23,435)
Other (184) —
(364,723) (312,960)
Net decrease in cash (128,256) (42,065)
Cash, beginning of year 323,265 365,330
Cash, end of year 195,009 323,265
Cash consists of:
Cash and cash equivalents 195,009 138,265
Note receivable from related party - 185,000
195,009 323,265
Supplementary disclosure
Interest paid 73,219 74,728
Income taxes paid, net 20,560 81,689

See accompanying notes to the consolidated financial statements

ALIANT INC.

5ph



6bh

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Statement notes

1 SIGNIFICANT ACCOUNTING POLICIES

Consolidated financial statements

We have prepared the consolidated financial statements in accordance with Canadian generally accepted
accounting principles (Canadian GAAP).

We consolidate the financial statements of all the companies we control and proportionately consolidate
our share of the financial statements of our joint venture interest. At December 31, 2005, our principal
subsidiaries include Aliant Telecom Inc., Innovatia Inc., DownEast Ltd. and Xwave Solutions Inc. Our
joint venture interest is in Aliant ActiMedia. All transactions and balances between these companies have
been eliminated on consolidation.

Our non-controlling interest consists of common equity of our subsidiary companies, Atlantic Mobility
Products Ltd. and SalesBridge Canada Corp., held by third parties.

Use of accounting estimates

Canadian GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting periods.
Actual results could differ from estimates used in these financial statements.

Revenue recognition

We recognize operating revenues when they are earned, specifically, when services are provided,
products are delivered to customers, persuasive evidence of an arrangement exists, amounts are fixed
or determinable, and collectability is reasonably assured.

For arrangements where agents perform services for our customers, we recognize revenue based on the
amounts billed to the customers when we act as the principal in the arrangement. When we act as the
agent, we recognize the net amount as revenue when we perform the service.

We defer payments received in advance until we provide the service or deliver the product to customers.

For fixed-price contracts, we recognize revenue using the percentage of completion method, based

on performance as services are provided or contract milestones are met. If it is determined during the
performance of the contract that a loss will result, a provision for the estimated loss is immediately
recognized.

Directory advertising revenues are billed, in accordance with the contractual terms with advertisers,
and recognized on a monthly basis over the estimated life of the print directory or electronic directory
advertising, not exceeding 12 months, commencing with the delivery or display date, respectively.
Amounts billed up front for the directories are deferred and recognized over the billing period for which
the corresponding directories are in circulation, not exceeding 12 months.

For transactions involving multiple products or services, we determine the separate units of accounting
and allocate revenue to each based on their relative fair values, being the value it can be sold for on a
stand-alone basis or other reliable evidence. Our relevant revenue recognition policies are then applied
to the separate units of accounting.

ALIANT INC.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (ontinued)

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances with banks and investments in money
market instruments with a maturity of less than 90 days, all of which are readily convertible to cash
and subject to an insignificant risk of change in fair value.

Note receivable from related party
The note receivable is from Bell Canada and represents a revolving loan, as described in note 20.

Transfer of receivables

Under a purchase and sale agreement, we sell certain accounts receivable to a securitization trust.
We record the sale when we transfer the accounts receivable and receive proceeds from the trust. The
gains or losses that result from these transactions and program administration fees are recognized as
other income (expenses). The gain or loss calculated is partly dependent on the carrying amount of
the accounts receivable transferred, which is allocated between the accounts receivable sold and the
retained interest based on their relative fair value at the date of the transfer. We determine fair value
of the accounts receivable transferred based on the present value of future expected cash flows using
management’s best estimates of key assumptions, such as discount rates, weighted average life of
accounts receivable and credit loss ratios.

444

Inventory

Inventory represents products or equipment purchased for resale. We value inventory at the lower of
cost and net realizable value, with cost being the weighted average laid-down cost using the first-in,
first-out method.

Income taxes

We use the asset and liability method to account for income taxes. Under this method, income taxes
reflect the expected future tax consequences of temporary differences between the carrying amounts of
assets or liabilities for financial reporting purposes compared with tax purposes, as well as the benefit
of losses that will more likely than not be realized and carried forward to future years to reduce income
taxes. Accordingly, a future income tax asset or liability is determined for each temporary difference
based on the tax rates enacted by tax law, or substantively enacted, that are expected to be in effect
when the underlying items of income and expense are expected to be realized. The effect of a change in
tax rates on future income tax assets and liabilities is included in earnings in the period that the change
is substantively enacted. A valuation allowance is recorded to reduce future income tax assets to the
amount more likely than not to be realized.

Capital investments

Capital investments are recorded at cost. We calculate depreciation and amortization over the useful lives
of the capital investments as noted below:

Capital investments Method Rate

Property, plant and equipment

Buildings and towers Straight-line 10 - 40 years

Telecommunications facilities and equipment Straight-line 4 — 40 years

Other equipment Straight-line 3 - 15 years
Finite-life intangibles

Software Straight-line 3 - 5years

Customer relationships Straight-line 2 - 9years

Residual commissions Declining balance 6 years

ALIANT INC.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (ontinued)

Costs capitalized on our self-constructed assets classified as plant under construction, include contracted
costs, labour and overhead, but we do not capitalize interest costs. We do not commence depreciating our
plant under construction or software under development until it becomes operational.

Gains and losses on the disposal of identifiable capital investments are included in other income
(expenses) in the period they occur.

Deferred charges and credits

Deferred charges mainly include long-term receivables, bid pursuit and other up-front customer contract
costs. Our retained interest in the transfer of accounts receivable to a securitization trust was included in
deferred charges in 2004 but was reclassified to accounts receivable at December 31, 2005, as the trust
agreement expires in December 2006. Deferred credits mainly include long-term debt premium income
and revenue. Deferred charges and credits are being amortized or recognized as follows:

Amortization or recognition period Income statement impact
Deferred charges:
Long-term customer contract costs, Length of the customer contract Operating expenses
such as bid pursuit and other
up-front costs
Debt issue costs Period to maturity of the Interest charges

underlying long-term debt obligation

Deferred credits:

Long-term debt premium income Period to maturity of the Reduction of interest charges
underlying long-term debt obligation

Deferred revenue Length of the customer contract Operating revenues

Goodwill and indefinite-life intangibles

Goodwill represents the excess, at the date of acquisition, of the cost of an acquired business over the
fair value of the net amount assigned to individual assets acquired and liabilities assumed. Indefinite-life
intangibles consist of spectrum licenses, which are not being amortized.

We assess goodwill and indefinite-life intangibles for impairment in the second quarter of every year, and
when events or changes in circumstances indicate that an asset might be impaired. Any impairment in
value is charged to other expense in the period that the review is performed. The annual impairment test
was conducted during the second quarters of 2005 and 2004 and no impairment loss was required.

Leases

Leases are classified as capital or operating depending on the terms of the contracts. Capital investments
acquired under capital leases are amortized consistent with their nature. Obligations under capital leases
are reduced by lease payments net of imputed interest.

Derivative financial instruments

We use derivative financial instruments, periodically, in the management of our foreign currency and
interest rate exposures. We do not use derivative financial instruments for trading or speculative purposes.

ALIANT INC.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES ontinued)

We document all relationships between derivatives and the items they hedge, as well as the risk
management objective and strategy for undertaking various hedge transactions. This process includes
linking all derivatives to specific assets and liabilities on the balance sheet, specific firm commitments
or anticipated transactions. We assess, both at the hedge’s inception and on an ongoing basis, whether
the derivatives that are used in hedging transactions are effective in offsetting changes in fair values

or cash flows of hedged items. If a hedge becomes ineffective, we stop using hedge accounting.

We currently use derivative financial instruments as part of a plan to manage the fixed and floating
interest rate mix of our total debt portfolio and related overall cost of borrowing. We designate the
following interest rate hedge agreements as hedges of the underlying long-term debt:

¢ Interest rate swap agreements that involve the periodic exchange of payments without the exchange of
the notional principal amount upon which the payments are based, and are recorded as an adjustment
of interest charges on the hedged long-term debt instrument. The related amount payable to or
receivable from counterparties is included as an adjustment to accrued interest.

e Interest rate swaption agreements that, if exercised, will result in us entering into interest rate swaps,
to be accounted for as derivative instruments. The long-term debt premium income we received upon
entering into the swaption agreements is amortized as an adjustment to interest charges over the period
from receipt of the premium income to maturity of the underlying long-term debt obligation.

9IPh

Realized and unrealized gains or losses associated with derivative financial instruments, which have

been terminated or cease to be effective as a hedge prior to their maturity, are deferred under other
current, or non-current, assets or liabilities on the balance sheet and recognized in income in the period
in which the underlying hedged transaction is recognized. In the event a designated hedged item is sold,
extinguished or matures prior to the termination of the related derivative financial instrument, any
realized or unrealized gain or loss on such derivative financial instrument and any unamortized long-term
debt premium income is recognized in income.

Post-employment benefits

We provide pension plans and non-pension post-employment benefits to qualified employees. These
include defined benefit (DB) pension plans, defined contribution (DC) pension plans, retirement savings
plans and other post-employment benefit (OPEB) plans such as life insurance and health care plans.

We accrue our obligations under these plans. In the case of DB pension plans, we present the liability and
any deferred actuarial gains and losses in the plans net of the fair value of plan assets, which are invested
to fund that liability.

December 31 is the measurement date of our employee benefit plans. A valuation of each plan is
performed at least every three years to determine the actuarial present value of the accrued pension and
other non-pension post-employment benefits. The latest valuations are dated December 2005, and were
performed as of December 31, 2004. The next required actuarial valuations for funding purposes will be
as of December 31, 2005, and will be completed in 2006.

We have adopted the following policies for our DB pension plans and OPEB plans:
e The cost of pensions and other post-employment benefits earned by employees is actuarially
determined using:
¢ The projected benefit method, prorated on years of service, which takes into account future
salary levels;
e Management’s best estimate of expected plan investment performance, salary increases, retirement
ages of employees and expected health care costs; and

ALIANT INC.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (ontinued)

e Discount rates for the employee benefit plans are based on current interest rates on the long-term
debt of high-quality corporate issuers. The expected long-term rate of return on plan assets is based
on long-term forecasts of capital market returns, given our policy asset mix.

e For the purpose of calculating the expected return on plan assets, equity securities are valued at
market-related value, where investment returns (gains and losses) in excess of expected returns are
recognized in the asset value over a period of three years. Fixed income securities are valued at their
fair values.

e We amortize past service costs from plan amendments on a straight-line basis over the average
remaining service period of employees who were active at the date of amendment.

e We use the corridor approach to calculate actuarial gains and losses that are reflected in earnings.
This involves deducting the greater of 10 per cent of the benefit obligation or 10 per cent of the
market-related value of the plan assets from the unamortized net actuarial gains or losses. The excess
amount calculated is then amortized over the average remaining service period of active employees,
being 13 years at December 31, 2005 (2004 - 13 years).

e When the restructuring of a benefit plan gives rise to both a curtailment and a settlement of obligations,
we account for the curtailment prior to the settlement.

Earnings per common share

Earnings per common share is based on the weighted average number of common shares outstanding
for the period. Diluted earnings per share is computed in accordance with the treasury stock method and
based on the weighted average number of common shares and dilutive common share equivalents.

Stock-based compensation plans

Under our stock option plan, for awards granted after January 1, 2003, we record compensation expense,
calculated by using the fair value method as determined by the Black-Scholes options pricing model.
Compensation expense recognition commences when stock options are issued to employees, with full
recognition equally over the vesting period, being three years.

As permitted under the CICA accounting standard for stock-based compensation and other stock-based
payments, we do not record compensation expense upon issuance of stock options to employees under
our own stock option plan for awards granted prior to January 1, 2003. However, as required by the
standard, we are disclosing the proforma impact on net income and earnings per common share using
the fair value method of accounting for stock-based compensation awards. The pro-forma information
is presented in note 16.

Compensation expense is also recorded as units vest under our performance share unit plan, and for our
contributions to the employees’ stock savings plan.

Changes in accounting policies

Effective January 1, 2005, we changed certain accounting policies. These changes have been retroactively
applied with comparative financial information restated to conform to the presentation adopted for 2005.

ALIANT INC.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (continued)

Subscriber acquisition costs

We changed our accounting policy for subscriber acquisition costs from deferring and amortizing over
the life of the customer contract to expensing when services are activated. Subscriber acquisition costs
include wireless and Internet commissions and cellular hardware subsidies. The following table outlines
the impact of these changes.

(thousands of dollars, except per share amounts) Year ended December 31, 2004

Consolidated statement of income
Increase (decrease) to:

Operating expenses 9,184
Income taxes (3,347)
Net income (5,837)

Consolidated balance sheet

11 bh
Decrease to:
Deferred charges (50,598)
Future income tax liability (18,838)
Retained earnings (31,760)

Earnings per common share
Basic and diluted (0.04)

Directory revenue and expense recognition

We changed our method for recognizing revenues and expenses in our joint venture directory business,
Aliant ActiMedia, from the publication-date method to the defer and amortize method. The publication-
date method recognizes revenues and direct expenses when directories are published. Under the defer and
amortize method, directory advertising revenues and expenses are generally recognized over the period
of circulation, which is usually 12 months. The following table outlines the impact of these changes.
(thousands of dollars, except per share amounts) Year ended December 31, 2004

Consolidated statement of income
Increase (decrease) to:

Operating revenues 55
Operating expenses 927
Income taxes (320)
Net income (552)

Consolidated balance sheet
Increase (decrease) to:

Accounts receivable (22,877)
Prepayments 2,492
Payables and accruals 3,170
Future income tax liability (8,645)
Retained earnings (14,910)

Earnings per common share
Basic and diluted (0.01)

ALIANT INC.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (ontinued)

Comparative figures

The comparative financial information has been reclassified to conform to the presentation adopted
for 2005.

Regulation of the telecommunications industry

Aliant Telecom Inc., our primary telecommunications company, is regulated by the Canadian Radio-
television and Telecommunications Commission (CRTC) pursuant to the Telecommunications Act.
The CRTC ensures that Canadians have access to reliable telephone and other telecommunications
services at affordable prices. Our business is affected by CRTC decisions over the prices we charge for
specific services, primarily local telephone service, and other operating requirements. Refer to note 22
for further information on the deferral account, a mechanism introduced under the CRTC’s price cap
decision of 2002.

2 TRANSFER OF RECEIVABLES

On December 13, 2001, we entered into a five-year revolving purchase and sale agreement to sell up to

$150.0 million of interest in a pool of our subsidiary’s, Aliant Telecom Inc., trade accounts receivable to
a securitization trust. In March 2004, the program was amended and the available facility was decreased
to $125.0 million. As at December 31, 2005, we had received net cash proceeds of $120.0 million

(2004 - $125.0 million) on the sale of accounts receivable to the securitization trust.

As part of the agreement, we are required to provide security, currently in the form of additional accounts
receivable over and above the cash proceeds received, which is held and owned by the trust. This
security, or retained interest, is transferred back to us upon the expiry of the agreement in December
2006. In prior years, the retained interest was recorded in deferred charges, as presented in note 5,

but due to its current nature at December 31, 2005, was recorded in accounts receivable. The retained
interest amounted to $39.5 million at December 31, 2005 (2004 - $43.5 million).

We continue to service these accounts receivable and collect the amounts owing, but the trust’s interest
in the collection of these accounts receivable, including receivables that make up the retained interest,
ranks ahead of our interest. The trust and its investors have no recourse to our other assets for failure of
the customer to pay the amounts when due.

Under the agreement the trust reinvests the amounts collected by buying additional interest in our
accounts receivable until the agreement expires. During the term of the agreement, we remain subject

to certain risks of default which, should they occur, could cause the agreement to end early.

During the year ended December 31, 2005, we recognized a pre-tax loss and administration fees of
$3.5 million, (2004 - $3.3 million) on the transfer of receivables.

ALIANT INC.



NOTES TO THE

2 TRANSFER OF RECEIVABLES (ontinued)

CONSOLIDATED

FINANCIAL

STATEMENTS

The following table shows the securitization, certain cash flows received from and paid to the trust during
the year, and the assumptions that were used in determining the fair value on the date of transfer. The

sensitivity of these assumptions to an immediate 10 to 20 per cent change is not material.

(thousands of dollars, except as otherwise noted) Range 2005 2005 2004
As at December 31
Securitized interest in accounts receivable 159,454 168,484
Cash proceeds 120,000 125,000
Retained interest 39,454 43,484
Servicing liability 389 435
Average trade accounts receivable managed 227,664 227,673
For the years ended December 31
Collections reinvested in revolving sales 1,867,530 1,812,448
Decrease in sales proceeds 5,000 5,000
Assumptions:
Cost of funds 2.82% - 3.56% 2.98% 2.62%
Average delinquency ratio 19.25% - 22.33% 20.72% 18.20%
Average net credit loss ratio 0.55% - 1.41% 1.04% 0.96%
Weighted average life in days 43-50 45 45

3 INCOME TAXES

Future income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes as
well as the benefit of losses that will more likely than not be realized and carried forward to future years

to reduce income taxes.

The tax effects of temporary differences that give rise to significant portions of the future tax assets and
future tax liabilities are presented in the following table:

As at December 31

(thousands of dollars) 2005 2004
Capital investments 27,773 14,298
Pension and post-employment benefits (27,589) (4,006)
Deferred charges 976) 2,508
Loss carryforwards 7,926 5,503
Long-term debt expense and premium 1,925 2,906
Severance and benefits 5,403 2,039
Other 5,762 4,795
Total future income taxes 20,224 28,043

ALIANT INC.
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NOTES TO THE CONSOLIDATED FIN

3 INCOME TAXES (continued)

The total future income taxes are comprised of the following:

ANCIAL STATEMENTS

As at December 31
(thousands of dollars) 2005 2004
Future income tax assets:
Current portion 5,510 1,624
Long-term portion 43,281 41,278
Future income tax liabilities:
Current portion (8,746) (6,464)
Long-term portion (19,821) (8,395)
Total future income taxes 20,224 28,043
Significant components of income tax expense are as follows:
For the years ended December 31
(thousands of dollars) 2005 2004
Current tax expense 109,409 74,540
Future tax expense (recovery):
Change in temporary differences 7,095 153
Tax rate differential — settlement of prior year’s tax issues - (9,456)
Change in statutory rate (526) 1,203
Income tax expense 115,978 66,440
A reconciliation of the statutory income tax rate to the effective income tax rate is as follows:
For the years ended December 31 2005 2004
Statutory income tax rate (including surtax) 35.95% 35.90%
Federal large corporation tax 0.47 1.04
Tax rate differential — settlement of prior year's tax issues - (4.53)
Tax rate change — future asset (0.18) 0.48
Non-taxable loss - (0.14)
Non-deductible intangibles 0.14 0.06
Benefit of non-capital losses not recognized 0.48 0.13
Other permanent differences (0.38) 0.47
Effective income tax rate 36.48% 33.41%

Tax losses

At December 31, 2005, we have $52.3 million (2004 - $46.4 million) in non-capital tax losses that are

available to reduce taxable income in future years. The tax benefit of $20.2 million (2004 - $13.6 million)
has been recognized as part of the future tax asset. These losses expire in varying annual amounts from
2011 to 2025. No tax benefit has been recognized for $32.1 million (2004 - $32.8 million) of these losses.
The losses for which no tax benefit has been recognized expire in varying annual amounts from 2011

to 2025.

We also have capital losses of approximately $37.4 million at December 31, 2005, (2004 - $37.2 